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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
Form 10-K
(Mark One)

b ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934

For Fiscal Year Ended December 31, 2004

or

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934 (NO FEE REQUIRED)
For the transition period from to
Commission file number 1-5706

Metromedia International Group, Inc.
(Exact name of registrant, as specified in its charter)

Delaware 58-0971455
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

8000 Tower Point Drive, Charlotte, North Carolina 28227
(Address and zip code of principal executive offices)
(704) 321-7380

(Registrant s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:
Common Stock, $0.01 par value
71/4% Cumulative Convertible Preferred Stock, $1.00 par value

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.  Yeso No p

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.  Yeso No p

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past
90 days. Yeso Nop
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herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K. o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check
one): Large accelerated filer o Accelerated filer o Non-accelerated filer p

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Exchange Act). Yeso No p

The aggregate market value of voting stock of the registrant held by non-affiliates of the registrant at June 30,
2004 based on the average bid and ask prices of its Common Stock on the over-the-counter market on such date of
$0.42 per share was approximately $28,272,575.
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Certain statements set forth below in this Form 10-K constitute Forward-looking Statements within the
meaning of Section 27A of the Securities Act of 1933, as amended and Section 21E of the Securities Exchange Act
of 1934, as amended. See Special Note Regarding Forward-Looking Statements on page 91.

PART I

Item 1. Business
Metromedia International Group, Inc. ( MIG or the Company ) is a holding company that has economic interests in
business ventures that principally provide telecommunication services to customers in the country of Georgia. Prior to
August 2005 (see  Recent Developments  PeterStar Sale Transaction below), the Company also owned a 71%
economic interest in ZAO PeterStar, the leading competitive local exchange carrier in St. Petersburg, Russia
( PeterStar ).
At December 31, 2004, the Company had two reporting segments, as follows:
Magticom Ltd., the leading mobile telephony operator in Tbilisi, Georgia, in which the Company presently has a
50.1% ownership interest ( Magticom ). As discussed further below (see ~ Recent Developments Reorganization of
Ownership Interest in Business Ventures in Georgia Magticom Ownership Activity  February 2005 ), prior to
mid-February 2005, the Company had a 34.5% ownership interest in Magticom and had followed the equity
method of accounting for its ownership interest.

As aresult of the restructuring of the Company s ownership interests in Magticom in February 2005, the
Company gained the ability to exert operational oversight over Magticom. However, the Company has
determined that its ownership interest in Magticom (through its holding company structure), as a result of the
ownership restructurings that occurred in February 2005 and September 2005 (discussed herein), should still be
accounted for following the equity method of accounting.

PeterStar, the leading competitive local exchange carrier in St. Petersburg, Russia, in which the Company had a
71% economic interest until its disposition in August 2005 (see ~ Recent Developments  PeterStar Sale
Transaction below).

As of December 31, 2004, PeterStar and its subsidiaries, Baltic Communications Limited ( Baltic Comm. ),
ADM-Murmansk, Pskov City Telephone Network ( Pskov Telecom ), Pskovinterkom, and Comset (collectively,
the PeterStar Group ), did not meet the requirements of Paragraph 30 of SFAS No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets ( SFAS No. 144 ). Consequently, the Company did not treat the
PeterStar Group as held for sale as of December 31, 2004 and instead continued to present the PeterStar Group s
results of operations as continuing operations in the Company s consolidated statements of operations for all years
presented herein. However, effective in the first quarter of 2005, the PeterStar Group met the criteria of
SFAS No. 144 for classification as a discontinued component. As a result, beginning with the Company s
quarterly report on Form 10-Q for the period ended March 31, 2005, the PeterStar Group will be so accounted for
within the Company s financial statements as of that date and prospectively through the date of disposition.

At December 31, 2004, the Company also had ownership interests in:
Telecom Georgia, a long-distance transit operator in Tbilisi, Georgia, in which the Company presently has a
25.6% ownership interest. As discussed further below (see ~ Recent Developments Reorganization of
Ownership Interest in Business Ventures in Georgia Telecom Georgia Ownership Activity ), prior to mid-
February 2005, the Company had a 30% ownership interest in Telecom Georgia and had followed the equity
method of accounting for its ownership interest therein. Subsequent to December 31, 2003, the Company had not
recorded any share of the losses of Telecom Georgia since, as of December 31, 2003, the Company s carrying
balance in accordance with accounting
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principles generally accepted in the United States ( U.S. GAAP ) was zero and the Company had no obligation to
fund the operations of Telecom Georgia.

As a result of the restructuring of the Company s ownership interest in Telecom Georgia in February 2005, the
Company gained the ability to exert operational oversight over Telecom Georgia. On May 23, 2005, the charter
of Telecom Georgia that was in effect for the past several years was amended, as a result, certain substantive
participatory rights that were afforded to the minority shareholder were eliminated, which allowed the Company
to follow the consolidation method of accounting.

In July 2006, the Company consummated a series of transactions associated with its ownership interest in
Telecom Georgia. As a result of these transactions, the Company s ownership interest in Telecom Georgia
decreased to 20.7% and is now held through various U.S. based holding companies in which the Company has
the controlling interest, thereby enabling the Company to continue to exercise operational oversight and also
consolidation accounting with respect to Telecom Georgia.

In October 2006, the Company, through International Telcell LLC ( International T LLC ), an intermediary
holding company in which the Company has a 25.6% economic ownership interest, acquired the 19% ownership
interest held by Bulcom in Telecom Georgia thereby increasing the Company s economic interest in Telecom
Georgia to 25.6%.

Ayety TV, a cable television provider in Tbilisi, Georgia, in which the Company has a 85% ownership interest

( Ayety ). Currently, the Company is involved in a number of commercial and legal disputes with the 15%

minority shareholder of Ayety, the result of the dispute, despite the Company s majority economic interest, is that:
The Company no longer controls the day-to-day business affairs of Ayety;

The Company no longer has favorable relations with management of Ayety, since the Company attempted to
terminate the General Director of Ayety in late June 2004; and

The Company has been unable to prepare U.S. GAAP financial statements of Ayety to include within its
consolidated financial statements since the Company no longer has access to the statutory accounting records
of Ayety. Accordingly, as allowed under FIN 46R the Company no longer consolidates its variable interest
in Ayety for all periods subsequent to June 30, 2004 to include within its consolidated financial statements
(see Item 3. Legal Proceedings Legal Matters with Mtatsminda International Telcell SPS vs Mtatsminda ).
While these latter two business ventures do not have short-term strong growth prospects, the Company believes
that both business ventures could enable the Company to develop a broader presence in the Georgian market,
which also could reinforce and draw upon Magticom s position in that market.

In addition, as of December 31, 2004, the Company had one radio broadcast station, which was subsequently sold
in late April 2005. The Company s U.S. GAAP carrying balance in this radio broadcast station was recorded at its
carrying amount since this amount was lower than its fair value less costs to sell. Until their dispositions in 2004, the
Company also owned interests in eighteen radio businesses operating in Finland, Hungary, Bulgaria, Estonia, and the
Czech Republic and one cable television network in Lithuania.

For the year ended December 31, 2004, PeterStar generated substantially all of the Company s consolidated
revenues and cost of services. Operating expenses at PeterStar and corporate overhead expenses are the principal
components that generated the Company s consolidated operating losses. Results of operations of Magticom represent
substantially all of the Company s equity in income of unconsolidated investees.

The Company s principal executive offices are located at 8000 Tower Point Drive, Charlotte, North
Carolina, 28227, telephone: (704) 321-7380, fax: (704) 845-1835.

Unless otherwise indicated, all dollar amounts are stated in U.S. Dollars.

2
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PeterStar Sale Transaction

On August 1, 2005, the Company consummated the sale of its 71% ownership interest in the PeterStar Group
pursuant to a definitive agreement that was executed on February 17, 2005 for cash consideration of $215.0 million
(the PeterStar Sale ). The February 17, 2005 definitive agreement was among the Company, First National Holding
S.A. ( First National ), Emergent Telecom Ventures S.A. ( Emergent ) and Pisces Investment Limited, a company
organized under the Companies Law of Cyprus and a wholly-owned subsidiary of First National and Emergent
( Pisces , and together with First National and Emergent, the Buyers ). First National, a holding company incorporated
in Luxembourg, owns a 58.9% stake in OAO Telecominvest ( Telecominvest ) in Russia. At the time of the
consummation of the PeterStar Sale, Telecominvest was the 29% minority shareholder in PeterStar.

The Company anticipates that it will recognize a gain of approximately $113.7 million, before transactional costs,
on the disposal of the PeterStar Group in the third quarter of 2005, since its U.S. GAAP carrying balance in PeterStar
at the date of sale was $101.3 million. The Company presently anticipates that it will be able to utilize its tax attributes
(capital loss and net operating loss carryforwards) to offset any federal or state tax gain that would be recognized on
the sale.

Prior to consummating the PeterStar Sale, the Company intended to use its corporate cash reserves to provide for
the development of Magticom and PeterStar, with the expectation that their future dividend distributions would be
sufficient to meet, on a timely basis, the Company s corporate overhead requirements and indebtedness interest
payment obligations, including those associated with its $152.0 million 10!/2% Senior Notes due 2007 (the Senior
Notes ). The Company recognized, however, that the anticipated dividend distributions from Magticom and PeterStar
would not be sufficient to allow the Company to retire the Senior Notes at maturity. As a result, the Company had
been actively assessing for some time the practical financial restructuring alternatives and business development
opportunities available to the Company. This work included an assessment of business valuations for the Company s
business ventures and a pragmatic assessment of the opportunities and risks associated with continued pursuit and
development of the Company s business ventures as it was then organized. In connection with this work, the Company
also received and carefully considered several third party merger and acquisition proposals and various opportunities
to refinance the Company s Senior Notes. The Company s Board of Directors concluded that the PeterStar Sale offered
the best opportunity reasonably available to maximize value for the Company s stakeholders.

Redemption of Senior Notes

On August 8, 2005, using a portion of the cash proceeds from the PeterStar Sale, the Company completed the
redemption of its outstanding Senior Notes. The aggregate redemption price of the Senior Notes, including accrued
and unpaid interest, was $157.7 million.

Early Termination of Defined Benefit Pension Plan

On March 14, 2006, the Company funded approximately $5.4 million to its defined benefit pension plan (the

Pension Plan ) to ensure that the value of the Pension Plan assets was sufficient to cover all benefit liabilities since the
Pension Plan made a final distribution to the Pension Plan participants on March 22, 2006. The final distribution to the
Pension Plan participants resulted from the Company s initiative to terminate the Pension Plan, in accordance with the
provisions of Section 4041 of the Employee Retirement Income Security Act of 1974, as amended ( ERISA ).

Settlement of the Fuqua Industries, Inc. Shareholder Litigation

On April 6, 2006, the Company received approximately $4.6 million from the settlement of the Fuqua Industries,
Inc. Shareholder Litigation (see Item 3. Legal Proceedings Fuqua Industries, Inc. Shareholder

3
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Litigation ) (the Settlement ). The aggregate amount of the Settlement was $7.0 million; however, approximately
$2.4 million was paid to plaintiff s legal counsel to cover legal fees and expenses.

Reorganization of Ownership Interest in Business Ventures in Georgia
Magticom Ownership Activity  February 2005
In February 2005, through a series of transactions with Dr. George Jokhtaberidze, co-founder and then majority
owner of Magticom, the Company reorganized its ownership interest in Magticom. The net result of these
transactions, was as follows:
The Company s economic ownership in Magticom increased to 42.8% from 34.5%. Through the Company s
majority economic ownership interest (50.1%) in International Telcell Cellular LLC, ( International TC LLC ), an
intermediary holding company that owned, directly and indirectly as of February 28, 2005, 85.5% of Magticom,
the Company obtained the largest economic ownership interest in Magticom and gained the ability to exert
operational oversight over Magticom. However, the Company has determined that its ownership interest in
Magticom (through its holding company structure), as a result of this ownership restructuring, should still be
accounted for following the equity method of accounting. Dr. George Jokhtaberidze owned, prior to June 1, 2006,
the remaining 49.9% interest in International TC LLC;

A wholly-owned subsidiary of the Company issued a promissory note in the amount of $23.1 million to
Dr. Jokhtaberidze as payment for the additional 8.3% Magticom interest the Company obtained in February 2005
(the Dr. Jokhtaberidze Promissory Note ); and

International TC LLC subsequently entered into an agreement with the Georgian government that resulted in the
cancellation, in exchange for a cash payment of $15.0 million, of the Georgian government s rights to obtain a
20% Magticom purchase option. The $15.0 million payment was funded by pro-rata cash contributions to
International TC LLC from the Company and Dr. Jokhtaberidze. The Georgian government s right to obtain a
20% purchase option in Magticom resulted from a series of negotiations and agreements that were executed in
April 2004 associated with the Company s, but most importantly Dr. George Jokhtaberidze s ownership interest in
Magticom. These negotiations and agreements were a precursor to the, previously discussed, February 2005
agreements associated with the reorganization of ownership interest in Magticom.
Specifically, in February 2004, Dr. George Jokhtaberidze, who is also the son-in-law of former Georgian
president Eduard Shevardnadze, was arrested in Georgia pending investigation of various tax-related matters
related to his ownership interest in Magticom. On April 26, 2004, the prosecution of Dr. Jokhtaberidze by the
Georgian government was dropped without any finding of wrongdoing and Dr. Jokhtaberidze was released
from investigative detention. On the same day, the Georgian government s investigation into past business and
tax payment practices of Magticom were completed with no adverse findings.
Magticom Ownership Activity September 2005
On September 15, 2005, the Company and Dr. Jokhtaberidze, through the holding company International TC LLC,
acquired the 14.5% economic interest in Magticom, formerly owned by Western Wireless International ( Western
Wireless ), for a cash price of $43.0 million (in proportion to their respective ownership interests in International TC
LLC). As aresult, the Company s economic interest in Magticom increased to 50.1% since International TC LLC
currently, directly and indirectly, owns 100% of Magticom. Prior to the purchase, Magticom issued a dividend of
$17.0 million, net of 10% Georgian dividend withholding taxes, of which $7.3 million was distributed to the
Company. The Company used the net proceeds from this dividend distribution to partially fund the purchase and
funded its remaining portion of the purchase using corporate cash of approximately $14.3 million.
Concurrent with this transaction, the Company paid in full all principal and accrued and unpaid interest due to
Dr. Jokhtaberidze under the Dr. Jokhtaberidze Promissory Note described above.
4
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Telecom Georgia Ownership Activity
February 2005

In February 2005, the Company negotiated and purchased an additional 51% ownership interest in Telecom
Georgia from the Georgian government for a cash purchase price of $5.0 million. The additional 51% acquired
interest in Telecom Georgia resulted in the Company increasing its ownership to 81%, gaining the ability to exert
operational oversight over Telecom Georgia. Furthermore, on May 23, 2005, the charter of Telecom Georgia that was
in effect for the past several years was amended, as a result, certain substantive participatory rights that were afforded
to the minority shareholder were eliminated, which allowed the Company to follow the consolidation method of
accounting.

July 2006

In July 2006, the Company consummated a series of transactions associated with its 81% ownership interest in
Telecom Georgia. In summary, the Company acquired a controlling interest in Telenet, a Georgian company
providing internet access, data communication, voice telephony and international access services, from a third party in
exchange for cash and a minority interest shareholding in both Telenet and Telecom Georgia. Prior to entering the
agreements, Strikland Investments, Inc. and Greatbay Investments, Ltd. directly owned between them 100% of
Telecom Georgia Group Ltd, an international business company organized under the laws of British Virgin Islands
( TGG ) that was the sole owner of Telenet. In addition, Dr. Jokhtaberidze, the Company s principal partner in
Magticom, acquired from the Company a minority interest shareholding in the Company s ownership in these two
business ventures. As a result, the Company s interests in Telenet and Telecom Georgia are held through US-based
holding companies in which the Company has the controlling interest, enabling the Company to exercise operational
oversight over both Telenet and Telecom Georgia. Furthermore, the Company exited the transactions with the largest
economic interest of any of the shareholders in both Telecom Georgia and Telenet, of approximately 20.7% and
25.6%, respectively and completed these transactions with a net corporate cash outlay of approximately $450,000.

Telenet provides high-speed data communication and internet access services on both a wired and wireless basis,
primarily to commercial and institutional customers in Georgia. It also operates international voice and data transit
links between Georgia and Russia. Immediately prior to the Company s acquisition of Telenet, Telenet acquired from
IberiaTel, Georgia s only license to provide CDMA 450 MHz wireless voice and data services and a CDMA 450
network deployed in Georgia s capital city, Tbilisi. The target markets of Telecom Georgia and Telenet are office and
residential consumers of fixed location telephony and data communication service; and both companies have
well-established Georgian brands in these markets.

The Company undertook this business combination of Telecom Georgia and Telenet to extend the range of
communication services offered by our Georgian companies to include conventional office and residential local
exchange telephony service and to address the rapidly growing internet and data communications markets in Georgia.
This strategy aims to complement and strengthen the market leadership position already held by our Magticom
business in Georgia s mobile telephony market. In combination, Telenet and Telecom Georgia provide an excellent
vehicle for competing in Georgia s fixed location communications market on both a wired and wireless basis. Our new
partners, the former owners of Telenet, bring considerable local operating experience and financing capacity with
respect to the further development of Telenet and Telecom Georgia; and the involvement of our Magticom partner in
the development assures smooth coordination between future mobile and fixed location service expansion activities.

5
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The ownership structure of Telecom Georgia July 6, 2006:
*  No officers or board of director members of the Company are investors or are affiliated with these entities.

Telecom Georgia Ownership Activity October 2006
On October 27, 2006, the Company, through International T LLC, an intermediary holding company in which the
Company has a 25.6% economic ownership interest, acquired the 19% ownership interest held by Bulcom in Telecom
Georgia for $0.7 million, thereby increasing the Company s economic interest in Telecom Georgia to 25.6%.
Furthermore, as a part of that transaction, the Company paid a broker fee of $0.1 million to a third party for their
facilitation of the transaction.
6
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The ownership structure of Telecom Georgia October 30, 2006:
*  No officers or board of director members of the Company are investors or are affiliated with these entities.

Georgian Business Development Initiatives

Magticom Georgian License Activity.

In November 2005, Magticom acquired at auction a license to use 20% of the 1,800 MHz (or equivalent to 15% of
the combined 900 MHz and 1,800 MHz) radio frequency spectrum available in Georgia for offering Groupe Speciale
Mobile, or GSM, data and voice services. Magticom has paid approximately 1.0 million Georgian Lari ( GEL )
(approximately $0.6 million) for the license, which is usable for a period of ten years.

In May 2005, Magticom acquired at auction a license to use 18% of the 800 MHz radio frequency spectrum
available in Georgia for offering Code Division Multiple Access, or CDMA, data, voice and video services. Magticom
paid approximately 26.1 million GEL (approximately $14.3 million) for the license, which is usable for a period of ten
years. Magticom completed technical trials of the CDMA spectrum within one year as required by the license.

In August 2005, Magticom acquired at auction a license to use 25% of the 2.1 GHz radio frequency spectrum
available in Georgia for offering 3rd Generation ( 3G ) GSM mobile voice, data and video services. Magticom paid
approximately 20.4 million GEL (approximately $11.3 million) for the license, which is

7
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usable for a period of 10 years. Magticom completed technical trials of the 3G GSM spectrum within one year as
required by the license.

License rights for additional 3G radio frequency spectrum, representing less than 25% of the available 3G radio
frequency spectrum, were offered at auction in April 2006; in which the winning bid was approximately 20 million
GEL (approximately $11 million). Magticom did not directly participate in the tender; however, Magticom has
entered into agreements with the winner of the April 2006 auction, pursuant to which Magticom will acquire from that
party license rights to all of their license rights. Magticom anticipates paying the full winning bid price, plus a nominal
mark-up, for these license rights. Following the purchase, Magticom s 3G spectrum holdings is less than 50% of total
3G spectrum, as required by Georgian law.

The Georgian government conducted an auction in May 2006 for license rights to a third 25% segment of the 3G
spectrum. Magticom could neither directly participate in this auction nor acquire any portion of the license obtained
by the auction s winner, due to the aforementioned legal limitations on the portion of 3G spectrum which Magticom
can hold. The winner of the May 2006 auction, with a bid of approximately 18.7 million GEL (approximately
$10.4 million), was not operating any telephony service in Georgia. Geocell, a competitor of Magticom within
Georgia, entered into an arrangement with the winner of the May 2006 auction, pursuant to which Geocell acquired
from that party, license rights to the third 25% portion of Georgia s 3G spectrum and commenced services in Tbilisi in
December 2006.

On July 7, 2006, the Georgian regulator renewed Magticom s 900 MHz s radio frequency spectrum licenses for
another ten year period, effective immediately. Magticom paid a license renewal fee of GEL 24.9 million
(approximately $13.7 million).

Magticom s GSM, 3G and CDMA licenses enable it to provide mobile communication services in Georgia that are
as advanced as any now offered anywhere in the world. Each license is effective for a ten-year period and is effective
country-wide. Magticom introduced commercial 3G services and completed the requisite technical trials of the
CDMA service in the third quarter of 2006. Magticom already holds long-standing, renewable licenses to offer
conventional GSM telephony services in the 900 MHz and 1800 MHz spectrum (see Description of Businesses
Magticom (Tbilisi, Georgia and the Country of Georgia) Licenses and Item IA. Risk Factors The Company now
operates solely in the country of Georgia, which presents a general risk profile that may be materially different from
that ordinarily expected by U.S. investors  Limitations in the Georgian Licensing Regime ).

Participation in Georgian Government Privatization of United Telecom of Georgia

On May 12, 2006, the Georgian government concluded a tender of shares held by an agency of the Georgian
Ministry of Economic Development in the Georgian wire-line telephone company United Telecom of Georgia ( UTG ,
formerly known as Georgian Electrokavshiri). The shares tendered represented approximately 90% of the outstanding
ownership interests in UTG, with the remaining approximately 10% of outstanding shares held by UTG s employees.
In addition to providing wire-line telephone service to approximately 350,000 subscribers throughout Georgia, UTG
owns a principal portion of Georgia s intra-city duct works and cable rights-of-way, holds rights to use a potion of a
national fiber transport network, and acts as the country s incumbent local wire-line exchange carrier.

The Company, through its subsidiary International T LLC, entered a bid in the May 12th tender of $81.25 million;
$5 million of which International T LLC borrowed from Magticom and deposited with the Company s bid. The
Company believed that the acquisition of UTG could have resulted in certain synergies with the operations of both
Magticom and Telecom Georgia and, thus, undertook to participate in the May 12th tender. Financing of the
acquisition, if this bid proved to be successful, was to be provided from further funds loaned by Magticom and equity
investment in International T LLC by certain third parties (see also Item IA. Risk Factors The Company may face
limitations or additional costs in securing funds for further business development ).

8
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Only one other bid, in the amount of $90 million by a Georgian-Kazakh consortium, was entered in the tender. In
view of the higher amount offered, the Georgian government entered into a share purchase agreement with this other
bidder.

The above initiatives are indicative of the Company s current strategic objective of actively pursuing alliances and
acquisitions in Georgia, and the surrounding Central Asian region, for the purposes of both leveraging and
strengthening its core Georgian holdings. The Company s goal is the development of a growing portfolio of allied
mobile and fixed telephony businesses serving the region. Magticom s continued strong operational and financial
performance, coupled with the cash proceeds from the PeterStar Sale, repayment of the Senior Notes, and the
reorganization of the ownership interests in Magticom and Telecom Georgia whereby the Company now has the
ability to exert operational oversight over Magticom, Telecom Georgia, and Telenet provide the Company the
operational platform and improved financial liquidity base to pursue this strategy (see Item IA. Risk Factors The
Company may face limitations or additional costs in securing funds for further business development ).

Proposed Sale of Substantially all of Company Assets

On October 2, 2006, the Company announced the execution of a letter of intent (the Offer Agreement ) in respect
of an offer it received to acquire all of the Company s business interests in Georgia for a cash price of $480 million
from a group of investors ( Offering Group ).

The Company entered into the Offer Agreement with the Offering Group on September 28, 2006, providing for
exclusivity in negotiations during a sixty-day due diligence period and setting forth intended terms of a binding share
purchase agreement which they expected to execute within the exclusivity period and upon conclusion of the Offering
Group s due diligence. The Offer Agreement was executed on September 28, 2006 but did not become effective until
October 1, 2006, the date at which the Company had entered into the separate Lock-Up and Voting Agreements, as
defined below, with representatives of holders of approximately 80% of its 4.1 million outstanding shares of Preferred
Stock.

On December 5, 2006, the Company received a letter from Salford Capital Partners ( Salford ), the then sole
remaining member of the Offering Group and a party to the Offer Agreement, in which Salford (a) informed the
Company that it (x) has decided not to proceed with the proposed transaction outlined in the Offer Agreement, (y) is
terminating the exclusivity restrictions of the Offer Agreement for Cause (as defined in the Offer Agreement) as a
result of an alleged breach of the access to information covenant contained therein, and (b) requested that the
Company reimburse Salford for the transaction expenses incurred by it to date in connection with the proposed
transaction in the amount of US $1,010,000. The Company is in the process of evaluating Salford s claim for
reimbursement of its expenses in order to assess whether the request is with or without merit.

In connection with the execution of the Offer Agreement, beginning on September 29, 2006 and finalizing on
October 1, 2006, the Company entered into separate lock-up, support and voting agreements (the Lock-Up and Voting
Agreements ) with representatives (the Preferred Representatives ) of holders of approximately 80 % of its 4.1 million
outstanding shares of preferred stock, par value $1.00 per share (the Preferred Stock ). In connection with the Offer
Agreement, the Preferred Representatives have agreed to support a chapter 11 plan (in a case to be filed in the United
States Court for the District of Delaware (the Wind-up )), pursuant to which holders of the Company s Preferred Stock
would receive $68 per share from Net Distributable Cash (hereinafter defined) of $420 million or less and one-half of
any Net Distributable Cash in excess of $420 million, allocated equally among the shares of Preferred Stock. The
balance of Net Distributable Cash would be allocated equally among the outstanding common shares. Since the
Preferred Representatives represent holders of more than two-thirds of the presently outstanding Preferred Stock, if
such a plan is approved by the Court, the plan would be binding on all preferred stockholders. Net Distributable Cash
will consist of the cash proceeds of the intended sale of the Company s business interests in Georgia plus the
Company s portion of dividends received from its subsidiary Magticom Ltd. prior to the sale and all headquarters cash
on hand in the Company at sale closing less: (i) any taxes arising out of the sale of assets; (ii) payments of all allowed
claims in the Wind-Up; (iii) necessary reserves for the final liquidation
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of the Company and its subsidiaries; (iv) professional fees connected with the proposed sale transaction and pursuit of
the Wind-Up; and (v) Board-approved bonuses or similar payments to Company directors, management and
employees which in an aggregate amount are estimated to equal approximately 5% of the proposed sale transaction
proceeds. By end of first half 2007, the combined face value plus accumulated unpaid dividends that would otherwise
be due to the preferred stockholders would be in aggregate approximately $325 million or $78.50 per share of
Preferred Stock outstanding.

On November 18, 2006, the Company and Preferred Representatives of holders of more than two-thirds of the
Company s outstanding shares of Preferred Stock agreed to an amendment to the Lock-Up and Voting Agreements
pursuant to which holders of the Company s Preferred Stock will receive $68 per share from Net Distributable
Consideration (as defined in the amendment to the Lock-Up and Voting Agreements) of $420 million or less, plus
one-half of any Net Distributable Consideration in excess of $420 million and less than $465 million, and plus twenty
percent of any remaining Net Distributable Consideration in excess of $465 million, allocated equally among the
shares of Preferred Stock. The balance of Net Distributable Consideration would be allocated equally among the
outstanding common shares.

As previously noted, the Offer Agreement was terminated on December 5, 2006 and, as a result, there is presently
no transaction pending that would trigger the arrangements contemplated under the Lock-Up and Voting Agreements.

Magticom Dividend Distribution

On October 18, 2006, Magticom issued a $33.33 million dividend to its shareholders of which $3.33 million was
paid to the Georgian government, representing the required 10% withholding tax for dividend distributions to U.S.
shareholders. International TC LLC received the $30.0 million dividend distribution and then repaid its loan
obligations, principal and interest, to a wholly-owned subsidiary of MIG and Dr. Jokhtaberidze in the amount of
$14.73 million and $14.67 million, respectively. The International TC LLC loan obligations, to its then members,
originated in September 2005 when it acquired Western Wireless indirect 14.5% economic interest in Magticom.
Furthermore, International TC LLC distributed the remaining $0.6 million to its members as a dividend, of which a
wholly-owned subsidiary of MIG received $0.3 million.
2003 Restructuring

In the first quarter of 2003, the Company embarked on an overall restructuring of its business interests and
corporate operations (the Restructuring ). Prior to that time, the Company owned interests in a diverse array of
telephony, cable television and radio broadcasting businesses operating in Eastern Europe, Russia and Central Asia.
Pursuant to the Restructuring, the Company focused its attentions on further development of Magticom and PeterStar;
and undertook the gradual disposal of its interests in all other business ventures ( Non-Core Business Ventures ). The
Company also substantially downsized its corporate support staff that worked in the U.S. and Europe. The
Restructuring was prompted by and was intended to resolve the severe liquidity issues that had confronted the
Company since the beginning of 2002. At the beginning of the Restructuring, the Non-Core Business Ventures
included nine cable television networks, twenty radio broadcasting stations and various telephony businesses located
principally in Eastern Europe and other member states of the former Soviet Union. Cash proceeds from the sale of
these Non-Core Business Ventures alleviated short-term corporate liquidity concerns and thus reduced the Company s
dependence upon cash distributions from Magticom and PeterStar, thereby enabling these business ventures to retain
more cash for business development purposes. The concurrent substantial downsizing of corporate support personnel
significantly decreased the Company s use of corporate cash.

The Restructuring of business interests and corporate operations was substantially completed by the end of the
third quarter of 2004 with the sale of most of the Company s remaining radio business ventures.

10
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Internal Sources of Liquidity

The Company is a holding company; accordingly, it does not generate cash flows from operations. As a result, the
Company is dependent on the earnings of its business ventures and the distribution or other payment of these earnings
to it to meet its long term corporate cash outlay requirements (the Long Term Corporate Cash Outlay Requirements ),
in addition to making any cash distributions to its stockholders. The Company s Long Term Corporate Cash Outlay
Requirements consist of cash outlays for its currently projected corporate overhead expenditure requirements and
ordinary course funding of its Historic Corporate Liabilities (as defined below).

The Company has legacy liabilities as a result of the Company s prior U.S. based business operating activities,
principally attributable to the business activities when the Company operated under the names of The Actava Group,
Inc. and Fuqua Industries, Inc. , which include, but are not limited to, employee benefit obligations to former
employees (pension obligations and provisions for medical and life insurance), current funding requirements
associated with the settlement (in April 2006) of the Fuqua Industries, Inc. Shareholder Litigation (see Item 3. Legal
Proceedings Fuqua Industries, Inc. Shareholder Litigation ), self-insurance reserves attributable to product liability
and workers compensation claims and environmental claims (collectively, the Historic Corporate Liabilities ).

As of December 31, 2004 and October 31, 2006, the Company had $32.7 million and $16.8 million, respectively,
of unrestricted corporate cash. The Company s business ventures are separate legal entities that have no obligation to
pay any amounts that the Company owes to third parties. With respect to certain of the Company s business ventures,
the voting power and veto rights of the Company s business venture partners may limit the Company s ability to control
certain of the operations, strategies and financial decisions of the business ventures in which it has an ownership
interest. As a result, although cash balances exist in these business ventures, due to legal and contractual restrictions,
the cash balances of these business ventures cannot be readily accessed to meet the Company s corporate liquidity
needs without the distribution of dividends following formal dividend declarations (which would also require minority
shareholder approval at certain of the respective business ventures) to effect transfers to the Company.

As of December 31, 2004 and July 31, 2005, PeterStar held $3.9 million and $9.7 million of cash, respectively,
which was held in banks in the country of Russia. Pursuant to the definitive agreement that the Company executed in
February 2005 associated with the PeterStar Sale, the Company agreed that it would not take actions as the majority
shareholder in PeterStar to cause PeterStar to either distribute a dividend to its shareholders or repay any
intercompany loans to the Company.

In addition, as of December 31, 2004, Magticom had $28.4 million of cash, which was held in banks in Georgia.
As of October 31, 2006, Magticom had $21.3 million of cash, of which $6.0 million was held in a U.S. bank and the
remainder held in Georgian banks. As previously disclosed (see ~ Recent Developments — Reorganization of
Ownership Interest in Business Ventures in Georgia Magticom Ownership Activity February 2005 above), the
Company obtained the largest effective ownership interest in Magticom and gained the ability to exert operational
oversight over Magticom in February 2005, including decisions related to the distribution of shareholder dividends.

The Company projects that its current corporate cash reserves and anticipated continuing dividends from
Magticom will be sufficient for the Company to meet, on a timely basis, its currently planned Long Term Corporate
Cash Outlay Requirements. The Company intends to maintain minimal corporate cash balances in the future, since the
Company believes that the Magticom cash reserves should be used for business development purposes in Georgia and
the surrounding Central Asian region.

External Sources of Liquidity

The Company has a complicated equity capital structure. For example, the Company s Preferred Stock is trading at
a substantial discount to its per share liquidation value. This condition limits the Company s ability
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to access the capital markets or is a significant deterrent for the Company using its common stock as currency for
business development purposes.

During the past several years, the Company has relied upon cash receipts from the sale of certain of its noncore
business ventures and, to a lesser extent, the repatriation of cash from business ventures; in the form of dividend
distributions or the repayment of outstanding loans in order to meet its outstanding legal liabilities and obligations.
Furthermore, during 2005 the Company relied upon a loan from its business partner in the Magticom business venture
to enable the Company to meet its business development initiatives. Since the Company has monetized its interest in
all but three business ventures, the Company must rely on dividends from its business ventures, cash on hand or
outside financing as the principal source of funding for further business development. A material portion of projected
dividends will be required to meet future corporate cash outlay requirements. Remaining funds may be insufficient to
substantially expand present businesses or acquire additional businesses. This could result in eventual stagnation or
erosion in the value of the Company s underlying businesses (see ltem [A. Risk Factors The Company may face
limitations or additional costs in securing funds for further business development ).

Restatement of Prior Year Financial Information
2005 Restatement Work Effort

The Company has restated its previously issued financial statements as of and for the years ended December 31,
2003 and 2002 to reflect correction of past accounting errors. In addition to the restatements reported in this Annual
Report on Form 10-K, the Company has included (i) restated selected financial information for the years ended
December 31, 2001 and 2000, and (ii) restated selected financial information for the quarterly periods corresponding
to the quarters ended September 30, 2004 and 2003, June 30, 2004 and 2003, March 31, 2004 and 2003 and
December 31, 2003. Financial information related to such periods within this Annual Report on Form 10-K also has
been restated to reflect correction of the past accounting errors. The Company does not plan to file any other
amendments to previously filed Annual Reports on Form 10-K or Quarterly Reports on Form 10-Q. Certain of these
restatements in respect of the quarterly periods ended March 31, 2004, June 30, 2004 and September 30, 2004 will
also be reported in Quarterly Reports on Form 10-Q for the quarterly periods ended March 31, 2005, June 30, 2005,
and September 30, 2005 that have not yet been filed.

The restatement of prior period financial statements was initially the result of the Company s determination that it
had historically misapplied its consolidation policy to Telcell Wireless, LLC ( Telcell ), an intermediate holding
company that was formed in 1996 for the purpose of owning 49% of Magticom, which the Company had a 70.41%
interest in and Western Wireless had the remaining 29.59% ownership interest, until September 2005. The Company
reached this conclusion during its work effort associated with analyzing the accounting and disclosure consequences
of the previously discussed February 2005 Magticom ownership restructuring (see ~ Recent Developments
Reorganization of Ownership Interest in Business Ventures in Georgia Magticom Ownership Activity = February 2005
above). In summary, the Company prepared an evaluation of various rights granted to minority shareholders at each of
the holding companies through which the Company held its interest in Magticom to determine the appropriate
prospective accounting treatment of its ownership interest in Magticom. Such analysis included rights granted to
Dr. George Jokhtaberidze, who owned, prior to June 1, 2006, 49.9% of the outstanding shares of International TC
LLC and rights granted to Western Wireless through their ownership in Telcell.

The Company concluded that the following rights granted to Western Wireless were substantive participating
rights under the Consensus Guidance provided by the Financial Accounting Standards Board ( FASB ) Emerging Issues
Task Force ( EITF ) as outlined in EITF Issue No. 96-16, Investor s Accounting for an Investee When the Investor Has a
Majority of the Voting Interest but the Minority Shareholder or Shareholders Have Certain Approval or Veto Rights
( EITF No. 96-16 ).

The right to approve Magticom s purchase, lease or other acquisitions of assets or properties in excess of
$0.5 million, a dollar threshold amount deemed to represent an ordinary course business transaction of Magticom;
and
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The right to approve the budget of Magticom, which was Telcell s sole asset.

As the managing member of Telcell since its formation, the Company has actively managed Telcell s investment in
Magticom with only very limited direct participation by Western Wireless. Specifically, since early 2002, all matters
arising in the ordinary course of Magticom s business requiring Telcell s shareholder review or approval were
addressed and handled solely by the Company. Since that time, Western Wireless requested only the Company s
reports and assessments of Magticom plans, operations and performance; and it concurred without alteration and with
very limited comment in all actions taken by the Company with respect to Magticom s ordinary course activities. No
representatives of Western Wireless traveled to Georgia or engaged with Magticom operating personnel since early
2002. Despite its extremely limited involvement in the actual operational affairs of Magticom, since Western Wireless
legally held certain rights in governance of Telcell and Magticom which were deemed to be participatory, the
Company has concluded that its use of the consolidation method of accounting, since Telcell s formation in 1996, was
not appropriate and that it should have followed equity method accounting treatment for Telcell.

In the Company s June 3, 2005 press release that announced its determination that it would need to restate its past
financial results for the accounting error related to its historic accounting of its economic interest in Telcell, the
Company also announced that it had determined that it had improperly accounted for the depreciation of fixed assets
at certain business ventures that were treated as discontinued business components under the guidance of SFAS
No. 144. As the Company indicated in its press release, the Company continued to recognize depreciation and
amortization expense associated with the long-lived assets of these business ventures through the first quarter of 2004.
The net effect of this error in accounting was as follows:

An understatement of Income from discontinued components, net by $1.0 million within the Company s fourth
quarter 2003 consolidated statement of operations;

An understatement of Income from discontinued components, net by $0.2 million within the Company s first
quarter 2004 consolidated statement of operations; and

An overstatement of Income from discontinued components, net by $1.2 million within the Company s third
quarter 2004 consolidated statement of operations.

Upon identifying and correcting the above identified accounting errors, the Company undertook a process to
determine that no further adjustments or disclosures were required to the financial statements as of and for the three
year period ended December 31, 2004. Accordingly, the following is a summary of additional procedures performed:

A detailed accounting analysis was performed to verify that the Company had correctly applied its
consolidation policy to other legal entities (in excess of seventy legal entities) that it had consolidated during
the five year period ended December 31, 2004. This work effort involved:
A review by the Company s General Counsel of each legal entity s organizational and governance
documents (charter, by-laws, articles of incorporation, etc.) followed by a review by finance personnel of
the rights afforded to minority shareholders as outlined by EITF No. 96-16 for all previously consolidated
entities; and

A review by finance personnel to determine whether the Company is a primary beneficiary, as defined
pursuant to FIN No. 46R, of any of its business ventures. The Company s accounting policy stipulates that,
if the Company is deemed the primary beneficiary of a variable interest entity, the Company should follow
consolidation method of accounting for such business venture under the guidelines of FIN No. 46R. The
Company adopted FIN No. 46R as of March 31, 2004;
Management reviewed all business ventures that had been historically presented as a discontinued business
component, pursuant to SFAS No. 144, to ensure that depreciation and amortization was not recorded
subsequent to the time period that the respective business ventures met the criteria of SFAS No. 144; and
13

Table of Contents 18



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K

Table of Contents

Management reviewed all past unadjusted accounting differences which were not recorded in previous
accounting periods, since in each case and in the aggregate, the dollar amount of those past errors were not
deemed material to those past consolidated financial statements, to determine whether the respective
accounting adjustment should be recorded as a part of this restatement process.

Upon completion of the above procedures, the Company concluded that the following legal entities were
incorrectly accounted for following the consolidation method of accounting for one or more accounting periods: AS
Trio LSL, Sun TV, Roscomm Limited, JV Technopark and Teleport TP. The following is a summary of key facts that
support the Company s current accounting position with regard to the aforementioned legal entities:

1. The Company analyzed rights granted to each minority shareholder under the charter and/or other governing
documents for AS Trio LSL using the consensus guidance provided by EITF No. 96-16. Upon completion of
such analysis of EITF No. 96-16, the Company concluded that its historic accounting treatment for its interest
in AS Trio LSL was incorrect for the period September 2001 through June 2002. Such conclusion was reached
as a result of the minority shareholder s rights to:

approve the appointment of the general director of AS Trio LSL;

approve the issuance of ordinary dividends of AS Trio LSL;
approve the salaries of the general director of AS Trio LSL; and

approve the termination of council (board) members of AS Trio LSL.
Such rights were granted under the original charter; however, the Company was unable to cause AS Trio LSL
to amend its original charter after the Company increased its ownership interest in AS Trio LSL to 50.24% in
September 2001 until June 2002, concurrent with an additional increase in the Company s ownership interest in
AS Trio LSL to an aggregate holding of 67.02%. Such amendment allowed the prospective consolidation of
AS Trio LSL from June 2002 through the date of its disposal in September 2004 since the minority shareholder
rights were amended to be only protective rights ;

2. The Company analyzed rights granted to each minority shareholder under the charter and/or other governing
documents for Sun TV using the consensus guidance provided by EITF No. 96-16. Upon completion of such
analysis of EITF No. 96-16, the Company concluded that its historic accounting treatment for its interest in Sun
TV was incorrect for the period beginning January 2001 through May 2003. Such conclusion was reached as a
result of the minority shareholder s rights to:

approve dividends declared by Sun TV;

approve the appointment of the general manager of Sun TV;
approve the election of the executive body of Sun TV;
approve the salaries of the administration counsel of Sun TV; and

approve the termination of employees of Sun TV.
Such rights were granted under the original charter; however, the Company was unable to cause Sun TV to
amend its original charter after the Company increased its ownership interest in Sun TV to 90.93% in June
2000 until May 2003, concurrent with a reorganization of the shareholdings in Sun TV, whereby the Company s
ownership interest decreased to 65%. Such amendment allowed the prospective consolidation of Sun TV from
May 2003 through the date of its disposal in November 2003, since the minority shareholder rights were
amended to be only protective rights ;
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other governing documents for Roscomm Limited using the consensus guidance provided by EITF No. 96-16.
Upon completion of such analysis of EITF No. 96-16, the Company concluded that its historic accounting
treatment for its interest in Roscomm Limited was incorrect for the period September 30, 1999 through
March 31, 2002. Such conclusion was reached as a result of the Company s inability during that period to
control the appointment or termination of the sole director of Roscomm Limited;

4. JV Technopark was a holding company with its primary asset being its 7.5% interest in Teleport TP. The
Company analyzed rights granted to the minority shareholders under the charter and/or other governing
documents for JV Technopark using the consensus guidance provided by EITF No. 96-16. Upon completion of
such analysis of EITF No. 96-16, the Company concluded that its historic accounting treatment for its interest
in JV Technopark was incorrect for the period September 30, 1999 through March 31, 2002. Such conclusion
was reached as a result of the minority shareholders rights to:

control the election and termination of the chairman of the board, who was also the general director of JV

Technopark; and

approve the dividends declared by JV Technopark; and
5. The Company had ownership rights to 49.94% of Teleport TP and had previously presumed that it had
controlled voting rights to 56.0% of the shares of Teleport TP. However, as a result of the conclusions reached
in items 3 and 4 above, the Company only controlled voting rights to 38.5% of the outstanding shares of
Teleport TP; thus, the Company would not have had control as defined by Accounting Research
Bulletin No. 51, Consolidated Financial Statements.

Furthermore, the Company analyzed rights granted to each minority shareholder under the original charter
and/or other governing documents for Teleport TP using the consensus guidance provided by EITF No. 96-16.
Upon completion of such analysis of EITF No. 96-16, the Company also concluded that it would be unable to
consolidate the results of Teleport TP for the period from September 30, 1999 through March 31, 2002. The
Company s analysis indicated that minority shareholder s had the right to approve assets purchased by Teleport
TP in excess of $0.1 million, a dollar threshold amount deemed to represent an ordinary course business
transaction of Teleport TP. Teleport TP became a subsidiary of the Company on September 30, 1999, as a

result of the acquisition of PLD Telekom, Inc. ( PLD ) by the Company. Teleport TP was formed in 1992 and its
charter was never amended with respect to minority shareholder rights. At the time of the acquisition of PLD,
PLD had followed the consolidation method of accounting for its interest in Teleport TP. Further, in response

to questions from the United States Securities and Exchange Commission ( SEC ) in 1999 associated with their
review of the 1999 merger proxy statement regarding the Company s pending acquisition of PLD, the Company
informed the SEC that PLD management believed that the consolidation method of accounting was appropriate
for Teleport TP using the consensus guidance provided by EITF No. 96-16.

The Company ceased consolidation of Teleport TP as of March 31, 2002 as a result of the dispute with the sole
director of Roscomm Limited. However, in light of the rights provided to minority shareholders at Roscomm
Limited and rights granted to minority shareholders at JV Technopark and the Company s understanding of the
guidance contained within EITF No. 96-16, the Company has concluded that upon the consummation of the
acquisition of PLD, that it should have followed the equity method of accounting.
As stated previously, the Company identified certain errors in its consolidated financial statements prior to filing
its financial statements for the year ended December 31, 2004 and determined that it would restate its previous
financial results to correct such errors. Those accounting errors are grouped into the following categories:
Consolidation Adjustments and Other Accounting Adjustments , which consist of Accounting errors that had been
made in its past financial statements and have been adjusted to the accumulated deficit as of January 1, 2002 and
Accounting errors that had been made in its financial statements as of and for the two year period ended December 31,
2003 .
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The effects of the adjustments for the accounting errors described above on the Company s Consolidated
Statements of Operations and Consolidated Balance Sheets are summarized in the following financial results tables (in

000 s), except per share amounts:

Revenues
Cost of services (exclusive of depreciation and
amortization)
Selling, general and administrative
Depreciation and amortization
Asset impairment charges

Operating (loss) income
Other income (expense):
Equity in income (losses) of unconsolidated
investees
Interest expense, net
Foreign currency (loss)
Gain on retirement of debt
Gain on disposition of equity investee business
ventures, net
Other (expense) income, net

Income (loss) before income tax expense,
minority interest, discontinued components and
the cumulative effect of changes in accounting
principles

Income tax expense

Minority interest

Income (loss) from continuing operations before
discontinued components and the cumulative
effect of changes in accounting principles
Income from discontinued components
Cumulative effect of changes in accounting
principles

Net income

Cumulative convertible preferred stock
dividend requirement
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Originally

Reported

$ 73,121
23,621

46,390
21,093

(17,983)

14,298
(17,869)
(518)

24,582

12,762
(194)

15,078
(5,945)
(8,995)

138
8,306

2,012
10,456

(17,487)

Year Ended
December 31, 2003
Adjustments
Other
Consolidation Accounting
Adjustments Adjustments
1) 3)
$ $ (92)
(78)
(193) (492)
(51)
193 529
(4,602) (238)
5
580
99
(4,409) 975
(572)
4,409 34
437
1,960
11
2,408

Restated

$ 73,029
23,543

45,705
21,042

(17,261)

9,458
(17,864)
(518)

24,582

13,342
95)

11,644
(6,517)
(4,552)

575
10,266

2,023
12,864

(17,487)

23



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K

Net (loss) income attributable to common
stockholders

(Loss) income per common share attributable to
common stockholders Basic and Diluted:
Continuing operations
Discontinued components
Cumulative effect of changes in accounting
principles

Net (loss) income per common share attributable
to common stockholders

$ (7,031) $ $ 2,408

$ (0.18) $ $
0.09 0.02
0.02

$ (©0.07) $ $ 0.02
16

$ (4,623)
$ (0.18)
0.11
0.02
$ (0.05)
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Current assets:
Cash and cash equivalents
Accounts receivable, net
Prepaid expenses and other assets
Current assets of discontinued components
Business ventures held for sale

Total current assets
Property, plant and equipment, net
Investments in and advances to business
ventures
Goodwill
Intangible assets, net
Other assets
Noncurrent assets of discontinued components
Business ventures held for sale

Total assets

Current liabilities:
Accounts payable
Accrued expenses
Current portions of long term debt
Current liabilities of discontinued
components

Total current liabilities
Long term debt, less current portion
Deferred income taxes
Other long term liabilities
Long term liabilities of discontinued
components

Total liabilities
Minority interest
Stockholders deficiency:
71/4% Cumulative Convertible Preferred
Stock
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December 31, 2003
Adjustments
. . 1 Other
Originally  Consolidation Accounting
Reported AdJu?;I)nents Adjustments (3)
$ 26925 $ $
5,915
6,472 (454)
5,559 21,220
536
44,871 21,302
86,297 (200)
34,707 (10,295) 449
27,540 441
7,853 46
5,077 534
20,085 (20,085)
536 (536)
$ 226966 $ (10,295) $ 1,951
$ 4,085 $ $
24917 (1,659)
1,376
6,211 1,352
36,589 (307)
153,383
9,426
7,632
376 (376)
207,406 (683)
32,715 (10,295) (58)
207,000
940

Restated

$ 26925
5,915

6,018
26,779

536

66,173
86,097

24,861
27,981
7,899
5,611

$ 218,622

$ 4,085
23,258
1,376

7,563
36,282
153,383

9,426
7,632

206,723
22,362

207,000
940
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Common Stock, $0.01 par value,
authorized 400.0 million shares, issued
and outstanding 94.0 million shares

Paid in surplus 1,195,864 1,195,864
Accumulated deficit (2) (1,403,898) 2,452 (1,401,446)
Accumulated other comprehensive loss (13,061) 240 (12,821)
Total stockholders deficiency (13,155) 2,692 (10,463)
Total liabilities and stockholders
deficiency $ 226966 $ (10,295) $ 1,951 $ 218,622
17
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Revenues
Cost of services (exclusive of depreciation
and amortization)
Selling, general and administrative
Depreciation and amortization
Asset impairment charges

Operating (loss) income
Other income (expense):
Equity in losses of unconsolidated investees
Interest expense, net
Foreign currency gain
Gain on retirement of debt
Gain on disposition of equity investee
business ventures, net
Other (expense) income, net

(Loss) income before income tax expense,
minority interest, discontinued components and
the cumulative effect of changes in accounting
principles

Income tax expense

Minority interest

(Loss) income from continuing operations
before discontinued components and the
cumulative effect of changes in accounting
principles

Loss from discontinued components
Cumulative effect of changes in accounting
principles

Net (loss) income
Cumulative convertible preferred stock

dividend requirement

Net (loss) income attributable to common
stockholders
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Originally

Reported

$ 65112
19,229
47,459
21,486

6,728
(29,790)
(21,908)

(20,884)
473

5,675
(23)

(66,457)
(776)
(4,537)

(71,770)
(35,578)

(1,127)
(108,475)

(16,274)

$(124,749)

Year Ended
December 31, 2002
Adjustments
Consolidation Other.
Accounting
Adjugl)nents Adjustments (3)
§ $ 92
129
(724)
(1,099)
655
1,131
(1,655) (227)
(166)
198
370
(1,655) 1,306
475)
1,713 24
58 855
(58) (633)
222
§ $ 222

Restated

$ 65204
19,358
46,735
20,387

7,383
(28,659)
(23,790)

(21,050)
473

5,873
347

(66,806)
(1,251)
(2,800)

(70,857)
(36,269)

(1,127)
(108,253)

(16,274)

$(124,527)
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(Loss) income per common share attributable
to common stockholders Basic and Diluted:

Continuing operations (0.94) 0.01 (0.93)
Discontinued components (0.38) (0.38)
Cumulative effect of changes in accounting
principles (0.01) (0.01)
Net loss per common share attributable to
common stockholders (1.33) 0.01 (1.32)
18
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Notes to Year Ended financial results tables:
(1) The following adjustments reflect the effects of correcting for the improper consolidation of certain legal
entities (including Telcell, which held an equity interest in Magticom).
a. Decrease of $10,295,000 to the Company s investments in and advances to business ventures and a
corresponding decrease in minority interest on the Consolidated Balance Sheet as of December 31, 2003;

b. Decrease in  selling, general and administrative expenses of $193,000, a decrease in equity in income of
unconsolidated investees of $4,602,000 and a decrease in minority interest expense of $4,409,000 for the year
ended December 31, 2003;

c. Increase of $1,655,000 to equity in losses of unconsolidated investees , a decrease of $1,713,000 in minority
interest expense and an increase of $58,000 in loss from discontinued components for the year ended

December 31, 2002.

(2) The following adjustments reflect the effects of correcting the accounting errors that had been made in the
Company s past financial statements and have been reflected as a net adjustment of $178,000 to increase accumulated
deficit as of January 1, 2002:

a. The Company failed to accrue interest income of $33,000 earned on a deposit placed with a professional
service provider for periods prior to December 31, 2001. The Company recognized an increase in its other assets

and a corresponding decrease in accumulated deficit as of January 1, 2002;

b. The Company identified certain selling, general and administrative items that should not have been
recognized and accrued as of December 31, 2001. Such amounts resulted in the Company recognizing a decrease
in accrued expenses of $200,000 and a corresponding decrease to its accumulated deficit as of January 1, 2002;

c. The Company recognized the write off of an uncollectible loan in the year ended December 31, 2002. Such
loan should have been written-off to expense in the year ended December 31, 2001. Accordingly, the Company has
recognized a decrease in prepaid expenses and other assets of $146,000 and a corresponding increase to its

accumulated deficit as of January 1, 2002;

d. The Company identified that certain of its business ventures accounted for on the equity method of
accounting failed to recognize certain expenses or recognized excess expenses. Such adjustments resulted in the
Company recognizing a net increase to its investments in and advances to business ventures of $38,000, a net
decrease of $112,000 to its business ventures held for sale and a corresponding increase of $74,000 to its

accumulated deficit as of January 1, 2002;

e. The Company failed to recognize certain expenses and translated certain expenses improperly when
translating from the functional currency into the U.S. dollar reporting currency for certain discontinued business
components. Such adjustments resulted in a decrease of $13,000 to assets of discontinued components , an increase
of $165,000 to current liabilities of discontinued components , a decrease in accumulated other comprehensive loss
of $13,000 and a corresponding increase of $191,000 to accumulated deficit as of January 1, 2002; and

f. The Company identified that it had erroneously included unrecognized net actuarial losses when recognizing
its liability for the Company s post retirement medical benefit plan. The Company recognized a decrease in other
long-term liabilities of $365,000 and a corresponding decrease in accumulated other comprehensive loss as of
January 1, 2002.

(3) The following adjustments reflect the effects of correcting the accounting errors that had been made in the
Company s financial statements as of and for the two year period ended December 31, 2003:

a. The Company failed to appropriately calculate its deferred revenue in accordance with the Company s

revenue recognition policy for the Ayety business venture. As a result, the Company has increased revenues by
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$92,000 for the year ended December 31, 2002 and recognized a corresponding decrease in  revenues of $92,000
for the year ended December 31, 2003;
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b. The Company did not follow its accounting policy when deferring installation costs for services performed
as of December 31, 2002 for the PeterStar business venture. Such ratio was corrected during 2003. Accordingly,
the Company has increased its cost of services and increased its deferred revenues by $108,000 as of and for the
year ended December 31, 2002. The Company recognized a corresponding decrease to cost of services for the
yvear ended December 31, 2003;

¢. The Company identified certain cost of service items that should have been recognized and accrued in
different accounting periods for the Ayety business venture. Such amounts resulted in the Company recognizing a
decrease in cost of services of $17,000 for the year ended December 31, 2002 and a corresponding increase in
cost of services of $17,000 for the year ended December 31, 2003;

d. The Company failed to correctly accrue vacation pay for employees at its PeterStar business venture. As a
result, the Company increased its cost of services and increased its accrued expenses by $6,000 as of and for the
yvear ended December 31, 2003;

e. The Company identified certain selling, general and administrative items that should have been recognized

and accrued in different accounting periods. Such amounts resulted in the Company recognizing a decrease in

selling, general and administrative expenses of $221,000 and $132,000 for the years ended December 31, 2002
and 2003, respectively and an increase of $40,000 in  gain on disposition of equity business ventures for the year
ended December 31, 2003. The net effect of these adjustments resulted in an increase of $38,000 to prepaid
expenses and other assets and a decrease of $355,000 to accrued expenses as of December 31, 2003. When
combined with the effects of similar adjustments made prior to January 1, 2002 that have a continuing impact, the
net adjustment to the balance sheet at December 31, 2003 is an increase of $38,000 to prepaid expenses and other
assets and a decrease of $555,000 to accrued expenses ;

[. As noted previously in (2)(c.) above, the Company recognized the write off of an uncollectible loan in the
yvear ended December 31, 2002. Such loan should have been written-off to expense in the year ended
December 31, 2001. Accordingly, the Company has recognized a decrease in selling general and administrative
expenses of $146,000 for the year ended December 31, 2002,

g. The Company improperly capitalized certain repair costs as fixed asset acquisitions during the year ended
December 31, 2003 for the PeterStar business venture. As a result, the Company recognized an increase in  selling,
general and administrative expenses of $209,000 for the year ended December 31, 2003 and a corresponding
decrease in property, plant and equipment as of December 31, 2003;

h. The Company recognized depreciation expense at its Ayety business venture in excess of the amount based
upon the estimated economic lives for certain network assets. As a result, the Company recognized a reduction of
depreciation expense of $1,096,000 for the year ended December 31, 2002. For the year ended December 31,
2002, the Company recognized an impairment charge to reduce the fixed assets of Ayety to their estimated fair

value. As a result of the adjustment to depreciation expense, the Company has recognized a corresponding
increase to its asset impairment expense of $1,096,000 for the year ended December 31, 2002;

i. The Company improperly amortized indefinite lived intangible assets at its PeterStar business venture. The
correction of such amortization resulted in a reduction to amortization expense of $3,000 and $51,000 for the
vears ended December 31, 2002 and 2003, respectively. The Company recognized a corresponding increase to
intangible assets for each affected period;

J. The Company determined that during the year ended December 31, 2002 it had improperly recognized an
impairment charge of $441,000 related to goodwill attributable to its investment in its PeterStar business venture.
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The Company has corrected such expense, which resulted in a reduction of asset impairment expense of $441,000
for the year ended December 31, 2002 and a corresponding increase in goodwill as of December 31, 2002 and all
subsequent periods;

k. Certain of the Company s business ventures accounted for on the equity method of accounting failed to
recognize certain expenses and/or revenues in the appropriate accounting periods. Such
20
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adjustments resulted in the Company recognizing a net increase to its equity in losses of unconsolidated investees

of $227,000 for the year ended December 31, 2002. In addition, such adjustments resulted in the Company
recognizing a net decrease to equity in income of unconsolidated investees of $238,000 for the year ended
December 31, 2003. As a result of these adjustments, upon disposition of the relevant entities, the Company
recognized an increase in  gains of disposition of equity investee business ventures of $198,000 and $540,000 for
the years ended December 31, 2002 and 2003, respectively. The net effect of these adjustments resulted in an

increase of $161,000 to investments in and advances to business ventures and an increase of $112,000 to business
ventures held for sale (noncurrent) as of December 31, 2003. When combined with the effects of similar

adjustments made prior to January 1, 2002 that have a continuing impact, the net adjustment to the balance sheet

at December 31, 2003 is an increase of $199,000 to investments in and advances to business ventures ;

l. As noted previously in (2)(a.)above, the Company failed to accrue interest income of $5,000 earned on a
deposit placed with a professional service provider for the years ended December 31, 2002 and 2003. The
correction of such error resulted in the Company recognizing an additional $5,000 interest income in each of the
periods and a corresponding increase in other assets as of December 31, 2002 and 2003;

m. As a result of adjustments recognized at legal entities in which there was a minority shareholder, the
Company recognized a decrease in  minority interest expense of $24,000 and 334,000 for the years ended
December 31, 2002 and 2003, respectively and a corresponding decrease of $58,000 in minority interest as of
December 31, 2003;

n. As a result of net pre-tax adjustments recognized, the Company recognized a decrease in income tax
expense of $43,000 and $89,000 for the years ended December 31, 2002 and 2003, respectively and a
corresponding decrease of $132,000 in accrued expenses as of December 31, 2003;

0. The Company failed to recognize certain expenses and failed to translate certain expenses properly when
translating from their functional currency into the U.S. dollar reporting currency for certain discontinued business
components. In addition, as previously noted, the Company failed to cease recognition of depreciation expense for
certain of these businesses upon their classification as a discontinued business component. The recognition of such
adjustments resulted in an increase in the loss from discontinued components of $633,000 for the year ended
December 31, 2002 and an increase in income from discontinued components of $1,960,000 for the year ended
December 31, 2003. The net effect of these adjustments resulted in an increase of $31,000 to current assets of
discontinued components , an increase of $1,117,000 to noncurrent assets of discontinued components , a decrease
of $166,000 to current liabilities of discontinued components and an increase of $13,000 to accumulated other
comprehensive loss as of December 31, 2003. When combined with the effects of similar adjustments made prior
to January 1, 2002 that have a continuing impact, the net adjustment to the balance sheet at December 31, 2003 is
an increase of $18,000 to current assets of discontinued components and an increase of $1,117,000 to noncurrent
assets of discontinued components ;

p. Due to adjustments recognized at business ventures previously recognized on a three-month reporting lag,
the Company recognized an increase of $11,000 in the cumulative effect of a change in accounting principle and
the investments in and advances to business ventures for the year ended December 31, 2003,

q. As noted previously in (2)(f.) above, the Company identified that it had erroneously included unrecognized
net actuarial losses when recognizing its liability for the Company s post retirement medical benefit plan. The
Company recognized a decrease in  other long-term liabilities of $367,000 and a corresponding decrease in

accumulated other comprehensive loss as of December 31, 2003.
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r. In addition to the items discussed above, the Company has reclassified certain items on the Consolidated
Balance Sheet, including reclassification of all assets and liabilities of discontinued components to current, to be
consistent with current period presentation and recognized the foreign currency translation adjustments of the
above items. Such reclassifications resulted in a decrease of $492,000 to prepaid expenses and other assets , an

increase of $21,202,000 to current assets of discontinued components , an increase of $536,000 to business
ventures held for sale (current), an
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increase of $9,000 to property, plant and equipment , an increase of $240,000 to investments in and advances to
business ventures , a decrease of $9,000 to intangible assets , an increase of $492,000 to other assets , a decrease of
$21,202,000 to long-term assets of discontinued components , a decrease of $536,000 to business ventures held for
sale (long-term), a decrease of $977,000 to current liabilities , an increase of $1,353,000 to current liabilities of
discontinued components , a decrease of $376,000 to long term liabilities of discontinued components , and a

decrease of $240,000 in accumulated other comprehensive loss as of December 31, 2003. In addition, the

Company classified items in the Consolidated Statement of Operations to be consistent with current presentation.

Such reclassifications resulted in an increase of $7,000 to cost of services , a decrease of $569,000 in  selling,

general and administrative expenses, a decrease of $99,000 in other non-operating expense , an increase of

$661,000 in income tax expense for the year ended December 31, 2003; and

s. The Company has reclassified certain items to be consistent with current period presentation. Such
reclassifications resulted in an increase of $38,000 to cost of services , a $357,000 decrease in selling, general and
administrative expenses , a $171,000 increase in interest expense , a $370,000 decrease in other non-operating
expenses and a $518,000 increase to income tax expense for the year ended December 31, 2002.
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The effects of the adjustments for the accounting errors described above on the Company s Consolidated
Statements of Cash Flows are summarized in the following tables (in 000 s):

Year Ended December 31, 2003
Adjustments

Consolidation
and
Other
Accounting
Reported Adjustments(l) Adjustments(2) Restated

Originally Reclassification

Operating activities:

Net income $ 10456  $ $ 2,408 $ 12,864
(Income) loss from discontinued components (8,306) 8,306
Income from continuing operations 2,150 8,306 2,408

Noncash and other reconciling items:
Equity in (income) losses of unconsolidated

investees (14,298) 4,602 238 (9,458)
Dividends and interest received from

unconsolidated investees 8,306 8,306

Depreciation and amortization 21,093 (&2)) 21,042

Depreciation and amortization of discontinued

components 3,939 (1,117) 2,822

Minority interest 8,995 (4,409) (34) 4,552

Deferred income tax benefit (362) (362)
Gain on retirement of debt (24,582) (24,582)
Gain on disposition of equity investee

business ventures, net (12,762) (580) (13,342)
Gain on disposition of discontinued

components, net (9,682) (644) (10,326)

Asset impairment charges

Asset impairment charges of discontinued

components 1,250 (119) 1,131
Accretion of debt discount

Cumulative effect of changes in accounting

principles (2,012) (11D (2,023)

Cumulative effect of changes in accounting

principles of discontinued components (503) (503)
Changes in:

Accounts receivable (664) 92 (572)

Prepaid expenses and other assets 5,361 407) 4,954

Accounts payable and accrued expenses (426) 193 (932) (1,165)

Other long-term assets and liabilities, net 3,042 (4,999) 51 (1,906)

Net change in operating assets and liabilities

of discontinued components 558 897 1,455
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Cash used in operating activities

Investing activities:
Loan principal repayment received from
unconsolidated investees
Additions to property, plant and equipment
Additions to property, plant and equipment of
discontinued components
Business acquisitions, net of cash acquired
Proceeds from sale of business ventures, net
Proceeds from sale of discontinued
components, net
Investments in discontinued components, net
of distributions
Other investing activities, net

Cash provided by investing activities
Financing activities:

Dividends paid to minority interests

Payments on debt and capital leases

Borrowings under debt and capital leases

Payments on debt and capital leases of

discontinued components, net

Cash (used in) provided by financing activities
Cash provided by (used in) discontinued
components, net
Effect of exchange rate changes on cash
Net (increase) decrease in cash of discontinued
components

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

(19,464)

12,287
(16,447)

16,885

438
13,163

(7,664)
(2,297)

(9,961)

16,336
384

458
26,467

$ 26,925

23

12,560

(12,287)

(2,559)
2,920
14,174

(1,750)
265

763

3,595

3,595

(16,336)

(582)

(209)

209

209

(7,113)

(16,238)
(2,559)
19,805
14,174

(1,750)
703

14,135

(4,069)
(2,297)

(6,366)

384
(582)

458
26,467

$ 26,925
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Operating activities:
Net loss
(Income) loss from discontinued components

(Loss) income from continuing operations
Noncash and other reconciling items:

Equity in (income) losses of unconsolidated

investees

Dividends and interest received from
unconsolidated investees
Depreciation and amortization
Depreciation and amortization of
discontinued components

Minority interest

Deferred income tax expense

Gain on retirement of debt

Gain on disposition of equity investee
business ventures, net

Loss on disposition of discontinued
components, net

Asset impairment charges

Asset impairment charges of discontinued
components

Accretion of debt discount

Cumulative effect of changes in accounting

principles

Cumulative effect of changes in accounting

principles of discontinued components
Changes in:

Accounts receivable

Prepaid expenses and other assets

Accounts payable and accrued expenses

Other long-term assets and liabilities, net

Net change in operating assets and liabilities

of discontinued components

Cash used in operating activities

Table of Contents

Originally

Reported

$(108,475)

35,578

(72,897)

21,908

21,486

4,537

(5,675)

6,728

5,253

1,127

238

(8,206)
141

(25,360)

Adjustments

Year Ended December 31, 2002

Consolidation
and

Reclassification

Adjustments
Other
Accounting
Adjustments
1) (2)
$ 222

(35,578)

(35,578) 222
1,655 227
2,216

(1,099)
11,045 135
(1,713) (24)
411
(198)
8,991
655
5,907
13,570
(92)
(3,378) 715
4,485 (486)
2,753 (553)
13,719 498
24,083

Restated

$(108,253)

23,790

2,216
20,387

11,180
2,800
411

(5,873)

8,991
7,383

5,907
5,253

1,127
13,570
146
(2,663)
(4,207)
2,341
14,217

(1,277)
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Investing activities:
Loan principal repayment received from

unconsolidated investees 3,055 (2,216) 839
Additions to property, plant and equipment (13,694) (13,694)
Additions to property, plant and equipment
of discontinued components (6,157) (6,157)
Business acquisitions, net of cash acquired
Proceeds from sale of business ventures, net 11,234 11,234
Proceeds from sale of discontinued
components, net 22,800 22,800
Distributions from discontinued
components, net of investments (266) (266)
Other investing activities, net (1,221) (1,221)
Cash (used in) provided by investing
activities (626) 14,161 13,535
Financing activities:
Dividends paid to minority interests (3,392) (3,392)
Payments on debt and capital leases (846) (846)
Borrowings under debt and capital leases 4,868 4,868
Payments on debt and capital leases of
discontinued components, net (11,482) (11,482)
Cash (used in) provided by financing
activities 630 (11,482) (10,852)
Cash provided by (used in) discontinued
components, net 27,764 (27,764)

Effect of exchange rate changes on cash
Net (increase) decrease in cash of discontinued

components 1,002 1,002

Net increase in cash and cash equivalents 2,408 2,408

Cash and cash equivalents at beginning of year 24,059 24,059

Cash and cash equivalents at end of year $ 26,467 $ $ $ 26,467
24
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Notes to annual cash flows tables:

1. The adjustments included in the consolidation and reclassification adjustments reflect the effects of correcting
for the erroneous consolidation of certain legal entities (principally Telcell). The Company has separately disclosed
the changes in prepaid expenses and other assets, which were previously netted against other long-term assets and
liabilities. In addition, the Company has in all periods restated the cash flows to include dividends and interest
received from unconsolidated investees as an operating activity, which in prior periods were included with loan
principal repayment received from unconsolidated investees as a combined amount of distribution from business
ventures within the investing activities. Lastly, the Company has in all periods presented separately disclosed the
operating, investing and financing portions of the cash flow attributable to its discontinued components, which in prior
periods were reported on a combined basis as a single amount.

2. The adjustments to the previously discussed year end financial results also resulted in reclassifications of cash
used within operating activities for the respective years, except for the improper capitalization of certain repair costs
during the year ended December 31, 2003, which resulted in an increase in cash used in operating activities of
$209,000 and an increase in cash provided by investing activities.

25
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The effects of the adjustments for the accounting errors described above on the Company s Condensed

Consolidated Quarterly Statements of Operations are summarized in the following financial results tables (in 000 s),

except per share amounts:

Revenues

Cost of services (exclusive of depreciation and
amortization)

Selling, general and administrative
Depreciation and amortization

Asset impairment charges

Operating loss

Other income (expense):

Equity in income (losses) of unconsolidated
investees

Interest expense, net

Foreign currency (loss) gain

Gain on retirement of debt

Gain on disposition of equity investee business
ventures, net

Other income (expense), net

Income (loss) before income tax expense,
minority interest, discontinued components and
the cumulative effect of changes in accounting
principles

Income tax expense

Minority interest

Income (loss) from continuing operations before
discontinued components and the cumulative
effect of changes in accounting principles
Income (loss) from discontinued components
Cumulative effect of changes in accounting
principles

Net income (loss)

Cumulative convertible preferred stock dividend
requirement

Table of Contents

Originally

Reported

$ 20,040
6,913

6,471
5,693

963

6,811
(4,076)
(292)

(80)

3,326
(1,164)
(3,192)

(1,030)
928

(102)

(4,739)

Three Months Ended
September 30, 2004
Adjustments
Consolidation Other.
Accounting
Adju?ir)nents Adjustments (2)
$ $
(27)
(6)
33
(1,923) (38)
94)
(2,017) &)
15
2,017 (10)
(1,287)
(1,287)

Restated

$20,040
6,913

6,444
5,687

996

4,850
(4,170)
(292)

(80)

1,304
(1,149)
(1,185)

(1,030)
(359)

(1,389)
(4,739)
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Net (loss) income attributable to common
stockholders

(Loss) income per common share attributable to
common stockholders Basic and Diluted:
Continuing operations
Discontinued components
Cumulative effect of changes in accounting
principles

Net loss per common share attributable to
common stockholders

$ 4.841) § $ (1,287)  $ (6,128)

$ (0.06) $ $ $ (0.06)
0.01 (0.02) (0.01)

$ (005 $ $ 0.02) $ (0.07)
26

Table of Contents

42



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K

Table of Contents

Revenues

Cost of services (exclusive of depreciation and
amortization)

Selling, general and administrative
Depreciation and amortization

Asset impairment charges

Operating loss

Other income (expense):

Equity in income (losses) of unconsolidated
investees

Interest expense, net

Foreign currency (loss) gain

Gain on retirement of debt

Gain on disposition of equity investee business
ventures, net

Other income (expense), net

Income (loss) before income tax expense,
minority interest, discontinued components and
the cumulative effect of changes in accounting
principles

Income tax expense

Minority interest

Income (loss) from continuing operations before
discontinued components and the cumulative
effect of changes in accounting principles
Income (loss) from discontinued components
Cumulative effect of changes in accounting
principles

Net income (loss)
Cumulative convertible preferred stock dividend

requirement

Net (loss) income attributable to common
stockholders
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Originally

Reported

$ 19,312
5,741

8,326
6,004

(759)

5,804
(3,860)
504

91

1,780
(3,116)
(2,226)

(3,562)
518

(3,044)

(4,654)

$ (7,698)

Three Months Ended
June 30, 2004
Adjustments
Consolidation Other.
Accounting
Adjuiir)nents Adjustments (2)
$ $
(13)
(6)
19
(2,791) (34)
(2,791) (15)
1,525 4
1,266 3)
(14)
(1)
(25)
$ $ (25)

Restated

$19,312
5,741

8,313
5,998

(740)

2,979
(3,860)
504

91

(1,026)
(1,587)
(963)

(3,576)
507

(3,069)

(4,654)

$ (7,723)
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(Loss) income per common share attributable to
common stockholders Basic and Diluted:

Continuing operations $ (0.09 $ $ (0.09
Discontinued components 0.01 0.01
Cumulative effect of changes in accounting
principles

Net loss per common share attributable to

common stockholders $ (0.08) $ $ (0.08)
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Revenues

Cost of services (exclusive of depreciation and
amortization)

Selling, general and administrative
Depreciation and amortization

Asset impairment charges

Operating loss

Other income (expense):

Equity in income (losses) of unconsolidated
investees

Interest expense, net

Foreign currency (loss) gain

Gain on retirement of debt

Gain on disposition of equity investee business
ventures, net

Other income (expense), net

Income (loss) before income tax expense,
minority interest, discontinued components and
the cumulative effect of changes in accounting
principles

Income tax expense

Minority interest

Income (loss) from continuing operations before
discontinued components and the cumulative
effect of changes in accounting principles
Income (loss) from discontinued components
Cumulative effect of changes in accounting
principles

Net income (loss)
Cumulative convertible preferred stock dividend

requirement

Net (loss) income attributable to common
stockholders
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Originally

Reported

$ 18,563
6,004

7,669
5,685

(795)

4,170
(4,016)
(577)

(125)

(1,343)
(325)
(1,916)

(3,584)
6,310

2,726

(4,572)

$ (1,846)

Three Months Ended
March 31, 2004
Adjustments
Consolidation Other.
Accounting
Adjustments Adjustments (2)
€))
$ $
(6)
(381) 545
(33)
381 (506)
(1,502) 193
4
(1,121) (309)
(683)
1,121 (33)
(1,025)
163
(862)
$ $ (862)

Restated

$ 18,563
5,998

7,833
5,652

(920)

2,861
(4,012)
(577)

(125)

(2,773)
(1,008)
(828)

(4,609)
6,473

1,864

(4,572)

$ (2,708)
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(Loss) income per common share attributable to
common stockholders Basic and Diluted:

Continuing operations $ (0.0 $ 0.01) $ (0.10
Discontinued components 0.07 0.07
Cumulative effect of changes in accounting
principles

Net loss per common share attributable to

common stockholders $ (002 $ 0.01) $ (0.03)
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Revenues

Cost of services (exclusive of depreciation and
amortization)

Selling, general and administrative
Depreciation and amortization

Asset impairment charges

Operating loss

Other income (expense):

Equity in income (losses) of unconsolidated
investees

Interest expense, net

Foreign currency (loss) gain

Gain on retirement of debt

Gain on disposition of equity investee business
ventures, net

Other income (expense), net

Income (loss) before income tax expense,
minority interest, discontinued components and
the cumulative effect of changes in accounting
principles

Income tax expense

Minority interest

Income (loss) from continuing operations
before discontinued components and the
cumulative effect of changes in accounting
principles

Income (loss) from discontinued components
Cumulative effect of changes in accounting
principles

Net income (loss)

Cumulative convertible preferred stock
dividend requirement

Table of Contents

Originally

Reported
3)

$ 20,032
6,607

10,358
5,838

(2,771)

3,381
(4,114)
(52)

731
(199)

(2,524)
(1,303)
(2,665)

(6,492)
55

(6,437)
(4,490)

$ (10,927)

Three Months Ended
December 31, 2003
Adjustments
Consolidation Other.
Accounting
Adju?il)nents Adjustments (2)
$ $
(57) 116
57 (116)
(1,503) (46)
99
(1,446) (63)
(57) (190)
1,503
(253)
1,302
1,049
$ $ 1,049

Restated

$20,032
6,607

10,417
5,838

(2,830)

2,332
(4,114)
(52)

731
(100)

(4,033)
(1,550)
(1,162)

(6,745)
1,357

(5,388)
(4,490)
$ (9,878)
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Net (loss) income attributable to common
stockholders

(Loss) income per common share attributable
to common stockholders Basic and Diluted:
Continuing operations $ (0.12)
Discontinued components
Cumulative effect of changes in accounting
principles

Net loss per common share attributable to
common stockholders $ (0.12)

29

0.01

0.01

$ (0.12)
0.01

$ (0.11)
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Revenues

Cost of services (exclusive of depreciation and
amortization)

Selling, general and administrative
Depreciation and amortization

Asset impairment charges

Operating loss

Other income (expense):

Equity in income (losses) of unconsolidated
investees

Interest expense, net

Foreign currency (loss) gain

Gain on retirement of debt

Gain on disposition of equity investee business
ventures, net

Other income (expense), net

Income (loss) before income tax expense,
minority interest, discontinued components and
the cumulative effect of changes in accounting
principles

Income tax expense

Minority interest

Income (loss) from continuing operations before
discontinued components and the cumulative
effect of changes in accounting principles
Income (loss) from discontinued components
Cumulative effect of changes in accounting
principles

Net income (loss)
Cumulative convertible preferred stock dividend

requirement

Net (loss) income attributable to common
stockholders

Table of Contents

Originally

Reported(4)

$

$

18,633
6,248

10,200
5,040

(2,855)

3,558
(4,058)
(62)

465

12,031
66

9,145
(1,766)
(2,342)

5,037
(1,588)

3,449

(4,410)

961)

Three Months Ended
September 30, 2003
Adjustments
Consolidation Other.
Accounting
AdJu?ir)nents Adjustments (2)
$ $
(320)
320
(1,252) (481)
580
(1,252) 419
1,252
419
69
488
$ $ 488

Restated

$ 18,633
6,248

9,880
5,040

(2,535)

1,825
(4,058)
(62)

465

12,611
66

8,312
(1,766)
(1,090)

5,456
(1,519)

3,937

(4,410)

$ 473)
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(Loss) income per common share attributable to
common stockholders Basic and Diluted:

Continuing operations $ 0.01 $ $ 0.01
Discontinued components (0.02) (0.02)
Cumulative effect of changes in accounting
principles

Net loss per common share attributable to

common stockholders $ (©o01 $ $ (0.01)
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Revenues

Cost of services (exclusive of depreciation and
amortization)

Selling, general and administrative
Depreciation and amortization

Asset impairment charges

Operating loss

Other income (expense):

Equity in income (losses) of unconsolidated
investees

Interest expense, net

Foreign currency (loss) gain

Gain on retirement of debt

Gain on disposition of equity investee business
ventures, net

Other income (expense), net

Income (loss) before income tax expense,
minority interest, discontinued components and
the cumulative effect of changes in accounting
principles

Income tax expense

Minority interest

Income (loss) from continuing operations before
discontinued components and the cumulative
effect of changes in accounting principles
Income (loss) from discontinued components
Cumulative effect of changes in accounting
principles

Net income (loss)
Cumulative convertible preferred stock dividend

requirement

Net (loss) income attributable to common
stockholders

Table of Contents

Originally

Reported(4)

$ 17,802
5,787

11,132
5,172

(4,289)

3,867
(4,209)

10

24,117

463

19,959

(2,113)
(1,755)

16,091
11,120

27,211

(4,332)

$ 22,879

Three Months Ended
June 30, 2003
Adjustments
Consolidation Other.
Accounting
Adjustments Adjustments (2)
D
$ $
(327)
327
(879) 252
(879) 579
193
686
579
509
1,088
$ $ 1,088

Restated

$17,802
5,787

10,805
5,172

(3,962)

3,240
(4,209)

10

24,117

463

19,659

(1,920)
(1,069)

16,670
11,629

28,299

(4,332)

$23,967
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(Loss) income per common share attributable to
common stockholders Basic and Diluted:

Continuing operations 0.13 $ 0.13
Discontinued components 0.11 0.01 0.12
Cumulative effect of changes in accounting
principles

Net loss per common share attributable to

common stockholders 0.24 0.01 $ 025
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Three Months Ended
March 31, 2003
Adjustments
. . c Other
Originally  Consolidation Accounting
Reported(4) Adju?ir)nents Adjustments (2)
Revenues $ 16,654 § $ 92)
Cost of services (exclusive of depreciation and
amortization) 4,979 (78)
Selling, general and administrative 14,093 510
Depreciation and amortization 5,043 (&2))
Asset impairment charges
Operating loss (7,461) 473)
Other income (expense):
Equity in income (losses) of unconsolidated
investees 2,992 (968) 37
Interest expense, net (5,488) 5
Foreign currency (loss) gain (414)
Gain on retirement of debt
Gain on disposition of equity investee business
ventures, net
Other income (expense), net (524)
Income (loss) before income tax expense,
minority interest, discontinued components and
the cumulative effect of changes in accounting
principles (10,895) (968) (431)
Income tax expense (1,370) 89
Minority interest (2,233) 968 34
Income (loss) from continuing operations before
discontinued components and the cumulative
effect of changes in accounting principles (14,498) (308)
Income (loss) from discontinued components (1,281) 80
Cumulative effect of changes in accounting
principles 2,012 11
Net income (loss) (13,767) 217)
Cumulative convertible preferred stock dividend
requirement (4,255)
Net (loss) income attributable to common
stockholders $(18,022) $ $ 217)

Table of Contents

Restated

$ 16,562
4,901

14,603
4,992

(7,934)

2,061
(5,483)
(414)

(524)

(12,294)
(1,281)
(1,231)

(14,806)
(1,201)

2,023
(13,984)

(4,255)

$(18,239)
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(Loss) income per common share attributable to
common stockholders Basic and Diluted:

Continuing operations $ (0200 $ $ (0.20)
Discontinued components (0.01) (0.01)
Cumulative effect of changes in accounting
principles 0.02 0.02
Net loss per common share attributable to
common stockholders $ (©.19 $ $ (0.19)
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Notes to gquarterly financial results tables:

(1) The adjustments included in the consolidation corrections reflect the effects of correcting for the erroneous
consolidation of certain legal entities (principally Telcell).

(2) As previously discussed, the following adjustments reflect the effects of correcting the accounting errors that
had been made in the Company s financial statements for the quarterly periods ended March 31, 2003 through
September 30, 2004:

a. The Company failed to appropriately calculate its deferred revenue in accordance with the Company s
revenue recognition policy for the Ayety business venture. As a result, the Company has decreased revenues by

$92,000 for the three month period ended March 31, 2003;

b. The Company did not follow its accounting policy when deferring installation costs for services performed
as of December 31, 2002 for the PeterStar business venture. Such ratio was corrected during 2003. Accordingly,
the Company has recorded a reduction of $108,000 to cost of services for the three months ended March 31, 2003;

¢. The Company identified certain cost of service items that should have been recognized and accrued in
different accounting periods for the Ayety business venture. Such amounts resulted in the Company recognizing an
increase in  cost of services of $17,000 for the three months ended March 31, 2003;

d. The Company failed to correctly accrue vacation pay for employees at its PeterStar business venture. As a
result, the Company increased its cost of services by $6,000 for the three months ended March 31, 2003 and
March 31, 2004;

e. The Company has identified certain selling, general and administrative items that should have been
recognized and accrued in different accounting periods. Such amounts resulted in the Company recognizing an
increase in selling, general and administrative expenses of $503,000; $207,000 and $545,000 for the three month
periods ended March 31, 2003, December 31, 2003, and March 31, 2004, respectively. In addition, such amounts
resulted in the Company decreasing selling general and administrative expenses of $327,000; $320,000; $13,000
and $27,000 for the three month periods ended June 30, 2003, September 30, 2003, June 30, 2004 and
September 30, 2004, respectively;

|- The Company improperly amortized indefinite life intangible assets at its PeterStar business venture. The
correction of such amortization resulted in a reduction to amortization expense of $51,000 for the three month
period ended March 31, 2003 and a $6,000 reduction for each of the three month periods ended March 31, 2004,
June 30, 2004 and September 30, 2004. In addition, the Company improperly capitalized certain repairs to
property, plant and equipment at its PeterStar business venture. As a result, the Company recognized a reduction
to depreciation expense of $27,000 for the three month period ended March 31, 2004;

g. The Company s business ventures accounted for on the equity method of accounting failed to recognize
certain expenses and/or revenues in the correct accounting period. Such adjustments resulted in the Company
recognizing a net increase to its equity in income of unconsolidated investees of $37,000; $252,000 and $193,000
for the three month periods ended March 31, 2003, June 30, 2003, and March 31, 2004, respectively.

Furthermore, such adjustments resulted in the Company recognizing a net decrease to its equity in income of
unconsolidated investees of $481,000; $46,000; $34,000 and $38,000 for the three month periods ended
September 30, 2003, December 31, 2003, June 30, 2004, and September 30, 2004, respectively;

h. The Company failed to accrue interest income on a deposit placed with a professional service provider. The

correction of such errors resulted in the Company recognizing an additional $5,000 and 34,000 interest income
for the three month periods ended March 31, 2003 and 2004 respectively;
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i. As a result of adjustments recognized at legal entities in which the Company accounted for such business on
the equity method of accounting, upon disposition of the relevant legal entities, the Company
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recognized an increase in  gain on disposition of equity investee business ventures of $580,000 for the three months
ended September 30, 2003;

J. As a result of adjustments recognized at entities in which the Company had a minority shareholder, the
Company recognized a decrease in  minority expense of $34,000 for the three month period ended March 31, 2003
and increases in  minority expense of $33,000; $3,000 and $10,000 for the three month periods ended March 31,
2004, June 30 2004 and September 30, 2004, respectively;

k. As a result of net pre-tax adjustments recognized, the Company recognized a decrease in income tax expense
of $89,000; $4,000 and $15,000 for the three month periods ended March 31, 2003, June 30, 2004, and
September 30, 2004, respectively and an increase of income tax expense of $100,000 for the three month period
ended March 31, 2004. Furthermore, the Company recognized an increase in its accrual for franchise taxes,
which resulted in an increase in  income tax expense of $583,000 for the three month period ended March 31,
2004;

l. The Company failed to recognize certain expenses and translated certain expenses improperly when
translating from their functional currency into the U.S. dollar reporting currency for certain discontinued business
components. In addition, as previously noted, the company failed to cease recognition of depreciation expense for
certain of these businesses upon their classification as a discontinued business component. The correction of such
adjustments resulted in a decrease in the loss from discontinued components of $80,000 and $69,000 for the three
month period ended March 31, 2003 and September 30, 2003, respectively, an increase in income from
discontinued components of $509,000 and $1,302,000 and $163,000 for the three months ended June 30, 2003 and
December 31, 2003, and March 31, 2004, respectively and a decrease in income from discontinued components of
$11,000 and $1,287,000 for the three month period ended June 30, 2004 and September 30, 2004, respectively;

m. Due to adjustments recognized at business ventures previously recognized on a three-month reporting lag,
the Company recognized an increase of $11,000 in the cumulative effect of a change in accounting principle for
the three month period ended March 31, 2003; and

n. The Company has reclassified certain items to be consistent with current period presentation. Such
reclassifications resulted in a decrease of $91,000 in  selling general and administrative expenses , a decrease of
$99,000 in other non-operating expenses and a $190,000 increase in income tax expense for the three month
period ended December 31, 2003 and an increase of $7,000 to  cost of services and a decrease of $7,000 in  selling,
general and administrative expenses for the three months ended March 31, 2003.

(3) As reported within the Company s Annual Report on Form 10-K for the year ended December 31, 2003, which
excludes certain reclassifications as noted in item (4) below. The equivalent reclassifications are included in Other
Accounting Adjustments for the three months ended December 31, 2003. Thus, the sum of individual line items for
the four quarterly periods of 2003 do not total to the adjustments to the annual results for the year ended December 31,
2003.

(4) As reported in the Company s Quarterly Reports on Form 10-Q for the periods ended March 31, June 30, and
September 30, 2004, which include certain reclassifications of 2003 quarterly information to be consistent with the
presentation of 2004 quarterly information.

2003 Restatement Work Effort

While preparing the Company s Quarterly Report on Form 10-Q for the period ended September 30, 2003, the
Company determined that certain accounting errors had been made in its previously issued financial statements. These
accounting errors related to the Company s accounting treatment for corporate income taxes and dividends associated
with the Company s Preferred Stock. The Company corrected its previously issued financial statements in February
2004 for these accounting errors by filing an amendment to the Company s Annual Report on Form 10-K for the fiscal
year ended December 31, 2002 and filing an amendment to the Company s Quarterly Reports on Form 10-Q for the
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2003 and June 30, 2003 (see Item IA. Risk Factors Company s 2003 and 2005 Restatement Work Efforts and Item 9A.
Controls and Procedures ).
Sales of Businesses

As previously indicated, at the beginning of 2004, the Company still held for sale certain business ventures
consisting of nineteen radio broadcast stations operating in Finland, Hungary, Bulgaria, Estonia, Latvia and the Czech
Republic and four cable television networks operating in Lithuania, Romania, Russia and Belarus. Pursuant to a
decision of the Board of Directors made September 30, 2003 approving management s recommendation to dispose of
all of the aforementioned non-core business interests, the Company concluded that these businesses ventures met the
criteria for classification as discontinued business components as outlined in SFAS No. 144. Accordingly, as of
December 31, 2003, the statement of operations of the Company for current and prior periods has presented the results
of operations of these Non-Core Business Ventures, including any gain or loss recognized on disposition, in income
(loss) from discontinued components line item and the balance sheet presents the assets and liabilities of such
operations as assets and liabilities of discontinued components.

In February 2003, and in connection with initiation of the previously disclosed Restructuring, the Company
engaged Communications Equity Associates ( CEA ) in an advisory capacity to assist the Company in marketing its
cable television and radio broadcast businesses, which included the aforementioned Non-Core Business Ventures
owned at the beginning of 2004. With the aid of CEA, the Company successfully completed sales of the principal
remaining Non-Core Business Ventures by year-end 2004. A summary of business venture dispositions from
January 1, 2004 to December 31, 2004 is presented in the following table.

Business Ventures Location Nature of Business Date of Sale Proceeds

($ Millions)
FX Communications/ FX Internet Romania Cable TV March 4, 2004 16.0
Metromedia International, Inc. Various Radio Broadcasting September 8, 2004 13.9(1)
Arkhangelsk Television Company Russia Cable TV March 26, 2004 1.5
Cosmos TV Belarus Cable TV March 26, 2004 0.7
Radio Skonto Latvia Radio Broadcasting April 28, 2004 0.5
Vilsat TV Lithuania Cable TV October 12, 2004 0.7

(1) Metromedia International Inc. ( MII ) was a wholly-owned subsidiary of the Company which held the Company s
interests in seventeen of the Company s eighteen radio businesses operating in Bulgaria, the Czech Republic,
Estonia, Finland and Hungary. The initial agreed upon price of MII of $14.25 million, which was subsequently
reduced to $13.9 million as a result of a post-closing adjustment. Subsequent to December 31, 2004, the
Company entered into agreements and sold Dotcom, an Internet software development business in Estonia, and
Juventus Radio 100.2 Misorszolgaltatd Kft, the remaining radio business of the Company, which operates in
Hungary, for an aggregate consideration of $0.33 million.

Preferred Stock

As of December 31, 2004 and March 31, 2006, total dividends in arrears on the Company s 4.1 million outstanding
shares of Preferred Stock were $64.7 million and $90.1 million, respectively. The amount of additional dividends that
will accumulate for the nine months ended December 31, 2006 will be $16.4 million, including the effects of
compounding and assuming there are no payments of the dividends. Although opportunities to restructure the

Preferred Stock have been evaluated, present Company plans presume the continued deferral of the payment of

dividends on the outstanding Preferred Stock to enable the Company to focus on business development opportunities

in Georgia and the surrounding Central Asian region. (see Recent Developments  Georgian Business Development

Initiatives Magticom Georgian License Activity ).
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As long as the Company s Preferred Stock remains as currently structured, the Company s net income (loss)
attributable to common stockholders will be negatively impacted. For the twelve months ended December 31, 2004,
2003 and 2002, the Company s net loss attributable to common stockholders of $36.8 million, $4.6 million and
$124.5 million, respectively, included the recognition of Preferred Stock dividend requirements of $18.8 million,
$17.5 million and $16.3 million, respectively. The Company cannot provide assurances at this time that a restructuring
of the Company s Preferred Stock will be consummated or, if consummated, that such effort would produce a material
improvement in common shareholder equity valuation (see Item IA. Risk Factors The Company s earnings per
common share attributable to stockholders is negatively impacted by the Company s outstanding Preferred Stock ).
Preferred Stockholder Director Nominees

According to the terms of the Preferred Stock, in the event the Company does not make six consecutive dividend
payments on the Preferred Stock, holders of 25% of the outstanding Preferred Stock can compel the Company to call a
special meeting of the holders of the Preferred Stock for the purpose of electing two new directors to the Company s
Board of Directors. As of September 15, 2002, the Company had failed to make six consecutive Preferred Stock
dividend payments. In June 2004, the Company reached an agreement (the Board of Director Nominee Agreement )
with certain holders of the Preferred Stock representing discretionary authority (including the power to vote) with
regard to 2.4 million shares, or approximately 58%, of the outstanding 4.1 million shares of Preferred Stock (the

Participating Preferred Stock Holders ). Under the terms of the Board of Director Nominee Agreement, the
Participating Preferred Stock Holders irrevocably waived the right to request a special meeting of holders of Preferred
Stock to elect directors or take any action to request such a meeting until immediately after the next annual meeting of
the Company s stockholders is held. In consideration of this waiver, Messrs. David Gale and Wayne Henderson, who
were identified by the Participating Preferred Stock Holders as director candidates, were elected as Class III Directors
by the Company s Board of Directors. Their terms will expire at the Company s next annual meeting of stockholders.
At the next annual meeting of the Company s stockholders, the holders of Preferred Stock will have the right to vote
separately as a class for the election of two directors.

Company s Ability to Timely File Future Reports with the SEC and Comply with Section 404 Management
Assessment of Internal Controls of the Sarbanes-Oxley Act of 2002 ( SOX 404 )

Effective June 30, 2005, the Company s market capitalization exceeded $75 million but was under $700 million.
As a result, the Company is considered an accelerated filer with regards to both its obligations for the filing of
periodic reports with the SEC under the Securities Exchange Act of 1934, as amended (the Exchange Act ), and for
complying with the provisions of SOX 404 for purposes of filing its Annual Report on Form 10-K for the fiscal year
ended December 31, 2005 ( 2005 Form 10-K ). At present, the Company has not completed its evaluation of its
obligations for complying with the provisions for SOX 404 with respect to fiscal year 2005.

Company s Ability to Timely File Future Reports with the SEC

The Company has not yet filed its Form 10-Q s for the fiscal quarters ended March 31 2005, June 30, 2005 and
September 30, 2005 with the SEC (the 2005 Form 10-Q s ); its 2005 Form 10-K, which was required to be filed with
the SEC by March 16, 2006 (within seventy-five days of December 31, 2005); and its Quarterly Report on Form 10-Q
for the quarterly periods ended March 31, 2006, June 30, 2006 and September 30, 2006 (the 2006 Form 10-Q s ), (see

Item IA. Risks Factors The Company has not timely filed its required periodic reports with the SEC and cannot

provide assurances as to when this condition will be fully remedied ).

The situation is principally the result of the Company s inability to prepare and finalize, on a timely basis, the
U.S. GAAP financial results for the Company s business ventures. However, the restatement process that the Company
has recently completed has exacerbated this issue (see  Restatement of Prior Year Financial Information 2005
Restatement Work Effort ), since corporate finance personnel have not been able to spend sufficient time assisting the

business venture finance personnel in their U.S. GAAP reporting workflow
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processes, due to the work effort that was required to complete the 2005 restatement work effort. In addition, during
this time period corporate finance personnel have focused significant attention to the Company s SOX 404 compliance
work effort (see Company s Compliance with SOX 404 below), since the Company became subject to the SOX 404
requirements on June 30, 2005.

Inadequate Local Financial Accounting Workflow Processes and Accounting Information Systems  Significant

Impediment For Timely U.S. GAAP Reporting

In regards to the Company s existing business ventures, their respective local financial accounting workflow
processes and accounting information systems are inadequate for the timely preparation of U.S. GAAP financial
accounting and reporting (see ltem IA. Risk Factors The Company has not timely filed its required periodic reports
with the SEC and cannot provide assurances as to when this condition will be fully remedied -Comparative
Limitations in Georgian Business Practice Inadequacies in Business Venture Financial Accounting Workflow
Processes and  Inadequacies in Business Venture Accounting Information Systems ). As a result of these inadequacies
in financial accounting and reporting, the preparation of U.S. GAAP financial results, based on the local books of
account and records of those business ventures, has required significant participation by corporate finance personnel.
In summary, corporate finance personnel have been required to directly engage in the workflow process of
transforming the local statutory accounting records to U.S. GAAP financial results.

Although the local financial accounting workflow processes and corresponding accounting information systems
are sufficient for local statutory and tax reporting purposes, they are, as previously discussed, inadequate for the
timely preparation of U.S. GAAP financial accounting and reporting. The local financial accounting workflow has
been designed to meet the business ventures respective statutory tax reporting requirements. As a result, accounting
transactions are often not recorded timely ( months vs. days ) within the statutory accounts due to the delay in receipt of
sufficient documentation, both third party and internally generated, to record those respective transactions.
Furthermore, the statutory accounting workflow process is fundamentally cash vs. accrual based.

Compounding this issue is the fact that the local accounting information systems were designed for the local
statutory tax reporting purposes. Accordingly, preparation of the financial management accounting and reporting for
the Company s business ventures requires significant effort outside of the installed accounting software packages, due
to limitations of the respective local accounting software packages. Thus, the finance personnel rely heavily upon
spreadsheet and database software packages that are not integrated with the local accounting software system. This
workflow environment is manually intensive, subject to the risk of human error and creates a situation whereby the
ability to properly analyze detailed account activity during the review process is arduous, thus creating significant
delays in the review process.

The Magticom business venture is currently implementing an enterprise reporting package ( ERP ), that once
implemented should assist in the timely preparation of financial management and reporting; however, this is a process
that will require significant effort with a best case implementation date of January 1, 2007.

Insufficient U.S. GAAP Trained Accounting Personnel

The Company does not presently have sufficient financial personnel and resources within Georgia to prepare and
finalize, on a timely basis, the U.S. GAAP financial results for the Company s business ventures. The recruitment and
retention of qualified U.S. GAAP accountants in Georgia is difficult due to the high demand for individuals with these
skills in this part of the world. (see Item IA. Risk Factors The Company has not timely filed its required periodic
reports with the SEC and cannot provide assurances as to when this condition will be fully remedied Lack of
Qualified Finance Personnel ).

Company s Compliance with SOX 404

The Company has not reached a final conclusion as to the required scope of its assessment of the effectiveness of
internal control over financial reporting as of December 31, 2005. The Company currently
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believes that internal control at its business ventures is not required to be included in management s assessment, based
on its interpretation of the scoping requirements of SOX 404. However, there exists the possibility that the Company
will be required to apply the internal control assessment requirements of SOX 404 to its business ventures in Georgia
as of December 31, 2005.

In addition, due to the significant effort that the corporate finance personnel have had to put into the
aforementioned restatement process and the limited number of corporate finance personnel available, significant work
effort had not been put into management s assessment at the Company s corporate headquarters prior to December 31,
2005. In early 2006, the Company retained additional finance personnel, both fulltime employees and
consultants/contractors, to assist in completing the work effort associated with its currently anticipated SOX 404
requirements as of December 31, 2005.

However, should the Company s scoping analysis for completion of its SOX 404 compliance work as of
December 31, 2005 be deemed deficient, the Company expects significant challenges and time delays in applying
such procedures to its business ventures in Georgia, due principally to the additional challenges in Georgia noted
below. However, the Company does expect that an assessment will be completed.

Regardless of the Company s ultimate conclusions about whether controls at its business ventures is required to be
within the scope of its assessment as of December 31, 2005, the Company s independent auditors have informed the
Company that they will not be in a position to render an opinion on the effectiveness of the Company s internal control
over financial reporting as of December 31, 2005. The Company s independent auditors have informed the Company
that they have reached this conclusion since they have not yet commenced their audit of the Company s internal
control over financial reporting as of December 31, 2005.

In any event, based on the Company s assessment to date, the Company believes that when the Company
completes its assessment, it will report that it had material weaknesses in its internal control over financial reporting as
of December 31, 2005 and continues to have such material weaknesses as of the date of the filing of this Form 10-K
(see Item IA. Risks Factors The Company has not timely filed its required periodic reports with the SEC and cannot
provide assurances as to when this condition will be fully remedied ).

With respect to the Company s Annual Report on Form 10-K for the fiscal year ended December 31, 2006 (the

2006 Form 10-K ), the Company presently anticipates that its ability to meet its SOX 404 internal control compliance
requirements for fiscal year 2006 represents a significant challenge since the Company will be required to apply the
internal control assessment requirements of SOX 404 to its business ventures. As such, and at present, the Company
contemplates that the filing of the 2006 Form 10-K with the SEC might be subject to significant delay. The
completion of the internal control assessment requirements of SOX 404 for the Company s business ventures
represents a significant challenge, since:

present Georgian business practices are substantially less sophisticated than those common in the United
States;

cultural and educational precedents for application of common U.S. business practices are also generally
absent or minimally developed in both the Georgian private and public sectors; and

the finance staff of the Company s business ventures, which is almost entirely locally recruited and trained,
may not be able to complete the tasks that will be required of them.

As indicated earlier, the Company has been able to retain additional finance personnel, both fulltime employees
and consultants/contractors, to assist in meeting its financial reporting obligations and to also assist Magticom finance
personnel with the implementation of its new ERP system; however, the additional recruitment of finance personnel to
work within the country of Georgia is required.

Furthermore, the Company anticipates that the costs that it will incur to meet these requirements will be very
substantial in fiscal year 2006, 2007 and beyond. (see Item IA. Risks Factors The Company has not timely filed its
required periodic reports with the SEC and cannot provide assurances as to when this condition will be fully
remedied ).
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Delisting
On February 25, 2003, the Company received notice from the staff of the American Stock Exchange (the
Exchange or AMEX ) indicating that the Exchange filed an application with the SEC on February 20, 2003, to strike
the Company s common stock and Preferred Stock from listing and registration on the Exchange, effective at the
opening of the trading session on March 3, 2003.

From March 3, 2003 through September 23, 2003, the Company s equity securities were quoted on the
OTC Bulletin Board trading system ( OTCBB ); however, on September 24, 2003, the Company s equity securities were
removed from quotation on the OTCBB because the Company was not then in compliance with NASD Rule 6530,
due to the Company s failure to file its Quarterly Report on Form 10-Q for the quarter ended June 30, 2003 with the
SEC by September 23, 2003. As a result, the Company s common stock and Preferred Stock were then quoted in the

Pink Sheets. On June 18, 2004, the Company filed its first quarter 2004 Form 10-Q, and became compliant with
OTCBB trading eligibility requirements. As such, on August 6, 2004, the Company s common stock
(OTCBB: MTRM.OB) began trading on the OTCBB after a market maker had successfully filed a petition with the
NASD seeking their permission for the Company s common stock to be quoted on the OTCBB. The Company s
Preferred Stock (OTCPK: MTRMP) remained quoted in the Pink Sheets.

On April 20, 2005, the OTCBB trading system appended the Company s common stock trading symbol by adding
an E modifier, due to the Company s delinquency in filing its Annual Report on Form 10-K for the fiscal year ended
December 31, 2004. At the close of business on May 23, 2005 the Company s common stock was removed from
quotation on the OTCBB because the Company was not then in compliance with NASD Rule 6530, due to the
Company s failure to file its Annual Report on Form 10-K for the fiscal year ended December 31, 2004 with the SEC.
As aresult, the Company s common stock (OTCPK: MTRM) is now quoted solely in the Pink Sheets.

Available Information

The Company is subject to the informational requirements of the Exchange Act. The Company therefore is
required to file periodic reports, proxy statements and other information with the SEC. Such reports may be obtained
by visiting the Public Reference Room of the SEC at 100 F Street NE, Washington, D.C. 20549, or by calling the SEC
at (800) SEC-0330. In addition, the SEC maintains an Internet site (www.sec.gov) that contains reports, proxy and
information statements and other information regarding issuers that file electronically.

The Company maintains an Internet website at: www.metromedia-group.com that investors and interested parties
can access, free-of-charge, to obtain copies of all reports, proxy and information statements and other information that
the Company submits to the SEC. The Company updates its Internet website as soon as practicable after the Company
electronically files such materials with, or furnishes such materials to, the SEC. This information includes without
limitation, copies of the Company s annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act.

Investors and interested parties can also submit electronic requests for information directly to the Company at the
following e-mail address: investorrelations@mmgroup.com. With the exception of the Company s annual
communication with its shareholders, the Company s current policy is to only provide information in an electronic
format, in lieu of paper format, to minimize the costs of managing investor relations.

Information on the Company s website is not incorporated into this Form 10-K or the Company s other securities
filings and is not a part of them.

Corporate History

The Company was organized in 1929 under Pennsylvania law and reincorporated in 1968 under Delaware law.

Prior to 1995, the Company operated under the names of The Actava Group Inc. and Fuqua
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Industries, Inc. , and during that time period, the Company owned, operated and sold dozens of companies in diverse
industries, including photo finishing, lawn and garden equipment and sporting goods. On November 1, 1995, as a
result of the merger of Orion Pictures Corporation ( Orion ) and Metromedia International Telecommunications, Inc.
( Metromedia Telecommunications ) with and into wholly owned subsidiaries of the Company and the merger of
MCERQG Sterling Incorporated ( MCEG ) with and into the Company, the Company changed its name from The Actava
Group Inc. to Metromedia International Group, Inc. Metromedia Telecommunications held interests in
communications and media ventures operating principally in countries that were formerly part of the Soviet Union.
Orion was a motion picture production and distribution company. MCEG was an independent film production and
distribution company. With the November 1995 mergers, the Company adopted a strategy of development of media,
communications and entertainment holdings, with emphasis on developments in the emerging markets of the former
Soviet Union countries. On February 28, 1997, as a result of the merger of Asian American Telecommunications into
a wholly owned subsidiary of the Company, the scope of communications business development was extended to
include the People s Republic of China.

On July 10, 1997, the Company consummated the sale of substantially all of its entertainment assets, consisting of
Orion Pictures Corporation, Samuel Goldwyn Company and Motion Picture Corporation of America (and each of
their respective subsidiaries), including its feature film and television library of over 2,200 titles, to P&F Acquisition
Corp., the parent company of Metro-Goldwyn-Mayer, Inc., for gross consideration of $573.0 million. Thereafter, on
April 16, 1998, the Company sold to Silver Cinemas, Inc. its remaining entertainment assets consisting of all of the
assets of the Landmark Theatre Group ( Landmark ), except cash, for an aggregate cash purchase price of
approximately $62.5 million and the assumption of certain Landmark liabilities. These transactions provided
significant funds for the Company s expansion of its emerging market communications and media businesses.

On September 30, 1999, the Company consummated the acquisition of PLD Telekom, holder of interests in
several communications businesses providing high quality long distance and international telecommunications
services in the Commonwealth of Independent States ( CIS ). In December 1999, the Company was forced to liquidate
its interests in the telecommunications business ventures in China by order of the Chinese government and the
Company s subsequent interests in China were limited to several start-up E-commerce business ventures.

By 2002, the Company operated as a holding company for telephony, radio and cable TV business operations
located principally in Eastern Europe, Russia and Central Asia. Remaining operations in China were in early
development. The Company also owned Snapper Inc., a lawn and garden equipment manufacturer ( Snapper ), which
the Company at that time considered a non-strategic business investment. Cash proceeds of prior year operations and
sale of business holdings had been invested in acquisition or development of the Company s primary communications
and media businesses in Europe, Russia and Central Asia. Cash reserves had been substantially depleted by these
investments and a high level of corporate overhead spending. The Company faced a serious liquidity situation,
compounded by the onset of semi-annual interest payment obligations for the Senior Notes commencing in September
2002.

During 2002, and in response to growing liquidity pressures, the Company implemented measures to address these
pressures and monetized its interest in several business ventures, including Snapper. Sufficient cash was generated
from these sales and from dividends received from the Company s remaining business ventures to meet 2002
requirements, including payment in October 2002 of $11.2 million of interest then due on the Senior Notes. The
Company, however, continued to face serious liquidity pressures at the outset of 2003. At this time, the Company
adopted the aforementioned Restructuring strategy. Additional cash reserves were generated from business sales
undertaken in 2003 and 2004, and in 2003 the Company eliminated nearly one-third of the outstanding principal on its
Senior Notes. As a result of these measures, the Company was able to meet its historical and ordinary course business
obligations and pay the semi-annual $8.0 million interest due on the reduced balance of its Senior Notes.

By year-end 2004, the Company had substantially completed its Restructuring. All material Non-Core Business
Ventures had been sold, the rate of continuing corporate overhead expenditures had been materially reduced and the
Company enjoyed a satisfactory liquidity position. The Company s core business ventures, PeterStar and Magticom,
held leading positions in their respective markets, with strong financial results and
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an established recent record of dividend distributions. The Company retained ownership in two other Georgian
businesses, Telecom Georgia and Ayety, for co-development with Magticom.

As discussed previously, in August 2005, the Company consummated the sale of its interests in PeterStar for a
cash price of $215.0 million. With the sale of PeterStar and all Non-Core Business Ventures, the Company s remaining
business interests are concentrated in the country of Georgia. This circumstance increases the Company s dependence
on the continuing vitality and stability of only one market and economy. It also limits the Company s ability to offset
temporary downturns in one market with business activities in a wider array of markets. These factors could
materially increase the Company s liquidity risk, since the Company is dependent upon dividend distributions from its
business ventures to satisfy corporate legal obligations and overhead expenditure requirements. Furthermore, these
factors may also limit investor interest in the Company s stock.

Description of Businesses

Mobile telephony businesses provide communications services via a radio-based network that permits customers
to communicate while moving from point to point. This is in contrast to fixed telephony businesses that provide
services via a network terminating at certain stationary points. The inherent cost structure, operational nature and
marketing of mobile telephony services differs materially from that of fixed telephony services. Mobile and fixed
telephony services have also recently been valued on considerably differing bases in consequence of differences in the
rate and nature of consumer market developments pertinent to each. Mobile telephony is currently the fastest growing
world-wide voice and data communications market. The Company holds interest in both mobile and fixed telephony
businesses.

As previously discussed (see Business ), the Company had two reportable business segments in 2004: Magticom
and PeterStar.

At December 31, 2004, the Company owned an indirect 34.5% minority interest in Magticom, a company
organized under the laws of Georgia. Magticom is the leading mobile telephony operator in Tbilisi, Georgia and
provides services throughout the country of Georgia. Magticom offers mobile telephony and roaming services,
and related information services for Georgian businesses and consumers. It provides these services via a wireless
mobile telephony network operating under the Groupe Speciale Mobile ( GSM ) standard in both the 900 MHz and
1,800 MHz spectrum ranges. As previously discussed, in February 2005 and September 2005, the Company
increased its ownership interest in Magticom to 50.1% (see ~ Recent Developments  Reorganization of Georgian
Holdings ) and presently holds the largest economic interest in Magticom and is able to exert operational
oversight over this business venture. However, the Company has determined that its ownership interest in
Magticom (through its holding company structure), as a result of the ownership restructurings that occurred in
February 2005 and September 2005, should still be accounted for following the equity method of accounting.
Magticom has in recent years funded its continuing capital expenditure and working capital requirements from
its own operating cash flow. The Company anticipates this trend to continue for the foreseeable future.
Magticom spent approximately $27.4 million in capital expenditures for the twelve months ended December 31,
2005, which was internally funded from its operations. The currently budgeted capital expenditures program for
Magticom for the twelve months ended December 31, 2006 is in excess of $60.0 million, which the Company
anticipates will be internally funded by Magticom and not require additional Company investment.
Prior to August 1, 2005, the Company held a 71% controlling interest in PeterStar. PeterStar is a fixed telephony
operator centered in St. Petersburg, Russia and providing services principally in the Northwest Region of Russia.
PeterStar provides local telephony services, transit services for other telecommunications operators, and data
communications services for businesses and individual customers. These services are delivered to stationary
locations via copper, fiber optic or wireless loop connections. PeterStar operates as a Competitive Local
Exchange Carrier or CLEC, providing telephony services in a market also served by an incumbent monopoly
carrier. A CLEC obtains telephone numbers and access to national or international telephone networks via
interconnection with the incumbent monopoly operator.
The Company reports the results of operations of PeterStar on a consolidated basis in its financial statements. As
discussed previously, in August 2005, the Company consummated the sale of its interests in
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PeterStar. PeterStar in most recent history had been able to self-fund its working capital requirements and
capital spending for construction, development and maintenance of its network infrastructure and operational
systems. Through July 31, 2005, PeterStar had expended $9.3 million in capital expenditures for its network
infrastructure and operational systems and this amount was internally funded from PeterStar operations. Terms
of the February 2005 PeterStar sale agreement restricted the Company from taking actions as the majority
shareholder to cause PeterStar to either distribute a dividend to its shareholders or repay any intercompany loans
to the Company prior to consummation of the sale.
In addition, the Company also has an economic interest in three other business ventures Telecom Georgia, Telenet
and Ayety.
Telecom Georgia, a long-distance transit operator in Tbilisi, Georgia, in which the Company presently has a
25.6% effective ownership interest. Prior to mid-February 2005, the Company had a 30% ownership interest in
Telecom Georgia. As a result of the restructuring of the Company s ownership interest in Telecom Georgia in
February 2005, the Company acquired an additional 51% interest and gained the ability to exert operational
oversight over Telecom Georgia. Furthermore, effective May 23, 2005, Telecom Georgia will be accounted for
following the consolidation method of accounting within the Company s consolidated financial statements since
the Company s ownership in Telecom Georgia had met the criteria of the Company s consolidation accounting
policy. In July 2006, the Company consummated a series of transactions associated with its ownership interest in
Telecom Georgia. As a result of these transactions, the Company s ownership interest in Telecom Georgia
decreased to 20.7% and is now held through various U.S. based holding companies in which the Company has
the controlling interest, thereby enabling the Company to continue to exercise operational oversight and also
consolidation accounting with respect to Telecom Georgia. In October 2006, the Company, through
International T LLC, an intermediary holding company in which the Company has a 25.6% economic ownership
interest, acquired the 19% ownership interest held by Bulcom in Telecom Georgia, thereby increasing the
Company s economic interest in Telecom Georgia to 25.6%.
Telecom Georgia has in recent years funded its moderate capital expenditure and working capital requirements from
its own operating cash flow. The Company anticipates this trend to continue for the foreseeable future. Telecom
Georgia spent $0.1 million in capital expenditures for the twelve months ended December 31, 2005, which was
internally funded from its operations. The currently budgeted capital expenditures program for Telecom Georgia for
the twelve months ended December 31, 2006 is expected to be approximately $0.5 million;
Telenet, a high-speed data communication and internet access service provider on both a wired and wireless
basis, in which the Company though a series of transactions in July 2006 has the largest economic interest of any
of the shareholders in Telenet of 25.6%. Immediately prior to the Company s acquisition of Telenet, Telenet
acquired from IberiaTel, Georgia s only license to provide CDMA 450 MHz wireless voice and data services and
a CDMA 450 network deployed in Georgia s capital city, Tbilisi. The Company s interest in Telenet is held
through various U.S. based holding companies in which the Company has the controlling interest, thereby
enabling the Company to exercise operational oversight and also consolidation accounting with respect to
Telenet; and

Ayety, a cable television provider in Tbilisi, Georgia, in which the Company has a 85% ownership interest.

Currently, the Company is involved in a number of commercial and legal disputes with the 15% minority

shareholder of Ayety, the result of the dispute, despite the Company s majority economic interest, is that:
The Company no longer controls the day-to-day business affairs of Ayety;

The Company no longer has favorable relations with management of Ayety, since the Company attempted to
terminate the General Director of Ayety in late June 2004; and

The Company has been unable to prepare U.S. GAAP financial statements of Ayety to include within its

consolidated financial statements since the Company no longer has access to the statutory accounting records
of Ayety. Accordingly, as allowed under FIN 46R the Company no

Table of Contents 70



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K
42

Table of Contents

71



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K

Table of Contents

longer consolidates its variable interest in Ayety for all periods subsequent to June 30, 2004 to include within
its consolidated financial statements (see Item 3. Legal Proceedings Legal Matters with Mtatsminda
International Telcell SPS vs Mtatsminda ).

Magticom (Tbilisi, Georgia and the Country of Georgia)

Magticom is the leading mobile telephony operator in Tbilisi, Georgia and provides services throughout the
country of Georgia. Magticom offers mobile telephony and roaming services, and related information services for
Georgian businesses and consumers. It provides these services via a wireless mobile telephony network operating
under the GSM standard in both the 900 MHz and 1,800 MHz spectrum ranges.

Ownership Structure, Control of Business Consolidation Accounting and Financial Accounting, Reporting and
Disclosure Process Issues

Ownership Structure  As of December 31, 2004

Through wholly-owned subsidiaries, as of December 31, 2004 the Company owned a 70.41% interest in Telcell, a
Delaware LLC. Western Wireless, a U.S. public company, was the Company s sole other partner in Telcell, with a
29.59% ownership interest. Telcell, in turn, owned a direct 49% interest in Magticom. Through this structure, the
Company owned a 34.5% economic interest in Magticom. As the managing member of Telcell since its formation, the
Company has actively managed Telcell s investment in Magticom with only very limited direct participation by
Western Wireless. Specifically, since early 2002, all matters arising in the ordinary course of Magticom s business
requiring Telcell s shareholder review or approval were addressed and handled solely by the Company. Since that
time, Western Wireless requested only the Company s reports and assessments of Magticom plans, operations and
performance; and it concurred without alteration and with very limited comment in all actions taken by the Company
with respect to Magticom s ordinary course activities. No representatives of Western Wireless traveled to Georgia or
engaged with Magticom operating personnel since early 2002 (see ~ Restatement of Prior Financial Information 2005
Restatement Work Effort ). Dr. George Jokhtaberidze, a Georgian private citizen and co-founder of Magticom, directly
owned the remaining 51% direct interest in Magticom.
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Ownership Structure  As of February 28, 2005. (After Reorganization of Magticom Ownership Interests):

As previously discussed, through a series of transactions executed in February 2005, the Company and
Dr. Jokhtaberidze reorganized their ownership interests in Magticom and the Company acquired an additional 8.3%
ownership interest at a cost of $23.1 million (see ~ Recent Developments  Reorganization of Georgian Holdings ). As a
result of the ownership structure changes in February 2005, the Company held a 50.1% interest in International
TC LLC, a newly formed Delaware LLC, the remaining 49.9% of which was owned, prior to June 1, 2006, by
Dr. Jokhtaberidze. International TC LLC, in turn, owned the Company s former 70.41% interest in Telcell and
Dr. Jokhtaberidze s former 51% interest in Magticom. This arrangement gave International TC LLC an 85.5%
economic interest in Magticom and the Company a 42.8% economic interest in Magticom. Dr. Jokhtaberidze retained
a 42.7% economic interest in Magticom and Western Wireless retained its 14.5% economic interest.

Ownership Structure  As of September 30, 2005. (After the Purchase of Western Wireless Economic Interest in
Magticom):
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As previously discussed, on September 15, 2005, the Company and Dr. Jokhtaberidze acquired the 14.5%
effective interest in Magticom formerly owned by Western Wireless for a cash price of $43.0 million. As a result, the
Company owns 50.1% of Magticom through various holding companies and Dr. Jokhtaberidze owns 49.9%. MIG and
Dr. Jokhtaberidze funded the $43.0 million purchase pro rata their respective ownership interests in International
TC LLC.

Ownership Structure  As of June 30, 2006. (After Dr. Jokhtaberidze s divestiture of 3% ownership interest in
International TC LLC on June 1, 20006):

*  No officers or board of director members of the Company are investors or are affiliated with this legal entity.

On June 1, 2006, Dr. Jokhtaberidze divested 3% of his ownership interest in International TC LLC to Gemstone
Management, Ltd., a British Virgin Islands company. This ownership restructuring had no significant effect on the
minority partner participatory rights since the International TC LLC agreement that was executed in February 2005
had contemplated that this event might occur at some point in the future.

Control of Business Consolidation Accounting

Control of Business Consolidation Accounting: As a result of the February 2005 restructuring of the Company s
ownership interest in Magticom, the Company is able to exert operational oversight over Magticom. However, the
Company has determined that its ownership interest in Magticom (through its holding company structure), as a result
of the ownership restructurings that occurred in February 2005 and September 2005, should still be accounted for
following the equity method of accounting.

Financial Accounting, Reporting and Disclosure Process Issues

Financial Accounting, Reporting and Disclosure Process Issues: Although Magticom s financial accounting
workflow processes and corresponding accounting information systems are sufficient for local statutory and tax
reporting purposes, they are inadequate for the timely preparation of U.S. GAAP financial accounting and reporting.
Magticom s financial accounting workflow has been designed to meet its respective statutory tax reporting
requirements. As a result, accounting transactions are often not recorded timely ( months vs. days ) within the statutory
accounts due to the delay in receipt of sufficient documentation, both third party and internally generated, to record
those respective transactions. Furthermore, the statutory accounting workflow process is fundamentally cash vs.

accrual based.
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Compounding this issue is the fact that the local accounting information systems were designed for the local
statutory tax reporting purposes. Accordingly, preparation of the financial management accounting and reporting for
Magticom requires significant effort outside of the installed accounting software packages, due to limitations of the
respective local accounting software packages. Thus, the finance personnel rely heavily upon spreadsheet and
database software packages that are not integrated with the local accounting software system. This workflow
environment is manually intensive, subject to the risk of human error and creates a situation whereby the ability to
properly analyze detailed account activity during the review process is arduous, thus creating significant delays in the
review process.

Magticom is currently implementing an enterprise reporting package ( ERP ), that once implemented should assist
in the timely preparation of financial management and reporting; however, this is a process that will require
significant effort with a best case implementation date of January 1, 2007.

These circumstances will demand considerable management and operational restructuring within Magticom,
including implementation of procedures and placement of personnel satisfactory to meet U.S. GAAP reporting and
internal controls requirements. The Company s planned business development initiatives for Magticom are currently
being implemented by the management team of Magticom and will run parallel with the Company s plans to
implement efficient and effective U.S. GAAP reporting and financial controls (See Company s Ability to Timely File
Future Reports with the SEC and Comply with Section 404 Management Assessment of Internal Controls of the
Sarbanes-Oxley Act of 2002 ( SOX 404 ) ).

Discussion of the Magticom Business

Business Overview: Magticom is a provider of mobile telephony services in Georgia, and is also the largest
telephony operator (mobile or fixed) in Georgia, as measured by revenues and traffic volumes. Magticom delivers
services to businesses and consumers nationwide utilizing a GSM mobile telephony infrastructure. Magticom has built
a nationwide network with coverage that supports roaming throughout Georgia. It also has international roaming
agreements with more than 150 GSM operators around the world enabling its customers to use their Magticom-billed
mobile service in foreign countries. Magticom s network is interconnected with those of other mobile and fixed
telephony operators in Georgia, enabling Magticom customers to call and receive calls from any Georgian telephone
subscriber.

In addition to voice mobile communication, Magticom offers a short message service (SMS) enabling customers
to exchange text messages via their mobile handsets. In 2004, Magticom implemented the capability to exchange
IP-based traffic over its network. Using services built on this capability, customers can send and receive e-mail,
pictures and other digitally encoded items via their mobile handsets as well as browse Internet websites. These
services exploit the capabilities of the latest generation of mobile handsets and the increasing level of consumer
Internet enthusiasm. Using this same IP-based capability, in 2004 Magticom was among the first operators world-wide
to introduce push-to-talk service, which supports continuous walky-talky like communication within pre-selected
subscriber groups.

Magticom s services are sold primarily on a pre-paid basis. Mobile subscribers purchase Magticom pre-paid
scratch cards in varying denominations which, after the entry of the scratch card s code via their mobile telephone,
establishes (or increases) the subscriber s account balance usable for future mobile services. Magticom s self-developed
billing and control systems continually monitor actual subscriber service usage and stop future usage when a
subscriber s prepaid account balance is exhausted. Scratch cards are sold in bulk at a small discount to dealers for
resale to consumers, resulting in Magticom receiving cash in advance of actual service consumption. This pre-paid
arrangement accounts for more than 90% of Magticom s total service revenues and nearly 98% of all Magticom
subscribers. Magticom also sells services on a post-paid basis to certain of its business customers who then receive
itemized monthly billing statements.

Magticom has not, in general, sold mobile handsets. Instead, subscribers purchase a Magticom SIM card, which
activates their pre-purchased mobile handset and provides it with a Magticom telephone number. The mobile handset
market in Georgia has historically suffered from extensive illegal importation of equipment. While this situation has
made it disadvantageous for Magticom to sell handsets, it has resulted in low handset prices and wide availability of
handsets among the general population. As Georgia tightens regulation and
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policing of handset importation, it may prove worthwhile for Magticom to enter the handset sales market in the future.

The following table summarizes Magticom s key operating and financial results for the last three years. The results
for 2002 represent the twelve months ended September 30, 2002, since Magticom results were reported on a
three-month lag through the end of 2002.

2004 2003 2002

(Restated) (Restated)
(Dollar amounts in millions;
subscribers in thousands, average
monthly amounts and
percentages as given)

Subscriber service revenues $ 809 $ 59.0 $ 383
Inbound interconnection 17.5 10.3 7.0
Roaming and other services 3.6 2.7 1.3
Total Revenues 102.0 72.0 46.6
Cost of services (excluding depreciation and amortization of network) 16.3 10.6 6.7
% of total revenues 16.0% 14.7% 14.4%
Selling, general and administrative expenses and impairment charge 12.7 8.6 7.9
Depreciation and amortization 14.1 12.5 12.1
Other expenses including income taxes 8.6 8.8 4.3
Net income $ 503 $ 31.5 $ 15.6
Capital expenditures $ 12.0 $ 20.0 $ 18.9
Active subscribers at year-end(1) 530.5 406.8 281.8
Average monthly minutes of use per subscriber 97.9 108.2 110.8
Average monthly revenue per subscriber $14.39 $ 14.28 $ 13.47

(1) In an effort to conform its reporting standards to those of other wireless mobile phone service providers,
Magticom changed its policy in 2004 for determining which subscribers it considered active and the subscriber
information for prior periods conforms to current period presentation. Magticom currently considers a pre-paid
subscriber active if that subscriber undertook any revenue generating activity within the prior 30 days. Prior to
2004, Magticom had considered a pre-paid subscriber active only if that subscriber had purchased a minimum
level Lari scratch-card within thirty days of that subscriber s most previous scratch card purchase. That is, to be
considered active , a pre-paid subscriber previously had to re-up for a minimum-level Lari scratch-card every
30 days, regardless of that subscriber s actual call usage. That minimum 30-day purchase threshold amount was
15 Lari effective April 1, 2003 and prior to that period the minimum amount was 30 Lari.
Magticom s U.S. Dollar financial results have historically been affected by the strength or weakness of the
Georgian Lari, Magticom s functional currency since April 1, 2003, against the U.S. Dollar (see Item 7. Management s
Discussion and Analysis of Financial Condition and Results of Operations  Results of Operations  Unconsolidated
Results of Operations for the Year Ended December 31, 2004 Compared to Unconsolidated Results of Operations for
the Year Ended December 31, 2003  Wireless Telephony for additional discussion of Magticom s financial
performance).
In particular, 2004 average revenue per subscriber ( ARPU ) reported in U.S. Dollars was favorably affected by this
exchange rate effect. Lari-denominated ARPU (which reflects subscriber payments in the currency actually used for
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penetration increases. That is, beyond a certain initial level of penetration, newly subscribed customers generate lower
usage (and thus lower average revenue) than existing customers. Magticom s Lari-denominated ARPU reached a peak
in the third quarter of 2003 and Magticom anticipates that its Lari-denominated ARPU will continue to decline in
future periods due to both the aforementioned penetration effect and competitive pressures on pricing of services. This
may not result in an overall reduction in revenue growth, as both expanded subscription and introduction of new
services are planned.

Customers and Services: Magticom offers mobile telephony and related services to businesses and consumers in
Georgia. Customers generally purchase Magticom s services on a pre-paid basis, wherein charges incurred by the
customer are deducted from a pre-paid balance established through purchase of a Magticom scratch card. Pre-qualified
customers, typically established businesses, can purchase Magticom services on a post-paid basis, wherein the
customer is billed monthly. There are presently no differences among services provided to any customer, although
certain-value-added services are sold on a specific subscription basis. All customers have the capacity to make and
receive voice telephone calls and to send and receive SMS text messages while on the move virtually everywhere in
Georgia. Magticom maintains commercial relations with international long distance operators and the mobile
operators of numerous foreign countries. Its customers are thereby able to make and receive international telephone
calls and to use their Magticom mobile service when traveling abroad. Magticom treats the entire country of Georgia
as a single calling area, so there is effectively no need for a distinct domestic long distance service.

Subscriber Services: Basic subscriber service consists of a mobile telephone number and ability to make and
receive telephone calls anywhere in Georgia from the corresponding mobile handset. All Magticom telephone
numbers presently begin with the 99 prefix unique to Magticom. Outgoing calls are billed on a minute of use basis.
There is no called-party-pays service at present. In 2005, Magticom began systematic introduction of service plans
providing varying rates for certain common services based on customer-specific parameters such as volume of use,
bundled purchases, calling to selected numbers or calling within the Magticom network. Previously, all Magticom
services were billed under a single fixed rate schedule applicable to all subscribers and traffic. These and other soon to
be introduced rate structures are designed to match Magticom pricing to competitive pressures and improve the
market attractiveness of Magticom s services.

All subscribers can send and receive short text messages (SMS) from their Magticom-equipped mobile handset.
These are billed at a per-message-sent rate. In 2004, Magticom introduced GPRS and MMS network capabilities that
support IP-based message exchange services between mobile handsets. Subscribing customers can exchange e-mail,
send and receive pictures and browse the Internet from suitably equipped mobile handsets or portable data devices.
These services are billed at a usage rate reflecting the volume of data sent or received. Magticom also offers certain
content-based services to its subscribers on an SMS or IP basis, enabling them to view sport scores, horoscopes and
similar content. Such services are billed at call rates plus a premium for the content delivered. Magticom is actively
recruiting additional third-party content providers to actively exploit the now quite extensive information delivery
capabilities of its network.

Subscribers international long distance calls are routed for completion to other long distance operators (see, for
example  Business Description  Fixed Telephony Telecom Georgia ). The Magticom caller is billed the international
long distance operator s wholesale rate plus a local call origination charge. Subscribers are not charged an incremental
long distance rate for calling distant locations within Georgia.

Inbound Interconnection Services: Magticom collects a per-minute fee from other Georgian operators for
terminating calls made to Magticom s subscribers. This applies whether the call is originated on another fixed or
mobile operator s network within Georgia or forwarded by a Georgian long distance operator from an international
carrier. Pursuant to a 2001 Georgian regulatory provision, Magticom was required to ultimately implement fee-based
interconnection agreements with all other Georgian operators, although no time table was set in the regulatory
provision for such implementation. Furthermore, under the aforementioned Georgian regulation, Magticom must
charge the same per-minute rate to any operator that terminates its traffic on Magticom s network. Magticom may
periodically set its own call terminating rate but must demonstrate to the Georgian regulator that such rates are
cost-based. By regulation, Magticom is obligated to provide call terminating interconnection to any Georgian operator
that seeks it. Magticom also collects a fee for forwarding
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calls originated on its network by subscribers dialing the 8xx access code of one of the Georgian long distance
operators. This per-minute fee is regulated by the Georgian regulatory authority and applies equally to all mobile
operators in Georgia.

International Roaming Services: Magticom has arranged bilateral roaming agreements with more than 150 mobile
operators world-wide. Magticom subscribers traveling in countries served by these operators may use their
Magticom-equipped mobile telephone to make and receive calls while in the foreign country. Originating calls are
billed by Magticom, either against the subscriber s pre-paid account balance or on a post-paid basis, at a rate set by the
foreign operator. Subscribers of the foreign operator get similar call privileges from Magticom while in Georgia.
Magticom bills its subscribers an international roaming premium on a per-minute basis for calls made while abroad.

Costs of Service Provision: Magticom s network is interconnected with those of other Georgian mobile, fixed and
long distance telephony operators. Via this arrangement, Magticom s customers can place calls to other Georgian
telephony subscribers or employ the services of Georgia s long distance service providers. Magticom pays a
per-minute fee to other operators for Magticom subscriber calls terminated on the other operator s network. This
per-minute fee is regulated by the Georgian regulatory authority to the extent that the charging operator must
demonstrate that its call terminating rates are cost-based. Call terminating rates presently vary materially for calls
placed to mobile versus fixed line operators. Georgia s mobile operators, including Magticom, presently all charge the
same call terminating rate, which is more than three times the rate charged to terminate calls on a Georgian fixed line
network. This reflects the considerable differences in cost basis for providing mobile and fixed line telephony services
in Georgia.

Magticom also pays Georgian long distance operators a fee to complete international calls originated by
Magticom s customers. This is the case if the Magticom subscriber does not dial a specific long distance operator s 8xx
access code when making the international call. Magticom negotiates the per-minute long distance rates paid to these
Georgian long distance operators.

Magticom and the other operators with which its network is interconnected calculate terminating charges payable
on a monthly basis. Magticom (and all other operators) nets the aggregate amount it must pay for calls terminated on
another operator s network against the aggregate amount due from that other operator for calls terminated on
Magticom s network. Magticom and the other operators agree on these aggregate charges, and a net payment is made
or collected by Magticom.

Prior to October 2003, Magticom and Geocell, the other major Georgian mobile operator, had agreed to terminate
each other s calls without specific charging. Consequently, no Magticom cost of service was recorded for Magticom
subscriber calls terminated on Geocell s network (nor was inbound interconnection revenue recognized for Magticom s
termination of Geocell s traffic). Pursuant to a 2001 Georgian regulatory provision, Magticom was required to
ultimately implement fee-based interconnection agreements with all other Georgian operators, although no time
period was set in the regulatory provision for such implementation. From October 2003 through October 2004,
Magticom exchanged traffic with Geocell pursuant to an agreement in which either operator would pay the other a call
terminating fee, but only if the aggregate terminating charges in a month due one of the operators exceeded the
aggregate charges due the other operator by more than 20%. This 20% limit was not exceeded in the one-year period
of this agreement, so Magticom did not record Geocell call terminating charges nor recognize inbound interconnection
revenue from Geocell during this period. In October 2004, Magticom and Geocell entered into a fully fee-based
interconnection agreement, pursuant to which each pays the other a call terminating charge for all minutes of traffic
exchanged between them. Geocell is Magticom s largest traffic exchange trade partner. Magticom has fully fee-based
interconnection agreements in place with all other Georgian operators with which it exchanges traffic.

Network and Technology: Magticom s network operates using the GSM standard, which is the leading standard for
mobile telephony service throughout the world. Magticom s radio network covers essentially all populated areas of
Georgia. Magticom continually adds radio base stations to ensure nation-wide coverage and adequate call handling
capacity in all areas of the country. Base stations are connected to one of two Magticom switching centers via
microwave links, fiber optic cable or conventional copper cable. The switching
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centers are located in Magticom-owned quarters in Tbilisi, the Georgian capital city, and Kutaisi, a significant
secondary city in western Georgia. These switching centers are inter-linked via multiple independent transport
channels providing alternative traffic paths between the centers for fault tolerant continuous operation. Magticom
operates a network control center in its Tbilisi switching center, from which engineers can monitor the entire network
on a continuous basis.

In 2004, Magticom s network was enhanced to handle IP-based traffic in addition to conventional mobile voice
telephony. GPRS and MMS technology supports exchange of information over the network in the Internet-like IP data
format, including Voice-over-IP. The network is also equipped to handle push-to-talk services that simulate a
walky-talky form of communication. Magticom anticipates that I[P-based data communication over its network will
expand very rapidly. As of late April 2006, more than 150 thousand Magticom customers have already subscribed to
such services during the short time since their introduction.

Magticom s network and technology infrastructure capital spending program during the past three years has been
relatively modest as compared with 2005. In 2005, Magticom spent $27.4 million in capital expenditures, which was
principally spent on its network and technology infrastructure. Magticom currently plans to incur in excess of
$60.0 million in capital expenditures during 2006, principally for its network and technology infrastructure. In 2006,
Magticom plans to:

Complete a wide-scale rehabilitation of its existing radio base stations, including power, HVAC and containment
systems. This work will also include a substantial expansion and optimization of radio transmission systems to
assure coverage and effective voice quality for its much-expanded subscriber base;

Implement redundant, high capacity fiber-based systems in Tbilisi for connection of radio and central switching
systems; and implement fiber-based links between Tbilisi and Kutaisi to interconnect Magticom s primary
switching nodes;

Upgrade its core switching systems, implement a new voice circuit switch and new packet switches, and deploy
an initial limited-coverage radio access network to enable offering of 3G mobile telephony services in Georgia.
This work exploits the 2.1 GHz spectrum license acquired in 2005 and should position Magticom as offering the
most advanced mobile telephony services available in the world; and

Implement a real-time billing and service provisioning system that will interface to the network using

standardized, supplier-validated control protocols. This will require the implementation of an Intelligent Network

( IN ) host platform interconnected with the core switching systems. This work will provide Magticom a platform
on which new software-enabled services can be quickly and safely deployed. The work will involve extensive

staff development and training, replacement of existing and aged computer platforms, substantial modification

and testing of mission-critical information systems, and implementation of the new IN core network component.

Magticom s billing system has been self-developed. It supports Magticom s extensive pre-paid calling activity via
close integration with the network s switching systems, assuring that subscriber pre-paid balances are promptly made
available for use and subscriber services blocked when these balances are exhausted. Magticom also develops its own
distinctive call charging arrangements through this billing system. Magticom employs a growing staff of information
technology professionals to manage continuing development of this and its other software systems.

Competition: Magticom s primary and presently only significant competitor is Geocell, a
Georgian-Turkish-Scandinavian business venture that also operates a substantial GSM mobile telephony network in
Georgia. Magticom presently holds, by its own estimates (no industry data is presently published), approximately 60%
share of the Georgian mobile market to Geocell s approximately 40%. This estimate is substantiated by analysis of the
volume of traffic exchanged between the two operators. A third much smaller operator, Telenet, is a wireless fixed
telephone service provider operating under a CDMA-450 MHz spectrum license in the city of Tbilisi, Georgia and has
an immaterial market share. As previously discussed, in May 2006 and June 2006, Telenet became an affiliate of
Metromedia International Group, Inc. and Magticom, by
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means of common shareholder ownership (see ~ Recent Developments Acquisition of Telenet and IberiaTel ). These
estimates suggest that penetration of the Georgian mobile market at year-end 2004 was approximately 20% of total
population.

Prior to 2004, competition in the Georgian mobile market was heavily based on service quality and coverage; with
Magticom enjoying a significant advantage in both areas. Its network provided the widest coverage (all of Georgia)
and was engineered to generally higher capacity thereby ensuring good call quality. Price competition during this
period was minimal and Magticom seldom faced the need to discount its services. As Geocell reached approximate
parity with Magticom s coverage and, importantly, as mobile penetration in Georgia reached current levels;
competition focused increasingly on price, customer service and distribution capacity. New mobile customers are
increasingly price sensitive due to the comparatively limited affordability of mobile services. Price competition has
arisen in the form of specialized consumer calling plans (essentially discounts). There has also been aggressive
discounting of services offered to major business clients to ensure their continued subscription and to promote
subscription by their employees. Average revenue per subscriber for both major mobile operators is falling in
consequence.

Magticom sells its pre-paid scratch cards and SIM cards through its own sales offices and a growing network of
independent dealers. Major business and public sector clients are served by a separate sales team able to craft
customized subscription and service packages. Magticom operates a 24 hour, 7 day customer service center reachable
without charge by telephone. In addition to addressing customer service inquiries and complaints, this center also
provides general information services on weather, travel and similar topics. Customers subscribing to Magticom s
newest line of IP-based services can obtain assistance in service set-up at Magticom sales offices.

Both Magticom and Geocell advertise extensively in print, billboard and TV outlets. Magticom also publishes a
high quality magazine, available to its major business clients and at sales offices, covering topics of general Georgian
interest and providing information on Magticom services. Magticom s brand name is universally known throughout
Georgia; a factor reinforced by the fact that Magticom is the largest private company in the country outside of the oil
and gas transport sector.

On February 7, 2006 the Georgian government auctioned license rights to a portion of 800 MHz radio frequency
spectrum usable for mobile telephony services using the CDMA technology standard. Bloomfin Limited won the
auction with a bid of approximately 72 million GEL (approximately $40 million). The license, if developed, allows
Bloomfin to offer a competitive CDMA mobile service in Georgia. The CDMA technology standard is not
inter-operable with the GSM technology used for all mobile telephony services currently offered in Georgia and
throughout Russia, Central Asia and Europe. Future competition in Georgia around 800 MHz CDMA will, therefore,
likely be limited to mobile data and other non-voice services and fixed telephony services offered on a wireless basis,
rather than wide-scale mobile voice telephony.

On April 25, 2006, license rights for additional 3G radio frequency spectrum, representing less than 25% of the
available 3G radio frequency spectrum, were offered at auction; in which the winning bid was approximately
20 million GEL (approximately $11 million). Magticom did not directly participate in the tender; however, Magticom
has entered into agreements with the winner of the April 2006 auction, pursuant to which Magticom will acquire from
that party license rights to all of their license rights. Magticom anticipates paying the full winning bid price, plus a
nominal mark-up, for these license rights. Following the purchase, Magticom s 3G spectrum holdings is less than 50%
of total 3G spectrum, as required by Georgian law.

On May 23, 2006, the Georgian government conducted an auction for license rights to a third 25% segment of the
3G spectrum. Magticom could neither directly participate in this auction nor acquire any portion of the license
obtained by the auction s winner, due to the aforementioned legal limitations on the portion of 3G spectrum which
Magticom can hold. The winner of the May 2006 auction, with a bid of approximately 18.7 million GEL
(approximately $10.4 million), was not operating any telephony service in Georgia. Geocell entered into an
arrangement with the winner of the May 2006 auction, pursuant to which Geocell acquired from that party, license
rights to the third 25% portion of Georgia s 3G spectrum and commenced services in Tbilisi in December 2006.
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These recent developments suggest that the competitive landscape might be subject to further change in the future
(see Item IA. Risk Factors  The Company may be materially and adversely affected by competition from other
communications companies or the emergence of competing technologies in its current markets. and The Company
now operates solely in the country of Georgia, which presents a general risk profile that may be materially different
from that ordinarily expected by U.S. investors  Limitations in the Georgian Licensing Regime ).

Regulatory: The present Georgian telecommunications regulatory and legislative regime is at an early state of
development and is relatively unsophisticated and non-transparent as compared to those of other developed markets,
as a result Magticom s business operations could be adversely affected should this condition continue (see Item 1A.

Risk Factors The Company now operates solely in the country of Georgia, which presents a general risk profile that
may be materially different from that ordinarily expected by U.S. investors Immature State of Georgian Regulatory
Regime and Evolving Georgian Telecommunications Legislative Process ).

Furthermore, the Georgian parliament continues developing legislation and frameworks for regulation of the
telecommunications sector. A new basic telecommunications law was passed before year-end 2005, with further
refinements and extensions expected during 2006 and beyond. The legislative and regulatory regime will likely
continue to evolve in significant ways and Magticom has little practical means to predict the specific character of the
eventual legislative landscape or its specific effect on its operations.

Laws and regulations passed during 2005 place limits on interconnection tariffs, set terms for license issuance or
renewal, and enforce provisions for fair market access. These new conditions are somewhat less economically
favorable to Magticom than those historically in effect. As required under the preexisting Georgian
telecommunications law, Magticom continues to be negatively impacted by the regulators insistence on encouraging

new market entrant competition by means of policy that has adverse consequences. For example, Magticom has been
obligated to continue to provide telecommunication services to local new market entrants irrespective of the new
market entrants ability to pay for the services that Magticom provides (see Ifem IA. Risk Factors The Company now
operates solely in the country of Georgia, which presents a general risk profile that may be materially different from
that ordinarily expected by U.S. investors Evolving Georgian Telecommunications Legislative Process ).

Licenses: Prior to January 2005, Magticom held licenses to provide mobile telecommunications services using
both the 900 MHz and 1,800 MHz radio frequency spectrum. With respect to the 900 MHz radio frequency spectrum,
Magticom has two separate licenses that cover distinct channels of this radio frequency spectrum which use 52% of
the 900 MHz radio frequency spectrum available in Georgia for offering GSM data and voice services. Magticom had
acquired the license rights in July 1996, for a nominal amount, and both licenses expire on July 10, 2006. On July 7,
2006, the Georgian regulator renewed these licenses for a ten year period, effective immediately. Magticom paid a
license renewal fee of GEL 24.9 million (approximately $13.7 million). Magticom currently has one license for
certain channels of the 1,800 MHz radio frequency spectrum which use 20% of the 1,800 MHz radio frequency
spectrum available in Georgia for offering GSM data and voice services. Magticom had acquired the license rights in
May 1999, for a nominal amount, and the license expires in May 2009. These spectrum licenses are granted by the
Georgian regulatory authority for a ten-year period and are readily renewable. Historically, Magticom had paid license
fees in installments over the license s term; however, Georgian regulatory authorities recently introduced a license fee
structure requiring full fee payment in the first year after license issuance. The granting authorities have the power to
terminate Magticom s licenses at any time for violation of license provisions and subject to certain restrictions.
Magticom cannot operate its business without these licenses. (see ltem IA. Risk Factors The Company now operates
solely in the country of Georgia, which presents a general risk profile that may be materially different from that
ordinarily expected by U.S. investors  Limitations in the Georgian Licensing Regime ).

On January 25, 2005, the Georgian regulatory authority announced a tender of new mobile telephony spectrum
license for 18% of the 800 MHz radio frequency spectrum available in Georgia for offering CDMA, data, voice and
video services. On March 11, 2005, the Georgian regulatory authority announced a tender of new mobile telephony
spectrum license for 25% of the 3G frequency spectrum available in Georgia for offering
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3G GSM mobile voice, data and video services. Each license will grant its holder a ten-year commercial right to use
the respective spectrum; however, the holder must offer commercial service using the spectrum covered by the license
within one year. Applications for participation in the 800 MHz tender were closed on April 14, 2005 and for
participation in the 3G tender on May 25, 2005. Tender applicants were required to pay 10% of the minimum license
fees at time of filing their application; such amount either being refunded if applicant is unsuccessful in obtaining the
license being tendered or being applied to the total final license fee due from a successful applicant. The minimum
license fees were approximately GEL 5.8 million (approximately $3.2 million) for the 800 MHz license and
approximately GEL 8.5 million (approximately $4.6 million) for the 3G license; with final fees to be set by auction
among timely applicants for the licenses. Magticom applied timely for participation in both tenders and made the
requisite application payments.

In November 2005, Magticom acquired at auction a license to use 20% of the 1,800 MHz (or equivalent to 15% of
the combined 900 MHz and 1800 MHz) radio frequency spectrum available in Georgia for offering GSM data and
voice services. Magticom has paid approximately 1.0 million GEL (approximately $0.6 million) for the license, which
is usable for a period of ten years. This license was originally auctioned in February 2004 and since Magticom was the
only bidder for the license, the Georgian regulator should have awarded the license to Magticom. However, the
February 2004 auction was contested by a Georgian group claiming that it had been prevented from participating due
to an error being made by the regulator. In view of the claim, the regulator suspended the auction and Magticom
protested the regulator s actions. The case went to a regulatory administrative hearing, then to the local courts and
ultimately was decided by the Georgian Supreme Court. The effect of the Georgian Supreme Court decision was to
reinstate the original auction; that is, the Georgian group s claim to participate was rejected and the regulator was
ordered to hold the auction as originally planned. Since Magticom was the only legitimately entered contestant in the
auction, the license was sold for the preset minimum opening bid amount. Further, the minimum bid level for this
radio frequency spectrum was set back in late 2003, at a time before the regulator considered that there would be any
competition for licenses in Georgia beyond Magticom and Geocell.

On May 25, 2005, an auction among three applicants for the 800 MHz license was held at which Magticom
entered the winning bid of approximately GEL 26.1 million (approximately $14.3 million) after seventy successive
rounds of bidding. In June 2005, Magticom obligated itself to purchase the 800 MHz license for the final auction
price, at which time 30% of that price was due and payable. As a result, Magticom will have the license rights, after
all consideration has been paid to the government, to use this 800 MHz spectrum in Georgia for a period of ten years.
The remaining portion of the price was payable in monthly installments. Magticom completed technical trials of the
CDMA spectrum within one year as required by the license. An auction for the 3G license was held on August 5, 2005
and Magticom entered the winning bid and obligated itself to purchase the license rights for GEL 20.4 million
(approximately $11.3 million). As a result, Magticom will have the license rights, after all consideration has been paid
to the government, to use this 3G spectrum in Georgia for a period of ten years. Of the purchase price, 30% of that
price was paid in September 2005 and the remaining portion of the price was payable in monthly installments.
Magticom completed technical trials of the 3G GSM spectrum within one year as required by the license.
Furthermore, on April 25, 2006, license rights for additional 3G radio frequency spectrum, representing less than 25%
of the available 3G radio frequency spectrum, were offered at auction; in which the winning bid was approximately
20 million GEL (approximately $11 million). Magticom did not directly participate in the tender; however, Magticom
has entered into agreements with the winner of the April 2006 auction, pursuant to which Magticom will acquire from
that party license rights to all of their license rights. Magticom anticipates paying the full winning bid price, plus a
nominal mark-up, for these license rights. Following the purchase, Magticom s 3G spectrum holdings is less than 50%
of total 3G spectrum, as required by Georgian law.

The utilization of both the 800 MHz license and the 3G license will require Magticom to make certain investments
in its network and technology platforms beyond those anticipated for the continuing operation of Magticom s present
GSM mobile telephony business. As indicated previously, Magticom intends to spend in excess of $60.0 million in
2006 for its capital expenditures program, this amount includes the aforementioned license fee requirements and also
the capital spending necessary to utilize these spectrum licenses. Radiotelephony services using the 800 MHz
spectrum are generally based on CDMA technology and those using the 3G spectrum are generally based on UMTS or
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efficient delivery of service features that complement or significantly extend features available using Magticom s
present GSM technology. Magticom is not prohibited under Georgian regulation and telecommunications law from
offering services under the new 800 MHz and 3G licenses in addition to its current 900 MHz and 1,800 MHz GSM
service offerings.

PeterStar (St. Petersburg and the Northwest Region of Russia)

PeterStar is a fixed telephony operator centered in St. Petersburg, Russia and providing services principally in the
Northwest Region of Russia. PeterStar provides local telephony services, transit services for other telecommunications
operators, and data communications services for businesses and individual customers. These services are delivered to
stationary locations via copper, fiber optic or wireless loop connections.

Prior to August 1, 2005, the Company held a 71% equity interest in PeterStar. The remaining 29% was owned by
Telecominvest, a telecommunications holding company, with interests in over 30 telecommunications, media and
technology companies in Russia. As previously discussed, on August 1, 2005, the Company consummated the sale of
its interest in PeterStar (see ~ Recent Developments  PeterStar Sale Transaction ).

Business Overview: PeterStar is the leading CLEC in Russia s second largest city, St. Petersburg, and is licensed to
offer telecommunications services throughout the Northwest Region of Russia and Moscow. PeterStar commands a
significant share of the St. Petersburg market and enjoys a volume of business almost twice that of its nearest CLEC
competitor in that market.

PeterStar provides conventional and IP-based voice telephony services to its business and residential customers as
well as a variety of data communication, digital transport and Internet access services. It also sells premises-based
voice telephone systems and data routing systems, to arrange connection of its larger business customers to PeterStar s
network and to meet these customers internal communication needs. It offers several pre-paid calling cards, enabling
their users to make long distance Voice-over-IP ( VoIP or Internet-based telephony) calls or to access Internet service
providers from any conventional telephone. PeterStar s network is interconnected with the networks of other major
Russian telephony operators as well as domestic and international IP and VolP operators. PeterStar earns revenues
from termination of these other operators traffic on PeterStar s network and arranges at a cost the termination of its
own customers traffic at remote destinations served by these other operators.

PeterStar operates a digital, fiber optic telecommunication network that is interconnected with incumbent
St. Petersburg and Moscow public telephony operators and with various mobile telephone, long distance and domestic
and international IP-service operators. PeterStar has deployed approximately 2,200 kilometers of fiber optic cable in
the St. Petersburg region and 80 kilometers of fiber optic cable in Moscow. Large customers and premises with high
customer concentrations may be connected directly to this fiber optic backbone network. PeterStar also operates
facilities capable of creating fixed wireless connections to St. Petersburg subscribers and it leases copper wire
facilities from the incumbent St. Petersburg telephony operator ( North West Telecom ) to reach certain subscribers.
PeterStar maintains wideband transport facilities between its switching nodes in Moscow and St. Petersburg and
wideband facilities to its IP switching nodes in London and New York. These transport facilities have enabled
PeterStar to service its customers Russian inter-city trafficking requirements and to efficiently provide international IP
access services.

PeterStar continually increases the long-run stability of its business by expanding its own facilities network,
thereby decreasing dependence on facilities leased from other parties, including North West Telecom. During 2004,
approximately 92% of PeterStar s new connections were arranged using PeterStar s owned infrastructure. PeterStar has
also introduced its own data transport, Internet and VoIP services. These new generation services meet the steadily
expanding demand for data and IP-based trafficking among commercial customers and the significant growth in
residential Internet access. Such services provide a low-cost, high-function alternative to traditional circuit switched
telephony. The PeterStar brand is well established in St. Petersburg as a hallmark for high quality service at
competitive prices.
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Since 2003, PeterStar has pursued a strategy of regional expansion from its initial base of operations in the city of
St. Petersburg. PeterStar opened branch operations in Moscow in 2003 to extend services to those of its St. Petersburg
customers with Moscow business interests. In April 2004, PeterStar acquired controlling interest in Pskov City
Telephone Company, the incumbent fixed line telephony service provider in the city of Pskov (the central
administrative city of the Northwest Russia regional district bordering Lithuania, Estonia and Latvia). In September
2004, PeterStar acquired ADM, a leading independent provider of telephony and IP-based services in the city of
Murmansk (a significant Russian seaport and central city of a Northwest Russia regional district bordering Finland
and Norway). In February 2005, PeterStar acquired controlling interest in TZP, an independent provider of telephony
and IP-based services in Kaliningrad (the Northwest Russia regional district located within the borders of Poland).
PeterStar is actively pursuing other Northwest Russia regional acquisitions as well as expanding the scope of its
existing St. Petersburg and subsidiary operations. This strategy focuses on rapidly positioning PeterStar as the
Northwest Region s largest independent fixed line telecommunications operator centered on its dominant position in
the St. Petersburg area.

As of October 1, 2003, Baltic Communications Limited ( BCL ) became a wholly owned subsidiary of PeterStar.
Prior to that time, BCL was a wholly owned subsidiary of the Company. BCL provided local and long distance
telephony services to customers in the St. Petersburg area and operated its own fiber optic transport network.
Subsequent to its acquisition of BCL, PeterStar successfully integrated BCL s staff and network with its own operating
facilities and shifted BCL s telephony and data service customers to PeterStar-branded services. BCL now serves as
PeterStar s outlet for pre-paid calling cards vended through a network of dealers.
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The following table summarizes PeterStar s combined key financial and operating results for the last three years.
Stand-alone results of BCL prior to October 2003 are combined with those of PeterStar since the acquisition of BCL
by PeterStar was a transaction between two companies under common control. Accordingly, the results of BCL have
been combined with PeterStar on a historical basis for presentation purposes, since PeterStar has accounted for its
acquisition of BCL in a manner similar to the pooling method of accounting. The 2004 financial results include those
of subsidiaries acquired during the year from the date of each acquisition.

2004 2003 2002

(Restated) (Restated)
(Amount in millions; number, line and
customer counts and percentages in
whole numbers)

Business fixed telephony services $ 410 $ 37.7 $ 36.3
Regulated telephony services 6.6 4.0 34
Data and Internet-based services 20.6 16.1 12.6
Carrier services 8.3 9.3 7.6
Equipment sales and other revenues 2.6 34 2.9
Total revenues 79.1 70.5 62.8
Cost of services (excluding depreciation and amortization of

network) 26.5 23.5 19.2
% of total revenues 33.5% 33.3% 30.6%
Selling, general and administrative expenses and impairment

charge 18.6 14.1 18.3
Depreciation and amortization 23.1 20.3 18.8
Other expenses, including income taxes 5.7 6.6 4.8
Net income $ 52 $ 6.0 $ 1.7
Capital expenditures (excluding outlays for subsidiary

acquisitions) $ 151 $ 15.9 $ 13.1
Business customer numbers in service 64,052 58,880 54,555
Regulated customer numbers in service 96,136 37,051 35,801
Number of leased lines 4,577 3,150 1,839
Number of Internet dial-up customers 91,045 16,238 10,144

PeterStar s U.S. Dollar financial results have historically been affected by the effects of either the strength or
weakness of the Russian Ruble, PeterStar s functional currency since the beginning of 2003, against the U.S. Dollar
(see Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations  Results of
Operations Consolidated Results of Operations for the Year Ended December 31, 2004 Compared to Consolidated
Results of Operations for the Year Ended December 31, 2003  Fixed Telephony for additional discussion of PeterStar s
financial performance).

Customers and Markets: PeterStar s customers are businesses and residential consumers in St. Petersburg and the
other Russian cities in which PeterStar has established branches or otherwise acquired an operating presence. It offers
to these customers conventional voice telephony services as well as a variety of data, digital transport and
Internet-based communications services. Its original and presently still largest service offering is conventional voice
telephony, through which a subscriber at a fixed location is provided with a publicly accessible telephone number and
the capability to make and receive voice telephone calls. In the Vasilievsky Island district of St. Petersburg and the
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such services at tariff rates set by the Russian regulatory authorities. Telephony services for business customers and
all data communication, transport and Internet-based services are sold at rates set by competitive market conditions.
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Business Fixed Telephony Businesses in St. Petersburg and other Northwest Russia regional cities represent
PeterStar s primary market. PeterStar offers business customers integrated high-quality voice and data communications
services on a competitively priced basis. In this capacity, PeterStar serves as an independent and competitive
alternative to the incumbent local telephony operator. This CLEC business model has been widely adopted in St.
Petersburg and Moscow, where CLECs account for a preponderance of business customer sales. PeterStar is the
largest CLEC operating in the St. Petersburg market. It markets through premises sales forces, service centers and
telemarketing programs. Its brand is very well known in St. Petersburg and is reinforced through a continuing stream
of promotional programs.

PeterStar markets to both large businesses with complex or high capacity voice and data communications
requirements and often significant internal as well as public access communications needs; and to small and medium
scale businesses whose requirements may be less demanding. This market is highly competitive and the customers are
generally discerning in their selection of price, service and quality mix. Customer loyalty can be maintained,
especially among larger business customers, only through aggressive customer care and continued high quality at
competitive prices. Maintenance and continued growth of business fixed telephony revenues is central to PeterStar s
marketing programs and it has introduced a variety of competitive tariff and service arrangements to ensure the
continued satisfaction of current business customers and attractiveness to new customers. In 2003, it established rates
for its business customers on a Russian Ruble denominated basis, replacing former U.S. Dollar denominated rate
structures, as a measure to reduce PeterStar s revenue volatility due to currency exchange rate fluctuations.

Regulated Telephony PeterStar is also the primary provider of fixed residential telephony services on a regulated
price basis in the Vasilievsky Island district of St. Petersburg and, through its recently acquired Pskov subsidiary, in
the city of Pskov. In this capacity, PeterStar operates fragments of public service telephone network in these areas.
PeterStar s residential telephony tariffs are set by the Russian regulatory authority so as to be the same as rates offered
elsewhere by the incumbent operator. Although these residential service tariffs are considerably lower than those
charged PeterStar s business customers, PeterStar management believes that its residential voice telephony customer
base represents a significant opportunity for sale of value-added and non-regulated Internet-based and VolP services.

Data and Internet Services PeterStar s business telephony subscribers are also the primary customers for its data
communication, digital transport and VoIP or other Internet-based services. Residential telephony subscribers are
offered dial-up Internet access and low cost VoIP Internet-based telephony services. This data market is rapidly
developing, growing at a rate substantially greater than demand for conventional voice telephony. For its business
customers, PeterStar can provide a wide range of data communication services over the same premises access links
used for existing voice telephony, thereby enabling integrated voice and data communications systems. PeterStar s
digital transport channel offerings also enable its business customers to configure their own internal data networks
spanning multiple locations. Residential customers can use their conventional voice telephone line to access the
Internet via PeterStar s Internet dial-up services and also make low cost VoIP telephone calls using the Internet. In
2004, PeterStar initiated provision of wireless Internet access (WiFi) at hotspots located in heavily frequented
commercial locations. Business proprietors in such locations can offer their customers wireless connection to the
Internet via suitably equipped portable personal computers and similar data processing appliances.

Carrier Services Although not customers in the conventional sense, PeterStar maintains commercial relationships
with other telephony and IP-based operators for the purpose of exchanging traffic with these other operators. These
operators pay PeterStar to terminate traffic from their subscribers on PeterStar s network. Conversely, PeterStar pays
these operators to arrange termination of PeterStar customer traffic at remote destinations on the other operators
network. PeterStar may also transit traffic through its network from one interconnected operator to another, although
this is a very low margin proposition not energetically pursued. PeterStar has opened its own IP traffic interconnection
nodes in London and New York. Through these nodes, PeterStar can directly exchange IP-based voice and data traffic
with international operators. The nodes are connected to PeterStar s switching systems and customer base in Northwest
Russia over high capacity channels, enabling PeterStar to directly terminate international IP traffic in Russia at
attractive rates and to deliver Russia-originated IP traffic to international destinations at low cost. The volume of such
IP
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traffic, approximately equally divided between incoming and outgoing flows, has grown from 5 Terabytes (thousand
billion data characters) per month in 2002 to 87.6 Terabytes per month in December 2004.

Equipment and Other Sales PeterStar offers premises-based equipment to its business customers. Such equipment
supports a variety of high-function forms of interconnection with PeterStar s voice telephony and data service, as well
as supporting a customer s internal voice and data communication systems. PeterStar also offers business customers
planning and engineering services connected with arrangement of the customer s overall communication system.
Although these sales and services do not make up a material part of overall revenues, PeterStar s ability to sell and
service premises-based systems in conjunction with its wide range of public access telephony and data services
positions PeterStar as a one-stop, full-service provider to its business customers. This creates an important competitive
advantage, especially in the large business customer market.

Service Provision: PeterStar provides telephony and data communication services by arranging suitable
connecting links between its core switching and transport network and a customer s premises. Via these local loops or

last mile connections, customer voice telephone calls reach or are delivered from PeterStar s voice switching systems.
These same premises connecting links can be used to provide data communication channels for customer data and
Internet traffic. Certain of PeterStar s Internet access and VolP services can be reached from any conventional
telephone, whether or not directly connected to PeterStar s network, by dialing suitable access numbers.

Business and Regulated Telephone Number Services PeterStar provides conventional local, national and
international voice telephony services as its core line of business. Customer connection to the national and
international telephone network is provided via the customer s connection to PeterStar s network. Telephone numbers,
obtained from the local incumbent operator for PeterStar s exclusive use and recognized within the national telephone
numbering system of Russia, are assigned to the customers. Voice communication to and from parties not served by
PeterStar s network, including local calls to/from subscribers of other network operators, are arranged via PeterStar s
interconnection with other Russian and international carriers.

PeterStar offers its business customers both regular telephone number services (one line  one number), and serially
numbered services (several lines one number). In the latter instance, a single telephone number is assigned to several
subscriber lines terminating at the customer s premises. Serially numbered service enable simultaneous calls to the
same telephone number and provide an effective solution for the offices of large companies, and those offering
information and reference services. Business customers may also connect their own premises-based voice telephone
systems to PeterStar s wide-area telephone network, enabling outward and inward dialing to/from any telephone
number in combination with the customer s internal telephone calling. Larger customers operating in several locations
can organize their PeterStar-provided services into a virtual private network (VPN), enabling geographically disbursed
users to obtain services similar to those offered by single-premises voice telephone systems.

PeterStar provides its residential (i.e. regulated ) customers with a conventional telephone line and number. This
service arrangement is essentially indistinguishable from that provided by the incumbent local operator to residents
outside of PeterStar s serving area. This service is price-regulated as a condition of PeterStar maintaining its residential
telephony service provision rights, assuring that residential customers in areas served by PeterStar have telephone
rates equal to those in the general metropolitan area. However, PeterStar is able to offer its residential customers
commonly billed, value-added Internet access and VolIP services via their local telephone. As residential demand for
higher performance Internet and data communications access grows, PeterStar is well positioned to deliver such
services to its residential customers by virtue of their premises connection to PeterStar s powerful backbone network.

Leased Line Data and Digital Services PeterStar offers a wide array of digital and data communication services
designed principally for use by business customers. These services exploit the data transport capabilities of PeterStar s
extensive network and are an increasingly frequent adjunct to business voice communication. These services are
provided via high-capacity digital links ( leased lines ) between the customer s premises and PeterStar s backbone
network. Services delivered via these links include: dedicated point-to-point channels of various capacities for the
customer s private data or voice communication, ISDN
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connections enabling fixed format multi-channel voice and data communication with digital controls, frame relay and
ATM services enabling data communication among distributed points via a shared data network, and high speed IP

access to the Internet. PeterStar also provides high capacity connecting links for Internet-based value added service
providers (i.e. the web and dotcom proprietors of network-based services delivered over the Internet). Through their
PeterStar IP link, these service providers can exchange Internet traffic with users around the world. This array of data
communication arrangements represents the fastest growing PeterStar services segment.

Dial-Up, VoIP and DSL Data Services PeterStar also offers data and Internet focused services designed for
consumers that are available by dialing special access numbers from any conventional telephone. These include
dial-up Internet access and VolIP services that provide a low-cost alternative to conventional voice telephony based on
the Internet s IP protocols. VoIP services offer a low-cost form of Internet-based voice telephony that is especially
attractive for consumer long distance calling. These services are available to both PeterStar s own conventional
telephony subscribers and to the subscribers of other telephony operators. Customers with very aggressive Internet
access requirements can obtain dedicated, high-speed access via digital subscriber loop (DSL) service. PeterStar,
principally through its BCL subsidiary, sells pre-paid calling cards usable for VolIP calling and dial-up Internet access.
Such cards can be used in conjunction with any telephone and enable the user to make VolP long distance calls or
access Internet services providers. The cards are usable in St. Petersburg, select Russian cities and in certain foreign
countries.

Carrier Interconnection  PeterStar provides other carriers with the means to terminate traffic destined for
PeterStar s voice telephony subscribers. Via this transit service, such carriers can deliver calls from their customers to
telephony subscribers of PeterStar s network. This service is commonly used by other Russian operators, both mobile
and fixed; and by international operators serving customers outside of Russia. PeterStar s IP switching nodes in
London and New York provide a point of presence for exchanging traffic with international IP and VolP carriers.
Such carriers can use PeterStar s services at these nodes to exchange IP traffic with destinations in Russia. PeterStar
uses its interconnections with other domestic and international carriers to arrange delivery of its own subscribers
traffic to remote destinations. Such carrier interconnections are most often priced at wholesale rates, with the
interconnecting parties offsetting aggregate originating and terminating traffic charges when settling net payments.

Equipment Provision PeterStar is an official distributor of Avaya equipment, a premises-based voice telephony
system capable of serving internal communications requirements of business customers. This enables PeterStar to
offer complete turn-key solutions for its business customers (i.e. wide-area telecommunications services integrated
with the customer s internal communication via premises-based hardware). The equipment is sold to business
customers using PeterStar network services. PeterStar also sells Ericsson, Cisco and General Datacom equipment,
which is usable for implementing a variety of premises-based voice and data communications solutions.

Customer Care: PeterStar provides a high level of service support through its Russian and English speaking
customer service team and operates a 24-hour, 7 days per week bilingual helpdesk. PeterStar also maintains a separate
customer service team whose focus is to support only high-end business customers.

Network and Technology: PeterStar s fully digital network in the St. Petersburg area consists of fiber optic
distribution facilities connected to switching nodes disbursed throughout the area, with these nodes routing traffic
through a central switching center. The network nodes are in quarters leased from the incumbent operator or in other
leased or owned quarters. PeterStar s network is interconnected with the networks of other telephony operators in St.
Petersburg including the incumbent operator, Petersburg Transit Telecom, Metrocom, Golden Telecom, Rostelecom,
and the major Russian mobile telephony operators. Through the central switching center, the network is also
connected over leased high-speed digital transmission facilities to PeterStar s IP switching nodes in London and New
York. PeterStar leases high-speed digital transmission facilities between St. Petersburg and Moscow to enable
telephony, data and dedicated channel connections between its nodes in those cities. It also leases lower capacity
transmission facilities to interconnect its St. Petersburg network with those of its other branches in Northwest Russia.
The PeterStar network supports telephony connections over analog communication lines, E1 digital trunks or primary
rate
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ISDN links. Dedicated point-to-point digital channels for data or telephony use can be arranged at variety of speeds
and capacities. Internet access is provided on a dial-up or dedicated channel basis. A VoIP node provides voice
telephony services in an Internet-based format.

Customers are connected to the PeterStar network via direct fiber optic connection, via wireless links to nearby
fiber optic nodes, or via copper links leased from the incumbent operator. The method of connection depends on the
services subscribed, availability of direct fiber access at or near the customer s premises, and anticipated customer
traffic volumes. Larger corporate customers and customers located in concentrated business centers are generally
linked to the PeterStar network directly via fiber optic cable. This yields efficient, marginally inexpensive, highly
reliable connections with very high transmission speeds; and is the preferable method of connection wherever
economically feasible. PeterStar is continually expanding the extent of its fiber optic network to readily enable such
connection for an ever-wider range of customers. PeterStar implemented narrow band wireless local loop capabilities
in 1999 and in the first quarter of 2003 launched wireless broadband capabilities. Using these facilities, connections
can be arranged between a customer s premises and PeterStar s backbone fiber optic network. This allows rapid service
deployment to new customers not yet reached directly by PeterStar s fiber optic facilities. PeterStar also leases copper
wire facilities from the incumbent local operator to reach certain customers. This is the least desirable method of
connection, due both to the quality and bandwidth limitations of copper links and the dependence on the local
incumbent. PeterStar s network development strategies have focused on significantly reducing the extent of its leased,
copper-based serving arrangements. At year-end 2004 PeterStar leased only approximately 8 thousand copper wire
subscriber links from the incumbent operator.

PeterStar s Moscow branch operates a network comparable in composition, but smaller in scale than the
St. Petersburg network. Other branches operate combinations of fiber optic and wire-line distribution networks
centered on local telephony or data switching nodes. The largest of these is the Pskov branch network, which provides
conventional telephony services to the residents of Pskov. These branch networks are interconnected to the networks
of other operators in each branch area, enabling traffic exchange with the subscribers of those other networks. Branch
subscriber connection to St. Petersburg and other national or international destinations can also be arranged through
channels to PeterStar s St. Petersburg switching hub.

The PeterStar s St. Petersburg wireless access network ( WAN ) is built using a cellular radio structure, with cells
covering St. Petersburg and the surrounding area. Each cell contains a base station with one or more radio ports. Each
radio port is equipped with sector antennas to implement a point-to-multipoint access scheme. Subscriber terminals
located at or near a subscriber s premises enable up to 150 subscriber lines to be connected. PeterStar s St. Petersburg
WAN consists of three segments 1.5 GHz, 2.4 GHz and 26 GHz.

PeterStar operates Internet access nodes in St. Petersburg, Murmansk and Kaliningrad that enable dialed and
dedicated access to the world-wide Internet. PeterStar has implemented Frame Relay, ATM, and Gigabit Ethernet data
communications service facilities utilizing the backbone transmission and subscriber connection links of its
underlying digital network. The Frame Relay facilities support 2 Mbps switched data streams, which can be
subdivided into 64 Kbps channels. The ATM facilities support data transmission at a speed of 622 Mbps. The Gigabit
Ethernet facilities support data communications speeds of 10/100 Mbps. These data communication facilities support
a wide array of Internet access and virtual private network configurations.

Competition: There are a number of well-established CLECs operating in St. Petersburg, Moscow and the
Northwest Russian cities served by PeterStar s subsidiaries. These include PTT, Golden Telecom, ComStar, Equant
and Metrocom. PeterStar remains the market leader among independent St. Petersburg operators. PeterStar s Moscow
branch is a comparatively minor competitor in the Moscow city market and was established principally to service
PeterStar s St. Petersburg customers with operations in Moscow. The recently acquired Pskov subsidiary is the
predominant supplier of conventional telephony services in the city of Pskov. PeterStar s Murmansk subsidiary is one
of only two major suppliers of Internet access and independent telephony services in that city. PeterStar s Kaliningrad
subsidiary is presently a minor competitor and was acquired to serve as a base from which to initiate significant
service expansion in that city. PeterStar s branches in other cities are small in comparison to the incumbent local
operators; and at this point are providing only a point of presence for trafficking with PeterStar s customers in St.
Petersburg. The presence of

Table of Contents 99



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K
60

Table of Contents 100



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K

Table of Contents

other CLECs in these branch cities is, however, also minimal and PeterStar is currently not at any general competitive
disadvantage. Branch expansions as well as expansion of subsidiary operations in Pskov, Murmansk and Kalinigrad
will proceed apace with general economic development in these secondary Russian cities.

While PeterStar is competitively challenged in its initial St. Petersburg operating territory, it has maintained
market leadership there. Relying on the brand strength established in St. Petersburg, PeterStar has gradually expanded
from this initial base of operations in an effort to position itself as the dominant independent operator in Northwest
Russia, the portion of the country bordering Finland, the Baltic States and serving as a corridor into Europe. In doing
so, PeterStar is entering into direct competition for national positioning with the largest Russian telephony operators.
This has provoked increased competitive aggressiveness from these large operators. It also served to stimulate
acquisition appetites that ultimately contributed to arrangement of the PeterStar Sale.

Licenses: PeterStar and its recently acquired subsidiaries hold various material licenses to provide
telecommunications, telematic, data transmission and video conferencing service and to lease circuits. These licenses
are generally granted by various Russian regulatory authorities for 5 to 10 years and are readily renewable through
negotiations. PeterStar s license for local and national telephony was due to expire on November 28, 2004. In August
2004, PeterStar submitted an application to the Russian Federal Telecommunications Regulation Agency (the

Agency ) for a new license. At the time, due to changes in Russian telecommunication legislation, the Agency
temporarily was not issuing any new licenses. However, on October 29, 2004, the Agency formally extended the term
of PeterStar s license until March 1, 2005. On February 18, 2005, the Agency further extended the term of PeterStar s
license until June 1, 2005. On March 25, 2005, the Agency issued a letter confirming that PeterStar s license
application had been approved and that the new license would be issued shortly. On May 13, 2005, the Agency issued
a letter stating that on April 26, 2005, the Agency adopted resolution No. P23-2-05-02-4 granting PeterStar license
No. 31504. In the letter, the Agency informed PeterStar that the actual license documentation was being prepared and
would be ready shortly. PeterStar received its new license on June 27, 2005. The new license is valid from April 26,
2005 through April 22, 2010.

In the event PeterStar violates the terms of its licenses, the Agency has the power to terminate them, subject to
certain restrictions. PeterStar cannot operate its business without these licenses.

Telecom Georgia (Tbilisi and the country of Georgia)

Telecom Georgia, a long-distance transit operator in Tbilisi, Georgia.

Ownership Structure, Control of Business Consolidation Accounting, Prior and Prospective Accounting

Treatment and Financial Accounting, Reporting and Disclosure Process Issues

Ownership Structure, Control of Business Consolidation Accounting: The Company presently has a 25.6%
economic ownership interest in Telecom Georgia. As previously discussed ( Recent Developments  Reorganization of
Ownership Interest in Business Ventures in Georgia Telecom Georgia Ownership Activity ), prior to mid-February
2005, the Company owned 30% of Telecom Georgia, with the remaining 70% of Telecom Georgia owned by the
Georgian government (51%) and Bulcom-c Ltd., a private Cyprus company (19%).

As a result of the restructuring of the Company s ownership interest in Telecom Georgia in February 2005, the
Company gained the ability to exert operational oversight over Telecom Georgia. On May 23, 2005, the charter of
Telecom Georgia that was in effect for the past several years was amended, as a result, certain substantive
participatory rights that were afforded to the minority shareholder were eliminated, which allowed the Company to
follow the consolidation method of accounting.

In July 2006, the Company consummated a series of transactions associated with its ownership interest in Telecom
Georgia. As a result of these transactions, the Company s economic ownership interest in Telecom Georgia decreased
to 20.7% and is now held through various U.S. based holding companies in which the
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Company has the controlling interest, thereby enabling the Company to continue to exercise operational oversight and
also consolidation accounting with respect to Telecom Georgia. Further, in October 2006, the Company, through
International T LLC, an intermediary holding company in which the Company has a 25.6% economic ownership
interest, acquired the 19% ownership interest held by Bulcom in Telecom Georgia, thereby increasing the Company s
economic interest in Telecom Georgia to 25.6%.

Prior and Prospective Accounting Treatment: Subsequent to December 31, 2003, the Company had not recorded
any share of the losses of Telecom Georgia since, as of December 31, 2003 the Company s carrying balance in
accordance with U.S. GAAP was zero and the Company had no obligation to fund the operations of Telecom Georgia.

Prior to February 2005, by virtue of its controlling 51% ownership position, the Georgian government treated
Telecom Georgia essentially as a state-owned entity. The Georgian Telecommunications Ministry and after the 2003
change in government in Georgia, the Georgian State Property Commission, almost solely directed the management of
Telecom Georgia and the Company s participation in the management of Telecom Georgia was sharply limited.
Although Telecom Georgia paid dividends until 1999, the absence of dividends since that time reflected a sharp
decline in Telecom Georgia s cash flows. This condition, coupled with the very limited degree to which the Company
was able to influence operations within Telecom Georgia, prompted the Company s 2003 decision to completely
write-down its interest in this asset. The Company, however, did not move to divest its interests in Telecom Georgia
on the possibility of ultimately being able to obtain the state s interest in a future privatization. The Company believed
that, under such circumstances, the business of Telecom Georgia could reasonably be developed in conjunction with
the Company s other business interests in Georgia. This privatization occurred with the aforementioned February 2005
Company purchase of the Georgian state s interest.

Financial Accounting, Reporting and Disclosure Process Issues: Although Telecom Georgia s financial accounting
workflow processes and corresponding accounting information systems are sufficient for local statutory and tax
reporting purposes, they are inadequate for the timely preparation of U.S. GAAP financial accounting and reporting.
Telecom Georgia s financial accounting workflow has been designed to meet its respective statutory tax reporting
requirements. As a result, accounting transactions are often not recorded timely ( months vs. days ) within the statutory
accounts due to the delay in receipt of sufficient documentation, both third party and internally generated, to record
those respective transactions. Furthermore, the statutory accounting workflow process is fundamentally cash vs.

accrual based.

Compounding this issue is the fact that the local accounting information systems were designed for the local
statutory tax reporting purposes. Accordingly, preparation of the financial management accounting and reporting for
Telecom Georgia requires significant effort outside of the installed accounting software packages, due to limitations
of the respective local accounting software packages. Thus, the finance personnel rely heavily upon spreadsheet and
database software packages that are not integrated with the local accounting software system. This workflow
environment is manually intensive, subject to the risk of human error and creates a situation whereby the ability to
properly analyze detailed account activity during the review process is arduous, thus creating significant delays in the
review process.

These circumstances will demand considerable management and operational restructuring within Telecom
Georgia, including implementation of procedures and placement of personnel satisfactory to meet U.S. GAAP
reporting and internal controls requirements. The Company s planned business development initiatives for Telecom
Georgia are currently being implemented by the management team of Telecom Georgia and will run parallel with the
Company s plans to implement efficient and effective U.S. GAAP reporting and financial controls (See Company s
Ability to Timely File Future Reports with the SEC and Comply with Section 404 Management Assessment of Internal
Controls of the Sarbanes-Oxley Act of 2002 ( SOX 404 ) ).

Discussion of the Telecom Georgia Business

Overview and History: Telecom Georgia is an international long distance telephony and local telephony transit

service provider in the country of Georgia, with its center of operations in that country s capital city,
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Thilisi. It maintains more than 1,100 international channels and direct interconnection arrangements with international
long distance carriers. It also maintains interconnecting links with all Georgian fixed and mobile operators and all
other Georgian long distance operators. Telecom Georgia is the oldest independent long distance operator in Georgia
and has exclusive rights to use the dialing code 810, which was the long distance access code employed throughout
the former Soviet Union. This positioning had earlier enabled Telecom Georgia to virtually monopolize long distance
traffic in Georgia; however, a number of competitor long distance operators have entered the market since Telecom
Georgia s formation. Telecom Georgia is also the oldest independent provider of transit services in Georgia; an
arrangement whereby other Georgian telecommunications operators use Telecom Georgia s network to exchange
traffic among themselves. Telecom Georgia is also licensed to directly provide local telephony services; but does not
do so at this time.

Telecom Georgia was formed in 1993, soon after the collapse of the former Soviet Union and independence of the
Georgian state. Although funded by private investment, including the Company s, it operated as a state-owned
business managed by the Georgian Ministry of Communications. Its purpose was to create international telephony
channels enabling voice communication in and out of Georgia and to create an interconnecting network within
Georgia linking all domestic telecommunications operators. The latter network would permit the state-owned local
telephone operator and any new fixed or mobile telephony operators to unite in a common national telephone system.
The state recognized a keen need to quickly develop both international and domestic networking capabilities in
consequence of the poor condition of Georgian communications following the Soviet collapse. Telecom Georgia s
founding mission, therefore, reflected both conventional commercial business development aspirations and the new
Georgian state s need to create a viable national telephony infrastructure. Telecom Georgia was granted virtual
monopoly status and quickly prospered.

By 1999, Georgia had succeeded in attracting development of three mobile telephony operators (including
Magticom) and an additional fixed line telephony operator, all privately owned and managed, and had somewhat
revitalized the state-owned public fixed line telephony service network. Telecom Georgia provided the
interconnection network used to inter-link all of these operators and enable their access to international destinations.
This much-improved condition of Georgia s national communication infrastructure prompted the government to alter
regulations so as to enable new entrants into the international long distance markets. In response, a number of new
companies were formed; many of them extensively exploiting Telecom Georgia s domestic interconnection network to
quickly create service offerings that competed directly with Telecom Georgia. Regulation of interconnection tariffs
and policies prohibited Telecom Georgia from extracting compensating rates for the resultant business losses it
sustained. Telecom Georgia s share of lucrative international long distance traffic fell quickly; yet, by state policy, it
was required to maintain the comparatively high costs of its national operator transit network. The result was a
precipitous decline in Telecom Georgia s financial performance beginning in 1999.

Under state management, Telecom Georgia was highly bureaucratized and employed an oversized workforce.
Telecom Georgia s internal accounting and control systems were under-developed by western standards and state
disinterest in bottom line financial performance created no incentives to remedy this situation. Loose supervision by
the responsible state ministry and the emergence of new long distance operators eager to exploit Telecom Georgia s
extensive domestic interconnection network created opportunities for corruption. As a minority owner, the Company
had no rights to intervene in these circumstances. Affairs at Telecom Georgia deteriorated significantly, although it
continued to maintain the most extensive and arguably best quality national transit and international access network in
Georgia and its brand recognition within Georgia and internationally remained strong.

In late 2003, a popular revolution occurred in Georgia. The former government leadership was largely overthrown
and the post-revolutionary government leadership adopted a program aimed at privatizing numerous state interests.
The Company opened negotiations with representatives of this new government in early 2004, seeking to arrange the
privatization of the state s interest in Telecom Georgia. In the same period, other post-revolutionary programs
addressed correction of past corrupt practices, including investigation of the possibility of such practices at Telecom
Georgia. In mid-2004 and largely in consequence of these investigations, Telecom Georgia s former General Director
resigned and fled Georgia. Further resignations of
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Telecom Georgia s former leadership followed. With the state s agreement, the Company actively supported
restructuring work within Telecom Georgia initiated by the incoming General Director and his newly recruited
management team. These efforts resulted in Telecom Georgia being able to sustain financial viability through 2004.
They also afforded the Company an opportunity to conduct some due diligence review at Telecom Georgia, although
this was limited by the poor condition of Telecom Georgia s internal accounting records and business forecasting
processes.

As previously indicated, in February 2005, the Company acquired the Georgian governments 51% economic
interest in Telecom Georgia for cash consideration of $5.0 million (see ~ Recent Developments  Reorganization of
Georgia Holdings ). Despite Telecom Georgia s presently poor financial condition, the Company pursued acquisition of
the state s 51% interest to gain control of a business that is, for all the aforementioned reasons, centrally positioned
within Georgia s national telephony infrastructure. With the controlling position it recently acquired in Magticom,
Georgia s largest domestic telephony operator, the Company anticipates considerable strategic opportunity arising
from its control of Telecom Georgia, Georgia s most extensively interconnected international long distance operator.
This, the continuing strong brand image of Telecom Georgia (it is generally still recognized by international operators
as the national representative of long distance traffic into Georgia), and the exclusive rights to use the most popular
and well-established long distance dial access code of 810, prompted the Company s acquisition. As part of the
purchase agreement, the Georgian state ceased any further investigations into Telecom Georgia s past practices,
warranted that no state claims against Telecom Georgia are pending, and further warranted to pay certain long
outstanding amounts due from state agencies to Telecom Georgia.

Customers and Services: Telecom Georgia s customers are ordinary fixed and mobile telephone subscribers in
Georgia, other telephony operators in Georgia, and international telephony carriers. Telecom Georgia does not
maintain its own direct links to long distance callers in Georgia. Instead, telephone subscribers of any domestic
operator can reach Telecom Georgia s long distance service by dialing the access code 810. Such calls are then routed
by the end operator to Telecom Georgia, which bills the subscriber for the long distance call. Domestic operators may
also send their general long distance traffic (i.e. long distance calls dialed without any specific access code) to
Telecom Georgia for routing to the appropriate international or domestic destination. Telecom Georgia collects a fee
from the domestic operator for this service. International callers to Georgia reach Telecom Georgia through their
international carrier, whereupon Telecom Georgia routes the call to the appropriate domestic operator for completion
to the end subscriber in Georgia. Telecom Georgia collects a fee from the international operator for arranging this call
termination.

Outgoing Call Services Telecom Georgia competes in the retail long distance services market with its
810-accessed service. Georgian telephone subscribers, both businesses and consumers, can dial this access prefix
primarily when making international long distance calls. Telecom Georgia completes the call via an interconnecting
link it has pre-arranged with an international carrier serving the country of the call s destination. Telecom Georgia
competes for this retail traffic by establishing competitive rates and quality based on the service arrangements it has
negotiated with the international carriers. It provides itemized, post-paid billing of its retail customers long distance
calls. It also sells pre-paid calling cards usable from telephones within and outside Georgia. Telecom Georgia
promotes use of the 810 access code to Georgian consumers, emphasizing call quality, competitive pricing and
customer service. The brands Telecom Georgia and 810 are well known among consumers due to Telecom Georgia s
early entry into post-Soviet Georgia s telecommunications market and to the lasting familiarity of 810 as the only long
distance access code used within the former Soviet Union. Telecom Georgia also fields a business sales force that
targets customized calling arrangements for major business customers.

Telecom Georgia also provides long distance call services on a wholesale basis to other Georgian operators. The
operators can send their general long distance traffic to Telecom Georgia, while billing their calling subscribers a
general long distance rate. The operators pay Telecom Georgia a pre-negotiated wholesale rate for this service, and the
calling subscriber is unaware that Telecom Georgia is handling the call. Telecom Georgia competes for such
wholesale traffic by offering high service quality, broad access to international destinations at competitive rates and
technical convenience of interconnection. Telecom
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Georgia s interconnection network, the most extensive in Georgia, serves as a strong foundation for growing this
wholesale outgoing trade.

Incoming Call Services Telecom Georgia provides call traffic terminating services into Georgia for international
carriers. Such call traffic is handed off to Telecom Georgia by the international carrier at various pre-arranged points
of interconnection. Telecom Georgia has created the widest array of such international carrier connections of any
Georgian operator. It competes for international carrier traffic on the basis of service quality, reliability, convenience
and professionalism of business arrangements and, to a lesser extent, on price.

Transit Services By regulation (and original founding intent), Telecom Georgia s call terminating services are also
available to other Georgia telephony operators. Telecom Georgia s highly interconnected inter-operator network
enables calls to be exchanged among these domestic operators for purposes other than international long distance
calling. Such calls transit Telecom Georgia s network without leaving the country. This is advantageous, especially to
smaller domestic operators that cannot afford to construct their own interconnections to all other Georgian operators.
Subscriber traffic destined for another Georgian operator s network can be presented to Telecom Georgia for
subsequent routing to that other operator. Domestic operators using this arrangement are required to pay Telecom
Georgia a regulated call terminating rate when presenting traffic for termination elsewhere in Georgia.

In certain instances, the regulated wholesale rate an operator pays to Telecom Georgia for completing calls to
another Georgian network may be less than retail rates prevalent in the market for calling subscribers of that other
network. In such instances, a call originating operator can realize a profit solely from the arbitrage between the
regulated wholesale and unregulated, market prevailing retail rates.

Other Services Telecom Georgia offers telephone subscribers certain value-added services, including Internet
access and information services. This has historically not been a principal business focus of Telecom Georgia and its
position in the consumer value-added services market is minimally developed. However, Telecom Georgia s extensive
network and general Georgian consumer recognition of the Telecom Georgia brand create considerable opportunity
for future development of such services. Telecom Georgia is also licensed to provide direct telephony services in
Georgia, although it has not yet done so. Exploiting this license right would require build-out of its own subscriber
access network, which Telecom Georgia might undertake in the future in conjunction with the Company s other
Georgian telecommunications businesses.

Telecom Georgia offers other Georgian operators limited direct use of its network facilities on a commercial basis,
including leasing of point-to-point dedicated transport channels. It also continues to operate an inter-city call routing
network used by the state-owned fixed telephony service provider. This state operator pays a monthly fee for this
arrangement, which was originally established to compensate for the state-operator s limited inter-city transport
networking capabilities in eastern Georgia. These specialized service arrangements do not provide material revenue to
Telecom Georgia and will likely be phased out over time.

Costs of Service Provision: Telecom Georgia pays other operators to handle Telecom Georgia s traffic. These costs
of service provision represent a very material portion of Telecom Georgia s gross revenues. Telecom Georgia s
continued profitability depends significantly on arranging attractively priced agreements with international carriers
that can be maintained at low operating cost; and on promoting direct end subscriber use of the 810 access code for
international calling. Neither of these arrangements is subject to Georgian cost-based regulation of domestic wholesale
interconnection rates, and thus they provide the most significant basis for building sustainable competitive advantage.

Costs of International Long Distance Services Telecom Georgia pays international carriers to deliver calls
originated in Georgia to other worldwide destinations served by the carrier. Pricing is based on long-term agreements
negotiated with the international carriers, which reflect the carriers costs to arrange communication links with
Telecom Georgia and the volume of traffic committed. Telecom Georgia also collects a fee from these international
carriers for termination of traffic into Georgia. The traffic exchange agreements with the carriers typically provide for
netting of call origination and termination payments. International carriers are often willing to pay a higher fee for call
termination into Georgia, if offered a larger volume of Georgia-
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originated traffic destined for the other international destinations served by the carrier. International traffic agreements
are negotiated in a market operating for this purpose, with periodic meetings amongst worldwide operators.

Costs of Domestic Services Telecom Georgia also pays domestic end operators for having forwarded their
subscribers 810 calls to Telecom Georgia. It also pays these domestic operators to complete calls routed from
Telecom Georgia to the operator s subscribers. Rates for both arrangements are set by the Georgian regulatory
authority. This regulation is presently under review by the Georgian government, with new policies expected during
calendar year 2006. The announced aim of the regulation is cost-based pricing that ensures fair and equal terminating
access to all Georgian operators. The further aim is pricing that eliminates the arbitrage between unregulated retail
calling subscriber rates and regulated wholesale operator interconnection rates.

Network and Technology: Telecom Georgia owns and operates a digital switching center in Tbilisi (the Georgian
capital city) that is equipped to route calls among the various domestic and international networks to which Telecom
Georgia is interconnected. This switching center serves only inter-operator trunks and presently has no end subscriber
line capabilities. The switching center is connected to all of Georgia s other telephony operators (both local and long
distance, fixed and mobile) via transport channels carried on microwave or fiber optic systems. Telecom Georgia both
owns and leases such transport channel capacity. Traffic links to international operators are arranged over satellite
channels (via Intelsat and Turksat earth stations) and over fiber optic and microwave channels extending into Russia.
At present Georgia has no land-line international communications links except those into Russia. Future development
of fiber optic links to Turkey and central Asia is planned.

Telecom Georgia s network and technology infrastructure capital spending program during the past four years,
including 2005 has been relatively modest. Telecom Georgia currently plans to incur in excess of $0.5 million in
capital expenditures during 2006, principally for its network and technology infrastructure.

Competition: With the exception of its retail 810 long distance access services, Telecom Georgia operates in an
essentially wholesale market. It competes for traffic termination on the basis of its extensive interconnection network
and the quality and reliability of its service. Prices for domestic call termination remain regulated; however,
international call termination rates were deregulated in early 2005. That move gives Telecom Georgia a potential
competitive advantage over other Georgian long distance operators that are less well-known internationally and have
less extensive or reliable domestic interconnection networks.

Telecom Georgia competes in the retail consumer market with its 810 long distance services. Pricing is not
regulated and can be set to leverage traffic exchange agreements Telecom Georgia negotiates with international
carriers. In this retail market, Telecom Georgia competes with a large number of long distance service providers that
came into existence after the 1999 changes in Georgia regulatory policy that opened competition with Telecom
Georgia. Most significant among these are Global One and Georgia Online, both of which presently command retail
market shares comparable to Telecom Georgia s. Telecom Georgia competes in the retail market primarily on the basis
of quality of service, pricing, contractual relationships and the well-known status of its 810 dialing code.

Regulatory: The present Georgian telecommunications regulatory and legislative regime is at an early state of
development and is relatively unsophisticated and non-transparent as compared to those of other developed markets,
as a result Telecom Georgia s business operations could be adversely affected should this condition continue (see
Item IA. Risk Factors The present state of telecommunications regulatory and legislative practice in Georgia may
adversely affect the Company s Georgian operations in ways that would not be typical of other developed markets ).

Furthermore, the Georgian parliament continues developing legislation and frameworks for regulation of the
telecommunications sector. A new basic telecommunications law was passed before year-end 2005, with further
refinements and extensions expected during 2006 and beyond. The legislative and regulatory regime will likely
continue to evolve in significant ways and Telecom Georgia has little practical means to predict the specific character
of the eventual legislative landscape or its specific effect on its operations.

66

Table of Contents 108



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K

Table of Contents

Laws and regulations passed during 2005 place limits on interconnection tariffs, set terms for license issuance or
renewal, and enforce provisions for fair market access. These new conditions are somewhat less economically
favorable to the Telecom Georgia than those historically in effect. As required under the preexisting Georgian
telecommunications law, Telecom Georgia continues to be negatively impacted by the regulators insistence on
encouraging new market entrant competition by means of policy that has adverse consequences; e.g. Telecom Georgia
has been obligated to continue to provide telecommunication services to local new market entrants irrespective of the
new market entrants ability to pay for the services that Telecom Georgia provides (see Item IA. Risk Factors The
Company now operates solely in the country of Georgia, which presents a general risk profile that may be materially
different from that ordinarily expected by U.S. investors Evolving Georgian Telecommunications Legislative
Process ).

Licenses: Telecom Georgia has various material licenses for the provision of telecommunications services. These
licenses are generally granted by the various Georgian regulatory authorities and are generally renewable through
negotiations. Telecom Georgia has no material licenses expiring with the next three years (see ltem IA. Risk Factors
The Company now operates solely in the country of Georgia, which presents a general risk profile that may be
materially different from that ordinarily expected by U.S. investors  Limitations in the Georgian Licensing Regime ).

Cable TV  Ayety TV (Tbilisi, Georgia)

Ayety, a cable television provider in Tbilisi, Georgia.

Ownership Structure and Control of the Business: The Company presently owns a 85% interest in Ayety. The
remaining 15% interest is owned by Mtatsminda, a Georgian company that was previously connected with the
operations at Thilisi s main state-controlled TV broadcasting tower. The Company increased its original minority
ownership position in Ayety to the present 85% level in September 30, 2000 through the acquisition of the interests of
all other Ayety founding partners, except Mtatsminda. Currently, the Company is involved in a number of commercial
and legal disputes with Mtatsminda (see Item 3. Legal Proceedings Legal Matters with Mtatsminda International
Telcell SPS vs Mtatsminda ).

Pursuant to provisions of the original Charter of Ayety, the Company s 85% ownership interest granted the
Company sole rights to participate in management of Ayety, including the appointment of Ayety s general director and
financial director. In June 2004, when the Company attempted to appoint a new general director of Ayety, it was
notified by Mtatsminda that a new Charter of Ayety was prepared and filed in the Georgian courts (which are
responsible for company registration in Georgia) (the New Charter ). Pursuant to the terms of the New Charter,
unanimous shareholder approval is required for certain key decisions, including the removal and appointment of a new
general director. Mtatsminda also informed the Company that it would not support the appointment of a new general
director.

The Company believes that the New Charter should not be recognized as an enforceable legal arrangement since
the process by which the New Charter was prepared and filed in the Georgian courts was conducted in a manner that
was not in compliance with applicable Georgian law. However, since the New Charter has already been filed and
accepted by the Georgian courts, the New Charter is valid unless and until successfully challenged. In December
2004, the Company filed a claim against Mtatsminda to have the New Charter declared invalid. A hearing on the
merits of this case was held on April 25, 2006, and the court ruled in favor of Mtatsminda. The Company plans to
appeal this ruling.

Management has concluded that based on the existence of the New Charter, Mtatsminda had secured practical and
operational oversight over Ayety, both by virtue of its claims with respect to the New Charter and through its direct
associations with the General Director of Ayety. Further, as the Company has determined that Ayety is a variable
interest entity for which the Company is the primary beneficiary, the Company is required, pursuant to FIN No. 46R
to consolidate Ayety effective March 31, 2004. However, the

67

Table of Contents 109



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K

Table of Contents

Company has been unable to prepare U.S. GAAP financial statements of Ayety subsequent to June 30, 2004 to
include within its consolidated financial statements, due to:

The Company no longer has access to the statutory accounting records of Ayety which is a prerequisite to the
completion of the U.S. GAAP financial results; and

The Company no longer has favorable relations with management of Ayety, since the Company attempted to
terminate the General Director of Ayety in late June 2004. Accordingly, even if the Company had access to the
statutory accounting records of Ayety, the Company would not be able to obtain certainty that all economic
activities of the business had been properly considered for U.S. GAAP accounting treatment.
Accordingly, as allowed under FIN No. 46R for all periods subsequent to June 30, 2004, the Company no longer
consolidates Ayety, until such time that the Company s operational oversight and oversight issues surrounding its
investment in Ayety have been resolved. The Company s U.S. GAAP carrying balance in Ayety was zero as of
June 30, 2004.

Despite the aforementioned conflict over control of Ayety, the Company believes retention of its interest in this
business is strategically advantageous. Ayety owns an extensive cable distribution system in Tbilisi that is potentially
usable for data and voice communication as well as TV programming. Ayety s subscriber relationships can potentially
be further developed in connection with marketing of services offered by the Company s other Georgian businesses. In
addition, Thbilisi and other Georgian cities represent an evident and largely undeveloped market for quality cable TV
services. Although Ayety currently suffers from considerable management turmoil, the Company believes that these
potential business development opportunities warrant further attempts to rehabilitate this business venture.

Business Overview: Ayety offers multi-channel video programming to subscribers in Tbilisi, Georgia.
Programming is delivered either via wireless point-to-multi-point broadcast (MMDS) or over coaxial cable to the
subscriber s premises. A basic channel suite and certain premium programming are available to subscribers equipped
for MMDS reception. Coaxial cable subscribers can obtain the basic channel suite. Subscribers pay a monthly fee for
services. Ayety obtains video programming content from local broadcast sources and satellite downlinks.

Cable television service provision in Georgia is substantially unregulated and un-policed. Pirating of signal is very
common: by residents via taps into cables, by cable operators from each other s systems, and by cable operators from
video programming sources. This situation has generally resulted in poor quality cable TV service to those subscribers
actually paying for service as well as those pirating signals. Ayety s MMDS wireless service is difficult to pirate and
has retained reasonable quality. Its cable-delivered services, however, are extensively pirated, with considerable
consequent damage to cable facilities and service quality. The practical remedy for such pirating is encryption of cable
signals; a measure which both frustrates pirates and enables various premium service and pay-per-view options.
Implementation of encrypted service is expensive, however, and the Company will undertake such investment only in
conjunction with collateral business developments in its other Georgian businesses (and after resolution of current
Ayety management and control issues).

Description of Business Non-Core Media Businesses (Radio Broadcasting and Cable TV)

At the beginning of 2004, the Company still held for sale certain non-core business ventures consisting of nineteen
radio broadcast stations operating in Finland, Hungary, Bulgaria, Estonia, Latvia and the Czech Republic and four
cable television networks operating in Lithuania, Romania, Russia and Belarus. Pursuant to a decision of the Board of
Directors made on September 30, 2003 approving management s recommendation to dispose of all of the
aforementioned non-core business interests, the Company concluded that these business ventures met the criteria for
classification as discontinued business components as outlined in SFAS No. 144. Accordingly, as of December 31,
2003, the statement of operations of the Company for current and prior periods has presented the results of operations
of these non-core business ventures, including
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any gain or loss recognized on disposition, in income (loss) from discontinued components and the balance sheet
presents the assets and liabilities of such operations as assets and liabilities of discontinued components.

Other Business Factors

Environmental Protection

As previously discussed, the Company has been in operation since 1929 through its predecessors and, over the
years, has carried out, itself or through wholly-owned subsidiaries, business operations in diverse industries within the
United States including equipment, sporting goods, furniture manufacturing, sheet metal processing, and trucking. The
Company has divested all of its former U.S. operations. However, in the course of these divestitures, it has retained,
by means of seller indemnification obligations or as a matter of law, actionable environmental legal obligations.

In 1987, the Company agreed to indemnify a former subsidiary of the Company for certain obligations, liabilities
and costs incurred by the subsidiary arising out of environmental conditions existing on or prior to the date on which
the subsidiary was sold by the Company. Since that time, the Company has been involved in various environmental
matters involving property owned and operated by the subsidiary, including clean-up efforts at landfill sites and the
remediation of groundwater contamination. This activity included, but was not limited to, the Company s decision to
agree to participate, on behalf of the subsidiary, in remediation pursuant to a global settlement in 1999 with the
U.S. Environmental Protection Agency at a superfund site in Michigan. The costs incurred by the Company with
respect to these matters have not been material during any year through and including the year ended December 31,
2004. As of December 31, 2004, the Company had a remaining reserve of approximately $0.4 million, which it
believes is sufficient to cover its environmental obligations associated with its former subsidiaries operational
activities.

On October 6, 2005, the Company entered an agreement with the former subsidiary of the Company, whereby, the
Company s previously executed seller indemnity was released subject to the Company agreeing to accept $1.0 million,
as payment in full, from the former subsidiary as related to an outstanding $2.3 million obligation that was subject to a
promissory note that was executed in connection with the 1987 asset purchase agreement. The former subsidiary had
not been making the required payments under the promissory note since late 2001 and the Company had recorded a
full reserve for the outstanding balance when the payments ceased. The Company, as a matter of law, could still be
held accountable for this former subsidiary s environmental legal obligation should the purchaser of this former
subsidiary fail to meet future actionable environmental legal obligations.

Such agreement will result in the Company recognizing other non-operating income of $1.3 million in the fourth
quarter of 2005, which also includes the release of the Company s litigation reserve, since the Company was released
from the aforementioned agreement to indemnify the former subsidiary under the respective environmental matters.

Further, the Company has undertaken specific clean up activities at a contaminated parcel that it continues to own
directly. As of December 31, 2004, the Company had a remaining reserve of approximately $0.1 million, which it
believes is sufficient to cover its anticipated remediation obligations for this particular parcel of land.

The Company could incur additional cleanup obligations with respect to undetected environmental problems at
other locations. Furthermore, its obligation to remediate such environmental problems could arise as a result of
changes in legal requirements, since the original divestitures. Even though these divestitures may have occurred many
years ago, the Company cannot assure that environmental matters will not arise in the future that could have a material
adverse effect on its results of operations or financial condition (see  Risks Associated with the Company The
Company could incur environmental liabilities as a result of its current operations and past divestitures, the costs of

which could materially affect its results of operations ).
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Employees

The Company directly employs an executive management and support workforce to undertake business
development, oversee activities of its business ventures and manage the Company s financial, legal and administrative
affairs. Prior to August 1, 2005, the principal work locations of these employees were the Company s U.S. office in
Charlotte, North Carolina and the Company s overseas office in Moscow, Russia. Subsequent to August 1, 2005, the
principal work locations of these employees are the Company s U.S. office in Charlotte, North Carolina and the
Company s business venture offices in Georgia. Many of these corporate management and support employees serve
pursuant to contracts with the Company or, prior to August 1, 2005, served pursuant to contracts with the Company s
Russian branch office.

The Company s business ventures (Magticom and Telecom Georgia) each directly employ a locally recruited
workforce for their local operational, managerial and administrative requirements. These employees serve pursuant to
contracts or other labor agreements arranged directly with each operating subsidiary. The General Director of
Magticom is employed under a dual contract; one with the Company and one with Magticom. The number of
employees in these respective categories at December 31, 2005 is set out in the following table.

Direct Employer EI(I;EL(;:;%

The Company, including its Russian Branch Office (1) 19
Magticom (2) 644
Telecom Georgia 210
Total 873

(1) Including the General Director of Magticom.

(2) Excluding the General Director of Magticom.

Employment by the business ventures is regulated under Russian and Georgian labor laws, which may impose
certain obligations on these business ventures with respect to employee benefits and termination of employees.
PeterStar and Magticom have implemented bonus programs that provide for certain payments in the event these
business ventures meet or exceed operational or financial targets set for each year. In 2004, the Company
implemented a Key Employee Retention Program for most of its employees (does not include the Company s
executive officers) in Charlotte (the 2004 Charlotte KERP plan). The 2004 Charlotte KERP plan provided for
immediate cash bonuses, up to three months of salary, to employees upon the implementation of the program to
incentivize those employees to prepare for corporate level due diligence by the buyer group during the holiday season,
with more significant cash bonuses to be paid in the event of a sale of the Company, including a sale of more than
90% of its assets by September 30, 2005. Since a sale of the Company did not occur prior to such date, no further
payments were made or will be made pursuant to the 2004 Charlotte KERP plan. Furthermore, certain PeterStar
employees received certain bonuses from the Company upon the completion of the PeterStar Sale. The Company
believes that its employee relations are generally good.

Segment and Geographic Data

Business segment data and information regarding the Company s foreign revenues by country/geographic area are
included in Notes 6 and 11 in the Notes to Consolidated Financial Statements included in Item 8 hereof.

Item 1A.  Risk Factors

The Company has not timely filed its required periodic reports with the SEC and cannot provide assurances as to

when this condition will be fully remedied.
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ended December 31, 2005 nor the fiscal quarters ended March 31, June 30, and September 30, 2006; and as a result, it
has not filed the applicable periodic financial reports with the SEC for those respective time periods.

At this time, the Company cannot predict with confidence when it will file quarterly reports on Form 10-Q for the
quarters ended March 31, June 30 and September 30, 2005; its Annual Report on Form 10-K for the fiscal 2005; or the
quarterly reports on Form 10-Q for the quarters ended March 31, June 30, and September 30, 2006.

This situation arises, in part, as a consequence of the restatement process that the Company has recently completed
for periods prior to 2004 (see Item 1. Business Restatement of Prior Financial Information 2005 Restatement Work
Effort ), which consumed a substantial portion of corporate finance personnel resources that would otherwise been
applied to the timely filing of its 2005 and 2006 periodic reports with the SEC. However, the Company s ability to
prepare U.S. GAAP consolidated financial statements to enable the Company to timely file its periodic reports with
the SEC is impaired by a number of more basic and potentially long-lived conditions, including in particular:

Comparative Limitations in Georgian Business Practice. Although not inherently deficient in capacity to
properly safeguard business assets, present Georgian business practices are substantially less sophisticated than
those common in the United States. Cultural and educational precedents for application of common U.S. business
practices are also generally absent or minimally developed in both the Georgian private and public sectors. In
consequence, the finance staff of the Company s business ventures, which is almost entirely locally recruited and
trained, may not be adequately prepared to implement all management, financial accounting and governance
practices anticipated by current U.S. regulation;

Inadequacies in Business Venture Financial Accounting Workflow Processes and Accounting Information
Systems. The current accounting workflow processes and accounting information systems within the business
ventures are sufficient for local statutory tax reporting purposes; however, they are inadequate for the timely
preparation of U.S. GAAP financial accounting and reporting.
The local financial accounting workflow has been designed to meet the business ventures respective statutory
tax reporting requirements. As a result, accounting transactions are often not recorded timely ( months vs. days )
within the statutory accounts due to the delay in receipt of sufficient documentation, both third party and
internally generated, to record those respective transactions. Furthermore, the statutory accounting workflow
process is fundamentally cash vs. accrual based.

Furthermore, compounding this issue is the fact that the local accounting information systems of the business
ventures were designed for the local statutory tax reporting purposes. Accordingly, preparation of the financial
management accounting and reporting for the Company s business ventures requires significant effort outside of
the installed accounting software packages, due to limitations of the respective local accounting software
packages. Thus, the finance personnel rely heavily upon spreadsheet and database software packages that are

not integrated with the local accounting software system. This workflow environment is manually intensive,
subject to the risk of human error and creates a situation whereby the ability to properly analyze detailed

account activity during the review process is arduous, thus creating significant delays in the review process.

Although the Company has initiated projects to replace certain of the business ventures accounting information
systems and attempt to reengineer the accompanying workflow processes of its business venture operations,
such work will require considerable time to complete. In the interim, the Company s ability to complete U.S.
GAAP financial statements for its business ventures on a timely basis will be significantly impaired.
Lack of Qualified Finance Personnel. The Company does not have sufficient personnel with requisite accounting
skills present in Georgia to prepare and finalize, on a timely basis, the U.S. GAAP financial results for the
Company s business ventures. The recruitment and retention of qualified U.S. GAAP accountants in Georgia is
difficult due to the high demand for individuals with these skills in this part of the world and the very limited
availability of such individuals. The Company has attempted to
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address this limitation by assigning additional responsibilities for business venture accounting and reporting
activities to its U.S.-based corporate finance staff. This has proven ineffective due to the inherent difficulties in
coordinating work occurring in such widely separated locations. Recruitment efforts continue, but full placement
of an adequately sized and trained staff in Georgia may require substantial time.

The fact that full remediation of these factors cannot be accomplished without considerable further effort, suggests
that they will likely produce delays in issuance of periodic reports with the SEC for future fiscal periods. The
Company cannot predict with confidence or provide assurances as to when this situation will be ultimately and fully
resolved.

Furthermore, the Company s ability to timely file future periodic reports with the SEC is also negatively influenced
by the fact that the Company s market capitalization exceeded $75 million as of June 30, 2005. On June 30, 2005, the
Company s market capitalization was $88.9 million, as such, the Company is considered an accelerated filer with
regards to its obligations for the filing of periodic reports with the SEC under the Exchange Act and for complying
with the provisions of SOX 404.

With respect to the Company s obligations for the filing of periodic reports with the SEC under the Exchange Act,
the Company is obligated, beginning with its Quarterly Report on Form 10-Q for the quarterly period ended
March 31, 2006, to file that report with the SEC within forty days after the respective quarter-end period.

With respect to the Company s obligations to comply with SOX 404, the Company anticipates that the work effort
and the associated costs that it will incur for it to meet the SOX 404 internal control compliance requirements to be
substantial in fiscal year 2006, 2007 and beyond. Furthermore, the Company s compliance with SOX 404 will require
changes to some of the Company s corporate accounting and corporate governance practices, in the short-term
(including the requirement that the Company issue a report on its internal controls); however, in the long-term, the
Company is very concerned about the changes that will be required to the accounting and governance practices of its
business ventures. In summary, the Company believes that considerable effort beyond that presently expended in
managing the Company s financial reporting activities will be required to satisfactorily complete these tasks, especially
within its business ventures. The aforementioned weaknesses in the business venture workflow processes, accounting
systems and staff will further adversely affect the time and cost required to complete the tasks. This condition may
extend beyond 2006 and until such time as the Company s business ventures routinely operate in the fashion
contemplated by US public company regulation. Given circumstances in Georgia mentioned here and elsewhere in
this report, the Company cannot assure you that such a state will ever be reached.

The inability of the Company to timely file all reports required under applicable U.S. securities regulations has
certain potentially adverse consequences for holders of the Company s securities, including, without limitation:

Inability of securities holders to timely assess events which might prompt acquisition or disposition of the
securities;

Generally adverse effect on the market price of such securities due to erosion of security holder confidence in the
Company s performance;

Inability of the Company to appropriately promote market interest in its securities due to limitations on its
capacity to disclose current performance information;

Inability of the Company to convene shareholder meetings, solicit proxies or conduct other actions that are
preconditioned on having current periodic filings; and

Sanctions by the SEC for late filing that may result in suspension or other limitations on trading in the Company s
securities.
These conditions create material risks for investment in the Company s securities that go beyond ordinary business
risk.
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Company s 2003 and 2005 restatement work efforts.

In November 2003 and June 2005, the Company reached the conclusion that it needed to restate its previously
issued financial statements for certain accounting errors. The Company believes that all required adjustments have
been recorded; however, the proximity of these restatements could result in the erosion of investor confidence in the
Company s reported financial results and disclosures, which in turn, could adversely affect the value of the Company s
common stock and Preferred Stock.

Our internal controls over financial reporting are inadequate

Our internal controls over financial reporting are inadequate. The significant deficiencies in our internal financial
reporting controls could lead to inaccurate or incomplete financial statements and public disclosures. Among other
problems, the deficiencies in our internal controls could increase the risk that a transaction will not be accounted for in
accordance with U.S. GAAP.

We have taken steps to ensure that the consolidated financial statements contained in this report are accurate in all
material respects, and we have taken specified remedial actions to ensure that future consolidated financial statements
will be accurate in all material respects. Although we believe that these efforts have strengthened our internal controls,
we are continuing to work to improve our internal controls. However, our internal controls over financial reporting
remain inadequate and our senior management team can not provide assurances that the internal controls and
procedures currently in existence will prevent future accounting errors, incomplete or inaccurate financial reporting
and disclosure. An internal control system can provide only reasonable, not absolute, assurance that the objectives of
the internal control system are met. For more information regarding the process put into place to determine the
accuracy of the consolidated financial statements included in this report, readers should carefully review the
information set forth under the caption Item 9A. Controls and Procedures —Remediation of Material Weaknesses.

The Company now operates solely in the country of Georgia, which presents a general risk profile that may be

materially different from that ordinarily expected by U.S. investors.

Subsequent to the sale of PeterStar, the Company operates solely in the country of Georgia. As such, the
Company s remaining business ventures operate in a foreign jurisdiction where business practices and civil
conventions are quite different from those common in the United States. This condition creates certain specific risks
for investors in this Company s securities that may go beyond ordinary business risks connected with investment in
companies with only U.S. based operations; including, in particular, those connected with the following:

Immature State of Georgian Regulatory Regime. The present Georgian telecommunications regulatory regime is
at an early state of development and is relatively unsophisticated and non-transparent as compared to those of
other developed markets. The Company cannot assure you that its Georgian operations will enjoy transparent and
uniformly applied regulatory protections afforded telecommunications operators in other world jurisdictions. The
Company also cannot assure you that its Georgian operations will not be adversely affected by omissions,
inconsistent application, faulty construction or other deficiencies in Georgian regulation. There is a material risk
that such adverse effects could arise from time to time as Georgia s regulatory regime further evolves.

Evolving Georgian Telecommunications Legislative Process. The Georgian parliament continues developing
legislation for the telecommunications sector. A new basic telecommunications law was passed before year-end
2005, with further refinements and extensions expected during 2006 and beyond. Telecommunications legislation
will likely continue to evolve in significant ways and the Company has little practical means to predict the
specific character of the eventual legislative landscape or its specific effect on Company operations in Georgia.
Laws passed during 2005 place limits on interconnection tariffs, set terms for license issuance or renewal, and
enforce provisions for fair market access. These new conditions are somewhat less economically favorable to
the Company s Georgian operations than those historically in effect. If
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potentially adverse economic effects of this and future legislation are not ultimately compensated for by other
market development or competitive factors, the general profitability of the Company s Georgian operations could
fall below historical levels as a result.

As required under the pre-existing Georgian telecommunications law, the Company s business ventures continue
to be negatively impacted by the regulators insistence on encouraging new market entrant competition by means
of policy that has adverse consequences to the Company s business ventures. For example, Magticom and
Telecom Georgia are obligated to continue to provide telecommunication services to local new market entrants
irrespective of the new market entrants ability to pay for services.
Limitations in the Georgian Licensing Regime. The Company s Georgian business ventures operate under licenses
that are generally issued for limited periods. Failure to obtain renewals of these licenses would have a material
adverse effect on these businesses. For most of the licenses held or used by the Company s business ventures, no
statutory or regulatory presumption for renewal presently exists for the current license holder and the Company
cannot assure that these licenses will be renewed upon the expiration of their current terms. Present policies for
issuance of new radio frequency spectrum licenses in Georgia are vague, incomplete, inconsistent and not fully
transparent. The Company thus has no consistent basis under the present licensing regime for predicting or
effectively controlling its own future spectrum licensing costs and no assurances that its competitors costs and
terms of license acquisition will be comparable to those it encounters itself. These conditions could unfairly
convey advantage to Magticom s competitors and could result in large unanticipated outlays to maintain or
acquire sufficient license spectrum for Magticom s continuing operations or development.

Taxation Irregularities in Georgia. Local taxes paid by the Company s Georgian business ventures are substantial
and the Company may not be able to obtain conventional offsetting benefits of tax treaties due to:
The documentary and other requirements imposed by the government authorities;

The absence of applicable tax treaties between the U.S. and Georgia;

The unfamiliarity of those administering the tax system with the international tax treaty system of Georgia, or
their unwillingness to recognize the treaty system that Georgia has in place with certain countries. Countries
which the Company has chosen for domiciliary purposes for the holding companies that the Company has
formed to retain its investment interest in certain of its business ventures.
The taxation system in Georgia is at an early stage of development and is subject to varying interpretations,
frequent changes and inconsistent and arbitrary enforcement at the state and local levels. In some instances, new
taxes and tax regulations have been given retroactive effect. In the face of urgent need for additional sources of
budgetary finance, Georgian tax authorities are often arbitrary and aggressive in their interpretation of tax laws,
as well as in their enforcement and collection activities. Companies operating in Georgia have been forced to
negotiate their tax bills with tax inspectors who demand higher taxes than applicable law appears to provide.
Any additional tax liability resulting from these conditions, as well as any unforeseen changes in the tax law,
could have a material adverse effect on the Company s future results of operations or cash flows in a particular
period. Furthermore, the Company s overall tax burden may become greater than the amount estimated and
expensed to date.
Absence of an Effective Georgian Commercial Code. Commercial and corporate laws in Georgia are less
developed or clear than comparable laws in the United States and the countries of Western Europe. These laws
remain subject to frequent changes, preemption and reinterpretation by local or administrative regulations, and by
administrative officials. There may also be inconsistencies among laws, presidential decrees and governmental
and ministerial orders and resolutions, and conflicts between local, regional and national laws and regulations.
Laws may be imposed with retroactive force and punitive penalties. Laws may go un-enforced or be un-
enforceable in practical terms. There is also
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significant uncertainty as to the extent to which local parties and entities, particularly government authorities, will
respect the Company s contractual and other rights. The Company cannot assure that the uncertainties associated
with these conditions will not have a material adverse effect on its ability to conduct its business in Georgia.

Limited Protection of Shareholder Rights in Georgia. Shareholders have limited practical rights and protections
under present Georgia law and practice. The concept of fiduciary duties on the part of local management or
directors of business ventures is not well developed. In some cases, the local officers of a business venture may
take actions without regard to or in contravention of the directions of the shareholders or the board of directors
appointed by the shareholders. In other cases, a shareholder s ownership interest may be diluted or otherwise
adversely affected without its knowledge or approval. Obtaining customary legal redress for any these actions in
the court systems of Georgia may prove to be unusually cumbersome or time consuming. Although no threat
presently exists to the Company s shareholding interests in Magticom and Telecom Georgia (see, however Item 1.

Business Description of the Business Cable TV ~ Ayety TV (Tbilisi, Georgia) Ownership Structure and Control
of the Business ), the Company cannot assure that its interest in future business undertakings in Georgia will not
be adversely affected by these limitations on shareholder rights.

Limitations on Georgian Judicial Protections. The Georgian judicial system is presently in a state of considerable
uncertainty following the November 2003 Rose Revolution in Georgia. Judicial and executive authority is not
fully or transparently separated; and prosecutorial authority is very substantial. Competently prepared personnel
are not available in sufficient numbers to meet judicial staffing requirements; and competent independent legal
counsel is difficult to obtain. In consequence, the Company cannot assure you that legal actions initiated by or
affecting the Company s Georgian operations can or will be handled in a fashion that might be expected in the
United States or other world jurisdictions, or that the outcomes of such actions will be transparently reached or
meet the impartiality standards expected in such other jurisdictions. The Company also cannot assure you that
Georgian courts will agree to hear or act speedily on actions which its Georgian operations might routinely
pursue in other world jurisdictions, or that judgments reached in other jurisdictions affecting those operations will
be accepted or enforced by the Georgian courts. There is a material risk that these conditions could from time to
time adversely affect the commercial practices, business prospects or economic performance of the Company s
Georgian operations.

Unusually High Degree of Dependence on Interpersonal Relationships in Georgia. The absence of a
well-developed rule of law and commercial code in Georgia requires that a substantial portion of the Company s
activities in Georgia must rely upon the strength of direct personal relationships with Georgian counterparties.
The Company also has a significant minority Georgian partner in its Magticom business venture holding
company, with whom continuing favorable personal relations are important. These conditions place an emphasis
on the Company s ability to create and sustain personal relationships that extend beyond the level common in the
United States. If key Company personnel are unable to form suitable relationships with business, trade or
governmental counterparties in Georgia; or if such key personnel leave or are no longer employed by the
Company, there is material risk that ordinary contractual and civil compacts will be insufficient to protect and
preserve the Company s business and financial interests in Georgia. While the Company presently enjoys
satisfactory relationships with its principal Georgian business, trade and governmental partners, the Company can
offer no assurance that such relationships can be indefinitely preserved or that the key employees on whom such
relationships are founded will remain indefinitely with the Company. The failure of a critical relationship for any
reason could result in material erosion in performance or value of the Company s Georgian business operations.
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In addition to the aforementioned specific risk factors, operation in Georgia presents general risk of political,
social and economic occurrences that are not typically connected with operations in the United States, including:

Possible military conflicts internally or within the immediately surrounding region;
Civil unrest or revolution fueled by economic or social crises;

Political tensions between national and local governments resulting in the enactment of conflicting legislation at
various levels;

Bureaucratic infighting between government agencies with unclear and overlapping jurisdictions;

High unemployment, high inflation, high foreign debt, weak currencies and the possibility of widespread
bankruptcies;

General instability in government or violent change of governmental authority;

Disruption in flow of substantial financial assistance it receives from foreign governments and international
organizations that is material to local economic development;

Failures by or inability of government entities to meet outstanding foreign debt repayment obligations; and

Increased support for a renewal of centralized authority and increased nationalism resulting in possible
restrictions on foreign partnerships and alliances, foreign ownership and/or discrimination against foreign owned
businesses.
The Company cannot, in general, assure that the pursuit of economic, social and political reforms by the government
of Georgia will continue or ultimately prove to be effective, especially in the event of a change in leadership, social or
political disruption or other circumstances affecting economic, political or social conditions.
The Company and its personnel face unusual economic and legal risks by operating abroad.
The Company is exposed to a number of risks by investing outside the United States, including:
Potential loss of revenue, property or equipment from expropriation, nationalization, war, insurrection, terrorism
and other politically motivated acts;

Arbitrary increases in taxes and governmental royalties or involuntary changes to licenses and contracts;
Changes in foreign and domestic laws and policies that govern operations of overseas-based companies;

Amendments to, or different interpretations or implementations of, foreign tax laws and regulations that could
adversely affect the after tax profitability of the Company s business ventures;

Unavailability of reliable economic or other data published by local government;

Unfettered action by criminal organizations that could threaten and intimidate the Company s businesses or
personnel; and

Potentially high levels of corruption and general non-compliance with law.
We depend on key personnel including our senior management who are important to the success of our business.
Our success depends to a significant extent on the services of members of our senior management team and other
key employees. The loss of one or more of these individuals or other key personnel could have a material adverse
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employees from within our organization to fill senior operations and management positions. We depend upon our
ability to retain and promote existing personnel to senior management, and we must
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attract and retain new personnel with the skills and expertise to manage our business, both in the U.S. and abroad. The
loss of the services of any of our senior management team or other key employees or failure to attract, integrate, train,
retain and motivate additional key employees could adversely affect our business, results of operations, financial
condition and prospects.

Fluctuation in the Georgian currency exchange rate could adversely affect the Company s results of operations.

The value of the currency in Georgia ( Georgian Lari ) fluctuates, sometimes significantly, with respect to the U.S.
Dollar. The Company repatriates cash distributions from its Georgian operations in U.S. Dollars converted from
Georgian Lari, rendering such distributions subject to exchange rate fluctuations. The Company currently does not
hedge against exchange rate fluctuation and therefore could be adversely affected by declines in exchange rates
between the time Georgian business ventures receive funds in local currency and the time such funds are distributed in
U.S. Dollars to the Company. The Georgian Lari is generally non-convertible outside Georgia, so the ability of the
Company to protect itself against devaluation by converting to other currencies is significantly limited. To somewhat
mitigate this potential risk, Magticom established, in 2005, a U.S. Dollar denominated account in the U.S. for the
maintenance of its excess operating cash.

The Company may face limitations or additional costs in securing funds for further business development.

During the past several years, the Company has relied upon cash receipts from the sale of its interest in several of
its business ventures and, to a lesser extent, the repatriation of cash from business ventures; resulting from dividend
distributions or the repayment of outstanding loans, for the Company to meet its outstanding financial obligations. In
addition, during 2005, the Company relied upon a loan from its Georgian partner in its Magticom business venture
holding company to enable the Company to meet its business development initiatives. Since the Company has
monetized all of its non-core business ventures, any funding for continuing business developments must now be
secured from more conventional sources.

The outstanding Preferred Stock is trading at a substantial discount to its per share liquidation value. Furthermore,
the liquidation value of the Preferred Stock is accreting since the Company ceased funding the annual 7.5% dividend
requirement associated with the Preferred Stock. This condition has an unfavorable effect on the trading value of the
Company s common stock and also limits the Company s ability to access capital markets for business development
funds using its common stock as currency.

Cash flows of the Company s Georgian business ventures, although presently sufficient to fully fund internal
organic growth, will provide only limited funds for business development beyond the level required to meet corporate
overheads and other historical corporate obligations. The Company may thus have to resort to debt financing of
further business development or to accepting diluted positions in new business ventures in favor of obtaining third
party equity investors. These measures could materially increase the financing costs of further business development
or substantially limit the practical and affordable rate at which such development occurs.

The Company s earnings per common share attributable to common stockholders is negatively impacted by the

Company s outstanding Preferred Stock

For the twelve months ended December 31, 2004, 2003 and 2002, the Company s net loss attributable to common
stockholders was negatively impacted by recognition of the Preferred Stock dividend requirements of $18.8 million,
$17.5 million and $16.3 million, respectively. As long as the Company s Preferred Stock remains as currently
structured, the Company s net income (loss) attributable to common stockholders will continue to be negatively
impacted, which could result in an unfavorable effect on the trading value of the Company s common stock. At
present, the Company cannot provide assurance that a restructuring of the Preferred Stock will be consummated or, if
consummated, that such effort would produce a material improvement in common shareholder equity valuation.
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Limited diversity of the Company s present business increases general investment risk.

The Company had formerly owned interests in a large number of separate business ventures operating in
numerous and otherwise independent markets. With the sale of all non-core businesses, the Company s remaining
business interests are concentrated in the country of Georgia. This circumstance increases the Company s dependence
on the continuing vitality and stability of the markets and economy of a single country of rather limited size and with a
somewhat unstable character (see also Risk Factors The Company now operates solely in the country of Georgia,
which presents a general risk profile that may be materially different from that ordinarily expected by U.S. investors ).
It also limits the Company s ability to offset temporary downturns in one market with business activities in a wider
array of markets. These factors could materially increase the Company s liquidity risk, since the Company is
dependent upon dividend distributions from its business ventures to satisfy corporate legal obligations and overhead
expenditure requirements. Furthermore, these factors may also limit investor interest in the Company s equity
securities.

The Company may be unable to effectively exploit the interest it has retained in Ayety and the additional interests

it has acquired and plans to acquire in Telecom Georgia.

The Company has chosen to retain its interest in Ayety and expand its interest in Telecom Georgia, despite evident
current difficulties and limited profitability of both of these businesses. These actions are prompted by the Company s
belief that both businesses present opportunities for profitable co-development with the Company s Magticom business
venture. The Company also attaches potential value to diversifying and deepening its involvement in Georgian
markets. However, the Company may be unsuccessful in gaining satisfactory control over Ayety (see: Item 1.

Business Description of the Business Cable TV ~ Ayety TV (Tbilisi, Georgia) Ownership Structure and Control of the
Business ), which would prevent the Company from strategically developing this business venture. The Company may
also be unsuccessful in its current efforts to rehabilitate Telecom Georgia (see:  Description of the Business  Fixed
Telephony Telecom Georgia (Tbilisi, Georgia and the Country of Georgia) ) or such rehabilitation may require
investment beyond the Company s financial capacities. Either or both outcomes could result in loss of capital already
spent in respect of strategic development of these businesses.

As previously discussed, the Company is presently unable to exercise operational oversight over Ayety (see
Item 3. Legal Proceedings Legal Matters with Mtatsminda International Telcell SPS vs Mtatsminda ) and has also
been unable to prepare U.S. GAAP financial statements of Ayety subsequent to June 30, 2004 to include within its
consolidated financial statements, due to:

The Company no longer has access to the statutory accounting records of Ayety which is a prerequisite to the
completion of the U.S. GAAP financial results; and

The Company no longer has favorable relations with management of Ayety, since the Company attempted to
terminate the General Director of Ayety in late June 2004. Accordingly, even if the Company had access to the
statutory accounting records of Ayety, the Company would not be able to obtain certainty that all economic
activities of the business had been properly considered for U.S. GAAP accounting treatment.

The Company s inability to manage the day-to-day business affairs of Ayety could give rise to results of future
operations at Ayety, which do not reflect results that would be achievable under proper and effective management.
The Company believes, however, that its general financial condition will not be materially affected by circumstances
at Ayety, since the Company has no legal obligation to fund Ayety and is not dependent upon the repatriation of cash
from Ayety to meet its obligations.

The Company may be materially and adversely affected by competition from other communications companies or

the emergence of competing technologies in its current markets.

The Georgian telecommunications market is not as competitive as either the Russian telecommunications market
or other CIS telecommunications markets; however, there exists the possibility that other well-known and
well-financed communications companies could enter the Georgian market with operating
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infrastructures, management capacities and other resources comparable to or exceeding that of the Company or the
Company s Georgian business ventures.

Although Magticom enjoys a market leadership position in Georgia, no assurance can be given that this situation
can or will be preserved indefinitely. Current brand recognition and positioning as the market leader allows Magticom
to sustain compensatory pricing levels and limits certain service delivery expense. These conditions may be threatened
if Magticom were displaced as market leader by competitors.

Recent and proposed Georgian government tenders of radio frequency spectrum open opportunity for the entry of
a new mobile telephony operator and suggest that the competitive landscape in Georgia might be subject to change in
the future.

The effect of broadened competition could erode prices below compensatory levels and require larger than
projected expenditures on promotion and service operations. Furthermore, the value of the Company s common stock
and Preferred Stock could be adversely affected should Magticom lose its market leadership role since the Company
could not command a premium should the Company seek to monetize its economic interest in Magticom.

The Company s dependence on local operators, interconnect parties or local customers may materially and

adversely affect its operations.

Magticom and Telecom Georgia are dependent on access to networks of local operators or inter-connect parties for
a significant portion of their telephony operations. There is no assurance that Magticom or Telecom Georgia will
continue to have access to these operators networks or that such access will be on favorable terms. The loss of access
to these networks or substantial increases in tariffs would have a material adverse effect on performance of Magticom
and Telecom Georgia, the effect of which could be to materially reduce operating cash flows. Magticom and Telecom
Georgia are also dependent on the non-network facilities of local operators or inter-connect parties for certain of their
operations; including, for example, rights to use buildings, ducts or tunnels. The loss of the right to use such facilities
could have a material adverse effect on operations.

The Company s equipment may not be approved by the authorities regulating the markets in which it operates,

which could have a material adverse effect on its operations in these markets.

Operations at both Magticom and Telecom Georgia are, from time to time, dependent upon their receiving
approval by regulatory authorities as to the type of equipment that they can utilize to carryout their respective
operations. The Georgian regulatory authorities may not approve the equipment that the Company may plan for use in
these markets for either Magticom or Telecom Georgia. The failure to obtain timely approval could have a material
adverse effect on future operations of Magticom and Telecom Georgia.

The Company may not be able to keep pace with the emergence of new technologies and changes in market

conditions that might materially and adversely affect its results of operations.

The communications industry has been characterized in recent years by rapid and significant technological
changes and changes in market conditions. Competitors could introduce new or enhanced technologies with features
that could render the technology installed by the Company s business ventures obsolete or significantly less
marketable. The ability of Magticom and Telecom Georgia to compete successfully will depend to a large extent on
their ability to respond quickly and adapt to technological changes and advances in its industry and markets. There can
be no assurance that either Magticom or Telecom Georgia will be able to keep pace, or will have the financial
resources to keep pace, with the technological demands of the marketplace.

The Company could incur environmental liabilities as a result of its past divestitures, the costs of which could

materially affect its results of operations.

The Company has been in operation since 1929 through its predecessors and, over the years, has carried out,
directly and through wholly-owned subsidiaries, business operations in diverse industries within the
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United States including equipment, sporting goods, furniture manufacturing, sheet metal processing, and trucking. The
Company has divested all of its former U.S. operations. However, in the course of these divestitures, it has retained,
by means of seller indemnification obligations or as a matter of law, actionable environmental legal obligations. In
one case, the Company has undertaken specific clean up activities at a contaminated parcel. The Company could incur
additional cleanup obligations with respect to presently undetected environmental problems at other locations.
Furthermore, its obligation to remediate such environmental problems could arise as a result of changes in legal
requirements since the original divestitures. Even though these divestitures may have occurred many years ago, the
Company cannot assure that environmental matters will not arise in the future that could have a material adverse
effect on its results of operations or financial condition.

Legal proceedings could adversely affect the Company s financial condition.

The Company and its business ventures are involved in several legal and regulatory matters that could adversely
affect the Company s financial condition. (see Item 3. Legal Proceedings .)

The Company has had discussions with the United States Department of Justice and SEC regarding the fact that
certain former personnel engaged in conduct that may have violated foreign and United States laws, including the
Foreign Corrupt Practices Act of 1977, as amended (the FCPA ). This conduct, which involved certain of the
Company s business ventures in the Commonwealth of Independent States, was the subject of an investigation by
special outside counsel. The last time that the Company engaged, whether directly or indirectly through its legal
counsel, in discussions with the United States Department of Justice and SEC regarding the matters referred to above
was in the first quarter of 2003.

The Company had concluded, and currently believes, that the transactions, which were entered into prior to 1999,
were not material to the Company s historical results of operations or financial condition. As a result, management
believes that the Company s past financial results does not require restatement. The Company cannot predict with any
certainty whether, as a result of its disclosures, that the Department of Justice or the SEC will commence formal civil
or criminal investigations. The Company is not currently in a position to predict the outcome of any such proceedings,
or the extent to which they could adversely affect the Company s financial condition and results of operations.

A shareholder filed a complaint in the Delaware Chancery Court requesting an order of the Court pursuant to
Section 211 of the Delaware General Corporation Law directing the Company to call and hold an annual meeting of
its stockholders. By a Stipulation and Order, dated September 26, 2006, the Company agreed to hold an annual
stockholders meeting on December 15, 2006. In connection with the proposed sale of substantially all of the Company
assets, this shareholder and another shareholder filed complaints in the Delaware Court of Chancery, Civil Action
No. 2487-N, against the Company, its directors and officers seeking to enjoin the Company, its officers and directors
from entering into an agreement to sell all or substantially all of the Company s assets before the court-ordered
December 15, 2006 annual stockholders meeting, as well as seeking to enjoin the Companys, its directors and officers
from filing a bankruptcy petition before the court ordered December 15, 2006 annual stockholders meeting, and
seeking to compel the Company, its directors and officers to comply with 8 Del. C. 271, requiring a stockholder
approval for the sale of all or substantially all assets, before attempting enter into the asset sale transaction. On
October 26, 2006, the Court consolidated Civil Action No. 2484-N into 2487-N, now Consolidated Civil Action
No. 2487-N.

Following a November 22, 2006, preliminary injunction hearing, the Court issued an order (the Order ), dated
November 29, 2006, pursuant to which it was ordered, among other things, that (i) the Company and its
representatives, and those persons in active concert or participation with them, not enter into an agreement for the sale
of all or substantially all of its assets, unless consummation of such an agreement is subject to a vote of the common
stockholders of the Company pursuant to 8 Del. C. 271, and (ii) in the event the Company enters into such an
agreement, the Company shall call a meeting of its common stockholders and at such meeting the common
stockholders shall have the opportunity to vote on the proposed asset sale.
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The Company is not currently in a position to predict the outcome of any such proceedings, or the extent to which
they could adversely affect the Company s financial condition and results of operations (see Item 3. Legal
Proceedings ).

A complaint was filed against the Company in the Delaware Chancery Court of the State of Delaware. The
plaintiff is seeking to enforce his rights as a stockholder of the Company to inspect and copy certain books and
records of the Company. The Company believes that the request made by the plaintiff is overly broad and lacks a
proper purpose; however, the Company has been attempting to resolve this matter over the past two years by
responding to the inquires that have been made by the plaintiff. The Company has also been preparing to defend its
position in court. No trial has been scheduled in this case. The Company cannot predict the outcome of any such
proceedings, or the extent to which they could adversely affect the Company s financial condition and results of
operations (see Item 3. Legal Proceedings Matthew McLaughlin v. Metromedia ).

In addition, a stockholder of the Company has threatened to commence derivative actions against some of the
current and former officers and directors of the Company. The Company is obligated under its Certificate of
Incorporation to indemnify such current and former officers and directors to the extent not prohibited by law. (see
Item 3. Legal Proceedings. )

The future costs of defense or settlement of any of these or any other legal or regulatory proceedings could be
material, and could adversely affect the future cash flows of the Company.

Item Unresolved Staff Comments
1B.

None.
Item 2. Properties

The Company leases approximately 10,000 square feet of office space for its headquarters building in Charlotte,
North Carolina. As of December 31, 2004, the Company also leased space in Moscow Russia for its representative
office, which was used primarily by the Company s Chief Executive Officer, until his relocation to Tbilisi in 2005.

As of December 31, 2004, PeterStar leased space in St. Petersburg Russia for its headquarters. The properties for
switches are leased under short-term, renewable leases throughout northwestern Russia by PeterStar and its
subsidiaries. On August 1, 2005, the Company disposed of its interest in PeterStar.

Magticom owns the space used for its headquarters in Tbilisi. The properties for mobile telephone switching
offices and cellular sites are leased under short-term, renewable leases throughout Georgia by Magticom.

The Company considers the properties owned or leased by it and its business ventures to be suitable and adequate
for their respective business operations.
Item 3. Legal Proceedings
Fuqua Industries, Inc. Shareholder Litigation

Plaintiff Virginia Abrams filed a purported class and derivative action in the Delaware Court of Chancery, In re
Fuqua Industries, Inc. Shareholder Litigation, Del. Ch., Consolidated C.A. No. 11974, on February 22, 1991, against
Fuqua Industries, Inc. (a predecessor company to The Actava Group and Metromedia International Group, Inc. ),
Intermark, Inc., the then-current directors of Fuqua Industries and certain past members of the board of directors. The
action challenged certain transactions that were alleged to be part of a plan to change control of the board of Fuqua
Industries from Fuqua to Intermark and sought money damages, an accounting, declaratory relief and an injunction
prohibiting any business combination between Fuqua Industries and Intermark in the absence of approval by a
majority of Fuqua Industries disinterested stockholders. Subsequently, two similar actions, styled Behrens v. Fuqua
Industries, Inc. et al., Del. Ch., C.A. No. 11988 and Freberg v. Fuqua Industries, Inc. et al., Del. Ch., C.A. No. 11989
were filed. On
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May 1, 1991, all of the foregoing actions were consolidated. On October 7, 1991, all defendants moved to dismiss the
complaint. Plaintiffs thereafter took three depositions during the next three years.

On December 28, 1995, plaintiffs filed a consolidated second amended derivative and class action complaint,
purporting to assert additional facts in support of their claim regarding an alleged plan, but deleting their prior request
for injunctive relief. On January 31, 1996, all defendants moved to dismiss the second amended complaint. On
May 13, 1997, the Court dismissed all of plaintiffs class claims and dismissed all of plaintiffs derivative claims except
for the claims that Fuqua Industries board members (i) entered into an agreement pursuant to which Triton Group, Inc.
(which was subsequently merged into Intermark) was exempted from 8 Del. C. 203 and (ii) undertook a program
pursuant to which 4.9 million shares of Fuqua Industries common stock were repurchased, both allegedly in
furtherance of an entrenchment plan. On January 16, 1998, the Court entered an order implementing the May 13, 1997
decision. The order also dismissed one of the defendants from the case with prejudice and dismissed three other
defendants without waiver of any rights plaintiffs might have to reassert the claims if the opinion were to be vacated
or reversed on appeal.

On February 5, 1998, plaintiffs filed a consolidated third amended derivative complaint and named as defendants
Messrs. Fuqua, Klamon, Sanders, Scott, Warner and Zellars. The complaint alleged that defendants (i) entered into an
agreement pursuant to which Triton was exempted from 8 Del. C. 203 and (ii) undertook a program pursuant to which
4.9 million shares of Fuqua Industries common stock were repurchased, both allegedly in furtherance of an
entrenchment plan. For their relief, plaintiffs sought damages and an accounting of profits improperly obtained by
defendants.

In March 1998, defendants Fuqua, Klamon, Sanders, Zellars, Scott and Warner filed their answers denying each of
the substantive allegations of wrongdoing contained in the third amended complaint. The Company also filed its
answer, submitting itself to the jurisdiction of the Court for a proper resolution of the claims purported to be set forth
by the plaintiffs.

On March 1, 2004, after completion of document production and submission by plaintiffs of a pre-trial order to the
defendants, the defendants filed a motion for summary judgment seeking to dispose of the case in its entirety. The
plaintiffs filed a motion seeking leave to further amend their complaint, which was granted on December 14, 2004.

On May 6, 2005, the Court rendered an opinion granting in part and denying in part the defendants motions for
summary judgment. The Court held that because defendants Scott and Warner did not owe any fiduciary duties to the
Company and its stockholders at the time that defendant Fuqua sold his shares of the Company s stock to Triton
Group, they were entitled to summary judgment on any claim of breach of fiduciary duty associated with that stock
sale. The Court also granted defendants summary judgment motions on two aspects of plaintiffs claims. First, the
Court granted summary judgment with respect to plaintiffs claim that they should be entitled to recover damages
based upon the lost time value of the $110 million that the Company spent on its program to repurchase stock. In
addition, the Court granted summary judgment in favor of defendants on plaintiffs then currently articulated
compensatory damages theory, which was premised on the claim that defendants had kept their alleged entrenchment
plan a secret from the market, thereby allegedly inflating the price of the Company s stock. Although the Court held
that plaintiffs would not be entitled to assert that particular compensatory damages claim at trial, the Chancellor found
that plaintiffs remain free to seek damages arising from the defendants alleged breach of fiduciary duty and that they
could continue to rely upon the report of their damages expert at trial. The Court denied all of the remaining summary
judgment motions and directed the parties to submit a form of order to implement the decision.

A trial on the remaining claims was scheduled for January 9, 2006. However, in late December 2005, the
individual defendants and the plaintiffs entered into settlement negotiations and reached an agreement to settle this
action (the Settlement ). In the proposed Settlement, each of the defendants agreed to deposit his share of the aggregate
settlement amount of $7 million in an escrow account maintained for the benefit of the Company in full and complete
release of all the claims in this action. The parties made a joint application to the Court seeking an approval of the
Settlement. In accordance with a Scheduling Order issued by the Court, the Company mailed to its shareholders of
record as of January 6, 2006, a Notice of Pendency informing them
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of the proposed Settlement. At the March 6, 2006 Settlement Hearing, the Settlement was approved by the Court, all
claims against the defendants were released and the case was dismissed with prejudice. Of the $7.0 million in
escrowed funds, the Company received approximately $4.6 million, and the remaining approximately $2.4 million
was paid to plaintiff s legal counsel to cover legal fees and expenses. The time for any appeal of the dismissal ran
without any appeal having been filed.

The Company was not a defendant in this derivative case. However, the Company is obligated under its Certificate
of Incorporation to indemnify the defendants, who were former directors of the Company, for costs incurred by them
in connection with this litigation. The Company s directors and officers liability insurance carrier for this litigation was
Reliance Insurance Company. On May 29, 2001, Reliance consented to the entry of an Order of Rehabilitation by the
Commonwealth Court of Pennsylvania. On October 3, 2001, the court ordered Reliance Insurance Company into
liquidation. The current status of Reliance Insurance Company raises doubts concerning Reliance s ability to reimburse
the Company for the litigation expenses incurred by the Company in connection with this litigation.

Matthew McLaughlin v. Metromedia

On January 8, 2004, Mr. Matthew McLaughlin filed a complaint in the Delaware Court of Chancery, Civil Action
No. 156-N, seeking to enforce his rights as a stockholder of the Company to inspect and copy certain books and
records of the Company. The Company believes that the request made by the plaintiff is overly broad and lacks proper
purpose and is preparing to defend its position in court. However, in order to minimize costs of a potential trial, the
Company has entered into discussions with the plaintiff regarding the nature of information sought by him and
provided certain requested documents. In addition, several senior members of management and outside counsel for the
Company met with Mr. McLaughlin and his representatives in an attempt to resolve the matter. Discovery is currently
in process. On August 28, 2006, Mr. McLaughlin deposed Mr. Matthew Mosner, former General Counsel of the
Company. Mr. McLaughlin also requested to depose the Company s record custodian and this deposition is currently
scheduled to occur on December 14, 2006. No trial has been scheduled in this case. The Company cannot predict the
outcome of any such proceedings, or the extent to which they could adversely affect the Company s financial condition
and results of operations.

On January 28, 2005 and February 16, 2005, the Company received additional correspondence from
Mr. McLaughlin s legal counsel requesting that the Company take legal action against certain of its present and former
directors and officers ( Proposed Individual Defendants ) for alleged improprieties with respect to the management and
operation of the Company. In the January 28, 2005 letter, Mr. McLaughlin s counsel informed the Company that in the
event it failed to respond by March 28, 2005, Mr. McLaughlin would take actions against the Company, possibly
including commencing litigation to obtain damages from the Proposed Individual Defendants. On March 18, 2005, the
Company s Chief Executive Officer and Chief Financial Officer met with Mr. McLaughlin, along with legal counsel
representing both parties, to discuss matters raised in Mr. McLaughlin s letters. At that meeting, the Company also
provided to Mr. McLaughlin additional information and documents sought by him in his requests for books and
records of the Company.

On September 22, 2005, the Company received additional correspondence from Mr. McLaughlin s legal counsel
stating that Mr. McLaughlin is renewing his demand made in previous letters to the Company that the Company take
legal action against the Proposed Individual Defendants. Mr. McLaughlin s counsel further informed the Company that
in the event it failed to respond by November 15, 2005, Mr. McLaughlin would take actions he deems appropriate,
which may include commencing litigation to obtain damages from the Proposed Individual Defendants. The Company
has referred this matter to outside legal counsel. In subsequent correspondence between the Company s and Mr.
McLaughlin s legal counsel, the November 15, 2005 deadline was extended to February 1, 2006, subject to the
Company providing certain additional information to Mr. McLaughlin. On February 7, 2006, the Company requested
a further extension of time to respond to the September 2005 letter. On October 16, 2006, Mr. McLaughlin sent
another letter to the Company expressing his disagreement with the proposed asset sale and related bankruptcy filing.
On October 26, 2006, outside counsel for the Company sent Mr. McLaughlin s counsel a short letter denying the
substance of Mr. McLaughlin s letter. The Company cannot predict the outcome of matters pending with
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Mr. McLaughlin, or the extent to which they could adversely affect the Company s financial condition and results of
operations.
Legal matters with Esopus Creek Capital LLC

Demand for Books and Records

On January 17, 2005, the Company received a letter dated January 14, 2005, purportedly on behalf of Esopus
Creek Capital LLC ( Esopus ) demanding the right to examine, inspect and copy certain books and records of the
Company (the Demand ). By letter dated January 24, 2005, the Company rejected the request as premature and because
the Demand failed to comply with the requirements of Delaware Law. To the knowledge of the Company, no
litigation has been commenced in this matter.

Demand for Shareholders Meeting

On January 14, 2005, Esopus filed a complaint in the Delaware Court of Chancery, Civil Action No. 1006-N,
requesting an order summarily requiring that the Company hold an annual meeting of stockholders for the election of
directors. Subsequently, the Company announced that it would hold an annual meeting allowing for the election of
directors simultaneously with a meeting called to seek a stockholder vote to approve the PeterStar Sale transaction.
The Company later announced that it plans to hold a meeting of stockholders shortly following such time that the
Company becomes current with its periodic filings with the SEC. On March 29, 2005, Esopus filed a stipulation
requesting that this case be dismissed. The dismissal was granted by the Delaware Court of Chancery on April 13,
2005.

On August 18, 2006, Esopus filed a complaint in the Delaware Court of Chancery, Civil Action No. 2358-N,
requesting an order of the Court pursuant to Section 211 of the Delaware General Corporation Law directing the
Company to call and hold an annual meeting of its stockholders. By a Stipulation and Order, dated September 26,
2006, the Company agreed to hold an annual stockholders meeting on December 15, 2006. In connection with this
Stipulation, the Company paid certain of plaintiffs fees and expenses in the amount of $15,000. The case was
dismissed with prejudice on September 26, 2006.

Legal actions in connection with the proposed asset sale

On October 18, 2006, Esopus Creek Value LP, an affiliate of Esopus, filed a complaint in the Delaware Court of
Chancery, Civil Action No. 2484-N, against the Company seeking to enjoin the Company, its directors and officers
from entering into an agreement to sell all or substantially all of the Company s assets before the court-ordered
December 15, 2006 annual stockholders meeting, as well as seeking to enjoin the Companys, its directors and officers
from filing a bankruptcy petition before the court-ordered December 15, 2006 annual stockholders meeting, and
seeking to compel the Company to hold the annual stockholders meeting on December 15, 2006.

On October 19, 2006, plaintiffs Esopus, Black Horse Capital, LP, Black Horse Capital (QP) LP, and Black Horse
Capital Offshore Ltd. (collectively, Black Horse ) filed a complaint in the Delaware Court of Chancery, Civil Action
No. 2487-N, against the Company, its directors and officers seeking to enjoin the Company, its officers and directors
from entering into an agreement to sell all or substantially all of the Company s assets, including the Company s
subsidiary Metromedia International Telecommunications, Inc. and/or the Company s direct or indirect interest in
Magticom (the Asset Sale Agreement ) before the court-ordered December 15, 2006 annual stockholders meeting, as
well as seeking to enjoin the Companys, its directors and officers from filing a bankruptcy petition before the
court-ordered December 15, 2006 annual stockholders meeting, and seeking to compel the Company, its directors and
officers to comply with 8 Del. C. 271, requiring stockholder approval for the sale of all or substantially all assets,
before attempting enter into the asset sale transaction. On October 26, 2006, the Court consolidated Civil Action
No. 2484-N into 2487-N, now Consolidated Civil Action No. 2487-N.

84

Table of Contents 132



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K

Table of Contents

On October 24, 2006, the Company indicated in a letter to the Court that it wished to resolve the plaintiffs claims
as quickly as possible. The Court agreed to hold a preliminary injunction hearing on November 22, 2006. The parties
conducted expedited discovery and briefing in advance of the preliminary injunction hearing, which was held in the
Court on November 22, 2006.

Following oral arguments by the plaintiffs and the defendants at the hearing, the Court issued an order (the Order ),
dated November 29, 2006, pursuant to which it was ordered, among other things, that (i) the Company and its
representatives, and those persons in active concert or participation with them, not enter into an Asset Sale
Agreement, unless consummation of such Asset Sale Agreement is subject to a vote of the common stockholders of
the Company pursuant to 8 Del. C. §271, and (ii) in the event the Company enters into an Asset Sale Agreement, the
Company and its Board of Directors shall call a meeting of the common stockholders of the Company, consistent with
the notice provision of 8 Del. C. §271, the Company shall distribute to its stockholders, in advance of such meeting, a
notice advising the Company s common stockholders of the date, time and place of the meeting and their right to vote
on the proposed sale of all or substantially all of the assets of the Company (the Proposed Sale ) and all information
required under Delaware law necessary to ensure an informed vote on the Proposed Sale and at such meeting the
common stockholders shall have the opportunity to vote on the Proposed Sale. In addition, the Order provides that the
Company and its representatives shall take whatever steps they deem necessary, including the use of oral, written or
electronic communications, to encourage stockholders to attend the meeting and cast a vote on the Proposed Sale.

On December 13, 2006, plaintiffs filed a motion for partial summary judgment. The motion seeks a ruling on
plaintiffs claims to invalidate a lock-up and voting agreement entered between the Company and certain of its
preferred stockholders. Plaintiffs contend that the lock-up and voting agreement is ultra vires in violation of the
Company s Revised Certificate of Incorporation, and the performance of which would be in violation of the Court s
Order on plaintiffs motion for a preliminary injunction. A briefing schedule on to plaintiffs motion for partial
summary judgment has not been entered.

In relation to these two actions, on October 26, 2006, Esopus sent the Company a letter demanding a copy of the
Company s list of stockholders and related information pursuant to Section 220 of the Delaware General Corporation
Law. The stated purpose for demanding the stocklist and related information is to allow Esopus to conduct a proxy
solicitation. In a letter dated November 3, 2006, the Company agreed to provide Esopus with a stocklist and most of
the other information requested in the October 26, 2006 letter from Esopus and such information has been provided.

On October 5 and October 6, 2006, the Company received two notices from a group of stockholders (including
Esopus and Black Horse) nominating a slate of five individuals for election as directors of the Company to fill the
Class I and Class II board seats up for election at the December 15, 2006 annual meeting and proposing two
stockholder proposals. On December 8, 2006, this group of stockholders publicly disclosed in a Schedule 13D
amendment (later confirmed in writing to the Company by letter dated December 11, 2006) their decision to withdraw
their nominees and two stockholder proposals for consideration at the December 15, 2006 annual meeting and that
they will not solicit proxies in connection with such meeting.

Legal Matters with Mtatsminda

Mtatsminda v. Ayety and International Telcell SPS, Inc.

On June 25, 2004, Mtatsminda Limited, which is a 15% shareholder in Ayety, a cable TV company in which
International Telcell SPS, Inc. ( International Telcell SPS ), an indirect wholly-owned subsidiary of the Company, is an
85% shareholder, filed a claim against Ayety, Mr. Zurab Chigogidze and International Telcell SPS in the Mtatsminda
District Court in Tbilisi, Georgia for damages in the amount of GEL 185,000 (approximately $90,000), GEL 23,000
(approximately $13,000) and GEL 258,000 (approximately $130,000), respectively. In its complaint, Mtatsminda
alleges that it suffered damages because Ayety had used its cash resources to make payments to International Telcell
SPS in repayment of a credit facility
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between Ayety and International Telcell SPS. Mtatsminda claims that Ayety has not properly authorized the credit
facility. Mtatsminda further alleges that Ayety s funds should have been used to make dividend payments to
Mtatsminda. On September 15, 2004, International Telcell SPS filed a counterclaim stating that all of Mtatsminda s
claims are groundless. International Telcell SPS also challenged Mtatsminda s standing in the case due to expiration of
the statute of limitations, non-payment of court duty and other procedural matters. The hearing of this case has been
postponed on several occasions due to the failure of Mtatsminda s representatives to attend the hearing. In order for the
case to proceed to trial or be formally withdrawn, an action by Mtatsminda, is required but to date, has not occurred.
On October 22, 2004, Mtatsminda filed a complaint in the Mtatsminda District Court in Tbilisi, Georgia against
International Telcell SPS, Georgia International LLC, and Suny-K LLC alleging that International Telcell SPS
violated U.S. and Georgian laws in connection with its purchase of additional shares of Ayety in 2000. The Company
believes that it has not violated U.S. or Georgian laws in connection with this transaction. The Company is prepared to
defend it position in the Georgian courts, and in the U.S. courts if necessary. A hearing date in this case has not yet
been scheduled.

International Telcell SPS, Inc. v. Mtatsminda.

On June 28, 2004, the Company was notified by Mtatsminda that in March 2003, Mtatsminda prepared and filed
in the Georgian courts (which are responsible for company registration in Georgia) a new Charter of Ayety (the New
Charter ), which denies International Telcell SPS certain rights previously afforded to it as an 85% shareholder of
Ayety and allows Mtatsminda to veto certain key decisions regarding Ayety. The Company believes that the New
Charter should not be recognized as an enforceable legal arrangement since the process by which the New Charter was
prepared and filed in the Georgian courts was carried out in a manner that was not in compliance with applicable
Georgian law. However, since the New Charter has already been filed and accepted by the Georgian courts, the New
Charter is valid unless and until successfully challenged. In December 2004, International Telcell SPS filed a
complaint in the Mtatsminda District Court in Tbilisi, Georgia against Mtatsminda to have the New Charter declared
invalid. A hearing on the merits of this case was held on April 25, 2006, and the court ruled in favor of Mtatsminda.
The Company has been advised that the court s ruling was principally due to the expiration of the statue of limitations
associated with the timing of the Company s filing of its complaint. International Telcell SPS has appealed this ruling.
A hearing date in the appellate court has not yet been scheduled.

Georgian Matters

In 2004 and early-to-mid 2005, representatives of Mtatsminda sent several letters to the Company in which they
made certain commercial claims against the Company and alleged that Company personnel may have violated the
FCPA and possibly engaged in other improper or illegal conduct. However, Mtatsminda refused to present any
concrete evidence in support of the allegations that they made. The Company has reviewed the commercial claims
made by Mtatsminda and believes that they are without merit. Allegations regarding possible violations of the FCPA
and certain improper or illegal conduct were reviewed by outside counsel to the Company and are substantially similar
to the allegations that were previously investigated by the Board of Directors and outside counsel. As disclosed in the
Company s Annual Report on Form 10-K for the year ended on December 31, 2003, that investigation did not uncover
any specific factual support for any allegations of improper or illegal conduct and for this reason the Board of
Directors of the Company has determined not to re-open the investigation.
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Item 4. Submission of Matters to a Vote of Security Holders
None.
PART II
Item 5. Market for Registrant s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Due to the delay in the Company s filing of its Form 10-Q for the quarter ended September 30, 2002 with the SEC,
AMEX suspended the Company s common stock from trading from November 26, 2002 until January 6, 2003. On
February 25, 2003, the Company received notice from the staff of the Exchange indicating that the Exchange filed an
application with the SEC on February 20, 2003 to strike the Company s common stock and Preferred Stock from
listing and registration on the Exchange, effective at the opening of the trading session on March 3, 2003.

From March 3, 2003 through September 23, 2003, the Company s equity securities were quoted on the
OTC Bulletin Board trading system (the OTCBB ). However, on September 24, 2003, the Company s common stock
was removed from quotation from the OTCBB because the Company was not then in compliance with
NASD Rule 6530. As a result, the Company s common stock and Preferred Stock were then quoted on the Pink Sheets.
On June 18, 2004, the Company filed its first quarter 2004 Form 10-Q, and became compliant with OTCBB trading
eligibility requirements. On August 6, 2004, the Company s common stock (OTCBB: MTRM.OB) began trading on
the OTCBB after a market maker had successfully filed a petition with the NASD seeking their permission for the
Company s common stock to be quoted on the OTCBB. The Company s Preferred Stock (OTCPK: MTRMP) remains
quoted on the Pink Sheets.

On April 20, 2005, the OTCBB trading system appended the Company s common stock trading symbol by adding
an E modifier, due to the Company s delinquency in filing its Annual Report on Form 10-K for the fiscal year ended
December 31, 2004. In addition, at the close of business on May 23, 2005 the Company s common stock was removed
from quotation on the OTCBB because the Company was not then in compliance with the NASD Rule 6530, since the
Company failed to file its Annual Report on Form 10-K for the fiscal year ended December 31, 2004 with the SEC.

As aresult, the Company s common stock is now quoted solely on the Pink Sheets.

The following table sets forth the high and low bid quotations per common share as reported on the

over-the-counter market for the years ended December 31, 2005, December 31, 2004 and December 31, 2003.

Market Price of Common Stock

2005 2004 2003
Quarter Ended High Low High Low High Low
March 31 $1.89 $055 $049 $0.13 $0.07 $0.01
June 30 $159 $095 $042 $026 $0.15 $0.01
September 30 $1.89 $131 $051 $035 $021  $0.10
December 31 $1.83 $147 $0.72 $046 $0.21  $0.09

Holders of common stock are entitled to such dividends as may be declared by the Company s Board of Directors
and paid out of funds legally available for the payment of dividends. The Company has not paid a dividend to its
common stockholders since the dividend declared in the fourth quarter of 1993, and has no plans to pay cash
dividends on the common stock in the foreseeable future. The decision of the Board of Directors as to whether or not
to pay cash dividends in the future will depend upon a number of factors, including the Company s future earnings,
capital requirements, financial condition, and the existence or absence of any contractual limitations on the payment
of dividends, including the contractual limitations set forth in the certificate of designation for the Company s existing
Preferred Stock (the Certificate of

87

Table of Contents 135



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K

Table of Contents 136



Edgar Filing: METROMEDIA INTERNATIONAL GROUP INC - Form 10-K

Table of Contents

Designation ). In addition, the Company s ability to pay dividends is limited because the Company operates as a
holding company, conducting its operations solely through its subsidiaries and business ventures (see Item 7.
Management s Discussion and Analysis of Financial Condition and Results of Operations ).
As of December 31, 2005, there were approximately 6,039 shareholders of record for the Company s common
stock.
The following table sets forth, as of December 31, 2004, information regarding the Company s equity
compensation plans:

Equity Compensation Plan Information

Number of Securities
Remaining Available

for
Numbfn: of Future Issuance Under
Securities
to be Issued Upon Weighted-Average Equity Compensation
Exercise of Exercise Price of Plans (Excluding
Outstz.mdmg Outsta.mdmg Securities Reflected in
Options, Options,
Warrants and Warrants and
Plan Category Rights Rights Column (a))
(a) (b) (©
Equity compensation plans approved
by security holders(1) 987,529 $ 4.54 4,618,791
Equity compensation plans not
approved by security holders(2) 2,000,000 7.44
Total 2,987,529 $ 6.48 4,618,791

(1) The equity compensation plan approved by security holders includes the Company s 1996 Incentive Stock Option
Plan, which was amended and restated effective November 12, 1997 (the 1996 Plan ). The 1996 Plan was
approved by the Company s stockholders in August 1996 and the plan expired on January 31, 2006.

(2) The equity compensation plan not approved by security holders listed in the table above consists of two option
agreements with each of Mr. John Kluge and Mr. Stuart Subotnick. The option agreements provide that options
were granted to Messrs. Kluge and Subotnick on April 18, 1997, allowing each optionee to
purchase 1,000,000 shares of common stock of the Company at a price of $7.44 per share. The options are fully
vested and are exercisable until their expiration on April 17, 2007. In May 2005, Mr. Kluge provided the
Company a recently executed assignment agreement that indicated that the aforementioned options were
assigned, effective in 1998, to a trust that he has established.

Item 6. Selected Financial Data

The following selected consolidated financial data should be read in conjunction with Item 7. Management s

Discussion and Analysis of Financial Conditions and Results of Operations and the consolidated financial statements,

including the notes thereto, and the other consolidated financial data included elsewhere in this report.
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2004 2003 2002 2001 2000(1)
(Restated)(2) (Restated)(2) (Restated)(2) (Restated)(2)

(In thousands, except per share amounts)
Statement of Operations Data:

Revenues $ 80428 % 73,029 $ 65,204 % 57,086 $ 78,514
Equity in income (losses) of
unconsolidated investees 15,046 9,458 (23,790) (69,784)(3) (20,026)(3)

(Loss) income from continuing
operations before discontinued
components and the cumulative

effect of changes in accounting
principles (24,558) 575 (70,857) (128,743) (4,542)
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Income (loss) from discontinued
components (4)

Cumulative effect of changes in
accounting principles

Net (loss) income

Net loss attributable to common
stockholders

Income (loss) per common
share Basic and diluted:
Continuing operations before the
cumulative effect of changes in
accounting principles and
discontinued components
Discontinued components (4)
Cumulative effect of changes in
accounting principles

Net loss

Ratio of earnings to fixed

charges (6)

Weighted average common shares
outstanding

Dividends per common share
Balance Sheet Data (at end of
period):

Cash and cash equivalents (7)
Total assets

Total long-term liabilities
Redeemable preferred stock
Stockholders (deficiency) equity

2004

6,595

(17,963)

$ (36,753)

$ (0.46)
0.07

$ (0.39)
n/a

94,035

$ 36,609
216,943
165,970
207,000
(16,516)

Years Ended December 31
2003 2002 2001

(Restated)(2) (Restated)(2) (Restated)(2)

(Unaudited)

(In thousands, except per share data)
10,266 (36,269) (116,610)
2,023(5) (1,127)(3)
12,864 (108,253) (245,353)
$ 4,623 $ (124,527) $ (260,361)
$ (0.18) $ (0.93) $ (1.53)
0.11 (0.38) (1.24)
0.02(5) (0.0H(3)

$ (0.05) $ (1.32) $ 2.77)

n/a n/a n/a

94,035 94,035 94,035

$ 26,925 $ 26,467 $ 24,059

218,622 280,594 452,736

170,074 222,330 213,234

207,000 207,000 207,000

(10,096) (22,020) 90,976

2000(1)
(Restated)(2)
(Unaudited)

(17,388)

(21,930)

$  (36,938)

$ (0.21)
(0.18)

$ (0.39)
n/a

93,978

$ 70,753
714,714
235,740
207,000
340,321

(1) In October 2000, the Company sold its indirect 22% interest in Baltcom GSM for a total cash consideration of
$66.3 million and recorded an after tax gain on the sale of $57.4 million.

(2) As previously noted, the Company has restated its financial results to reflect correction of past accounting errors.
For a discussion of the individual restatement adjustments and the impact of the restatement adjustments on the
Company s previously filed financial statements, see Note 2, Restatement of Prior Financial Information of the
Notes to Consolidated Financial Statements. In addition, the Company has restated its 2001 and 2000 summary
financial information for similar accounting errors. The correction of such errors resulted in a net adjustment of
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$0.2 million to increase accumulated deficit as of January 1, 2002. The impact of correction of such errors for the
year ended December 31, 2001 financial data was:
An increase in equity in losses of unconsolidated investees of $22.6 million;

An increase in loss from continuing operations before discontinued components and the cumulative effect of
changes in accounting principles of $21.0 million; and

A decrease in loss from discontinued components of $24.2 million and a decrease in net loss and net loss

attributable to common stockholders of $3.2 million.
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3)

)

®)

(6)

Such changes were principally due to the deconsolidation of Teleport. Furthermore, the correction of such
accounting errors, as of December 31, 2001 financial data, was a decrease in total assets of $17.8 million, which
is principally due to the deconsolidation of Teleport and Telcell, and an increase of $0.2 million in stockholders
equity.
Furthermore, the impact of correction of such errors for the year ended December 31, 2000 financial data was:
A decrease in revenues of $0.7 million;

An increase in equity in losses of unconsolidated investees of $7.3 million;

An increase in loss from continuing operations before discontinued components and the cumulative effect of
changes in accounting principles of $4.0 million;

A decrease in loss from discontinued components of $6.3 million; and

A decrease in net loss and net loss attributable to common stockholders of $2.4 million.
Such changes are principally due to the deconsolidation of Eurodevelopment, Teleport and Telcell. Furthermore,
the correction of such accounting errors, as of December 31, 2000 financial data, was a decrease in cash of
$0.1 million, a decrease in total assets of $21.4 million, which is principally due to the deconsolidation of
Teleport and Telcell and to a lesser extent, Eurodevelopment, and a reduction of $3.4 million in stockholders
equity.
On January 1, 2002, the Company adopted the provisions of SFAS No. 142, Goodwill and Other Intangible
Assets ( SFAS No. 142 ). As a result of applying the provisions of SFAS No. 142, the Company recorded a
cumulative effect transitional impairment charge of $1.1 million in continuing