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1. General Provisions
1.1. This Regulation on Internal Audit Service of Public Joint Stock Company Kuzbasskaya Toplivnaya Company (the Regulation) has been developed in compliance with applicable laws of the Russian Federation, the Articles of Association of PAO KTK (the Company), taking into account the provisions of the Code of Corporate Management recommended for use by the Central Bank of the Russian Federation and by the listing rules of the stock exchange, where securities of the Company are listed. 
1.2. The Regulation sets forth the purposes, issues and powers of the Internal Audit Service (IAS), its organizational structure, functional and administrative accountability, and procedure of coordination with management bodies and structural divisions of the Company.

1.3. In its performance the IAS shall be governed by applicable laws of the Russian Federation, the Articles of Association, generally accepted standards of internal audit, the Articles of Association, resolutions of the Board of Directors, this Regulation and other local regulations of the Company.
2. status of the internal audit service
2.1. Internal Audit Service shall be an independent structural division of the Company. IAS independence shall be reached by delineation of functional and administrative accountability.

 2.2. IAS shall be functionally accounted to the Board of Directors of the Company and shall be administratively accounted directly to the sole executive body of the Company.

2.3. Functional reporting of Internal Audit Service to the Board of Directors of the Company shall mean as follows:
2.3.1. Approval of Regulation on IAS establishing its purposes, issues and duties by the Board of Directors;

2.3.2. Approval of IAS performance plan and the budget by the Board of Directors of the Company (preliminary consideration by the Audit Committee);

2.3.3. Receipt of the information relating to the progress of performance of IAS performance plan and carrying out internal audit by the Board of Directors of the Company (Audit Committee);

2.3.4. Approval by the Board of Directors of the Company (preliminary consideration by the Audit Committee) of the resolutions of appointment, removal from office as well as determination of remuneration of the IAS manager;

2.3.5. Consideration by the Board of Directors of the Company (Audit Committee) of significant limitations of IAS powers or other limitations which could negatively affect carrying out internal audit;
2.4. Administrative reporting of Internal Audit Service to the sole executive body of the Company shall mean as follows:

2.4.1. Allocation of necessary funds under the approved IAS budget;
2.4.2. Receipt of reports on IAS performance;

2.4.3. Assistance in coordination with business units of the Company;
2.4.4. Administration of policies and procedures of IAS performance;

3. Purposes and Goals of Internal Audit Service
3.1. Internal Audit Service was established for the purpose of carrying out systematic independent evaluation of reliability and effectiveness of the internal control systems, risk management systems and policy of corporate management of the Company.

3.2. In its performance Internal Audit Service shall achieve the following goals:
3.2.1. Assisting executive bodies of the Company and employees of the Company in developing and monitoring performance of the procedures and arrangements to improve the risk management system and internal control system, corporate management of the Company;
3.2.2. Coordination of activities with the external auditor of the Company as well as with the persons rendering advisory services in risk management, internal control and corporate management;
3.2.3. Carrying out internal audit of the affiliated companies in accordance with the established procedure;
3.2.4. Preparation and submission of IAS performance reports (including reports containing information on significant risks, weaknesses, results and effectiveness of carrying out arrangements with respect to corrective actions, results of internal audit performance plan, results of evaluation of actual condition, reliability and effectiveness of risk management system, internal control system and corporate management) to the Board of Directors and executive bodies of the Company;
3.2.5. Inspection of compliance of members of executive bodies of the Company and its employees with the provisions of law and internal regulations of the Company relating to the insider information and fight against corruption, compliance with the requirements of the Code of Corporate Conduct of the Company.

4. Duties of the Internal Audit Service

4.1. Internal Audit Service shall perform its duties in the following directions:
- evaluation of effectiveness of internal control system;

- evaluation of effectiveness of risk management system;
- evaluation of corporate management in the Company.

4.2. In evaluating the effectiveness of internal control system IAS shall perform the following duties:

4.2.1. Analysis of compliance of the purposes of business processes, projects and structural divisions with the goals and objectives of the Company, inspection of assurance of reliability and completeness of business processes (activity) and information systems, including reliability of the procedures of reaction to illegal acts, abuse and corruption;

4.2.2. Inspection of assurance of adequacy of accounting (financial), statistical, management and other statements, determination of whether the performance results of business processes and structural divisions of the Company correspond to the objectives stated;
4.2.3. Determination of adequacy of criteria established by executive bodies of the Company for the analysis of the extent of performance (achievement) of the objectives stated;

4.2.5. Evaluation of the results of introduction (realization) of arrangements to eliminate violations, defects and improvement of internal control system performed by the Company at all management levels;

4.2.6. Inspection of effectiveness and practicability of resource management;

4.2.7. Inspection of asset protection;

4.2.8. Inspection of compliance with the legal requirements, Articles of Association and internal bylaws of the Company;

4.3. Evaluation of effectiveness of risk management system shall include as follows:

4.3.1. Inspection of sufficiency and maturity of elements of risk management system for effective risk management (goals and objectives, infrastructure, organization of processes, statutory and methodological support, coordination of structural divisions under the risk management system, and reporting);
4.3.2. Inspection of completeness of detection and correctness of risk evaluation by the management of the Company at all management levels;

4.3.3. Inspection of effectiveness of control procedures and other arrangements to manage risks, including effectiveness of application of the resources made available for those purposes;
4.3.4. Analysis of the information on the risks occurred (detected violations, facts of failure to achieve the goals stated, facts of litigation by the results of internal audits).
4.4. Evaluation of corporate management shall include the following inspections:

4.4.1. Compliance with ethical principles and business values of the Company;

4.4.2. Procedure of identification of goals of the Company, monitoring and control of achieving goals of the Company;
4.4.3. Level of statutory support and procedures of communication (including matters of internal control and risk management) at all management levels of the Company, including coordination with interested parties;
4.4.4. Enforcement of shareholders’ rights, including affiliated companies, and enforcement of effectiveness of relationship with interested parties;

4.4.5. Procedure of disclosure of information on activities of the Company and the companies affiliated to the Company.

5. Structure of internal audit service

5.1. CEO of the Company shall be responsible for general organization of performance of Internal Audit Service in the Company.
5.2. IAS manager shall report to the Board of Directors.
5.3. IAS manager shall be appointed and removed from office by the resolution passed by the Board of Directors by the order given by the sole executive body of the Company of by the President of the Company acting by the power of attorney issued by the by the sole executive body of the Company.

5.4. IAS manager must have higher economic (financial) or legal education. Work experience of IAS manager in the Company shall be not less than 3 (three) years of the corresponding position.
5.5. IAS manager shall be appointed by the resolution of the Board of Directors out of the nominees recommended to this position by the Audit Committee.
5.6. Employment contract with the IAS manager shall be signed on behalf of the Company by the sole executive body of the Company or by the President of the Company. Conditions of the employment contract to be made with the IAS manager shall be preliminarily considered by the Audit Committee and agreed by the Board of Directors of the Company.
5.7. The structure and the staffing plan of IAS as well as any amendments thereto shall be approved by the sole executive body of the Company or by the President of the Company upon recommendation of the IAS manager.

5.8. IAS employees shall be appointed, transferred and removed from office by the order of the sole executive body of the Company or by the President of the Company upon recommendation of the IAS manager.
5.9. In the event of temporal absence of the IAS manager (holiday, temporary incapacity or otherwise) the duties of the IAS manger shall be vested in the employee of Internal Audit Service by the order given by the sole executive body of the Company or by the President of the Company upon recommendation of the IAS manager.

6. powers and responsibilities of employees of internal audit service

6.1. Rights and obligations of IAS employees shall be regulated by Labour Code of the Russian Federation, Articles of Association, this Regulation, employees’ job description and employment contracts to be made.

6.2. To perform their duties Internal Audit Service employees may:

6.2.1. Determine the contents, extent and terms of audit engagement as may be agreed by the IAS manager;
6.2.2. Have access to all buildings (premises) of the Company (affiliated companies), have access to any information, including archives of the Company (affiliated companies);

6.2.3. Request any information and explanations, which could be necessary for the audit engagement, from any executive body of the Company (affiliated companies);
6.2.4. Engage external agencies pursuant to the terms and procedures provided for by the Company for solving any specific IAS tasks;

6.2.5. Within their competence maintain correspondence and sign service documentation and correspondence;
6.2.6. Carry out written or verbal questionnaire of any employee of the Company as to the questions connected with the audit to be carried out and record the information so received in the Questionnaire (Schedule 1)

6.2.7. Exercise any other rights in accordance with this Regulation.
6.3. IAS manager shall be responsible for failure to perform the tasks, untimely and unsatisfactory performance of IAS duties specified by this Regulation.
6.4. IAS employees shall be responsible for untimely and unsatisfactory performance of their duties provided for by their job description.

6.5. IAS employees shall be responsible for safeguarding and confidentiality of the information received by them during performance of their functional duties.

6.6. IAS employees shall be responsible for the damage caused to the Company as prescribe by applicable laws of the Russian Federation.

6.7. The IAS manager and employees may not:

6.7.1. carry out any responsibilities not connected with the activities of the Internal Audit Service in the Company and/or in subsidiaries of the Company;

6.7.2. initiate or take actions not directly relating to the activities of the Internal Audit Service;
6.7.3. direct the actions of the employees from other subdivisions save as such employees have been appointed to participate in audit engagement;

6.7.4. in any manner distribute the information and deliver the documents constituting the subject of audit to the persons not being the part of the audit group without written consent of the initiator of audit.
7. Organization of performance of Internal Audit Service

7.1. Internal Audit Service shall perform its work subject to the plan to be executed for the subsequent reporting period (year or quarter). IAS performance plan shall include as follows:
7.1.1. The list (schedule) of audits to be carried out in the Company and in the companies affiliated to the Company;

7.1.2. Arrangements with respect to evaluation of significant elements of internal control system and effectiveness of risk management system;
7.1.3. Arrangements with respect to evaluation of corporate management;
7.2. IAS performance plan shall be developed by its manager, as well as on the basis of the proposals received from the Board of Directors of the Company, the Audit Committee, the Checkup Committee of the Company, members of the Board of Directors, sole executive body and the President of the Company.
7.3. IAS performance plan for the relevant period as well as amendments (adjustments) to the plan shall be subject to preliminary consideration of the Audit Committee and shall be approved by the Board of Directors of the Company.

Annual IAS performance plan must be submitted for approval by the Board of Directors not later than 01 December of the year preceding the year to be scheduled.

7.4. The procedure of carrying out audits shall be as follows:
7.4.1. Scheduled audits (the audits) shall be carried out in accordance with the IAS performance plan to have been approved by the Board of Directors.

Unscheduled audits may be carried out at the request of the IAS manager, sole executive body, the President of the Company, as well as on the basis of the proposals (Schedule 2) made by the Audit Committee, the Checkup Committee, members of the Board of Directors of the Company, managers of subsidiaries of the Company.

7.4.2. Audits may be carried out by IAS specialists by employing, if necessary, specialists from other structural divisions of the Company, its branches and representative offices (experts). Experts shall be employed at the request of the IAS manager and shall be agreed with the sole executive body or the President of the Company.

7.4.3. Office memorandum with respect to carrying out scheduled (unscheduled) audit including the facility, the subject and the period of the audit as well as the persons who should be employed for such audit shall be forwarded by the IAS manager not later than 7 (seven) days before the audit to the address of the sole executive body or the President of the Company.
Sole executive body or the President of the Company shall within not later than 2 (two) days) from the date of receipt of office memorandum make a resolution (order) to carry out audit or the resolution regarding refusal to carry out such audit. The notice of the relevant resolution shall be sent to the address of the IAS manager and the Chairman of the Board of Directors.

IAS manager shall, not later than 3 (three) days before the audit, develop the audit program (audit engagement) and shall appoint the person responsible for such audit out of the number of IAS employees and shall submit the audit engagement (Schedule 3) for the approval of the sole executive body or the President of the Company.

IAS officer responsible for the audit shall, not later than 1 (one) day before the date of such audit, give notice to the manager of the facility to be audited regarding the audit by sending a copy of the corresponding order and the audit program.
7.4.4. The audits shall be carried out by collection and analysis of the information related to the business sector of the facility to be audited. IAS specialists and the experts employed shall detect mistakes, misstatements and illegal acts occurred during performing business transactions.
7.4.5. Organizational support and provision of necessary documents for carrying out audits shall be made by the manager of the facility to be audited at the requests of IAS not later than within 3 days.
Managers and other officers of the facility to be audited must prevent any actions directed to limitation of range of issues to be detected during the audit. Guilty officers of the facilities to be audited may be subject to disciplinary action.
7.4.6. At the close of the audit within the period not exceeding 10 (ten) days a certificate of audit shall be completed, which shall contain exhaustive opinion of the specialists involved in carrying out the audit whether the submitted financial and other information of the facility complies with actual state of business. The certificate of audit shall be signed by IAS employees and the manger of the facility to have been audited and shall enclose the explanations relating to the facts stated therein, as well as the copies of necessary documents.

Summary Review Memorandum (Schedule 4) shall be made on the basis of the audit results; such memorandum shall contain the information regarding the findings, risk factors, assessment of risk factors to be determined on scale from “A” to “B” (“A” refers to high risk and requires immediate actions, “Б” refers to moderate risk and requires attention, “B” refers to low risk which may have certain effect in the future), recommendations and proposals with regard to corrective actions with indication of the position of the person to be audited by each violation or deficiency.
7.4.7. The certificate of audit is for office use only. The first copy of the certificate of audit shall be submitted to the sole executive body of the Company or the President of the Company, the second copy to the manager of the facility to be audited and the third copy shall be kept in files of IAS within 5 (five) years from the audit closing date.
IAS shall inform the Board of Directors of the Company and the Audit Committee with respect to the results of each audit by sending a copy of the certificate of audit and, if necessary, the audit materials.
7.4.8. The manager of the facility to be audited shall inform IAS with respect to the remedial action plan for elimination of the violations and deficiencies detected during the audit (Schedule 5) by indicating the periods and persons in charge. Upon application filed by IAS the sole executive body of the Company or the President of the Company may schedule a follow-up audit of the facility to control performance of the above plan.
8. reporting relationship of Internal Audit Service
8.1. The IAS shall annually provide the Board of Directors with the performance report before the annual General meeting of shareholders;
8.2. The report of the Committee shall contain the information on the IAS performance during the year, including as follows:
8.2.1. Information on implementation of the approved IAS performance plan;
8.2.2. Information on the audits to have been carried out including the information on corrective actions and elimination of violations detected during the audits;

8.2.3. Information on implementation of the IAS approved budget.

8.3. The IAS performance report for the reporting year shall be subject to preliminary consideration by the Audit Committee.

8.4. Board of Directors of the Company (Audit Committee) may at any time include on the agenda of its meeting the issue on the progress of implementing IAS performance plan and on carrying out internal audit.  
9. Approval of and Amendments to this Regulation

9.1. This Regulation as well as all amendments and modifications hereto shall be approved by the Board of Directors of the Company by a majority of votes of the total number of members of the Board of Directors of the company;
9.4. IAS annual report to be provided to the Board of Directors (Audit Committee) subject to Clause 8 hereof may contain proposals to amend or modify this Regulation.

Schedule 1

To the Regulation on Internal Audit Service
	Questionnaire N
	


	
	
	

	(place)
	
	(date)


(position, name of the person who executed the questionnaire)

at the premises located (situated) at the address:  

(address of the premises (workplace), other identification details of the premises (workplace))
	1. Last name, first name, patronymic
	
	;

	2. Place of employment 
	
	;

	3. Contact telephone:
	
	;


“I hereby certify my personal details”

Person to be questioned:
	
	
	

	(signature)
	
	(name)


Re: circumstances being significant for carrying out control:

“The above is an accurate record of my statement”

Person to be questioned:
	
	
	

	(signature)
	
	(name)


Enclosures:

	1)
	
	;

	
	(documents, photographs and other materials)
	

	2)
	
	.


Signature of the officer carrying out the audit:
	
	
	

	(position, signature)
	
	(name)


Schedule 2

To the Regulation on Internal Audit Service
	
	Attention of: Manager of Internal Audit Service



Proposal regarding unscheduled audit
1. Audited entity (organization, service, process, functions, event or risk)

______________________________________________________________________
2. Audit objective
______________________________________________________________________
3. Ground  

_______________________________________________________________________

4. Audit criteria 

1. Compliance of the process parameters with strategic aims of the Company;

2. Economical efficiency and effectiveness of the process;

3. Process regulation, compliance with statutory and regulatory requirements;

4. Assessment of process business risks.
Position, name 



Signature 

Date
Schedule 3

To the Regulation on Internal Audit Service
	Internal Audit Service

	Audit
	

	N
	


	
	«APPROVED BY»

President (General Director), PAO KTK 

____________________  “___”__________ 20__


Audit Engagement
	Ground for audit:
	

	Responsible officer
	

	Group leader:
	

	Group members:
	

	Start date of audit: 
	

	Scheduled completion date of audit:
	


1. Audit objective
	


2. Audit limits
	


3. Ground  

	


4. Audit criteria 
	


5. Audit program
	Date, time
	Activity
	Place of audit

	
	
	

	
	
	

	
	
	

	
	
	


	IAS Manager
Name
	Signature 
	Date
 ___  _____________  20__



Schedule 4

To the Regulation on Internal Audit Service
Summary Review Memorandum N_____________

to Report________________________________________________

(name, number, date of the Report of Internal Audit Service)

	Opinion of Internal Audit Service
	Position of the person to be audited

	S/N
	Audit findings/
conclusions
	Risks
	Risk assessment 1
	Audit recommendations

2
	Competence
(Name of the relevant director) 3
	Fact is recognized 
	Risk is recognized
	Recommendation is accepted

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


* The period of filing documents with Internal Audit Service in justification of the position of the person to be audited regarding facts/risks/findings/conclusions/recommendations unaccepted/not requiring interference shall comprise 5 calendar days from the date of Summary Review Memorandum signed by the person in charge.

Manager of Internal Audit Service 




          Person in charge of Activity Plan following the results of internal audit 
____________________Vasechko А.А. 







___________________

                                                                      (signature)                             (name, position)

“__”_______________20__







“__”_______________20__
1 Risk assessment scale: “А”- high risk (requires immediate actions by the person to be audited); “Б”- moderate risk (requires attention of the person to be audited); “В”- low risk (may have certain effect in the future).

2 Indicating subdivisions/responsible persons whose competence, in opinion of the audit group leader, includes development and implementation of activities following the audit results.

3 Indicating the name of area director of managing company or director of managing company depending on the place of reconciliation of risk discrepancies. 

Schedule 5

To the Regulation on Internal Audit Service
Report on remedial action plan N_____________

to Summary Review Memorandum N________________________________________________

(name, number, date of the Report of Internal Audit Service)

	Internal Audit Service
	Person to be audited

	S/N
	Audit findings/conclusions
	Audit recommendations
	Competence

(Name of the relevant director1)
	Remedial actions
	Execution date
	Status

	
	
	
	
	
	
	


Manager of Internal Audit Service 





Person in charge of Activity Plan following the results of internal audit 

____________________Vasechko А.А. 







___________________

                                                                      (signature)                             (name, position)

“__”_______________20__







“__”_______________20__

1 Indicating the name of area director of managing company or director of managing company depending on the place of reconciliation of risk discrepancies. 

