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to “Kubanenergo”, JSC

Corporate management practice of the company is estimated as average. The company complies with Russian legislation requirements in the field of corporate management, but the initiatives on implementing basic recommendations of Russian Corporate Conduct Code are insignificant. Risks connected with violation of rights of shareholders of the company, insufficiently efficient activity of management bodies as well as informational non-transparency of activity are moderate.
General characteristics

 “Kubanenergo”, JSC (hereinafter referred to as Company, “Kubanenergo”, JSC) is the main power supplier on the territory of Krasnodar region and Republic  of Adygea. The major activities of the Company are distribution and transmission of power. As a result of reforming of energy system of Krasnodar region in the form of separation of companies according to the type of energy business “Kubanenergo”, JSC performs the functions of distribution grid company (DGC) and is included into the area of responsibility of “Interregional Distribution Grid Company of Centre and the North Caucasus”, JSC (hereinafter referred to as “IDGC of Centre and the North Caucasus”).
The energy system embraces 11 power grid enterprises (Krasnodar, Sochi, Armavir, Adygeya, Timashevsk, Tikhoretsk, Leningrad, Slavyansk, South-Western, Labinsk, Ust-Labinsk power grids).

In compliance with “5+5” Development Concept of RAO “UES of Russia”, JSC for 2003-2008 and decisions of Committee for Reforming Issues of RAO “UES of Russia”, JSC it is planned that each of interregional distribution grid companies (IDGC) takes all the necessary measures for the early transfer to unified shares (at that it will be suggested to minority shareholders of DGC to convert the shares of DGC held by them into the shares of IDGC of additional issue). As a result of such exchange the share of RAO “UES of Russia”, JSC may decrease to the level of 49%. The share of IDGC in DGC will increase to 100%.
“Kubanenergo”, JSC is a public company – shares of the Company are in demand at “RTS” and “MICEX” exchanges.

Corporate management practice of “Kubnaenergo”, JSC was assessed by four groups of indicators:

• shareholders’ rights;

• management and control authorities’ activity;

• information disclosure;

• activity on behalf of other interested parties and corporate social responsibility.

Corporate management practice of the Company from the point of view of shareholders’ rights protection is assessed as good. The Company follows the requirements of legislation and corporate management international best practice. Yet there is a number of deficiencies related in particular to unstable payment of dividends, lack of practice of independent competitive selection of outside auditor which constrain the rating increase on the component.

The Company’s corporate management practice from the point of view of the Company’s management and control bodies’ activities is assessed as satisfactory. There is a number of deficiencies constraining the rating of corporate management practice from the point of view of management and control bodies’ activities.
The Company’s corporate management practice from the point of view of the Company’s information disclosure on its activity is assessed as satisfactory. The Company has taken significant measures to provide transparency of its activity and continuity of such practice in the future. Yet the Company has not carried out a number of key initiatives typical for a transparent entity.

 The Company’s corporate management practice from the point of view of activity on behalf of other interested parties and corporate social responsibility is assessed as satisfactory.

Shareholders’ rights
Corporate management practice of “Kubanenergo”, JSC from the point of view of shareholders’ rights protection is assessed as good.

The basic positive aspects of corporate management practice of “Kubanenergo”, JSC from the point of view of shareholders’ rights protection are as follows:

Property right

1. Functions of recording of property rights for the shares of “Kubanenergo”, JSC are performed by an independent registrar – “Moscow Central Depositary”, JSC. It gives a reasonable confidence to shareholders that their property rights for shares are observed properly and are protected from register misuse. Besides it gives a reasonable confidence to shareholders that their property rights for shares are observed properly and are protected from misuse during conversion of the Company’s shares owned by them into the IDGC shares of additional issue.

2. Charter of “Kubanenergo” does not stipulate any restrictions for purchase and sale of the Company’s shares, restrictions for the amount of shares owned by one shareholder.
3. “Kubanenergo”, JSC practices tender selection of goods and service suppliers for the amount exceeding the norms set in the Company. The Company’s purchases exceeding the amount of 200 000 rubles are regulated by Regulations on Procedure for Carrying Out of Regulated Purchases of Goods, Works and Services for “Kubanenergo”, JSC Needs. The Regulations determine kind of purchase procedures (including tender, request for proposals, request for prices, competitive negotiations, sole source purchase) and terms of implementing certain purchase procedures, which ensures continuity of goods and services purchase practice. The Company’s Board of Directors quarterly considers the report of the Company’s General Director on implementation of the annual purchase programme.

According to the Charter of “Kubanenergo”, JSC within the competence of Board of Directors of the Company lies preliminary approval of decisions on conclusion of transactions by the Company, the subject of which are noncurrent assets of the Company in the amount exceeding 10% of book value of such assets of the Company as for the date of approval of decision on conclusion of such a transaction. Board of Directors of the Company shall also take decisions on conclusion by the Company of one or more interrelated transactions of alienation, pledging or other charging of shares and share fractions of SAC which are not engaged in production, transmission, dispatching, distribution and sales of power and thermal energy, in case when the amount of shares of a share in share capital exceed 25% of the total amount of shares or share capital of SAC or market value of shares or share fractions being the subject to a transaction, exceed 15 million rubles. This enables to establish more high level of control over Board of Directors and transactions with the Company’s material assets.
On the whole the present practice ensures for the shareholders reasonable confidence in the proper control of goods and services purchase process, as well as safety and efficient use of “Kubanenergo”, JSC assets. Besides fixing of the above-mentioned practice in the Company’s internal documents provides its continuity in the future.
4. According to Procedure for Disposal of Assets by Subsidiary and Associated Joint Stock Companies of RAO “UES of Russia”, JSC (as well as subsidiary and associated companies related to them) in the Reforming Period in all the cases when property has pecuniary valuation and the issue of conclusion of a transaction with the given property lies within the competence of Board of Directors and General meeting of shareholders of SAC, transactions related to it shall be concluded by SAC below market price set by an independent appraiser (except for utility facilities transferred to municipal property as well as in case of other unpaid transfer of property). All this indicates intention of a shareholder (RAO “UES of Russia”, JSC) to get a fair appraisal of assets owned by RAO “UES of Russia”, JSC by means of involvement of independent appraisers.
Charter of “Kubanenergo”, JSC also stipulates involvement of independent appraisers for appraisal of shares, share fractions of SAC which are not engaged in production, transmission, dispatching, distribution and sales of power and thermal energy.

Involvement of independent appraisers enables obtaining of fair appraisal of assets in course of material transactions concluded with them, thus contributing to increase of security of shareholders’ property rights.

5. “Kubanenergo”, JSC has approved Regulations on Insider Information aimed at prevention of unauthorized use of insider information. The above-mentioned Regulations specifies list of insider information, list of insiders, control of Board of Directors over transactions of insiders with securities of the Company and its subsidiary and associated companies (SAC). The Regulations envisage inclusion in labour and civil law contracts, presupposing the right of the Company’s contractor under contract to access to insider information, of obligation of non-disclosure and prohibition of unauthorized use of insider information, information on issue of a list of persons who get an access to insider information of the Company and (or) its SAC under contract, as well as confirmation of the fact that the specified persons have undertaken an obligation of non-disclosure of insider information and of prohibition of transaction conclusion using such information as well as obligation to declare the transactions with securities of the Company and its SAC. The present practice of regulation of insider information circulation is aimed at prevention of unauthorized use of insider information and gives to shareholders and potential investors a reasonable confidence in the proper security of their rights.
6. Charter of the Company does not fix declared shares, what decreases the risk of dilution of shareholders’ fractions. Besides no shareholder of “Kubanenergo”, JSC has a qualified majority in voting at General meeting of shareholders
, no shareholder has an absolute majority of votes
 in Board of Directors. On the whole it levels the risk of dilution of shareholders’ fractions. Presence in Charter of fixed declared shares in case one of shareholders has an absolute majority on Board of Directors and a qualified majority at General meeting of shareholders creates a significant risk of dilution of shareholders’ fractions.
Right to participate in management

7. No shareholder owns 75% and more of “Kubanenergo”, JSC shares (qualified majority): RAO “UES of Russia”, JSC owns 48.99% of the Company’s ordinary shares, “YUKOS” Oil Company”, JSC owns 26.26% of the Company’s ordinary shares, “Energy Standard” Group owns via affiliated structure Craftex Ltd 16.35% of the Company’s ordinary shares
. The rest ordinary shares are owned by minority shareholders of the Company.

	Shareholder
	Fraction of ordinary shares

	RAO “UES of Russia”, JSC
	48.99%

	“YUKOS” Oil Company”, JSC
	26.26%

	Craftex Ltd
	16.35%

	Other shareholders
	8.50%


According to our rating the present composition of shareholders provides proper balance of interests for adoption of decisions in the interests of majority of shareholders at General meetings of shareholders.
8. In relation to “Kubanenergo”, JSC no special rights are stipulated for participation of the Russian Federation, subjects of the Russian Federation, municipal units in the Company’s management (“golden share”), which mitigates the risk of obtaining voting rights that outsize participation in the share capital, and, accordingly, decreases the risk of restricting the shareholders’ rights to participate in the Company’s management.

9.  Share capital structure of “Kubanenergo”, JSC is characterized by absence of cross-shareholdings, which guarantees proper observation of the shareholders’ rights to participate in management. As a rule, cross-shareholdings enable the Company’s management to influence decisions of the Company’s General meeting of shareholders through subsidiary and associated companies. Essential cross-shareholding indicates abuse of resource by the management for gaining control over or influence on decisions of General meeting of shareholders, and has negative impact on the shareholders’ ability to participate in managing the company via voting at General meetings of shareholders.
10. The Company ensures convenient place for holding of General meeting of shareholders. Particularly, according to Charter of “Kubanenergo”, JSC General meetings of shareholders of the Company are held at the location of “Kubanenergo”, JSC or in Moscow, which enables easy access of the shareholders to General meetings of shareholders
11. Each shareholder has an opportunity to exercise the voting right without submitting additional documents certifying his/her voting right. Particularly, “Kubanenergo”, JSC considers statement of depositary account submitted by a shareholder, in case his/her right to shares is recorded on a depositary account, to be a sufficient verification of voting right. 
12. Functions of ballot committee of General meeting of shareholders of “Kubanenergo”, JSC are performed by an independent registrar, which ensures for shareholders reasonable confidence in proper counting of votes and low risk of interference of the management in the process of summarizing of voting results of General meeting of shareholders.
Results of General meeting of shareholders of “Kubanenergo”, JSC are announced by Chairman of Ballot Committee at a meeting of shareholders. This enables excluding any doubt in correctness of voting results summarizing and is an additional guarantee of non-interference of the management in the votes counting process for the shareholders.

13. Time limit of work of General meeting of shareholders is set by Regulations on Procedure for Preparing and Holding General Meeting of Shareholders of “Kubanenergo”, JSC approved by a General meeting of shareholders, which formalizes the process of holding a General meeting of shareholders, thus increasing efficiency of its activity and lowering risks of restriction of shareholders’ rights to manage the Company, which may arise owing to lack of unified approach to holding of General meetings of shareholders
Right to get quality information

14. Notice on holding of General meeting of shareholders is submitted (handed over) to shareholders no later than 30 days before the date of holding of General meeting of shareholders. At that the information for preparation for General meetings of shareholders is submitted to shareholders in the general case no later than 20 days before according to Charter of “Kubanenergo”, JSC. The present practice of informing of shareholders on the forthcoming meetings of shareholders and submitting to them information for preparation for General meetings of shareholders corresponds to article 53 FZ (Federal Law) “On Joint Stock Companies”. 
At that, the present practice does not fully comply with corporate management best practice consisting in increase of terms for submission of information the shareholders need to prepare for General meetings of shareholders. Information for General meetings of shareholders shall be submitted to shareholders in such a way which would enable them to thoroughly study issues put on the agenda.

15. The Company uses extra easy and accessible for most of shareholders channels providing information for preparation for General meetings of shareholders. In particular, “Kubanenergo”, JSC places information for preparation for General meetings of shareholders on the corporate website.
16. Outside auditor of the Company does not render consulting services to “Kubanenergo”, JSC, which is an additional factorcontributing to independence and impartiality of an outside auditor.
Right to gain profit

17. Decision of Board of Directors of the Company approved Regulations on Dividend Policy of “Kubanenergo”, JSC. The Regulations determine the source of dividend payment, procedure for taking a decision on dividend payment, conditions being the grounds for dividend non-payment, dividend payment restrictions as well as procedure for their payment. In spite of lack of formalized standards of dividend calculations (Board of Directors specifies the recommended dividend amount on the General Director’s proposal according to the above-mentioned Regulations), adoption of the Regulations indicates the Company’s intention to develop transparent dividend policy. Particularly, the present Regulations provide transparency of procedure for distribution and payment of dividends as well as continuity of this practice.
18. Dividends on the Company’s ordinary shares are paid no later than 60 days after adoption of decision on their payment, which complies with corporate management best practice. At the same time, the actual level of dividend payment according to the results of 2005 equals to 100% of the amount of declared dividends. The present procedure of dividend payment we assess as positive: the Company has provided reasonable level of dividend payments as well as short terms from the moment of adoption of a decision and actual dividend payment. This enabled the shareholders who had timely submitted their bank details, to exercise their right to gain profit on ordinary shares in a dividend form.
Availability of Code of Corporate Conduct

19. Board of Directors of the Company has approved Code of Corporate Management of “Kubanenergo”, JSC. In spite of the fact that Code of Corporate Management does not include legally obligatory provisions and its contents is more of declarative character, as implementation of regulations contained in it is carried out through other internal documents, the present document is a certain guarantee of the Company’s adherence to the corporate management principles stipulated by it. Besides the document is an evidence of high corporate culture level of the Company. 

Along with the specified positive aspects of “Kubanenergo”, JSC corporate management practice in the field of shareholders’ rights protection the following deficiencies were revealed:
Right for getting quality information

1. “Femida-Audit” Audit Company”, LLC, rated 32nd according to the rating of the Russian audit and consulting companies by “Expert RA” Rating Agency, was involved to carry out audit of accounting statements of “Kubanenergo”, JSC for 2005 prepared according to the Russian Statutory Accounting (RSA). Russian companies with corporate management best practice involve universally recognized audit companies – companies of “the Big Four” leading international audit companies or companies within the top twenty of the above mentioned rating. Involving companies on the list for carrying out audit of accounting statements provides reasonable confidence that the auditors have implemented all the procedures necessary to obtain objective audit arguments to estimate validity of financial (accounting) statements in all material respects. However involving an audit company not complying with these criteria for carrying out an audit of financial (accounting) statements is evidence of poor quality of the carried out audit.
2. “Kubanenergo”, JSC lacks independent practice of competitive selection of audit companies. The process of the auditor selection is strictly controlled by the Company’s main shareholder – RAO “UES of Russia”, JSC. According to the policy approved at RAO “UES of Russia”, JSC audit companies are chosen on the basis of competitive selection held by RAO “UES of Russia”, JSC. According to the results of such selection RAO “UES of Russia”, JSC draws up a list of recommended audit companies. Guided by the list Board of Directors of DGC selects the auditor and introduces its candidacy for approval of General meeting of shareholders. Information on the results of a competition is provided to General meeting of shareholders. In spite of the fact that such a procedure may on the whole ensure involvement of high-skilled auditors for carrying out of audit of the Company’s financial reports on terms advantageous for the Company, it brings about the situation of auditor’s dependence on one of the Company’s shareholders.
3. The Company lacks approved policy of regular rotation of outside auditors. At that, rotation of audit companies or, at least, of audit company’s partners responsible for audit, is the necessary condition of independence of outside auditors.

Right to gain profit

4. “Kubanenergo”, JSC did not declare dividends for 2003-2004, which indicates lack of proper regard for observance of shareholders’ right to gain profit. At that we consider that Regulations on Dividend Policy approved by the Company will contribute to observance of shareholders’ right to gain profit.

	
	Shareholders’ rights

	Positive aspects
	○ Records on rights to hold shares are kept by an independent registrar

○ There are no restrictions for purchase and sale of the Company’s shares or restrictions on the amount of the Company’s shares held by one shareholder

○ The Company has the practice of tender selection of goods and service suppliers if the amount of goods or services to be provided exceeds the standards set by the Company
○ The Company’s controlling shareholder aims at getting a fair appraisal of the Company’s assets by means of involvement of independent appraisers
○ Involvement of independent appraisers is stipulated by the Company’s Charter and is assumed according to internal documents of RAO “UES of Russia”, JSC and decisions of management bodies of the Company’s managing company
○ Board of Directors of the Company provide high level of control over transactions concluded by the Company with material assets
○ Regulations on Insider Information stipulating procedures aimed at prevention of unauthorized use of insider information have been approved
○ The Company’s Charter does not fix declared shares and the composition of Board of Directors and composition of shareholders contribute to low risk of dilution of shareholders’ fractions
○ No shareholder owns 75% or more of the Company’s shares 
○ In relation to the Company no special rights are stipulated for participation in management - “golden share”
○ There is no cross-shareholding in the Company
○ The Company ensures convenient place for holding of General meeting of shareholders
○ Each shareholder has an opportunity to exercise the voting right without submitting additional documents certifying his/her voting right. 
○ Functions of ballot committee of General meeting of shareholders of “Kubanenergo”, JSC are performed by an independent registrar
○ Results of General meeting of shareholders are announced by Chairman of Ballot Committee at a meeting of shareholders.
○ Time limit of work of General meeting of shareholders is set by the approved Regulations on Procedure for Preparing and Holding General Meeting of Shareholders 
○ Notice on holding of General meeting of shareholders is submitted (handed over) to shareholders no later than 30 days before the date of holding of General meeting of shareholders.
○ Outside auditor does not render consulting services to the Company
○ The Company has approved Regulations on Dividend Policy
○ Dividends on the Company’s ordinary shares within the term stipulated by the Charter are fully paid 
○ The Company has accepted Code of Corporate Management 

	Deficiencies
	○ Audit company rated 32nd according to “Expert-RA” rating is involved for carrying out of audit of the Company’s accounting records 

○ The Company lacks independent practice of competitive selection of outside auditors 
○ The Company lacks policy of outside auditors regular rotation
○ Regulations on Dividend Policy do not stipulate formalized procedure for dividend calculation

○ The Company carried out nonregular dividend payments on ordinary shares in reporting periods from 2003 to 2005.


Activities of management and control bodies
The practice of corporate management of “Kubanenergo”, JSC in relation to the activities of management and control bodies is assessed as satisfactory.

Positive aspects of practice of corporate management of “Kubanenergo”, JSC in relation to the activities of management and control bodies are as follows:

Board of Directors

Composition of Board of Directors
1. A number of members of Board of Directors of “Kubanenergo”, JSC can be considered independent directors according to the independence criteria stipulated by Russian Corporate Conduct Code, Rules of Securities Admittance to Trading on Russian Exchanges and Federal Law “On Joint Stock Companies”.
	Member of BoD
	
	Member of BoD being independent according to the independence criteria stipulated by…



	
	
	… Russian Corporate Conduct Code
	…  Rules of Securities Admittance to Trading on Russian Exchanges
	Federal Law “On Joint Stock Companies”

	Ayrapetyan A.M.
	Head of Directorate “Centre  of Interregional Distribution Grid Complex Management” of “FGC UES”, JSC
	-
	independent
	independent

	Akhanov D.S.
	Head of Strategy Department of Reform Management Centre of RAO “UES of Russia”, JSC
	-
	independent
	independent

	Bisirkin S.I.
	Director of Corporate Management Directorate of ZAO “YUKOS RM”
	independent
	independent
	independent

	Buyanov-Uzdalskiy A.Yu.
	Head of Department for Corporate Management and Interaction with Regions of  “Promregion Holding”, CJSC
	-
	independent
	independent

	Gavrilov A.I.
	General Director of “Kubanenergo”, JSC
	-
	-
	-

	Galkin A.G.
	Head of Section for Key Performance Indicators of Business-planning Department of Corporate Centre of RAO “UES of Russia”, JSC


	independent
	independent
	independent

	Kushnarev F.A.
	Deputy General Director of  RAO “UES of Russia”, JSC
	-
	independent
	independent

	Markov M.A.
	Head of Legal Section of Moscow representative office of “Energy Standard” Group” SA (Switzerland)
	independent
	independent
	independent

	Melnikov D.A.
	Executive Director of Business-unit-1 of  RAO “UES of Russia”, JSC
	-
	independent
	independent

	Choban V.B.
	Adviser of Foreign Economic Relations office of “Energy Standard” Group” SA (Switzerland)
	independent
	independent
	independent


However, from the point of view of substantial aspects of independence no member of Board of Directors can be considered as an independent director. Buyanov-Uzdalskiy A.Yu. was nominated as a candidate to Board of Directors of the Company by “YUKOS Oil Company”, JSC. The given member of Board of Directors is General Director of “AIKM – Industrial Programmes”, CJSC. We do not have direct evidence of affiliation of “YUKOS Oil Company”, JSC and “AIKM – Industrial Programmes”, CJSC available. However indirect factors show the existing common interests of “YUKOS Oil Company”, JSC and “AIKM – Industrial Programmes”, CJSC. Particularly, “YUKOS Oil Company”, JSC nominated employees of “AIKM – Industrial Programmes”, CJSC as candidates to Boards of Directors of several other entities. According to our rating this member of Board of Directors represents interests of “YUKOS Oil Company”, JSC in Board of Directors.
Five members of Board of Directors (Ayrapetyan A.M., Akhanov D.S., Galkin A.G., Kushnarev F.A., Melnikov D.A.) perform labour functions in RAO “UES of Russia”, JSC or in SAC of RAO “UES of Russia”, JSC and represent interests of the latter. 

Two members of Board of Directors (Markov M.A. and Choban V.B.) perform labour functions in “Energy Standard” Group” SA. According to the information at hand “Energy Standard” Group” SA owns 16.35% of the Company’s shares via affiliated structure Craftex Ltd. The above-mentioned members of the Company’s Board of Directors were nominated by Craftex Ltd. as candidates to Board of Directors and represent interests of “Energy Standard” Group” SA in Board of Directors of “Kubanenergo”, JSC.
Bisirkin S.I. is bound by labour relations with ZAO “YUKOS RM”, affiliated structure of “YUKOS Oil Company”, JSC which is one of the Company’s shareholders, and represents the interests of this shareholder in Board of Directors of “Kubanenergo”, JSC.

According to our rating composition of Board of Directors of the Company allows providing partial balance of interests in Board of Directors regarding limitation of ascendancy of RAO “UES of Russia”, JSC representatives on decisions adopted by Board of Directors of the Company
We also consider that the composition of Board of Directors of the Company provides proper level of independence of Board of Directors from the Company’s management, which enables providing proper control of the management activity. Particularly, only one representative of management bodies is a member of Board of Directors of “Kubanenergo”, JSC – General Director of “Kubanenergo”, JSC (Gavrilov A.I.). the rest members of Board of Directors represent shareholders’ interests. 
Practice of holding meetings of Board of Directors 
2. Meetings of Board of Directors of the Company are held according to the plan approved in advance, which enables all the members of Board of Directors to manage the personal time and prepare for forthcoming meetings beforehand. This practice contributes to enhancement of efficiency of individual work of Board of Directors members and Board of Directors on the whole.
3. Meetings of Board of Directors of the Company are held on a regular basis once every six weeks or more frequently.
4. Notice on holding a meeting of Board of Directors and materials for preparation of members of Board of Directors of “Kubanenergo”, JSC for the meetings are submitted to members of Board of Directors no later than 11 working days before the date a meeting is to be held, which allows members of Board of Directors to thoroughly study materials for a meeting. Secretary of Board of Directors of the Company is responsible for submission of materials for a meeting of Board of Directors. The present procedure for information submission is particularly actual in case there is a substantial number of issues to be considered or these issues are very complicated. The aforementioned procedure for submission of materials for preparation for meetings of Board of Directors is stipulated by Regulations on Procedure for Convening and Holding of Board of Directors Meetings of “Kubanenergo”, JSC, which provides continuity of the corresponding corporate management practice.
 5. Activity of Board of Directors of the Company is regulated by Regulations on Procedure for Convening and Holding of Board of Directors Meetings of “Kubanenergo”, JSC, which formalizes the activity of the aforementioned management body, thus contributing to efficiency.
Functions of Board of Directors
6. Information submitted by the Company and analysis of minutes of meetings of Board of directors of the Company show high importance of Board of Directors of “Kubanenergo”, JSC for corporate management system of the Company. Thus, the Company’s Board of Directors performs the following functions:

- formation and implementation of the Company’s strategy;

- supervision over the Company’s investment projects;

- supervision over attraction of financial resources by the Company;
- supervision over efficiency of the implemented projects;

- supervision over interaction between the Company and its shareholders, contractors and potential investors;

- supervision over interaction between the Company and state authorities.
Remuneration and motivation of Board of Directors members

7. “Kubanenergo”, JSC has approved practice of remuneration payment to non-executive and independent members of Board of Directors, which is an indispensable condition of motivated participation of Board of Directors members in activity of Board of Directors.
Remuneration paid to members of the Company’s Board of Directors depends on results of “Kubanenergo”, JSC activity. Net profit rate of the Company according to the data of annual accounting reports, as well as the Company’s market capitalization are chosen as factors influencing the amount of remuneration. The present practice is stipulated by Regulations on Payment of Remunerations and Compensations to Board of Directors of “Kubanenergo”, JSC, which ensures its continuity.
Conflict of interests between members of Board of Directors
8. Regulations on Insider Information stipulate the procedures aimed at control of transactions with the Company’s securities concluded by members of Board of directors of “Kubanenergo”, JSC. According to the aforementioned Regulations no later than the 3rd day of the month following the reporting one, members of Board of Directors shall submit a written declaration on transactions concluded in the reporting period with securities of the Company and (or) its SAC to the department providing control over the use of insider information. This information shall be brought to notice of Audit Committee which presents a report on transactions concluded with securities of the Company’s insiders. This enables providing proper control over transactions with the company’s securities concluded by members of Board of Directors, thus providing control over conflicts of interests of members of Board of Directors of the Company arising due to possession of “Kubanenergo”, JSC securities. However, lack of Audit Committee in the structure of Board of Directors of “Kubanenergo”, JSC does not enable to fully implement the procedures stipulated by Regulations on Insider Information.
Executive bodies

Collective nature of taking decisions by executive bodies
9. Collegiate executive body has been established in “Kubanenergo”, JSC –Management Board, which enables collective nature of taking decisions on a range of key issues of the Company’s activity. Collective nature contributes to taking more deliberate and efficient decisions by executive bodies.

10. Activity of Management Board of “Kubanenergo”, JSC, rights and obligations of members of Management Board are regulated by Regulations on Management Board, which formalizes the activity of this management body, thus, increasing efficiency of activity of this management body.
Motivation and accountability of executive bodies

11. The Company approved Regulations on Material Remuneration of Top Managers of “Kubanenergo”, JSC, according to which remuneration of the Company’s top managers depends on results of the Company’s activity. The present practice creates the motivation for members of executive bodies of “Kubanenergo”, JSC which comply with interests of shareholders and investors in relation to enhancement of efficiency of the Company’s activity.
12. Board of Directors of “Kubanenergo”, JSC regularly considers reports of General Director on activity of the Company as well as on implementation of decisions of General meeting of shareholders and Board of Directors of the Company. According to Charter of “Kubanenergo”, JSC election of General Director of the Company and early termination of his/her powers, election of members of Management Board of the Company, setting of remunerations and compensations paid to them and early termination of their powers, approval of key performance indicators and reports on carrying out of the latter lie within the competence of Board of Directors of the Company. The aforementioned practice allows Board of Directors responsible for control over the management activity to efficiently implement monitoring of activity of members of the Company’s executive bodies and take adequate measures on the basis of its results.
Conflict of interests of executive management
13. Internal documents of the Company stipulate definition of conflict of interests of members of executive bodies as well as description of such situations. Particularly, definition of conflict of interests is given in Corporate Management Code of “Kubanenergo”, JSC. Corporate Management Code of “Kubanenergo”, JSC stipulates obligation of members of Management Board to refrain from the actions which may lead to conflict of interests as well as obligation to inform Board of Directors on outbreak of conflict of interests. Regulations on Manageent Board of “Kubanenergo”, JSC stipulate obligation of members of Management Board to act in the Company’s interests, to exercise their rights and perform obligations in relation to the Company reasonably and in good faith as well as submit the following information in written form to the Company’s Board of Directors, the Company’s Auditing Committee and the Company’s auditor every quarter no later than 15 days after the quarter’s beginning:
a) on in which a member of Management Board holds independently or on the basis of joint possession with an affiliated body (bodies) 20 or more percent of voting shares (interests, stakes);

b) on legal entities in management bodies of which a member of Management Board holds posts;

c) on effected or supposed transactions known to a member of Management Board, in which he/she can be recognized as interested
.

Besides, according to the specified Regulations holding of offices in management bodies of other entities as well as other gainful posts in other entities by the members of Management Board of “Kubanenergo”, JSC shall be allowed only with the consent of Board of Directors of the Company. Comprehensive regulation of situations of conflicting interests adopted in the Company ensures reasonable assurance that the situation of conflict of interests between members of executive bodies will be resolved at the initial stage and the Company`s interests will not be infringed on.
14. Regulations on Insider Information stipulate obligation of members of the Company’s to inform Audit Committee attached to Board of Directors on possession of “Kubanenergo”, JSC securities. According to the Regulations no later than 3rd date of the month following the reporting month members of the Company’s executive bodies shall submit a written declaration on transactions concluded with securities of the Company and (or) its SAC in the reporting month to department providing control over insider information use. This information shall be brought to the notice of Audit Committee which presents to Board of Directors report on transactions with securities of the Company’s insiders. This enables providing proper control over transactions with the Company’s securities concluded by members of executive bodies, thus, providing control over conflicts of interests of the Company’s executive bodies arising due to possession of “Kubanenergo”, JSC securities. However, lack of Audit Committee in the structure of “Kubanenergo”, JSC does not allow to fully implement the procedures stipulated by Regulations on Insider Information.
Succession planning of executive management 
15. Personnel reserve has been established in the Company to fill the key executive positions. Availability of personnel reserve and succession planning programmes of the executive personnel ensures continuity of the Company’s management and contributes to steady development of “Kubanenergo”, JSC.

Internal control system

Internal control process is an integral pert of risk management process and provides reasonable confidence in reaching the Company’s objectives in the following directions: efficiency of activity, validity of accounting reports, observance of applicable legislative and normative acts.
16. In “Kubanenergo”, JSC a structural subdivision has been established (section for analysis and controlling) the main aim of which is introduction of reliable and efficient internal control system. The basic functions of the Section are as follows: detection of subdivisions and directions of activity liable to material risks, account and analysis of the Company’s business-processes related to material risks, development of control proceures, testing of quality of introduced control procedures, drawing up of Activity Plan determining internal audit priorities, providing assistance to the Company’s management in development of measures (correcting activities) according to the results of carried out audits.
Interaction between the main participants of corporate management system

17. According to Code of Corporate Management “Kubanenergo”, JSC provides as far as possible presence of members of executive bodies, members of Board of Directors, members of Auditing Committee and auditor of the Company at a General meeting of shareholders and authorizes the above-listed to answer shareholders’ questions. The given practice contributes to development of efficient dialogue between the main participants of corporate management system of “Kubanenergo”, JSC.
At that, the carried out analysis has revealed the following deficiencies in the activity of management and control bodies of “Kubanenergo”, JSC:

Board of Directors

Composition of Board of Directors

1. “Kubanenergo”, JSC failed to submit information on spheres in which members of the Company’s Board of Directors possess knowledge and skills. Due to this fact we can not give a unique estimate of Board of Directors’ balance from the point of view of their having of key skills necessary for efficient activity of Board of Directors.
2. “Kubanenergo”, JSC lacks practice of familiarization of the newly elected Board of Directors members with the Company’s business, arrangement of Board of Directors activity, their own rights and obligations. Regular advanced training of the Board of Directors members is not provided for in “Kubanenergo”, JSC. However the aforementioned practice would enable the newly elected members of Board of Directors to take the most active part in Board of Directors activities from the very moment of their election to the Board, as well as to acquire the missing knowledge in separate aspects of Board of Directors activity.
Practice of holding Board of Directors meetings 

3. According to the information submitted by the Company less than 10% of meetings of Board of Directors of “Kubanenergo”, JSC are held in presentia. As a rule, Board of Directors meetings are held in the form of absentee voting by means of written questionnaires submitted by members of Board of Directors. According to our rating this restricts abilities of members of Board of Directors to take decisions on the basis of preliminary discussion of all items on a meeting’s agenda. Taking decisions based on constructive dialogue along with exchanging personal assessments and opinions increases possibility of weighed and efficient decisions.
4. Members of Board of Directors of “Kubanenergo”, JSC do not have an opportunity to involve outside consultants for participation in meetings of Board of Directors within the scope of the Company’s Board of Directors budget. However, the given practice would enable members of Board of Directors to get extra consultations on agenda items, which would ultimately contribute to deliberateness and efficiency of decisions taken by Board of Directors.
Remuneration and motivation of members of Board of Directors
5. “Kubanenergo”, JSC lacks practice of insurance of responsibility of the Board of Directors members. However, taking into account the stage of the Company’s development connected with reforming process members of Board of Directors are to take on heightened responsibility for decisions of Board of Directors and actively defend their attitudes on considered issues. Insurance of their responsibility will contribute to it.

Conflict of interests of members of Board of Directors
6. In spite of the fact that Code of Corporate Management of “Kubanenergo”, JSC stipulates obligation of members of Board of Directors to refrain from actions which lead to conflict of interests and obligation to inform other members of Board of Directors on occurrence of such situations, “Kubanenergo”, JSC lacks complex management of conflict of interests of Board of Directors members. Internal documents of the Company do not stipulate definition of conflict of interests of Board of Directors members as well as description of such situations. Presence of definition of conflict of interests of Board of Directors members and description of possible situations of conflict of interests of Board of Directors members in the Company’s internal documents indicate the Company’s understanding of threats created by conflict of interests of Board of Directors members. It is only complex management of conflict of interests’ situations assuming stipulation of obligation of Board of Directors members to inform on their affiliation, on possible conflicts of interests, to refrain from actions leading to conflicts of interests, that provides reasonable confidence that situation of conflict of interests of Board of Directors members will be resolved at an early stage and the Company’s interests will not be infringed upon. 
According to the information submitted by “Kubanenergo”, JSC it is planned to secure obligation of members of the Company’s Board of Directors to declare their affiliation by obligatory submission to Secretary of Board of Directors of information related to transactions of interest, which will enable providing only partial control over conflicts of interests of Board of Directors members.

 7. A number of members of Board of Directors of “Kubanenergo”, JSC are members of more than 5 other Boards of Directors of other entities, which considerably reduces the time of members of Board of Directors required for preparation to meetings of Board of Directors. As a rule, excessive involvement of a member of Board of Directors in activities of Boards of Directors of other entities leads to reduction of time a member of Board of Directors has available and to inevitable conflict of interests.
Committees attached to Board of Directors

8. Structure of Board of Directors of “Kubanenergo”, JSC lacks Audit Committee, Personnel and Remuneration Committee, Corporate Management Committee and Strategy Committee attached to Board of Directors. Committees attached to Board of Directors are established with the aim of preliminary consideration of issues within the competence of Board of Directors and preparation of the corresponding recommendations for Board of Directors. Among the key Committees, the activities and recommendations of which are crucial from the point of view of role of Board of Directors in the corporate management system, Audit Committee and Personnel and Remuneration Committee should be singled out. When establishing Committees attached to Board of Directors, a special emphasis shall be put on independence, regularity of meetings, regulation of Committees’ activities and functions actually performed by the Committees. In spite of the fact, that the lack of the above-listed Committees attached to Board of Directors does not indicate inefficiency of activity of Board of Directors, their establishment is able to properly increase efficiency of activity and independence of opinions of the aforementioned management body of the Company and is regarded in this respect as an integral element of efficient corporate management system.
Internal control system

Internal control process is an integral pert of risk management process and provides reasonable confidence in reaching the Company’s objectives in the following directions: efficiency of activity, validity of accounting reports, observance of applicable legislative and normative acts.

9. Board of Directors of “Kubanenergo”, JSC has not approved an internal document stipulating conceptual bases of the Company’s internal control system: goals and objectives of internal control, principles of internal control, structural subdivisions of the Company developing and introducing internal control procedures, structural subdivisions of the Company assessing efficiency of internal control procedures, accountability of various structural subdivisions comprising internal control system. Approval of the corresponding Regulations will provide transparency and formalization of the company’s internal control system, provide continuity of policies and procedures for internal control stipulated by the document and will be an instrument of the Company’s corresponding structural subdivisions for improvement of internal control system. 
10. Board of Directors of “Kubanenergo”, JSC is not generally responsible for efficiency of the Company’s internal control system. The Company’s Board of Directors does not make regular (annual) assessment of the Company’s internal control system efficiency.

11. In “Kubanenergo”, JSC a structural subdivision subordinate to the Company’s Board of Directors, performing the functions of internal audit, in particular, function of independent assessment of risk management system and internal control system efficiency has not been established. Presence in the Company of a structural subdivision subordinate to the Company’s Board of Directors, performing the functions of internal audit is a necessary condition for maintenance of efficiency of risk management and internal control systems.
12. An employee of “Kubanenergo”, JSC is included into the list of members of the Company’s Auditing Committee. In spite of the fact, that the given member of Auditing Committee is not able to substantially influence the activity and decisions of Auditing Committee, corporate management best practice requires that the composition of the Company’s Auditing Committee does not include members of the Company’s executive management as well as the Company’s employees.
Corporate Secretary
13. In “Kubanenergo”, JSC a separate position of Corporate Secretary providing observance of corporate management rules and procedures set up by the legislation requirements, the Company’s internal documents ensuring exercise of rights and interests of the Company’s shareholders, by the Company’s bodies and officials has not been established. 
	
	Management and control authorities activity

	Positive aspects
	○ The Company’s Board of Directors provides balance of interest necessary for independence from the management
○ Board of Directors includes representatives of minority shareholders

○ The Company’s Board of Directors structure provides partial balance of interests from the point of view of restriction of RAO “UES of Russia”, JSC representatives’ dominant influence on decisions taken by the Company’s Board of Directors

○ Board of Directors meetings are held according to the approved calendar plan of meetings

○ Board of Directors meetings are held regularly
○ Materials for preparation for meetings of the Company’s Board of Directors are available to members of Board of Directors 11 prior to a Board of Directors meeting

○ Activity of the Company’s Board of Directors is regulated by Regulations on Procedure for Convening and Holding Board of Directors Meetings
○ The Company’s Board of Directors performs a range of key functions ensuring important role of Board of directors in the Company’s corporate management system
○ The Company pays remuneration to non-executive and independent members of the Company’s Board of Directors
○ Remuneration of members of the Company’s Board of Directors depends on results of the Company’s activity
○ The Company provides control over transactions with the Company’s securities concluded by members of Board of Directors

○ The Company has established a collegiate executive body 

○ Activity of the Company’s Management Board, rights and obligations of members of Management Board are regulated by Regulations on Management Board

○ Remuneration paid to members of executive bodies depends on results of the Company’s activity

○ The Company’s Board of Directors regularly considers reports of General Director on the Company’s activity, on implementation of decisions of General meeting of shareholders and the Company’s Board of Directors

○ Within the competence of the Company’s Board of Directors lie lection of General Director of the Company and early termination of his/her powers, election of members of the Company’s Management Board, setting of remunerations and compensations paid to them, early termination of their powers, approval of key performance indicators and reports on carrying out of the latter
○ The Company has practice of complex management of conflicts of interests of executive bodies’ members
○ The Company provides control over transactions with the Company’s securities concluded by members of the Company’s executive bodies

○ The Company lacks personnel reserve for filling a number of executive positions

○ The Company has established a structural subdivision (Section for Analysis and Controlling) aimed at introduction of reliable and efficient internal control system
○ According to Code of Corporate Management the Company ensures as far as possible attendance of members of executive bodies, Board of Directors, Auditing Committee as well as the Company’s auditor at a General meeting of shareholders and authorizes them to answer the shareholders’ questions


	Deficiencies
	○ No member of the Company’s Board of Directors can be considered an independent director according to substantial independence criteria
○ There is no information providing a unique estimate of Board of Directors’ balance from the point of view of their having of key skills necessary for efficient activity of Board of directors.
○ Less than 10% of the Company’s Board of Directors meetings are held in presentia
○ The Company lacks practice of familiarization of the newly elected members of Board of Directors with the Company’s business, arrangement of Board of Directors’ activity, their own rights and obligations 
○ Regular advanced training of Board of Directors members is not provided for in the Company
○ Members of the Company’s Board of Directors do not have an opportunity to involve outside consultants for participation in meetings of Board of Directors within the scope of the Company’s Board of Directors budget.
○ The Company lacks practice of insurance of responsibility of Board of Directors members.
○ There is no complex management of conflict of interests of Board of Directors members
○ A number of members of the Company’s Board of Directors are members of more than 5 other Boards of Directors 

○ Structure of the Company’s Board of Directors lacks Audit Committee, Personnel and Remuneration Committee, Corporate Management Committee and Strategy Committee attached to Board of Directors
○ The Company’s Board of Directors has not approved an internal document stipulating conceptual bases of the Company’s internal control system

○ The Company’s Board of Directors is not generally responsible for efficiency of risk management and internal control systems of the Company

○ Structural subdivision subordinate to Board of Directors, performing the functions of assessment of internal control system efficiency has not been established in the Company
○ An employee of the Company is a member of the Company’s Auditing Committee
○ There is no person performing the functions of Corporate Secretary



Information disclosure
Disclosure of information on the Company’s activity is one of the key factors of its corporate management practice. The aim of information disclosure is its bringing up to the notice of shareholders and all the interested persons in the volume necessary for taking reasonable decision on purchase of the Company’s securities or other actions related to the Company.

Corporate management practice of “Kubanenergo”, JSC from the point of view of disclosure of information on its activity is estimated as satisfactory.

Positive aspects of corporate management practice of “Kubanenergo”, JSC from the point of view of disclosure of financial and non-financial information on its activity are as follows:
Distinct and coherent information policy

1 The Company’s Board of Directors approved Regulations on Information Policy of “Kubanenergo”, JSC stipulating basic principles of the Company’s information policy, the main persons interested in disclosure of information on the Company and the basic procedures for information disclosure to the aforementioned persons. Establishing formalized information policy in the form of Regulations on Information Policy is indispensable for fixing the basic information policy principles, and gradual investor-relations development and structuralizing on this basis.

Shareholders structure transparency

2. “Kubanenergo”, JSC discloses information on actual owners of more than 91% of the Company’s shares:  RAO “UES of Russia”, JSC owns 48.99% of the Company’s ordinary shares, “YUKOS” Oil Company”, JSC owns 26.26% of the Company’s ordinary shares, “Energy Standard” Group owns via affiliated structure Craftex Ltd 16.35% of the Company’s ordinary shares
. The rest ordinary shares are owned by minority shareholders of the Company.

	Shareholder
	Fraction of ordinary shares

	RAO “UES of Russia”, JSC
	48.99%

	“YUKOS” Oil Company”, JSC
	26.26%

	Craftex Ltd
	16.35%

	Other shareholders
	8.50%


The given information is presented in the corresponding sections of the Company’s quarterly reports. Besides the Company has established a separate website section in which information on the fraction of ordinary shares owned by RAO “UES of Russia”, JSC and “YUKOS” Oil Company”, JSC is disclosed. On the whole, practice of disclosure of information on the shareholders’ structure by “Kubanenergo”, JSC allows interested persons to obtain comprehensive data on existing risks in the shareholders’ structure.
Availability of information on management bodies structure
3. “Kubanenergo”, JSC discloses detailed information on the composition of Board of Directors and executive bodies. The given information is contained in quarterly and annual reports. Practice of disclosure of information on management bodies structure by the Company allows interested persons to get an idea of professional qualification, experience and material interests in the Company and other entities of members of Board of Directors and executive bodies of “Kubanenergo”, JSC, which is important non-financial information on taking of investment decisions.
The Company has established a separate section on the corporate website (“Management Board”) in which information on the experience of and position held in the Company by members of Management Board is disclosed.

The Company has also established a separate section on the corporate website (“Board of Directors”) in which only brief information on members of Board of directors is presented (full name and position at principal place of employment)

Availability of information on remuneration paid to members of management bodies
4. The Company places in free access on its website Regulations on Payment of Remunerations and Compensations to Board of Directors of “Kubanenergo”, JSC (new revision), which allows to the interested persons to get an idea of principles of calculation of remunerations paid to members of Board of Directors and their dependence on results of the Company’s activity.

Availability of information on remuneration paid to auditor
5. The Company discloses information on the general volume of remuneration paid to the outside auditor of “Kubanenergo”, JSC on the Company’s website in the section on auditor of the Company, which allows interested persons to estimate compliance of remuneration paid to the outside auditor to volume of the Company’s transactions. The Company also emphasizes the fact that the outside auditor of “Kubanenergo”, JSC does not render consulting services to the Company, which allows interested persons to draw a conclusion on outside auditor’s having a conflict of interests.
Availability of information on transactions
6. “Kubanenergo”, JSC discloses information on transactions of interest. The given information allows to get an idea of transaction subject, price and material terms and conditions, as well as transaction parties and beneficiaries. On the whole the present information allows to get an idea of possible influence of existing relations with the bound parties, as well as transactions and unfinished settlements carried out between the Company and its contractors on the Company’s financial state, its profits and losses. The aforementioned information is disclosed by “Kubanenergo”, JSC in a separate website section, which facilitates search and systematization of this information.
Financial and accounting reports disclosure

5. The Company discloses accounting reports made up according to RSA in “Kubanenergo”, JSC annual report as a part of accounting balance, profit and loss statement, cash flow statement and statement on changes in capital. Besides, the Company also discloses on the website the auditor’s opinion about the presented reports, which allows interested persons to estimate the validity of the aforementioned statements.

Information disclosure channels

8. The Company’s website is the most called-for source of information die to its availability for most of the interested parties. Normative acts stipulate list of information obligatory for placement on the website. On the website of “Kubanenergo”, JSC a whole range of information important for the interested persons is disclosed. Particularly, on the website of the Company internal documents of the Company regulating the Company’s corporate management system (Regulations on Procedure for Convening and Holding of Meetings of Board of Directors, Regulations on Procedure for Preparing and Holding of General Meetings of Shareholders, Regulations on Reliability Committee) are disclosed. Also on the Company’s website information on activity of the Company’s management bodies (Minutes of General meetings of shareholders and Minutes of Board of Directors meetings) is disclosed. The Company also discloses information on the Company’s development strategy in relation to RAO “UES of Russia”, JSC reforming as well as in relation to goals and objectives of “Kubanenergo”, JSC in a separate section of its website. Code of Corporate Management of the Company is also disclosed in a section of the Company’s website. The Company’s website also presents quarterly reports for the three years preceding awarding of the rating, which allows interested persons to get an idea of the Company’s development during a considerable time period.
Along with that, the following deficiencies exist in the corporate management practice of “Kubanenergo”, JSC from the point of view of disclosure of information on its activity:

Availability of information on management bodies members’ remuneration 

1. When disclosing information on remuneration paid to members of Board of Directors and Management Board the Company restricts itself only to the data on general volume of remuneration paid to members of the aforementioned management bodies, which does not allow interested persons to fully estimate correspondence of remuneration paid to the specified persons to the scale of transactions and results of the Company’s activity.

Disclosure of financial and accounting statements

2. “Kubanenergo”, JSC does not make financial reports according to IFRS. Yet, the specified reports preparation and disclosure is an important factor of the Company’s transparency. As a rule, investors give preference to financial reports in conformance with IFRS in the process of evaluating certain financial or economic object’s investment perspectives.

Information disclosure channels
3. The Company’s annual report disclosed on the website does not include a whole range of information substantial for the interested persons and does not fully correspond to the requirements of normative acts regarding structure and contents of annual report submitted to shareholders for preparation to General meeting of shareholders. Particularly, annual report of 2005 does not disclose information on transactions of interest fully enough. “Kubanenergo”, JSC discloses only subject and parties of transactions of interest approved by Board of Directors within the list of the most important decisions of Board of Directors. Besides, the Company has not submitted the full list of transactions of interest.
Equality of access to information for interested persons

4. Information placed on “Kubanenergo”, JSC website for shareholders and investors is presented in Russian only. The deficiency is not very significant due the fact that there are no non-resident shareholders in the Company or their fraction in the authorized capital is insignificant. Corporate management best practice provides for creating of English version of corporate website with the same volume of information as in Russian version in case the Company has foreign shareholders.
	
	Information disclosure

	Positive aspects
	○ The Company has approved Regulations on Information Policy 

○ The Company aims at disclosure of full and actual information on shareholders’ structure

○ The Company discloses information on Board of Directors members’ education, experience, holding of the Company’s shares and positions in management bodies of other entities

○ The Company discloses information on the Company’s executive bodies members’ education, experience, holding of the Company’s shares and positions in management bodies of other entities

○ The Company discloses information on structure of members of the Company’s executive bodies and their working experience in a separate section of the website 
○ The Company places in free access on its website Regulations on Payment of Remunerations and Compensations to Board of Directors of the Company (new revision)
○ The Company discloses information on the general volume of remuneration paid to the outside auditor of the Company as well data on lack of facts of the outside auditor rendering consulting services 
○ The Company discloses detailed information on transactions of interest on its website
○ Information on transactions of interest concluded by the Company is systematized
○ The Company discloses accounting reports made up according to RSA in the Company’s annual report and in a separate website section as a part of accounting balance, profit and loss statement, cash flow statement, statement on changes in capital and the auditor’s opinion 
○ On the Company’s website internal documents of the Company regulating the Company’s corporate management system (Regulations on Procedure for Convening and Holding of Meetings of Board of Directors, Regulations on Procedure for Preparing and Holding of General Meetings of Shareholders, Regulations on Reliability Committee) are disclosed
○ On the Company’s website information on activity of the Company’s management bodies (Minutes of General meetings of shareholders and Minutes of Board of Directors meetings) is disclosed
○ The Company discloses information on the Company’s development strategy in relation to RAO “UES of Russia”, JSC reforming as well as in relation to goals and objectives of the Company in a separate section of the website
○ Code of Corporate Management of the Company is disclosed in a separate section of the Company’s website


	Deficiencies
	○ The Company does not disclose information on the amount of individual remuneration paid to each member of the Board of Directors and the Management Board

○ The Company does not make financial reports according to IFRS
○ The Company’s annual report disclosed on the website does not include a whole range of information substantial for the interested persons and does not fully correspond to the requirements of normative acts regarding structure and contents of annual report 
○ There is no English version of the Company’s corporate website



Activity on behalf of other interested parties and corporate social responsibility

The corporate management practice from the point of view of activity on behalf of other interested parties and corporate social responsibility is estimated as satisfactory.

Positive aspects of corporate management practice from the point of view of activity on behalf of other interested parties and corporate social responsibility are as follows:

1. “Kubanenergo”, JSC implements corporate social projects for the Company’s employees and members of their families. In particular, sanatorium and recreation centre vouchers are granted to the Company’s employees, members of their families and the retired at a reduced price. The Company implements programmes of non-state pension provision. Implementation of such projects allows to reduce employee turnover and increase loyalty of the Company’s employees.
2. “Kubanenergo”, JSC has implemented a number of charity and sponsorship projects aimed at development of human capital in the region, as well as increase of the region’s investment attractiveness. In particular, the Company doled Vyselkovskiy public charity fund “Vozrozhdenie” for reconstruction of architecture landmark – St. Trinity Church in Novodonetskiy village of Vyiselkovskiy area, charitable assistance was rendered to Krasnodar region public organization “Handball Federation” for support of sportsmen, also sponsor assistance has been rendered to Department of Issues of Fuel and Energy Complex of Krasnodar region for holding of 5th International Forum “Kuban-2006” in Sochi. Implementation of the aforementioned projects contributes to establishing image of socially-oriented company and facilitates support of the Company’s activity by various interested parties.
Along with that, there exist a number of deficiencies of the Company’s corporate management activity from the point of view of operation on behalf of other interested parties and corporate social responsibility:

1. “Kubanenergo”, JSC has not approved Corporate Ethics Code. However, properly drawn up Corporate Ethics Code as well as regular control of awareness and observance of provisions of Corporate Ethics Code by the Company’s employees allows to introduce principles of ethical conduct into the Company’s practice and to set developed corporate culture, which is a factor of steady development and favourable image of the Company.
2. “Kubanenergo”, JSC has not approved the document on corporate social responsibility (Social Code or policy of corporate social responsibility) stipulating the basic principles and directions of the company’s corporate social responsibility, goals and objectives, persons responsible for implementation, instruments of control over effectiveness of such projects. Along with that adoption of such document allows to formalize implementation of projects of corporate social responsibility thus, contributing to deliberate and direct policy of the Company’s corporate social responsibility.
3. “Kubanenergo”, JSC does not implement projects of corporate social responsibility in relation to the Company’s contractors. The Company lacks distinct policy I relation to the Company’s contractors. However, implementation of the corresponding initiatives will enable setting of long-term fiduciary relations with contractors, which is a token of the Company’s stable development.
4. Environmental management system corresponding to the standard ISO 14001 “Environmental Management Systems – Specification with Guidance for Use” (GOST R ISO) is not introduced in “Kubanenergo”, JSC.

However, positive influence on the Company’s ecological policy will be rendered by Ecological Policy of RAO “UES of Russia”, JSC and Concept of Implementation of Ecological Policy of RAO “UES of Russia”, JSC

5. “Kubanenergo”, JSC does not draw up social reports according to GRI and AA1000 standards. Preparing such reports would allow the Company to increase transparency of the Company’s corporate social responsibility, would contribute to increase of the Company’s status and to the Company’s business image.
6. Internal documents of “Kubanenergo”, JSC do not stipulate the procedure for corporate conflicts regulation. Corporate conflicts including conflicts between the management and shareholders, between shareholders, between the Company and other economic entities may cause considerable damage to the Company’s reputation and steady development. Due to this fact, presence of understanding of such threats in the Company as well as their early regulation allow to prevent or, at least, to considerably reduce effects of such conflicts

	
	Activity on behalf of other interested persons and corporate social responsibility

	Positive aspects
	○ The Company implements projects of corporate social responsibility for the Company’s employees and members of their families
○ The Company implements projects of corporate social responsibility for people in the Company’s activity area


	Deficiencies
	○ The Company has not adopted Corporate Ethics Code
○ The Company has not adopted policies of corporate social responsibility

○ The Company does not implement projects of corporate social responsibility in relation to the company’s contractors

○ The Company has not introduced Environmental Management System complying with ISO 14000 standard

○ The Company does not draw up social reports according to GRI and AA1000 standards

○ The Company’s internal documents do not stipulate the procedure for corporate conflicts regulation
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Description of rating classes
High level of corporate management practice

Class A

A++ - corporate management practice of the company is estimated as very high. The company complies with Russian legislation requirements in the field of corporate management, and follows recommendations of Russian Corporate Conduct Code in full, as well as adheres to a considerable number of additional regulations of international corporate management best practice. Risks connected with violation of rights of shareholders of the company, insufficiently efficient activity of management bodies as well as informational non-transparency of activity are absent.

A+ - 
corporate management practice of the company is estimated as high. The company complies with Russian legislation requirements in the field of corporate management, and follows most recommendations of Russian Corporate Conduct Code, as well separate additional regulations of international corporate management best practice. Risks connected with violation of rights of shareholders of the company, insufficiently efficient activity of management bodies as well as informational non-transparency of activity are minimal.

A - corporate management practice of the company is estimated as quite high. The company complies with Russian legislation requirements in the field of corporate management, and follows basic recommendations of Russian Corporate Conduct Code, as well separate additional regulations of international corporate management best practice. Risks connected with violation of rights of shareholders of the company, insufficiently efficient activity of management bodies as well as informational non-transparency of activity are insignificant.

Average level of corporate management practice

Class B

B++ - corporate management practice of the company is estimated as positive. The level on the whole exceeds the average level of this rating class, the company has an evident potential for future increase. The company complies with Russian legislation requirements in the field of corporate management, and partially follows recommendations of Russian Corporate Conduct Code. Risks connected with violation of rights of shareholders of the company, insufficiently efficient activity of management bodies as well as informational non-transparency of activity are not high.

B+ - corporate management practice of the company is estimated as average. The company complies with Russian legislation requirements in the field of corporate management, but the initiatives on implementing basic recommendations of Russian Corporate Conduct Code are insignificant. Risks connected with violation of rights of shareholders of the company, insufficiently efficient activity of management bodies as well as informational non-transparency of activity are moderate.

B - corporate management practice of the company is estimated as satisfactory. The company complies with basic Russian legislation requirements in the field of corporate management, however, its current corporate management practice does not correspond to most recommendations of Russian Corporate Conduct Code. Risks connected with violation of rights of shareholders of the company, insufficiently efficient activity of management bodies as well as informational non-transparency of activity are significant.

Low level of corporate management practice

Class C

C++ - corporate management practice of the company is estimated as low. The company allows non-observance of separate Russian legislation requirements in the field of corporate management. Risks connected with violation of rights of shareholders of the company, insufficiently efficient activity of management bodies as well as informational non-transparency of activity are rather high.

C+ - corporate management practice of the company is estimated as quite low. The company allows non-observance of a considerable number of Russian legislation requirements in the field of corporate management. Risks connected with violation of rights of shareholders of the company, insufficiently efficient activity of management bodies as well as informational non-transparency of activity are high.

C - corporate management practice of the company is estimated as negative. The company of this class allows gross violations of basic Russian legislation requirements in the field of corporate management, its activity is not transparent for research and the aggregate risks of shareholders’ rights violation are very high.

� According to article 39 and article 49 FZ (Federal Law) “On Joint Stock Companies” introduction of changes into Charter including changes related to amount of declared shares, as well as taking decisions on additional issuing of ordinary shares by means of private or public subscription of ordinary shares comprising more than 25% of the earlier placed ordinary shares shall be carried out according to the decision of General meeting of shareholders by a qualified majority of three-quarters of votes





� According to article 28 FZ (Federal Law) “On Joint Stock Companies” decision of the Company’s Board of Directors on increase of authorized capital by means of placement of additional shares, in case if such a right is granted to Board of Directors by the Company’s Charter, shall be adopted by a unanimous vote of all the members of the Company’s Board of Directors; at that, the votes of members who have quitted the Company’s Board of Directors are not taken into account.  





� Actual for April 12, 2006. According to the quarterly report for III quarter 2006.


� The present obligation is also stipulated by article 82 FZ (Federal Law) “On Joint Stock Companies”


� Actual for April 12, 2006. According to the quarterly report for III quarter 2006.
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