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I. INTRODUCTION

The present Code of Corporate Management of the Open Joint Stock Company “Interregional Distributive Grid Company of the South” (hereinafter referred to as the Company) has been developed in accordance with the Russian Federation legislation, corporate management principles accepted in the international practice such as Corporate Management Principles of the OECD (Organization for Economic Cooperation and Development) taking into account established Russian and foreign corporate management practice, ethical norms, certain needs and conditions of the Company’s activity. 

The reason why the present Code has been approved by the Company is to establish certain standards of corporate management the application of which aims at the protection of shareholders’ interests, irrespective of the amount of shares held by the shareholder, achievement of mutual understanding between all persons interested in the Company’s activity as well as at the increase of the Company’s shareholder value.

The present Code is the set of obligations to be voluntarily assumed by the participants of the corporate relations in the Company including the shareholders, members of Board of Directors and executive bodies of the Company.

The present Code has been developed on the basis of provisions of the Code of Corporate Conduct, recommended to be applied by FCSM of Russia (FCSM Decree No.421/p) taking into account the norms of the effective Charter and other internal documents of the Company that regulate the management bodies activity, the volume of and procedure for the disclosure of information about the Company as well as other aspects of the Company’s corporate conduct.

II. Information about the Company

Open Joint Stock Company “Interregional Distributive Grid Company of the South” has been floated on the basis of the Order of Russian Open Joint Stock Company of Energy and Electrification “UES of Russia” No.192r dated 22.06.2007
 issued to implement the decisions of Board of Directors of RAO “UES of Russia”, JSC (minutes No.250 dated 27.04.2007).

By the specified Order the decision about the floating of “IDGC of the South”, JSC has been adopted, the Company’s authorized capital dimension has been determined, the Charter of the Company has been approved, the sole executive body and Board of Directors of the Company have been also elected.

“IDGC of the South”, JSC was registered by IFTS of Russia for Leninsk district of Rostov-on-Don in June 28, 2007.

Establishment of “IDGC of the South”, JSC is an integral part of the “5+5” Strategy Concept of RAO “UES of Russia”, JSC for 2003-2008 (it has been approved by the Decision of Board of Directors of RAO “UES of Russia”, JSC, Minutes No.168 dated April 23, 2004)
 which stipulates the interregional integration of reestablished enterprises after the division of energy companies according to the types of activity.

The main goal of “IDGC of the South”, JSC is the establishment of a system of effective management of distribution power grid business using the up-to-date achievements in the field of management and industry production technologies in order to increase its capitalization, ensure business transparency and enhance the investment attractiveness taking into account the interests of other entities of electric power market, the Company, hereof shareholders and the State.

III Principles and Structure of Corporate Management
1.Definition and Principles of Corporate Management

Corporate management of the Company is considered to be the whole range of processes ensuring the management of and control over the Company’s activity and including the system of relationships between the Company and hereof shareholders on the issues of ensuring the Company’s efficient activity and protection of rights and legal interests of shareholders as well as interested parties.

Corporate management is based on the respect of rights and legal interests of the participants and contributes to the effective activity of the Company including the increase of the Company’s share value, the providing of employment opportunities and maintenance of financial stability and profitability of the Company.

Fundamental principles of the corporate management of the Company are as follows:

Justice
Real promise for the shareholders to exercise the rights connected with the participation in the Company shall be provided for in the Company as well as the opportunity for the shareholders to be effectively protected in case of violation of rights.
Shareholders’ right to take part in the management of the joint stock company by taking decisions on the most important issues of activity is ensured by the RF current legislation as well as by the Company’s Charter specifying the competence of the general meeting and the procedure for adoption of decisions on issues that fall within the competence of the General meeting of the Company’s shareholders. 

Shareholders shall be entitled to dispose of shares held by them ad libitum, perform any actions that do not contradict current legislation and do not abuse the rights and interests of other persons protected by law including the alienation of their shares to the possession of other persons.

 Openness
The Company aims to provide shareholders and investors with available, regular and reliable information that is also carried out in order to control the executive bodies of the Company and make competent decisions on estimation of their activity. 

The purpose of disclosure of the information about the Company is to bring this information to the notice of all persons interested in hereof receipt in the volume necessary to take deliberate decision about the participation in the Company or the performance of other actions that can influence the financial and economic activity of the Company.

The main principles of disclosure of the information about the Company shall be the regularity and efficiency of its provision, availability of such information for shareholders and other interested persons, accuracy and completeness of information content.

Accountability of Company’s management bodies to shareholders 
Every year the supreme management body of the Company – General meeting of shareholders shall examine the results of the Company’s activity.
Board of Directors shall ensure the strategic management of the Company’s activity, effective control over the work of managers and shall be accountable to the Company’s shareholders.  

Executive bodies of the Company – Chief Executive Officer and Management Board – shall provide guidance for current activity of the Company in good faith, on reasonable grounds and efficiently for the benefit of ensuring the long-term sustainable development and obtaining the profits from this activity by shareholders and shall be accountable to Board of Directors and the Company’s shareholders.
Existing accountability system reduces the risk of divergence between the managers’ and shareholders’ interests. 
Controllability of financial and economic activity
System of control over the financial and economic activity effective in the Company aims at ensuring the investors’ confidence in the Company and the management bodies. The central purpose of control over the Company’s financial and economic activity is the protection of shareholders’ capital investment and the Company’s assets.
Control over the financial and economic activity in the Company shall be exercised by Board of Directors, Auditing Committee and the Company’s Auditor.
For the purpose of effective exercising by Board of Directors of the immediate control over the financial and economic activity of the Company, Board of Directors can set up a special committee of Board of Directors responsible for this guideline for activity – Auditing Committee.
To exercise the efficient internal control over the procedure for conducting all business transactions the structural subdivision the obligations of which include the carrying out of internal audit has been established in the Company.
Observance of third-parties’ rights

In the corporate management practice the Company aims to build relations with the third-parties including its employees on the basis of respect and taking into account the interested persons’ rights stipulated by current legislation.
The Company aims to encourage the active cooperation with investors, creditors and other interested persons in order to increase the assets of the Company, hereof shareholder value.
Making every endeavor to contribute to the growth of professional skill, to the provision of decent working conditions of the staff, to enhancement of social protection, the management bodies ensure the rise in labour productivity, the creation of favorable social environment for the staff. 
2. Internal Documents of the Company

The present Code is a set of principles which underlie the corporate management. The concrete structures, procedures and practice of corporate management shall be provided for by the Charter and internal documents of the Company, which are available on the Company’s web-site on the Internet at: http://www.mrsk-yuga.ru.
The Company’s internal documents have been worked out in accordance with the Russian Federation legislation and taking into account the basic provisions of the Code of Corporate Conduct recommended to be applied by FCSM of Russia (Decree of FCSM No.421/p dated 04.04.2002).

3. General Structure of Corporate Management

System of management bodies of the Company includes:

General Meeting of Shareholders – supreme body of the Company management through which the shareholders exercise their right to participation in the Company management.
Board of Directors – collective management body of the Company providing the general guidance for its activity, with the exception of items that are referred by federal laws and the Company’s Charter to the competence of the General Meeting of Shareholders and executive bodies of the Company (that is also responsible for the development of the Company’s strategy).
Committees under Board of Directors – consulting-deliberative bodies of the Company’s Board of Directors established for the purpose of preliminary consideration of the most important issues related to the competence of Board of Directors.

Executive bodies of the Company – Management Board (collective executive body) and Chief Executive Officer, providing the guidance for current activity of the Company, implementing the strategy determined by Board of Directors and the Company’s shareholders.
Chief Executive Officer – management body providing guidance for current activity of the Company and implementing the strategy determined by Board of Directors and the Company’s shareholders.
Auditing Committee – body of control over the Company’s financial and economic activity, immediately accountable to the General Meeting of the Company’s Shareholders.

IV Shareholders of the Company

1. Shareholders’ rights and protection of shareholders’ rights
The Company’s Board of Directors, the Company’s executive bodies shall ensure the observance of rights and interests of the Company’s shareholders.

The Company shall acknowledge the inalienable right of a shareholder to participation in the management of the Company. Shareholders shall have the right to participate in the management of the Company, in the first place, by taking decisions on the issues of the Company’s activity at the General meeting of shareholders. To exercise this right the Company shall approve the internal documents, ensuring in accordance with the RF legislation the rights of shareholders to demand to convene the General meeting and introduce the proposals in the agenda, to make it possible for the shareholders to prepare properly for the participation in the General meeting of shareholders as well as to exercise the voting right of each shareholder. The Company’s shareholders shall be entitled to propose the candidates for the management and supervisory bodies of the Company in accordance with the norms stipulated by the Federal Law “On Joint Stock Companies” and other regulatory legal acts, the Charter and the Company’s internal documents.

Shareholders holding the voting shares shall be entitled to participate in the General meeting of shareholders having the right to vote on all the issues of its competence. 

In order to observe and protect the aforementioned right properly the Company shall arrange the holding of the General meeting of shareholders that allows the shareholders to participate without great material expenses and time expenditures, ensuring the equal treatment for all shareholders.

The Company shall provide the shareholders with information on agenda items of the General meeting of shareholders in the volume and within the period allowing the shareholders to take reasoned decisions.

In the cases stipulated by the current legislation and the Company’s Charter the General meeting of shareholders shall examine the issues only on the proposal of the Company’s Board of Directors.

All information concerning the General meeting of shareholders shall be disclosed without fail on the Company’s web-site on the Internet.

Shareholders shall be entitled to freely dispose of their shares in accordance with the provisions of the effective legislation of the Russian Federation.

The Company shall ensure proper protection of shareholders’ rights to the shares held by them.

Recording system of share rights provides reliability of share ownership recording and gives the possibility to alienate the shares held by the shareholders freely and quickly.
Shareholders Register of the Company shall be kept by an independent registrar approved by the Company’s Board of Directors. Election and appointment of an independent registrar having all necessary technical facilities and impeccable reputation allow the Company to ensure reliable and effective registration of possessory rights to shares and other securities of the Company.

Right to draw dividends shall be the shareholder’s inalienable right. Dividend policy shall be determined by the Company’s internal document approved by Board of Directors and shall be based on the balance between shareholders’ interests (concerning the gaining of part of the Company’s profit) and the Company’s interests (concerning the channeling of funds for its further development). In the course of preparation for the annual meeting the shareholders shall be provided with information on creation of conditions in the Company for payment of dividends which allow to evaluate real financial achievements for the reporting period, all forms of accounting statements, annual report, report of an independent auditor and Auditing Committee on the results of economic activity shall be submitted, information on the procedure for calculation of dividends and their payment shall be provided. The Company shall pay declared dividends within the terms specified by the General meeting of shareholders.

Shareholders shall have the right to regular and timely receiving of information on the Company’s activity in the volume sufficient for them to take deliberate and reasoned decision on the disposal of shares.

The Company shall guarantee the observance of requirements for the information disclosure stipulated by the legislation in order to observe and protect the aforementioned right properly.
All information to be disclosed this way or another shall be without fail placed on the Company’s web-site on the Internet.

The Company shall disclose the financial statements in accordance with the requirements of the Russian Federation legislation as well as in conformity with the International Accounting Standards (IAC).

The shareholders shall be entitled to demand to conduct the audit of the Company’s financial and economic activity in accordance with the norms stipulated by the Federal Law “On Joint Stock Company”, the Charter and internal documents of the Company.

The Company expects that shareholders will not abuse the rights granted to them or take any actions only with the intention to inflict damage to other shareholders or to the Company. 
2. General meeting of shareholders

The Company aims to make it possible for the shareholders participating in the General meeting to become familiar with the information necessary for taking reasoned, deliberate decisions on the agenda items of the General meeting trying to facilitate as much as possible the access for shareholders to the aforementioned information. The volume of information and materials provided for shareholders shall be specified by the Russian Federation legislation, the Charter and the Company’s internal documents.

At the General meetings it shall be possible for the shareholders to discuss the issues of the Company’s activity specified in the agenda.

The Company aims to ensure the presence of members of the Company’s management and supervisory bodies as well as representatives of the Company’s Auditor at the General meeting of shareholders. 
3. Dividend policy

The Company acknowledges the importance of profits gained by the shareholders in the form of dividends from the investments made by its shares acquisition.
Transparent mechanism of determination of the dividends amount and their payment, clear for shareholders, shall be established, the procedure for dividends payment which is the most convenient for the shareholders shall be ensured and the measures excluding the incomplete and untimely payment of declared dividends shall be taken in the Company.
Thereupon the Company shall work out and approve the dividend policy that is the guidance for Board of Directors of the Company when taking the decisions on dividend payment. The dividend policy shall be formulated in the Regulations on dividend policy - the Company’s internal document approved by Board of Directors.
The Company shall inform the shareholders and other interested persons on the dividend policy taking into account its significance for making investment decisions. In this connection information on the Company’s dividend policy and alterations that have been made in it shall be placed on the Company’s web-site on the Internet.

The Company shall make it possible for the shareholders to receive comprehensive information on the amount and procedure for payment of dividends that the decision on dividend payment contains. In this connection the amount of dividends on shares of each category (type) as well as the form and term of dividend payment shall be specified in the decision on dividend payment. 

When establishing the procedure for dividend payment the Company shall aim to ensure the drawing of dividends that is the most convenient for shareholders and complies with the legislation requirements
V. Practice of Corporate Management to Be Implemented in the Company

The Company considers the existence of the professional and independent Board of Directors to be the important element of effective corporate management. Board of Directors influences the results of the Company’s work, providing general strategic guidance for and exercising control over the work of executive bodies for the benefit of the Company and hereof shareholders.
The Company’s executive bodies responding for management of the Company’s current activity also play the important role in the process of management. Effective interrelation between Board of Directors and the Company’s executive bodies, clear delineation of their authorities are among the key factors ensuring the appropriate practice of corporate management.
1. Board of Directors
Authorities
Authorities of Board of Directors shall be regulated by the Company’s Charter in accordance with the current legislation and recommendations of the Code of Corporate Conduct of the FCSM.

Board of Directors of the Company shall provide general guidance for the Company’s activity with the exception of issues that fall within the competence of the General meeting of shareholders.

Goals and Objectives

The main goals and objectives of the activity of Board of Directors of the Company shall be as follows:

- determination of strategy of the Company’s development that aims at the increase of hereof share value and investment attractiveness;

- ensuring the exercise and protection of rights of the Company’s shareholders as well as contributing to the reconciling of corporate disputes;

- providing complete, reliable and objective disclosure of information about the Company for shareholders and other interested persons;
- creating of effective internal control mechanisms;

- regular estimation of the activity of the Company’s executive bodies and work of management.
Principles of Board of Directors activity
For the purpose of implementation of the aforementioned goals and objectives Board of Directors shall be guided by the following principles:
- taking decisions on the basis of reliable information about the Company’s activity;

- excluding the restriction of shareholders’ rights to participation in the management of the Company, drawing of dividends and receiving of information about the Company;

- achieving the balance of interests of different groups of shareholders and taking maximum impartial decisions for the benefit of the Company’s shareholders.

Rights and obligations

The Board of Directors members shall exercise the functions entrusted in good faith and reasonably for the benefit of the Company and shareholders. Rights and obligations of members of the Company’s Board of Directors shall be specified in the Charter and internal documents of the Company. Each director shall aim to participate in all the Board of Directors meetings.

The Board of Directors members shall realize the responsibility to the shareholders and consider the faithful and competent compliance with their duties concerning the management of the Company to be their main purpose ensuring the maintenance and increase of its share value, protection and possibility for shareholders to exercise the rights as well as the proper quality of economic activity performed by the Company.
Members of Board of Directors shall be open to dialogue with shareholders.

The Company shall not prohibit the membership of hereof directors in Boards of Directors of other Companies on conditions that the discharge of other duties by directors does not interfere with the performance of their duties in the Company.

The Board of Directors members of the Company shall inform the Company on data about themselves in the volume and according to the procedure stipulated by the Company’s internal documents.
Members of the Company’s Board of Directors shall notify the Company in writing of their affiliation, of intention to make the transactions in shares of the Company and its subsidiaries (associates) as well as to disclose information on transactions in such securities that have been concluded by them. 

Composition of Company’s Board of Directors

Board of Directors of the Company shall be headed by the Chairman responsible for arrangement of work of the Company’s Board of Directors.

Composition of the Company’s Board of Directors shall contribute to its effective work, unite the representatives of different groups of shareholders and take into consideration different interests and points of view when working out the decisions.

Each member of Board of Directors shall fully participate in the work of Board of Directors. In this connection, when making decision on the consent to perform the duties as a member of Board of Directors, a candidate for Board of Directors shall take into account the extent of the workload in other collective management bodies of other companies. The Board of Directors members shall guarantee that their participation in the management bodies of other legal entities does not interfere in any way with performance of function of a member of the Company’s Board of Directors, does not inflict financial losses or damage the Company’s professional reputation and also does not provoke competition for the Company.
Quantitative composition of Board of Directors shall be determined by the General meeting of shareholders and shall be specified in the Company’s Charter. At the same time the quantitative composition shall be determined in such a way that it becomes less significant than the personal one.
The Board of Directors composition shall be determined in such a way that the representation of different groups of shareholders including the minority shareholders shall be guaranteed. 

The Board of Directors composition which includes competent and experienced persons shall ensure the proper performance of duties related to the exercise of control and determination of strategy and main directions of the Company’s development. Each member of Board of Directors shall have experience, knowledge, qualification and unblemished reputation necessary to discharge the obligations connected with the arrangement of effective work of Board of Directors for the benefit of the Company and its shareholders. The Board of Directors composition shall be represented by specialists on a wide range of issues that cover both the main field of the Company’s activity and separate sectors and regions in which the Company performs its activity.

Simultaneous holding of position of the sole executive body and the Chairman of Board of Directors is prohibited by the RF legislation. The Company considers that non-executive director shall head Board of Directors since it allows for Board of Directors to perform the functions more effectively.

 The Board of Directors composition shall include no more than 25% of executive directors being at the same time the employees of the Company.
For the purpose of ensuring the objectivity of decisions to be taken and maintenance of balance of interests of different groups of shareholders the composition of the Company’s Board of Directors shall include independent directors.

The Company shall inform the shareholders on the requirements for the Board of Directors composition which shall be taken into account when nominating the candidates, namely, the composition of Board of Directors shall be the effective balance of professional experience, knowledge and personal characteristics of its members, and meet the requirements of current legislation concerning the Board of Directors composition and, in particular, the correlation between executive and non-executive directors.

Independence
Law prohibits simultaneous holding of the position of the sole executive body and the Chairman of Board of Directors. The Company considers that Board of Directors shall be headed by the director who is not the sole executive body and (or) member of collective executive body of the Company at the same time since it allows Board of Directors to perform the functions more effectively.

The Board of Directors composition shall ensure the proper execution of obligations related to the exercise of control and determination of strategy and main directions of the Company’s development.

The Board of Directors composition shall include no more than 25% of executive directors being at the same time the employees of the Company.

For the purpose of ensuring the objectivity of decisions to be taken and maintenance of balance of interests of different groups of shareholders the Company aims to have no less than 3 (Three) independent directors in the composition of Board of Directors. According to the present Code the Company defines that those directors are considered to be independent who meet the following requirements of independence:
- who are not officials or employees of the Company at the moment of election and during 3 years preceding the election;

- who are not officials of other economic company in which any official of the Company is a member of the staff and remuneration committee of Board of Directors;

- who are not the spouses, parents, children, brothers and sisters of the Company’s officials;

- who are not the affiliated persons of the Company with the exception of the member of the Company’s Board of Directors;

- who are not parties to obligations with the Issuer in accordance with the conditions of which they can purchase the property (receive cash assets) the value of which amounts to 10 or more percent of total yearly income of aforementioned persons except for the receipt of emolument for participation in the activity of the Company’s Board of Directors;
- who are not the representatives of the State or/and bodies of local self-government, that is persons who shall vote on the basis of written directives (instructions etc.) of authorized federal bodies of state power, bodies of state power of constituent territories of the Russian Federation or bodies of local self-government.

Election, term and termination of powers of Board of Directors members  
Members of Board of Directors shall be elected for one year term. Board of Directors of the Company shall be elected by cumulative voting.

The Company does not consider the introduction of age limit and restrictions in relation to the amount of times the Board of Directors members can be reelected to be for the benefit of the Company and the shareholders. Experienced members of Board thoroughly familiar with the Company’s activity play the important role in proper management.

General meeting of shareholders can terminate the powers only of the whole Board of Directors.

Procedure for Board of Directors operation 
Form of holding the Board of Directors meeting shall be determined taking into account the importance of agenda items. Taking into consideration the fact that only the on-site form of holding the Board of Directors meetings allows to arrange the discussion of agenda items, the most important issues shall be decided at meetings held in the on-site form.

Board of Directors shall hold the meetings in accordance with the schedule that has been worked out at the beginning of term of office and also as the need arises that ensures the proper discharge of obligations. Board of Directors shall hold meetings at least once every six weeks.

Procedure for Board of Directors work shall be stipulated by the Regulations on the Board of Directors activity. Directors shall be timely provided with comprehensive information simultaneously with the notification on holding of the Board of Directors meeting but no later than 11 working days before the holding of each meeting unless otherwise is specified in the Company’s internal documents. 

Committees of Board of Directors 
Board of Directors can set up committees for preliminary consideration of the most important issues related to hereof competence.

The following committees can be set up in Board of Directors of the Company:

Auditing Committee;

Staff and Remuneration Committee;

Other committees to be set up by decision of the Company’s Board of Directors.

Committees of Board of Directors shall preliminarily examine the issues falling within their competence that have been included in the agenda of the meeting of the Company’s Board of Directors, and draw up recommendations on them. When adopting the decisions on agenda items of the meeting, Board of Directors of the Company shall examine and take into account the corresponding recommendations on them that have been submitted by Committees of Board of Directors.

Regulations on the activity, procedure for formation, competence and term of powers of the committees of Board of Directors shall be determined by separate decisions of Board of Directors.

Adhering to recommendations of the Code of Corporate Conduct of the RF FCSM and examples of corporate management best practice, the Company aims at ensuring the maximum representation of independent directors in the Committees of Board of Directors.

Emolument to Board of Directors members
Adoption of decision about the payment of emolument and (or) remuneration to members of the Company’s Board of Directors shall fall within the competence of the General meeting of shareholders of the Company. Emolument system shall be transparent and clear for shareholders; the data on it shall be disclosed in the Company’s annual report.

Emolument terms shall be specified in such a way as to get highly skilled specialist involved in the work of Board of Directors, motivate them to perform faithful and effective activity. Emolument of the Board of Directors members shall be competitive versus comparable companies.
 Amount of emolument to members of the Company’s Board of Directors shall depend on the results of the Company’s activity and results of the Board of Directors activity.

Emolument structure can include both monetary benefits and non-monetary encouragement.

The Company shall not grant loans to members of Board of Directors
.
Responsibility of Board of Directors members

Members of Board of Directors shall bear responsibility for improper discharge of the duties.

One of the effective means ensuring the appropriate fulfillment of obligations of the Board of Directors members is the responsibility of members of Board of Directors for the losses that have been inflicted to the Company by their wrongful acts which is stipulated by the Russian Federation legislation.
If the need arises the Company aims at taking measures to terminate the powers of the Board of Directors members who have caused the damages and to make them accountable for violation of obligations to the Company.  

At the same time the Company understands that as one of the grounds of responsibility of the Board of Directors member is guilt, making him/her responsible depends on whether the Board of Directors member has acted reasonably and in good faith when performing the duties that is whether he/she has shown concern and discretion which a good manager is supposed to show, and whether he/she has taken all measures to discharge the obligations properly. 
Member of Board of Directors shall refrain from actions, which, in his/her opinion, can bring about the conflict of his/her interests and interests of the Company, and immediately inform Board of Directors on such outbreaks of conflict.
Members of Board of Directors shall not divulge or use for their own purposes and for interests of third parties the privileged and inside information about the Company.
Regulations on the activity of Board of Directors shall specify the obligation of the Board of Directors member to bear responsibility for non-execution (improper execution) of the duties and right of the Company to bring an action against the Board of Directors member for damages that have been caused by him/her.

2. Executive bodies of the Company 
The Company realizes that it is necessary to have the sole executive body – Chief Executive Officer - in order to provide guidance for current activity of the Company.

The Company also admits that in the process of management difficult challenges have to be met and it is necessary to use the collective approach, not individual one to meet them. In this connection the Company forms the collective executive body – Management Board headed by the Chairman of Management Board. The functions of the Chairman of Management Board shall be performed by the Chief Executive Officer of the Company.

Chief Executive Officer and Management Board of the Company shall be accountable to the General meeting of shareholders and Board of Directors of the Company. 

Authorities  
Chief Executive Officer and members of Management Board of the Company when exercising the rights and performing the obligations shall act for the benefit of the Company, exercise the rights and fulfill the duties in relation to the Company reasonably and in good faith that is in such a way as to ensure both the protection of rights and legal interests of the Company’s shareholders, of the Company itself and possibility for the Company’s development.
All issues of providing the guidance for current activity of the Company for the purposes of meeting the challenges and implementing the Company’s strategy with the exception of issues that are referred to the competence of the General meeting of shareholders and the Company’s Board of Directors shall fall within the competence of the Chief Executive Officer and Management Board of the Company.

Management Board and Chief Executive Officer of the Company shall arrange the implementation of decisions of the General meeting of shareholders and Board of Directors of the Company.

Election, terms and termination of powers of Chief Executive Officer and Management Board members

The Company aims at ensuring the most transparent and objective procedure for appointment and termination of powers of the Chief Executive Officer and members of the Company’s Management Board.

Chief Executive Officer shall be elected by Board of Directors of the Company by a majority vote of members participating in the meeting.

Members of the Company’s Management Board shall be elected by Board of Directors of the Company in the number that is determined by decision of the Company’s Board of Directors on the proposal of the Chief Executive Officer of the Company.

If the candidatures for Management Board of the Company proposed by the Chief Executive Officer have been rejected by Board of Directors of the Company, Board of Directors of the Company shall be authorized to elect the candidatures proposed by a member (members) of the Company’s Board of Directors to Management Board.
Board of Directors shall be authorized at any time to adopt the decision on the termination of powers of the Chief Executive Officer and members of Management Board of the Company and on the establishment of new executive bodies.

Composition of Management Board 

 Composition of Management Board that includes competent and experienced persons shall provide effective guidance for current activity of the Company. Each member of Management Board including the Chairman of Management Board shall have experience, knowledge and qualification necessary for proper discharge of entrusted obligations.
Procedure for operation of Management Board
Management Board shall hold regular meetings; members of Management Board shall receive information on agenda items of the meeting beforehand. Procedure for operation of Management Board shall be established by the Regulations on the Company’s Management Board approved by the General meeting of shareholders of the Company.

Rights and obligations of executive bodies

Chief Executive Officer and members of Management Board shall refrain from any actions that can bring about the conflict between their interests and interests of the Company. 

If such conflict has arisen, the Chief Executive Officer and members of Management Board shall immediately inform Board of Directors about it and also refrain from discussion and voting on corresponding issues.

Holding by the Chief Executive Officer, who also performs the functions of the Chairman of Management Board and by members of the Company’s Management Board of more than one office in management bodies of other organizations as well as of other gainful occupations in other organizations shall be allowed only by approbation of the Company’s Board of Directors. 
Taking into account the fact that the activity of the Chief Executive Officer who also performs the functions of the Chairman of Management Board and members of Management Board for the benefit of the Company requires trust of shareholders and, consequently, excluding of possibility to exert any outside influence on members of the Company’s executive bodies, the latter shall not take gifts or make direct or indirect gains the aim of which is to influence their activity or decisions adopted by them.
Chief Executive Officer and members of Management Board shall inform the Company in written form on their affiliation, on their intention to make transactions in securities of affiliates (associates) as well as to disclose information on the transactions in such securities that have been concluded.

The Company realizes that experience, community ties, knowledge and qualification of the Management Board members including those that have been acquired by them in the course of work in the Company, enable to perform commercial activity (both private and collective – holding fractions, shares) that is not connected with interests of the Company.
At the same time members of Management Board shall guarantee that performance of such activity:

- does not impede somehow the discharge of functions of the member of the Company’s Management Board;

- is not connected with the use of material and intellectual resources of the Company;

- will not inflict material damage to the Company;
- will not damage the Company’s professional reputation;

- does not provoke competition for the Company.

If at least one of the aforementioned conditions has not been satisfied or preconditions for default on fulfillment have been created, the Management Board member shall terminate the performance of any activity connected with such non-execution.

In order to prevent possible negative consequences for the Company, members of Management Board shall disclose to the Company the information on performance of commercial activity that is not connected with the Company’s interests in accordance with the procedure established by the local regulatory documents of the Company. 
Responsibility

Chief Executive Officer (managing organization, manager) and members of the Company’s Management Board shall bear responsibility for improper discharge of obligations.
Chief Executive Officer, members of the Company’s Management Board as well as managing organization (manager) shall respond to the Company for losses that have been inflicted to the Company by their wrongful acts (failure to act) unless other grounds and scope of responsibility are stipulated by federal laws.
The Company understands that as one of grounds of responsibility of the Chief Executive Officer, the member of the Company’s Management Board as well as managing organization (manager) is guilt, making him/her/it responsible depends on whether he/she/it has acted reasonably and in good faith when performing the duties, that is whether concern and discretion have been shown which a good director shall show and whether he/she/it has taken all possible measures to perform the obligations properly. The Chief Executive Officer, the member of the Company’s Management Board as well as managing organization (manager) are considered to act reasonably and in good faith if he/she/it is not personally interested in taking the certain decision and has made the careful examination of all information necessary to make decision; at the same time other attendant circumstances shall testify that he/she/it has acted exclusively in the Company’s interests.

Emolument and work evaluation
System of emolument in relation to the Chief Executive Officer and members of Management Board shall be determined by the Company’s Board of Directors. Emolument shall include permanent and temporary parts and the latter depends on the implementation of certain system of executive bodies’ work performance (hereinafter referred to as “Work performance”) and is connected with their individual contribution to long-term development of the Company for the benefit of shareholders.

Work performance shall be understood as financial and nonfinancial factor that influences the quantitative and qualitative changes of results in relation to strategic goal of the Company.
When determining Work performance in relation to executive bodies, Board of Directors of the Company shall concentrate only on the most important of them without taking into account all minor ones, reducing their number to “key” ones. The number of Work performance characteristics shall be limited (to ensure the real possibility of their achievement and the quality of monitoring).

Objective of Work performance system shall consist in the implementation of the Company’s strategy that is confirmed by the complex set of its work performance characteristics specifying the main parameters of the system of measurement and regulation. The set of characteristics shall set the base for working out the strategy of the Company and include quantitative characteristics that are used to inform executive bodies on the main success factors at present and hereafter. Defining the strategy the Company shall set the goal and create conditions for its achievement.

Delegating powers of sole executive body of the Company to managing organization
By decision of the General meeting of shareholders the powers of sole executive body of the Company can be delegated to managing organization or manager under the contract.

Rights and obligations of managing organization (manager) related to provision of guidance for current activity of the Company shall be stipulated by the Russian Federation legislation and the contract concluded with the Company.

When choosing the managing organization (manager) Board of Directors shall be guided by the following criteria:

Chief Executive Officer and members of the managing organization’s Management Board or manager of the Company shall meet the requirements imposed in relation to the Chief Executive Officer of the Company;
Managing organization (manager) shall have enough funds to reimburse possible losses of the Company and third parties which are results of its activity;

Managing organization (manager) shall not fulfill similar functions in the competitive company as well as develop any property relations with the Company besides rendering of services of managing organization.

Cooperation between Board of Directors and executive bodies of the Company
Effective corporate management requires the open dialogue between Board of Directors and executive bodies of the Company.

For this purpose the Chief Executive Officer of the Company who is the Chairman of Management Board shall submit quarterly reports on his/her activity and activity of Management Board to Board of Directors.

VI. CORPORATE SECRETARY

One of indispensable conditions for ensuring the rights and interests of shareholders shall be the strict following by bodies and officials of the Company of procedures provided for by the Russian Federation legislation, the Charter and other internal documents of the Company. Proper following of the procedure for preparation and holding of the General meeting of shareholders, Board of Directors of the Company, storing, disclosure and providing of data on the Company shall take special significance as non-compliance with these procedures entails a major portion of facts of violation of rights and legal interests of shareholders.

For the purpose of effective ensuring of the afore-stated procedures observance the official can be elected in the Company the main task of whom shalll be the ensuring of observance by bodies and officials of the Company of procedural requirements that guarantee the exercise of rights and legal interests of the Company’s shareholders, - the Corporate Secretary of the Company.

Obligations

Corporate Secretary of the Company shall perform the following main duties:
- ensures the preparation and holding of the General meeting of shareholders in accordance with the requirements of the Russian Federation effective legislation, the present Charter and other internal documents of the Company on the basis of decision about holding the General meeting of shareholders;

- ensures the preparation and holding of the Board of Directors meetings in accordance with requirements of the legislation, the Charter and other internal documents of the Company;
- renders assistance to the Board of Directors members in fulfillment of their duties;

- ensures disclosure (provision) of information about the Company and keeping of the Company’s documents;

- ensures proper consideration of the shareholders’ appeals by the Company, recording, preliminary analysis of corporate conflicts including those connected with the violation of shareholders’ rights;

- inform the Chairman of Board of Directors on all the facts impeding the observance of procedures the ensuring of which relates to his/her obligations.

Candidacy requirements

Requirements for the candidacy for the Company’s Corporate Secretary, procedure for election of the Corporate Secretary and his/her obligations shall be specified in the Charter of the Company, the present Code and Regulations on the Corporate Secretary of the Company.

Post of the Corporate Secretary can be held by a person having unblemished reputation, higher legal or economic education, at least 3 years of length of service as well as other characteristics provided for in the Company’s internal documents.

If the Corporate Secretary of the Company has not been elected, the Secretary of Board of Directors and/or core structural subdivision of the Company shall perform his/her functions.

VII. INFORMATION DISCLOSURE AND TRANSPARENCE
1. Policy and Practice of Information Disclosure

Provision of information on the Company’s activity to shareholders and potential investors of the Company shall be the top-priority task for the Company.

The Company shall guarantee the provision of available, regular and reliable information to shareholders and investors; that is also important for the exercise of control over the Company’s executive bodies and taking competent decisions about the activity appraisal.

Purposes of information disclosure

Purpose of disclosure of information about the Company is to inform all persons interested in its receipt on these data in the volume necessary for taking deliberate decision about participation in the Company, in relation to the Company’s securities or performance of other actions that can influence the financial and economic activity of the Company.

Principles of information disclosure

In the course of information disclosure the Company shall be guided by the following principles:

Principle of completeness and reliability of information to be disclosed, in accordance with which the Company shall provide all interested persons with information corresponding to the facts, shall not evade disclosing negative information in relation to itself in the volume that makes it possible to give the clearest possible view of the Company, to have an idea of results of the Company’s activity;

Principle of availability of information, in accordance with which the Company when disclosing the information shall use channels of dissemination of information on its activity, providing free and easy access for shareholders, creditors, potential investors and other interested persons to information to be disclosed;

Principle of information balance which means that the Company’s informational policy is based on the reasonable balance of transparence of the Company for all interested persons, on the one part, and confidentiality, on the other, for the purpose of exercise to the extent possible of shareholders’ rights to receive information about the Company’s activity on condition that the information related to confidential or inside one is protected;
Principle of regularity and timeliness of information disclosure which stipulates that the Company shall provide shareholders, creditors, potential investors and other interested persons with information on its activity within the terms stipulated by regulatory legal acts of the Russian Federation and internal documents of the Company.

Procedure for information disclosure 

The Company shall ensure timely and accurate information disclosure on all essential matters of its activity by means of observance of requirements provided for by the Russian Federation legislation as well as by additional information that has been voluntarily disclosed.

Information about the most important events in the Company that is considered to be important in accordance with the Russian Federation legislation and on the initiative of the Company shall be published in the mass media and shall be placed on the Company’s web-site on the Internet at: www.mrsk-yuga.ru.

Channels of information dissemination provide equal, timely access of users that is not connected with excess costs to such information.

Protection of information  
The Company shall take measures to protect information which is a commercial secret.
List of data which are commercial secret, conditions of access to such information as well as the possibility to use it shall be specified by the Company in corresponding provisions taking into account the necessity to adhere to the reasonable balance between the openness of the Company and the intention not to damage its interests.

Control over the use of inside information shall be exercised in the Company.

Inside information shall be understood as any data that have not been disclosed by the Company related to securities of the Company and hereof SAC, to operations with them, as well as to Issuers of these securities and activity performed by them, disclosure of which can exercise a significant influence on market price of aforementioned securities and which allows for the persons informed to take position of priority as compared with other persons as to taking decisions on keeping and (or) purchasing and (or) alienation of securities. The use and protection of inside information shall be provided for by the Regulations on the Company’s inside information. 

2. Financial statements
The Company shall maintain records and prepare financial statements in accordance with Russian Accounting and Financial Reporting Standards. The Company shall prepare accounting statements according to the International Financial Reporting Standards (IFRS) and place such statements on its web-site on the Internet.

Financial statements shall be accompanied with detailed comments that make it possible for those who read such accounting statements to interpret the data on financial results of the Company’s activity correctly. Financial information shall be supplemented with commentaries and analytical estimation of the Company management as well as with the report of the Company’s Auditor and Auditing Committee.

3. Structure of share capital

The Company shall ensure the disclosure of information on real owners of one or more percent of voting shares of the Company aiming at ensuring the transparence of share capital structure.

VIII. Control over Financial and Economic Activity of the Company
The Company establishes a system of control over financial and economic activity, as it understands the necessity to decrease possibility of events that exercise negative influence on achievement of the Company’s goals and entail losses due to decisions that have been taken on the basis of errors of judgment, human failures, willful evasion of control, and as it admits high necessity of protection of the shareholders’ investments and safety of the Company’s assets.
Goals

The Company’s current system of control over its financial and economic activity aims to gain the shareholders’ confidence in the Company and its management bodies. The main goal of control of financial and economic activity of the Company is the protection of shareholders’ investments and Company’s assets.

Moreover, internal control over financial and economic activity shall be oriented to achievement of the following goals:

- ensuring the completeness and reliability of financial, accounting, statistic, management and other reporting statements;

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

- ensuring the safety of the Company’s assets;

- ensuring the accomplishment of the purposes set forth by the Company in the most effective way;

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

- ensuring the timely revealing and analysis of financial and operational risks, which can exercise significant negative influence on achievements of the Company’s goals connected with its financial and economic activity.
System of bodies of control over financial and economic activity 

Control over financial and economic activity in the Company shall be carried out by Board of Directors, Auditing Committee and Auditor of the Company.

For the purpose of effective carrying out of immediate control over financial and economic activity of the Company, Board of Directors can set up a special commission of Board of Directors responsible for this line of activity – Auditing Committee.

Principles

Control over financial and economic activity shall be based on the following principles:

- independence of control – exercising of objective and impartial control by bodies (subdivisions, persons) independent from officials and subdivisions of the Company ensuring the Company’s financial and economic activity;

- complex character – exercising of internal control over all lines and levels of financial and economic activity of the Company;

- regularity and continuity – exercising of control according to terms and frequency stipulated by law, internal documents of the Company and plans of internal audits; 

- delineation of authorities and competences – bodies (subdivisions, persons), exercising immediate control over financial and economic activity, act in conditions of functional insulation from bodies (subdivisions, persons) ensuring the financial and economic activity. Authorities of each internal control subject shall be provided for by internal documents of the Company;

- interaction of bodies (subdivisions, persons) of the Company exercising internal control – in order to ensure the systematic character of control over financial and economic activity;

- timely notification of Board of Directors on violations and risks that have been revealed – internal control results describing the violations that the Company has committed and risks existing in the Company shall be brought to the notice of the Company’s Board of Directors. Terms of informing the Company’s Board of Directors on such information shall exclude the loss of its actuality;

- control over elimination of violations that have been revealed – all revealed violations of the Russian Federation legislation, decisions of management bodies of the Company and internal documents of the Company shall be eliminated within the reasonable time limit;

- constant development and improvement – system of control over financial and economic activity of the Company shall be regularly estimated and altered proceeding from estimation results and results of the Company’s development, its activity shall be improved in order to achieve maximal effectiveness of conformity to the Company’s needs.

Auditing Committee

The Company’s Auditing Committee shall be elected by the General meeting of shareholders of the Company for the period up to the next annual General meeting of shareholders according to the procedure stipulated by the current Russian Federation legislation and the Company’s Charter.

The Auditing Committee shall be authorized and, if serious violations in financial and economic activity of the Company have been revealed, shall demand the calling of extraordinary General meeting of shareholders of the Company.

Operating procedures of the Auditing Committee shall be stipulated by the Company’s internal document approved by the General meeting of shareholders of the Company.

Audit (revision) of the financial and economic activity of the Company can be carried out at any time on the initiative of the Auditing Committee of the Company, decision of the General meeting of shareholders, Board of Directors of the Company or at the request of the shareholder (shareholders) possessing in aggregate no less than 10 percent of voting shares of the Company.

The Auditing Committee shall check the functioning of internal control system and the system of management and regulation of risks and inform about the audit results producing the report that shall be submitted to the shareholders together with other documents before holding the annual General meeting of shareholders.
Auditor

In order to carry out the audit and confirm the annual financial statements of the Company the General meeting of shareholders shall approve the Auditor of the Company every year. The Auditor of the Company shall conduct the audit of financial and economic activity of the Company in accordance with the requirements of the Russian Federation legislation and on the basis of the contract concluded with it.

The Company shall fully guarantee the accuracy of financial (accounting) statements of the Company getting the Auditors of recognized experience and standing reputation in the field of auditing involved in external audit of financial (accounting) statements of the Company.
Internal subdivision of the Company

In order to exercise effective internal control over the procedure for conducting business transactions, a structural subdivision the obligations of which include the carrying out of internal audit can be established in the Company. 
Internal control procedures as well as interactions between the bodies (subdivisions, persons) exercising control over the financial and economic activity and revealing of the Company’s risks shall be specified in the local regulatory legal acts of the Company approved by Board of Directors of the Company.
IX Reconciling of Corporate conflicts

By corporate conflicts the Company shall understand any disagreement or dispute between the Company’s bodies and its shareholder (shareholders) which has occurred as a result of shareholder’s exercise of his/her rights and legal interests, or disagreement or dispute between shareholders of the Company if it affects the interests of the Company.

The main task of the Company in the course of reconciling of the corporate conflict shall be the search for the decision which, being legal and reasoned, would meet the interests of the Company.

The Company shall provide conditions for the most complete and the fastest conflict detection, if they have occurred or can occur in the Company, and inform the shareholders about the position of the Company in the situation of corporate conflict, based on the norms of the current Russian Federation legislation.

Operating procedures of the Company’s bodies concerning the reconciling of corporate conflicts shall consist in clear delineation of competences of the Company’s bodies in relation to consideration and reconciling of corporate conflicts.

Reconciling of corporate conflicts on behalf of the Company shall be carried out by Board of Directors, Management Board or the Chief Executive Officer of the Company with regard to all issues that fall within their competence.

In the course of reconciling of corporate conflicts the Company’s Board of Directors can set up a special committee on corporate conflict settlement from among its members.

In case of outbreak of the corporate conflict between the shareholders of the Company, the Chief Executive Officer, Management Board and/or Board of Directors of the Company shall be authorized to offer the services of the Company as the mediator in conflict settlement to the shareholders.

By approbation of the shareholders, being parties to the corporate conflict, the Company’s bodies (their members) are able to participate in negotiations between the shareholders, provide the shareholders with available information and documents connected with the conflict, to explain the norms of share legislation and provisions of internal documents of the Company, to counsel and give recommendations to shareholders, to prepare draft documents on conflict settlement to be sighed by the shareholders, on behalf of the Company and within their competence to undertake the obligations to shareholders insofar as it can assist in conflict settlement.

X Relationship with Subsidiaries and Associates
Principles and practice of relationship with subsidiaries and associates
The Company aims at the balanced development based on effective mechanisms of corporate management.

The Company shall maintain mutual relations with subsidiaries and associates (SAC) in accordance with the requirements of the Russian Federation legislation, the Charter, internal documents of the Company, and Charters of subsidiaries and associates. 

The main goals of the Company’s mutual relations with SAC shall be as follows:

- ensuring the stable financial development, profitable functioning, increase of investment attractiveness of the Company and SAC;

- ensuring the protection of rights and interests of shareholders of the Company and SAC protected by law;

- harmonizing of relationship between the shareholders, officials and employees of the Company and SAC, excluding the possibility of conflict outbreaks between them and inside the aforementioned groups;

- development and implementation of coordinated and effective investment policy of the Company and SAC.

The Company shall establish mutual relations with subsidiaries and associates in accordance with the requirements of the Russian Federation legislation, the Charter and internal documents of the Company, and Charters of subsidiaries and associates.

As the corporate management practice advances, the Company aims to develop corporate management principles in relation to subsidiaries and associates.
XI. FINAL POISIONS

The present Code shall be considered valid from the moment of hereof approval by Board of Directors of the Company. Issues that have not been specified in the present Code are stipulated by the Russian Federation legislation, international contracts and agreements, the Charter and other internal document of the Company.

The present Code of Corporate Management is always available on web-site of the Company on the Internet at www.mrsk-yuga.ru in the section “Corporate management”/“Internal documents of the Company”.

Moreover, information about the Company’s observance of the present Corporate Management Code shall be disclosed by the Company in annual reports or via other dissemination channels.

As the corporate management practice advances in Russia and abroad, the Company aims at further improvement of provisions representing the contents of the present Code and at more complete applying of these provisions with regard to relations occurred in the process of Company management.
� The specified Order is available on the company’s web-site: www.mrsk-yuga.ru


� The specified Concept is available on the web-site of RAO “UES of Russia”, JSC: http://www.rao-ees.elektra.ru/ru/reforming/kon/show.cgi?kon.htm.


� With the exception of the case when the member of Board of Directors is the sole executive body at the same time.





