Questions asked by shareholders of the Company at the AGMS on June 22, 2010.
1. Explain more detailed, why dividends are not paid out. (Galina Ivanovna Pipchenko, Belgorod)

The Board of Directors of the Company took the decision to recommend the General meeting of shareholders not to pay out dividends following the results of the Company’s work in 2009 (minutes No.10/10 dated May 05, 10).

This decision, in the management’s opinion, was taken by the following reasons. Notwithstanding that the Company has received the net profit at the rate of 1,3 bln Rubles, the operating profit – electric power transmission services – amounted 325 mln Rubles. The profit from technological connections of consumers is the remaining part of the net profit. Taking into account tax treatment of this type of activity, financial means received by the Company as payment for technological connection and recorded in the annual reporting in the net profit, in fact, are not its profit, because the Company is liable to invest these means in construction of capacities for new consumers. In 2009 the Company’s liabilities on connection of new consumers subject to financing from the net profit amounted to 999 mln Rubles.

Therewith it should be noted that the achieved figure of the net profit exceeded the planned one for 2009 by 31.1%, the figure that had been planned for 2009 by the business-plan by 1 010 mln Rubles. (approved by the Board of Directors, minutes No. 08/09 dated May 22, 10).
When planning the key figures of the BP for 2009, such factors as productive supply reduction in the consequence of the economic slowdown in such industries as chemical industry, metallurgy, production of building materials, food industry, machine building, gas transfer was taken into account.

Following the results of monitoring in February 2009 electric power consumption reduction as per the specified industries was from 4% to 15%. Thus, under the global economic crisis and drop of industrial production the Company faced that many consumers of services introduced corrections of power productive supply and declared capacity for 2009 towards reduction of that that had been declared previously in tariff and balance decisions, what influenced negatively on the key scenario financial and economic figures of IDGC of Centre as well, including the revenue, operating one and the net profit. 

Receipt of the net profit for 2009 at the rate of 1,3 mln Rubles was grounded by improvement of macroeconomic environment both as a result by some growth of profit from electric power transmission services (by 909 mln kW/h +1.82% of that that had been planned) and actions of the management of the Company intended to reduction of costs for production and sales of products for 2009 by 2 170,5 mln Rubles (4,8%) of the planned level. 
Basing on the item 8.1 of the Article 8 of the Articles of Association of the Company with regard to the necessity to form the Reserve fund at the rate of 5% of the Authorized capital as well as to finance a part of the investment program for the Company’s net profit account in accordance with the tariff decisions taken by regional regulating bodies, the Company does not have the net profit for distribution among shareholders following the results of the work in 2009.

Nevertheless, notwithstanding that there are no any dividends for 2009, shareholders received income following the results of the past year formed of gain of market value of shares. In 2009 shares of IDGC of Centre grew up by 112% from 0,38 to 0,81 per a share. Thus, the net profit per the Company’s share amounted to 0,43 Rubles for 2009.    
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2. Why should our enterprise be transferred to RAB? What is the benefit for ordinary shareholders holding shares of the Company? (Alexey Mikhailovich Balabanov, Bryansk)
Currently the main positive aspects from transfer to RAB-regulation are:
- Growth of the current value of the Company in the consequence of implementation of the potential of underestimated asset value (according to estimate of the major shareholder IDGC Holding, JSC and industrial analysts of investment banks the distribution grid complex companies are significantly underestimated) and consequently growth of capitalization for the account of growth of market value of shares of IDGC of Centre;

- Investor risk reduction. The State guarantees return on invested capital. Interest of this income is fixed by bodies of the state price and tariff regulation when determining tariff level by RAB method. Even today return interest on the prior invested capital is 6% within the first year, 9% - within the second and 12% - within the third in “pilot” regions where tariffs are fixed for three-year period. As for investment attracted again, return interest on them is initially fixed at 12% level and remains unchanged within the whole tariff regulation term. 
Therewith it should be noted that the priority is fulfillment of the investment programs approved within the framework of Agreements with administrations of the regions in respect of transfer to RAB-regulation and, first of all, monetary funds received owing to transfer of divisions of IDGC of Centre to RAB-regulation will be spent to these goals, what will provide the opportunity to perform the tasks set by the Government of the Russian Federation within the framework of “Strategy of the Russian power industry development up to 2030” in the terms of investment and innovation renewal of the industry and support of reliability and safety of power supply of the regions.

- To reduce indicator of the Company grid asset depreciation up to the level of the European analogues of 45-50%, from the current one equal to 68%;

- Opportunity to pay out dividends in the mid-term after increase of profit of the principal type of activity – electric power transmission – owing to growth of key financial and economic figures, including the net profit figure which will be spent to payment of dividends to the Company’s shareholders.

New method of RAB tariff regulation has already been introduced in five divisions of IDGC of Centre:

· since January 01, 2009 in “Tverenergo”, “Lipetskenergo”, “Belgorodenergo”;

· since January 01, 2010 in “Kurskenergo”, “Yarenergo”.

Provided that the Federal Tariff Service approves applications for transfer to RAB, 6 remaining divisions of IDGC of Centre should be transferred to this tariff regulation method from July 01, 10.

· Regional regulating body (RRB) selects the tariff regulation method. The RRB agrees with the Federal Tariff Service (FTS) transfer from one regulation method to another (including to RAB).
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· According to the resolution of the Government of the Russian Federation No. 30-r dated 19.01.2010 our 6 remaining divisions should be transferred to the long-term regulation (including RAB method) until July 01, 2010.

In 2009 the net profit from IDGC of Centre’s activities on electric power transmission amounted to 325 mln Rubles. The Company’s receipt of net profit on principal activities is connected with transfer of three pilot regions to RAB-regulation in 2009. In spite of positive change of net profit from electric power transmission as compared to 2008, its absolute amount remains insufficient to ensure acceptable return level of the Company’s principal activities.

Besides, we all, including shareholders of the Company, are power consumers. Transfer to new tariff making system shall lead to stable operating and developing power grid facilities, what will provide everyone with reliable power supply and acceptable prices fixed by the state.
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    3. How does the Management of IDGC of Centre estimate the possibility of the Company’s share value growth? (Grigory Mikhailovich Eshtokin, Kursk).
The Management is interested in market value growth of IDGC of Centre’s shares and, therefore, the Company’s capitalisation increasing, that is why one of the most important directions of the Company’s development is efficient management of the Company’s policy in the stock exchange market.

The Company has the instruments with the help of which it can influence on the Company’s market value growth, including for the account of business transparency increase, optimization of financial and operating figures, efficient credit policy. It is necessary to note as well favorable external conjuncture formed on the Russian stock exchanges, in 2010 there is essential recovery of the Russian stock exchanges after the financial crisis of the end of 2008 and beginning of 2009. 

Currently the principal growth driver for the Company’s shares is transfer to RAB-regulation. According to assessment of the major shareholder IDGC Holding, JSC and the majority of industrial analysts covering the activities of distribution grid companies, the industry is essentially underestimated as compared to the analogous foreign companies which have been transferred to RAB-regulation. 
Forecasts on change of the Company’s share value which is analyzed by the Company’s management and specialists are given by investment banks and companies which publish reports on a regular basis, including those on outlooks of share value of the distribution sector companies. The list of industrial analysts with contact data is available on the corporate Website in the section Shareholders and investors/Center of analysts.

According to forecasts of analysts of investment companies which are professional participants of the stock market, currently the target value of a share of IDGC of Centre is 0,04961 $ or 1,56 Rubles (at the rate as of June 16, 2010). As of June 18, 2010 price of 1 ordinary share of the Company is 1,087 Rubles. Thus, in according with the current recommendations of analysts of investment companies, share growth potential is 43,51%.
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4. What are the priority development directions of the Company for the short term?
The main priorities of the Company development are: 

· Activity risk reduction expressed in transfer to the long-term RAB regulation system, operating activity transparency and grid reliability increase. Provided that the Federal Tariff Service approves applications for transfer to RAB, 6 remaining divisions of IDGC of Centre should be transferred to this tariff regulation method from July 01, 10.

Grid reliability increase. The Company monitors the following figures: consumers power supply interruption, average duration of consumers power supply interruption, number of incidents occurred, economic damage volume in money terms. On the grounds of these figures the Board of Directors considers reports of the Reliability and Disturbance Committee on the quarterly basis. 
Quality, reliable and uninterrupted power supply of consumers is the priority development direction for the Company’s management, in this connection SAIFI (System Average Interruption Frequency Index) and SAIDI (System Average Interruption Duration Index) are provided in KPIs for the target management subsystem “Growth and improvements”, and the KPI figure “Implementation of the program of measures on process loss reduction” is provided in the target management subsystem “Principal business-processes”.

Following the results of KPI implementation in respect of reliable and uninterrupted power supply of consumers for 2009 (decision of the BD No. 13/10 dated June 15, 2010):

· (KPI) Non-admission of number of emergencies exceeding the limiting one – fulfilled;

· (KPI) System indicator of power supply interruption (for feeders of 6 kv and above) – fulfilled;

· (KPI) System indicator of average power supply interruption duration of consumers (for feeders of 6 kv and above – fulfilled

· Share market increase. Implementation of projects on instituting control over power grid assets in Yaroslavl, Orel, Lipetsk, Voronezh and Tver regions is planned for 2010 and subsequent years;
· Management efficiency increase. Development of matrix management system will provide the opportunity both to concentrate the management efforts at achievement of strategic targets and reduce costs (time, finance) for managerial decision taking;

· The Company operating activities efficiency increase, including for the account of optimization of costs for production and sales of products. Following the results of 2009 within the frameworks of optimization measures costs were reduced by 2 170,5 mln Rubles (4,8%) of the level that had been planned.

·  Efficient HR and social policy. The integrated personnel training and development system aimed at timely personnel and HR reserve development, the Company’s personnel motivation and loyalty increase was implemented in the Company. In 2009 10 344 employees of the Company (40% of average number of the Company’s personnel) were trained. 
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As a whole, over 80% of the Company’s employees participated in training, taking into account the personnel which had passed pre-examination training in the field of industrial standards and regulations. 
In 2009 the work with the HR reserve went on, totally 2 749 employees were included in the HR reserve, individual planning of professional growth of specialists was organized in the HR reserve system.

Besides, the concept of work with youth is formed – work with profession-oriented Higher Education Institutions, specialised secondary educational establishments for the purposes of involvement of gifted young professionals. In the second quarter of 2009 the councils for work with youth were established, professional youth growth is supported, including for the account of development of their professional training.

In the terms of the Company’s social policy all requirements of the current Labor Code are complied with, as well as additional guarantees under the Collective agreement for 2009-2011 are provided. The social package of the Company’s employees is secured by the social program package, including by non-state pension provision, voluntary medical insurance, support for housing improvements etc. 
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 5. What is the volume of the monetary funds borrowed by the Company for 2009, how stable is the Company’s position?
As of December 31, 2009 IDGC of Centre’s debts on credits and loans amount to 11 099 553,01 thousand Rubles, including the long-term credits – 10 699 553,01 thousand Rubles. Following the results of 2009 share of the borrowed funds on the liabilities balance is 18.2%, of 2008 share of the borrowed funds was 16.2%.

The Company is implementing the efficient policy on attraction of financial resources, in 2009 share of the short-term credits was reduced in the total volume of loan debt from 42% to 4% for the account of the long-term financing attraction. 

The Company needs attraction of the long-term credit resources for financing of the large-scale investment program aimed at the further stable development. 

Stableness of the Company debt position is determined in accordance with the “Credit policy regulation” approved by the BD on March 28, 2008. In 2009 the management’s powers limit was restricted by the Company’s Board of Directors, what was connected with violation of maximum admissible limits of debt position. Attraction of borrowed funds was performed within the frameworks of the Advanced development plan approved by A.V. Demidov, Deputy General Director for Economy and Finance, on July 06, 2009. Implementation term of the ADP and complete compliance of debt position limits with the target and maximum admissible limits of the debt position was fixed on March 31, 2010. The Company fulfilled the ADP within the term specified.
As of March 31, 2010 the probable amount of additional attraction of the long-term credits for implementation of the Company’s investment program is up to 8 (eight) billion Rubles.

As of March 31, 2009 the weighted average rate on credit portfolio reduced by 1.27 percentage points up to 12.67% (as of December 31, 2008 the weighted average rate on credit portfolio was 13.94%). 
It should be noted as well that in 2009 the International rating agency Standard&Poor’s awarded the credit rating to the Company, the agency pointed out dominant position of IDGC of Centre in the service territory, generation of relatively stable cash flow from regulated power distribution, diversified customer base as the positive factors of the Company’s activities.

The Company’s management is focused on the further credit portfolio improvement and measures aimed at credit rating increase for the account of liquidity position growth, implementation of moderate financial policy, control over costs growth as well as positive results from implementation of tariff making mode on RAB basis.   
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