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Article 1. general provisions
1.1. This Regulation on Risk Management and Internal Control System of Public Joint Stock Company Kuzbasskaya Toplivnaya Company (hereinafter referred to as the Regulation) was prepared in accordance with applicable laws of the Russian Federation, the Articles of Association of Public Joint Stock Company Kuzbasskaya Toplivnaya Company (hereinafter referred to as the Company or PJSC KTK), Regulations on the Board of Directors of the Company, Regulation on the Audit Committee of the Board of Directors of the Company, Regulation on Internal Audit Service of the Company, Regulation on the Check-up Committee of the Company, Corporate Governance Code recommended by the Central Bank of the Russian Federation, regulations on the business units of the Company, and other local regulatory documents of the Company. 
1.2. For the purposes of this Regulation the risk management and internal control system shall be understood to mean a set of arrangements, methods, procedures, corporate culture standards and actions taken by the Company to achieve an optimal balance between the growth of the Company's value, profitability and risks, to ensure financial stability of the Company, effective performance, asset protection, compliance with applicable laws, with the Articles of Association and internal documents of the Company, timely preparation of accurate reports.
1.3. This Regulation is a local regulatory document of the Company which defines the concepts, goals, objectives and procedures of organization of the risk management and internal control system in the Company, and the distribution of functions and responsibilities in accordance with the risk management and internal control system.
Article 2. goals and objectives OF THE Risk Management and Internal Control System
2.1. The purpose of establishment of the risk management and internal control system is the protection of rights and legitimate interests of the shareholders and providing reasonable assurance in achieving the goals of the Company.

2.2. The objectives of the risk management and internal control system shall be as follows:

· Providing reasonable assurance in achieving the goals of the Company;

· Ensuring the effectiveness of financial and economic activities;

· Ensuring economical use of resources;

· Identification of risks and management of such risks;

· Ensuring protection of the Company's assets;

· Ensuring the completeness and accuracy of accounting (financial) statements, statistical, management and other reports;

· Control over compliance with applicable laws, and internal policies, regulations and procedures of the Company.

Article 3. Organization of THE Risk Management and Internal Control System
3.1. Risk management and internal control system shall function in the Company as a multilevel system:
· Strategic level – Board of Directors of the Company and the Audit Committee of the Board of Directors;

· Tactical level – executive bodies of the Company (General Director of the Company and his deputies), Internal Audit Service, Check-up Committee;

· Organizational level – the Company’s business unit managers

· Operational level – employees of the Company.

3.2. Within the framework of the risk management and internal control system of the Company any of its employees and/or any member of the management body or supervisory body which monitors financial and economic activities of the Company may, by any means available, inform the Board of Directors, the Audit Committee of the Board of Directors and the Internal Audit Service with regard to the identification of any new risks, facts of violations of applicable laws, internal procedures, the Code of Business Conduct of the Company, and send proposals regarding improvement of the internal control procedures.
Article 4. distribution of functions and responsibilities within the framework of THE Risk Management and Internal Control System
Within the framework of the risk management and internal control system the functions and responsibilities of the subjects of the risk management and internal control system shall be distributed as follows:
4.1. Board of Directors of the Company shall:

· Determine the principles and approaches to the organization of the risk management and internal control system in the Company;

· Approve the general policy (regulations) of the Company applicable to the risk management and internal control;

· Approve the policy (regulations), which defines goals, objectives and functions of the Internal Audit Service, applicable to the internal audit;

· Assess political, financial and non-financial risks, including operational, social, ethical, environmental and other risks which affect the Company's operations.

· Quantify an acceptable risk for the Company; define the internal control procedures for the Company's financial and business operations;

· Annually review issues of organization, functioning and effectiveness of the risk management and internal control system and, if necessary, give recommendations for the enhancement thereof;

· Provide the shareholders of the Company with the information on the results of consideration which was carried out by the Board of Directors with respect to the issues of effectiveness of the risk management and internal control system as part of the Company's annual report.
4.2. Audit Committee of the Board of Directors shall:
· Control the reliability and effectiveness of the risk management and internal control system;

· Analyze and evaluate the implementation of policies (regulations) applicable to the risk management and internal control;

· Control the procedures which ensure that the Company is in compliance with applicable legal requirements, and with the requirements of ethical norms, rules and procedures of the Company, the requirements of the stock exchanges where the Company's securities are listed;

· Analyze and evaluate the implementation of the principles of conflicts of interest management embodied in the local regulatory documents of the Company.
4.3. Executive bodies of the Company

4.3.1. General Director of the Company shall:

· Ensure the creation and maintenance of the performance of an effective risk management and internal control system in the Company;

· Be responsible for the compliance with the resolutions of the Board of Directors regarding organization of the risk management and internal control systems;

· Distribute powers, duties and responsibility among the deputies, subordinate to him, for specific risk management and internal control procedures within the functional areas of the Company’s business assigned to them;

· Coordinate preparation of a report to the Board of Directors regarding the results of the functioning of the risk management and internal control system;

· Ensure public disclosure of information on the performance of the duties by the Board of Directors with regard to its role in organization of the effective risk management and internal control system in the Company.
4.3.2. Deputies of the General Director of the Company shall:

· Distribute the powers, duties and responsibilities between the Company's business unit managers subordinate to them (under their supervision) for the specific risk management and internal control procedures;

· When making decisions, consider and take into account financial, social and environmental aspects of the Company's business, and the risks to be assumed by the Company.
4.4. Internal Audit Service of the Company shall:
· Evaluate the reliability and effectiveness of the risk management and internal control system, evaluate corporate governance (through the on-site and in-house audits), report the evaluation findings to the Board of Directors, the Audit Committee of the Board of Directors and the Company's executive bodies;

· Analyze the Company's risk portfolio (including identification and evaluation of such risks) and determine criteria for evaluating the effectiveness of risk management measures, including internal control measures;

· Make up consolidated reports regarding potential risks and analyze information on the realized risks;

· Carry out operational control over the risk management process by the business units of the Company and in the organizations associated to the Company in the prescribed manner.
4.5. Check-up Committee of the Company shall:

· Conduct an inspection (audit) of the Company's financial and economic activities based on the results of the Company's operations during the year, the results of such inspection (audit) are reported to the Board of Directors, the Audit Committee of the Board of Directors and the Company's shareholders;

· Conduct unscheduled inspections (audits) of the Company's financial and economic activities at its own discretion, by the resolution of the General Meeting of Shareholders, the Board of Directors of the Company or at the request of the shareholder(s) of the Company, who in aggregate hold at least 10 percent of the voting shares of the Company.
4.6. Managers of the Company’s business units shall:

· Distribute powers, duties and responsibility for the specific risk management and internal control procedures among the Company's employees who are subordinate to them;

· Devise, document, implement, monitor and develop the risk management and internal control system in the functional areas of the Company's activities overseen by them.
4.7. Employees of the Company shall:

· Execute control procedures of the risk management in accordance with official instructions and the requirements of local regulatory documents of the Company;

· Inform their immediate supervisors with respect to the identification of any new risks.
Article 5. evaluation of effectiveness of the Risk Management and Internal Control System
5.1. The reliability and effectiveness of the risk management and internal control system, as well as the corporate governance practice in the Company shall be evaluated through internal audit.

5.2. The internal audit function is implemented in the Company through the creation of an independent business unit, the Internal Audit Service (IAS), which is functionally subordinate to the Company's Board of Directors, and reports to the sole executive body of the Company.

5.3. The Internal Audit Service acts in accordance with the Regulation approved by the Board of Directors of the Company, which defines the goals, objectives and authorities of the IAS, its organizational structure, functional and reporting relationship, the procedure of communication with the management bodies and business units of the Company.

5.4. The internal audit service carries out its functions in the following areas:
· Evaluation of the effectiveness of the internal control system;

· Evaluation of the effectiveness of the risk management system;

· Evaluation of the corporate governance in the Company.
5.5. Evaluation of the effectiveness of the internal control system shall include as follows:
· Analysis of the compliance of the goals of business processes, projects and business units with the goals of the Company, inspection of the reliability and integrity of business processes (activities) and information systems, including the reliability of countermeasure procedures against unlawful acts, abuses and corruption;

· Verification of ensuring reliability of accounting (financial) statements, statistical, management and other reports, determining whether the results of the business processes and business units of the Company correspond to the goals to be sought;

· Determination of the adequacy of the criteria established by the executive bodies for the analysis of the extent of fulfillment (achievement) of the goals to be sought;

· Identification of weaknesses of the internal control system that prevented (prevent) the Company from achieving its goals;

· Assessment of the results of introduction (implementation) of measures, designed to eliminate violations, defects and improve the internal control system, implemented by the Company at all management levels;

· Evaluation of the effectiveness and reasonability of the resource use;

· Audit of asset protection;

· Verification of compliance with applicable laws, the Articles of Association and internal documents of the Company.
5.6. Evaluation of the effectiveness of the risk management system shall include as follows:
· Audit of the sufficiency and maturity of the elements of the risk management system for the effective risk management (goals and objectives, infrastructure, organization of processes, regulatory and methodological support, interaction of the business units within the risk management system, reporting);

· Audit of the completeness of identification and correctness of risk assessment by the Company's management at all levels of its management;

· Evaluation of the effectiveness of control procedures and other risk management measures, including the effectiveness of the use of resources allocated for these purposes;

· Analysis of the information regarding the risk to have been realized (violations, facts of failure to achieve goals, facts of legal proceedings identified as a result of internal audits).
5.7. Evaluation of the corporate governance in the Company shall include as follows:
· Compliance with ethical principles and corporate values ​​of the Company;

· The procedure of identification of the Company’s goals, monitoring and control over achievement of goals;

· The level of regulatory support and information interaction procedures (including those relating to the matters of  internal control and risk management) at all levels of the Company's management, including communication with stakeholders;

· Enforcement of the shareholders’ rights, including the rights of subsidiaries, and the effectiveness of relations with stakeholders;

· Procedures of information disclosure of the business of the Company and its affiliated companies.
Article 6. final provisions 

6.1. This Regulation and all amendments hereto and modifications hereof shall be approved by the Board of Directors of the Company.

6.2. Any matters not covered by this Regulation shall be governed by applicable laws of the Russian Federation, by resolutions of the Board of Directors of the Company and other local regulatory documents of the Company.

6.3. If as a result of change of applicable laws or regulations of the Russian Federation certain articles of this Regulation contravene such laws or regulations, such articles shall become null and void and before any changes are introduced, this Regulation shall be applied to the extent not contradictory to applicable laws or other regulations of the Russian Federation.
