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1. General Provisions

1.1. The present Regulations have been worked out in accordance with the current legislation of the Russian Federation, the Code of Corporate Conduct recommended to be applied by the Decree of the FCSM of Russia No.421/p dated 04.04.2002, the Charter of “IDGC of the South”, JSC (hereinafter referred to as the Company), other internal documents of the Company.

1.2. The present Regulations are the internal document of the Company specifying the goals and objectives of internal control, internal control procedures, and bodies responsible for application of internal control procedures and for control over implementation of internal control procedures.

2. Basic Terms and Definitions

Internal control – is a process aimed at ensuring the reasonable assurance of achievement of goals of effective and efficient use of the Company’s resources, assets safety, observance of legislation requirements and rendering of reliable accounts.  

Internal control procedures – are the documented system of activities for ensuring effective internal control over the implementation of the Company’s financial and economic activity, revealing and conducting nonstandard transactions, as well as for prevention, limiting, and averting financial and operational risks and possible abuse on the part of the Company’s officials.
Internal control bodies – include Board of Directors, Audit Committee under Board of Directors, Chief Executive Officer, the Company’s subdivision authorized to exercise internal control/audit and other structural subdivisions and employees of the Company responsible for the discharge of assigned (by internal documents of the Company) internal control functions. 

Risk – is an event which has two characteristics: 1) probability of event occurrence (beginning); 2) damage as the consequence of event occurrence.

Check – is the control action or analysis of state of affairs in a certain field of the Company’s activity.

3. Goals and Objectives of Internal Control

3.1. The main goal of internal control is prevention of risks in financial and economic activity of the Company, timely taking measures as to their removal, revealing and mobilization of in-house possibilities and reserves of realizing the profit and rendering assistance to the Company’s management in effective performance of management functions.

3.2. Internal control shall ensure the implementation of the following tasks:

- ensuring investors’ confidence in the Company and its management bodies, protection of shareholders’ investments and the Company’s assets;

- ensuring the completeness, reliability and adequacy of financial, accounting, statistical, management information and accounts of the Company;

- ensuring the observance of regulatory legal acts of the Russian Federation, decisions of the Company’s management bodies and internal documents of the Company;

- assets safekeeping and ensuring the effective use of the Company’s resources;

- ensuring the accomplishment of strategic purposes of development to be set forth using the most effective way;

- ensuring the timely revealing and analysis of financial and operational risks which can have negative material effect on achievement of the Company’s goals related to financial and economic activity.

4. Management Bodies and Subdivisions of the Company Responsible for Internal Control

4.1. Board of Directors of the Company shall determine the internal control policy and carry out the estimation of effectiveness of internal control procedures.

4.2. Audit Committee under the Company’s Board of Directors shall carry out the general estimation of effectiveness of internal control procedures in the Company (including on the basis of statements and reports of the Company’s subdivision authorized to exercise internal control/audit).

4.3. Chief Executive Officer of the Company shall bear responsibility for functioning of the Company’s internal control procedures.

4.4. Internal control shall be exercised over the guidelines for financial and economic activity of the Company that include:

- financial activity;

- economic activity;

- investment activity;

- other guidelines for the Company’s activity.

4.5. The direct estimation of adequacy, sufficiency and effectiveness of internal control procedures, and control over observance of internal control procedures shall be carried out by a separate structural division of the Company’s executive body – the subdivision of the Company authorized to exercise internal control/audit.  
4.6. For the purpose of ensuring the systematic character of control over financial and economic activity of the Company the internal control procedures shall be carried out by the subdivision of the Company authorized to exercise internal control/audit in co-operation with other bodies and subdivisions of the Company.
4.7. Functions, rights and obligations, responsibility of the Company’s subdivision authorized to exercise internal control/audit shall be stipulated by internal documents of the Company. These documents, as well as other documents, that directly or indirectly touch upon the issues of internal control cannot contradict the present Regulations.

5. Internal Control Procedures

5.1. Internal Control of the Company shall include the following procedures:

- exercising control over the elaboration and implementation of the business-plan approved by Board of Directors;

- revealing of violations by carrying out the checks, monitoring and analysis of results of activity of branches, representative offices and structural subdivisions;

- taking preventive measures aimed at violations prevention by bringing the information on revealed material breaches and shortcomings to the notice of the Company’s structures;

- control over the elimination of revealed violations;

- revealing and analysis of risks of financial and economic activity of the Company;

- monitoring and elaboration of measures on minimization of risks of financial and economic activity;

- arrangement of gathering, processing and transfer of operational, financial and other information including the preparation of reports that contain operational, financial and other information on the Company’s activity and also establishment of effective channels and means of communication providing vertical and horizontal communication inside the Company;

- determining of employees’ duties in the internal control sphere and bringing them to the notice of the Company’s employees;
- ensuring the application of internal control procedures approved in the Company;

- proper documenting of the internal control procedures.

6. Functions of Internal Control Bodies
6.1. The Company’s subdivision authorized to exercise internal control/audit in accordance with its competence shall perform the following functions in the field of internal control:

- check of bookkeeping and financial information submitted by subdivisions of the executive authority, branches and representative offices of the Company, including examination of means and ways used for identification, estimation, classification of such information and drawing up, on its basis, of accounts, and special study of separate clauses of accounts, including detailed checks of operations, accounting balances;
- check of adherence to the legislation and internal normative documents of the Company as well as implementation of decisions of management bodies and instructions of the Company management;

- verification of presence, condition, safekeeping and use of the Company’s property;

- special investigations of some cases, for instance, suspicion of abuse;

- producing and submitting according to the established procedure to the Company’s management bodies of reports based on check results as well as proposals concerning the elimination of violations, shortcomings revealed in the course of checking and recommendations on management efficiency increase;

- shall perform other functions provided for by the Company’s internal documents.

6.1.1. The Company’s subdivision authorized to exercise internal control/audit shall carry out checks in accordance with the annual/quarterly plan which has been worked out by it, that is an inspection schedule which shall be endorsed by the Audit Committee under Board of Directors of the Company, and approved (adjusted) by the Chief Executive Officer of the Company (other person on his/her instructions) and unscheduled check-out to be carried out by the decision of the Company’s Chief Executive Officer (person authorized by him/her).

If required, employees of core subdivisions of the Company as well as independent specialists – experts shall be involved in checks.
The Company’s subdivision authorized to exercise the internal control/audit shall elaborate and approve the programme of carrying out the check for each check.
6.1.2. Submission of documents necessary to carry out the checks shall be performed and organizational support shall be provided by heads of the Company’s subdivisions, branches and representative offices within 3 (Three) days at the requests of the Company’s subdivision authorized to exercise the internal control/audit.

6.1.3. Results of checks which have been carried out by the Company’s subdivision authorized to exercise the internal control/audit shall be presented in the form of the inspection certificate which shall be signed by employees of the Company’s subdivision authorized to exercise the internal control/audit and heads of the Company’s subdivisions, branches and representative offices the activities of which have been checked. Explanations concerning the facts stated in it as well as copies of necessary documents under the hand of the head of the Company’s subdivision subject to audit shall be enclosed with the certificate.

6.1.4. The Company’s subdivision authorized to exercise the internal control/audit shall inform the Audit Committee under Board of Directors of the Company, applying the form specified in Appendix to the present Regulations, on violations in the financial and economic activity including the facts of non-implementation, improper (inefficient) implementation of internal documents approved in the Company which have been revealed in the course of checks.

6.1.5. Following the results of consideration by Board of Directors of reports on results of checks which have been carried out the Chief Executive Officer of the Company shall issue the order on the package of measures concerning the elimination of commentaries and violations revealed in the course of check.

Control over the elimination of violations revealed in the course of checks shall be effected by the Company’s subdivision authorized to exercise the internal control/audit.

6.2. Board of Directors of the Company shall:

- instruct the Chief Executive Officer of the Company to carry out the check following the internal control procedures;

- examine and take decisions in relation to reports on internal control procedures to be applied that have been submitted by the Company’s Chief Executive Officer and/or the Audit Committee under Board of Directors;
- examine the internal control results (reports and other materials of the Company’s subdivision authorized to exercise the internal control/audit);

- estimate the basic risks transferred to the Company and establish acceptable risk levels, carry out control over approval of measures necessary for measurement, tracking and monitoring of such risks;
- carry out the estimation of efficiency of the internal control procedures and constant improvement of the internal control procedures.
6.3. The Audit Committee under the Company’s Board of Directors shall supervise:

- the internal control procedures of the Company in the field of bookkeeping and finance;

- timely preparation by the Company’s executive bodies of the Company’s accounts and the adequacy and objectivity of these accounts;

- the Company’s control procedures, observance of legislative and standard acts;
- shall perform other functions stipulated by the Regulations on the Audit Committee under the Company’s Board of Directors.

In the conduct of its functions the Audit Committee under the Company’s Board of Directors shall:

- examine the information on the results of checks that have been carried out during the year which is submitted by the Company’s subdivision authorized to exercise the internal control/audit;

- carry out the analysis of annual financial (bookkeeping) statements before their submission for consideration to the Company’s Board of Directors and interim financial (bookkeeping) statements before their disclosure.

6.4. The Chief Executive Officer of the Company shall:

· render the organizational support for the internal control procedures to be employed;

· respond for introduction and development of the system aimed at revealing, measuring, tracking and control of risks the Company faces;  

· approve (adjust) the plan-schedule of checks to be held by the Company’s subdivision authorized to exercise the internal control/audit (entrust its approval to other person);

· examine the information on check results that has been submitted by the Company’s subdivision authorized to exercise the internal control/audit;

· report to the Company’s Board of Directors on elimination of violations revealed in the course of internal control procedures application;

· submit the proposals on improvement of internal control procedures to the Company’s Board of Directors;

7. Final Provisions 
7.1. The present Regulations as well as all additions and alterations to them shall be approved by the Company’s Board of Directors.

7.2. The issues which have not been dealt with in the present Regulations shall be regulated by the current legislation, decisions of the Company’s Board of Directors and other internal documents of the Company.

7.3. If as a result of change of the legislation or regulatory enactments of the Russian Federation some clauses of the present Regulations contradict them, these clauses shall be considered invalid and till the moment of making alterations in the present Regulations on internal control the Company shall be guided by laws and by-law regulatory legal acts of the Russian Federation.

	
	Appendix to the Regulations on 
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Form of Report

to the Audit Committee under Board of Directors  of “IDGC of the South”, JSC

-  the list of standard and special checks (the reasons why they have been carried out);

- the most material violations in the Company as a whole (reasons, consequences, actions aimed at elimination of violations);

- typical (most frequent) material violations in the Company as a whole (reasons, consequences, actions aimed at elimination of violations);

- the most material and most widespread violations on each of the main business processes (planning of production, financial and economic activities, execution of budgets, tariff policy, accounts receivable and accounts payable management, arrangement of purchasing activities, cash management, property management, investment activity, capital construction , repair and technical retooling);

- proposals on elimination of revealed systematic violations.

