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CORPORATE GOVERNANCE SYSTEM
The Chairman of the OAO TMK Board of Directors,
Dmitry Pumpyanskiy, was pronounced the winner
of 6th National Prize “Director of the Year” 2011
in the category of “Chairman of the Board of Directors:
input in development of corporate management.”

the Company in 2011 was in full compliance with the Code
of Corporate Governance.

OAO TMK’s Principles
of Corporate Governance

• equal treatment of the Company’s shareholders,

The corporate governance system of OAO TMK regulates
the interaction process between management bodies and
internal Company control, shareholders and other interested parties and is aimed at ensuring balance of their
interests.
The corporate governance system is regulated by Company’s internal documents that are accessible on the TMK
website (http://www.tmk-group.com/company_documents.
php) and include the Code of Corporate Governance of OAO
TMK (the Code), which was approved in the reporting year
by OAO TMK’s Board of Directors and can be accessed at
http://www.tmk-group.ru/files/corp_gov_code_ru.pdf. The
Code is fully in line with the Russian legislative requirements concerning joint stock companies and capital market regulator’s standards for companies whose securities
are included in the highest level of exchange listing. The
Code also follows the corporate governance principles of the
Organization for Economic Cooperation and Development
(OECD), as well as best Russian and international corporate
governance practices. The corporate governance practice of
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observance and protection of their rights;
accountability of the Board of Directors to the
Company’s shareholders, as well as performance
monitoring of the Company’s executive bodies from
the Board of Directors;
maintenance of an effective internal control and
audit system at the Company;
guarantee of informational and financial transparency concerning the Company’s operations;
adherence to ethical standards in business behavior;
effective interaction with Company employees in
resolving social issues and provision of comfortable
working conditions.

OAO TMK’s
Corporate Governance Structure
The Company’s highest management body is the General
Meeting of Shareholders. The Company’s primary management powers are delegated by the shareholders to
the Board of Directors. In order to ensure the Company’s
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OAO TMK CORPORATE GOVERNANCE STRUCTURE
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day-to-day management, the Board of Directors elects
the CEO and confirms the members of the Management
Board as advised by the CEO. The Board of Directors also
establishes committees whose resolutions are of an advisory nature.

In order to exercise the principle “equal treatment of the
Company’s shareholders, observance and protection of their
rights,” TMK purposefully works on increasing shareholders’
awareness about the Company’s activities and on protecting
insider information.
In order to ensure effective control over the Company’s
financial and business operations, as well as the Company’s
adherence to Russian legislative requirements, the General
Meeting of Shareholders elects the Revision Commission and
confirms the Company’s auditor.
In order to exercise the principle “equal treatment of
the Company’s shareholders, observance and protection
of their rights,” TMK purposefully works on increasing
shareholders’ awareness about the Company’s activities
and on protecting insider information. In 2011, the Company modified its internal documents to meet Russian
legislative requirements, and implemented additional
procedures on insider information protection as well as
on timely release of information. The new revised Provision on insider information (http://www.tmk-group.ru/
files/tmk_pol_inside_ .pdf) and List of insider information
(http://www.tmk-group.ru/files/tmk_per_inside1.pdf ) can
be found on TMK’s website.
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TMK keeps its accounting practices and prepares financial and accounting reports in compliance with Russian and
international standards. Starting from 2011 TMK began
quarterly preparation of the consolidated IFRS reports
(http://ir.tmk-group.ru/phoenix.zhtml?c=238837&p=irolresultcenter). In order to provide interested parties with
additional information, the Company distributes press
releases including analysis of changes in financial indicators and conducts conference calls involving members of
Company’s executive bodies.
TMK has a functioning structural subdivision, which
monitors development and realization of single information policy. There is also a department that controls
compliance with legislative requirements on insider information.
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GENERAL MEETING OF SHAREHOLDERS
The primary means of protecting shareholders’ rights, as
reflected in the Company’s Charter, is their participation in
the General Meeting. The General Meeting of Shareholders is held annually and is mandatory. Also, extraordinary
meetings can be held per decision of the Board of Directors
or per initiative of the Revision Commission, auditor, or
shareholders (shareholder), who own at least 10 percent
of TMK’s shares.

Shareholders who own at least 2% of shares can make
suggestions to the agenda of the annual General Meeting,
propose candidates for the Board of Directors, Revision
Commission and Counting Commission, as well as call Board
of Directors meetings.
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Shareholders who own at least 2% of shares can make
suggestions to the agenda of the annual General Meeting,
propose candidates for the Board of Directors, Revision
Commission and Counting Commission, as well as call
Board of Directors meetings.
In 2011, the annual General Meeting of Shareholders was held, along with one extraordinary meeting.
The following questions were included in the meetings’
agendas: approval of OAO TMK’s annual report and annual financial statements, distribution of profits based
on the results of 2010 and 6 months in 2011, election of
the Board of Directors and selection of a Revision Commission, confirmation of the auditor, and approval of
interested-party transactions.

Corporate
Governance

Corporate
Citizenship

Management
Discussion

Financial
Statements

Major
Transactions

www.tmk-group.com

6.3

BOARD OF DIRECTORS
AND BOARD COMMITTEES

TMK
ANNUAL REPORT 2011

BOARD OF DIRECTORS
AND BOARD COMMITTEES
According to the Charter, the Board of Directors has authority to make fundamental managerial decisions, except
for questions related to the shareholder’s competencies.
The Board of Directors approves the Company’s development strategy, monitors execution and evaluation
of its effectiveness.
Members of the Board of Directors are elected by the
General Meeting of Shareholders with cumulative voting
and can be reelected for an unlimited number of terms.
All members of the Board of Directors can be terminated
before the end of their term per decision of the General
Meeting of Shareholders.

In order to ensure the implementation of the Board of
Directors’ mandated functions, its membership is formed
on the basis of criteria such as independence, wide powers
and professionalism. Five out of ten members of the Board
of Directors are independent directors.
In 2011, the composition of the Board of Directors had
the following changes: instead of J. Marous, who became the
Head of TMK’s European Division in 2010, M. Alekseev was
elected to the Board of Directors as an independent director.
The Board of Directors consists of the following persons:

Members of the Board of Directors are elected by the General
Meeting of Shareholders with cumulative voting and can be
reelected for an unlimited number of terms.
The Board of Directors is headed by the Chairman, who
calls Board of Directors Meetings and develops an agenda
using the suggestions from the Members of the Board of
Directors, Revision Commission and the auditor, shareholders who own at least 2% of voting shares, Management
and CEO. Per the request of the persons mentioned above
a Board of Directors meeting can be called.
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Dmitry A. Pumpyanskiy

Mikhail Yu. Alekseev

Andrey Yu. Kaplunov

Sergey T. Papin

Thomas Reeve Pickering

Chairman of the Board
of Directors.

Member of the Board
of Directors since 2011.

Has been with TMK since 2001.

Has been with TMK since 2002.

Graduated from Moscow Financial Institute in 1986. PhD, Doctor
of Science.

Graduated from the Donetsk
Polytechnic Institute in 1977.

Member of the Board of Directors since 2009.

Graduated from the Kirov Urals
Polytechnic Institute in 1986.
PhD, Doctor of Science. Has been
with TMK since 2002.

Graduated from the Moscow
Finance Institute in 1982, PhD.
Experience: Senior Vice President of OAO TMK, Chairman of
the Board of Directors of TMK’s
Russian plants and of TMK Trade
House, member of the Board of
Directors of a number of financial
institutions, Vice President of
Organizational Development at
ОАО TMK, Director of the HR and
Organizational Development Department at OAO JSB Inkombank
and JSB Rosbank, Vice President
of ZAO CB Guta Bank, Deputy
Head of the Currency and Finance
Department of the foreign trade
association Zarubezhneft, associate professor in the Economic
Theory Faculty at the Moscow
Finance Institute.

Experience: Vice President,
Member of the Board of Directors
of ZAO Sinara Group, member of
the Board of Directors of several
companies, Vice President of
External and Social Projects of
ОАО TMK, Vice President of OAO
JSB Inkombank and ZAO CB Guta
Bank.

Experience: President of Sverdlovsk Regional Manufacturers
and Entrepreneurs Association,
President, Chairman of the Board
of Directors of ZAO Sinara Group,
member of the Board of Directors
in industrial and financial companies, member of the Management
Board of the Russian Union of
Industrialists and Entrepreneurs
(RSPP), CEO of OAO TMK, CEO
of ZAO Sinara Group, executive of
metallurgical and pipe companies.
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of General Directorate of Ministry
of Finance of USSR.
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Graduated from the University of
Melbourne in Australia in 1956.
Holds the distinction of Career
Ambassador, the highest in the
U.S. Foreign Service.
Experience: Vice Chairman of International Consultants Hills and
Co., Senior Vice President for International Relations and member
of the Executive Board at Boeing,
Special Assistant to U.S. Secretary of State, U.S. Ambassador to
Russia, India, Israel, El Salvador,
Nigeria, Jordan; Ambassador to
the United Nations.
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Geoffrey Townsend

Igor B. Khmelevskiy

Alexander G. Shiryaev

Alexander N. Shokhin

Mukhadin A. Eskindarov

Member of the Board of Directors since 2005.

Has been with TMK since 2003.

Has been with TMK since 2003.

Graduated from the Ural State
Law Academy in 1995.

Graduated from the Sverdlovsk
Institute of National Economy in
1991 (now the Ural State University of Economics).

Member of the Board of Directors since 2008.

Member of the Board of Directors since 2005.

Graduated from the Lomonosov
Moscow State University in 1974,
PhD, Doctor of Science, professor.

Graduated from the Moscow
Finance Institute in 1976, PhD,
Doctor of Science, professor.

Experience: President of RSPP,
President of the State University Higher School of Economics,
member of the Board of Directors of
ОАО Lukoil, OAO Russian Railways,
ОАО Brewery Baltica, ОАО Fortum,
ОАО TNK-BP Limited, member of
the Civic Chamber of the Russian
Federation, Chairman of the Supervisory Board of Renaissance Capital
Investment Group, member of the
State Duma (three convocations),
Minister of Labor and Employment
and Minister of Economic Affairs,
Head of the Russian Agency for
International Cooperation and
Development; twice appointed as
Deputy Prime Minister of Russia,
represented Russia at the IMF and
World Bank.

Experience: President of the
Finance University under the
Government of the Russian Federation, member of the Board of
Directors of a number of credit organizations, Senior Vice President
of the Finance University under
the Government of the Russian
Federation.

Graduated from St. Catherine’s
College (Oxford) in 1970, member
of the Institute of Chartered Accountants in England and Wales.
Experience: CEO of OOO Arnika,
member of the Board of Directors
of OAO Raspadskaya, Head of
the Consulting Department and
Corporate Finances Department
at KPMG, independent consultant
at KPMG.
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As of December 31, 2011, the Board of Directors of ОАО TMK comprised 10 people.

Position
(independence criterion)

Year of election
to the Board
of Directors

Participation in Board
of Directors meetings
in 2011
(32 meetings)

Share in the capital
of OAO TMK as
of December 31, 2011,%*

—

Non-executive director

2004

32

0.007**

1960

—

Executive director

2005

32

0.0116

Alekseev, M.Yu.

1964

Member of SDC 1

Independent director

2011

18

0

Papin, S.T.

1955

Member of NRC 1

Non-executive director

2005

32

0.012

Pickering, T.

1931

—

Independent director

2009

31

0

Townsend, G.

1949

Chairman of the AC
Member of the NRC

Independent director

2005

32

0.0018

Khmelevskiy, I.B.

1972

Member of the AC

Non-executive director

2004

32

0.01

Shiryaev, A.G.

1952

Member of the SDC

Executive director

2003

32

0.017

Shokhin, A.N.

1951

Chairman of the SDC

Independent director

2008

32

0

Eskindarov, M.A.

1951

Chairman of the NRC,
Member of the AC

Independent director

2005

32

0.0018

Year of birth

Membership of the Board
of Directors committees as
of December 31, 2011

Pumpyanskiy, D.A.
(Chairman)

1964

Kaplunov, A.Yu.

Name

1

* Share Capital of OAO TMK only consists
of ordinary shares.
1

52

AC — Audit Committee;
NRC –Nomination and Remuneration Committee;
SDC — Strategic Development Committee

contents

** Information on beneficiary owners of OAO TMK
is given in the Share Capital section of this report
on p. 41.
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Activity of the Board
of Directors in 2011

Remuneration

In 2011, the Board of Directors held 32 meetings, including
seven meetings that were held through joint attendance.
Key items included:
• Development of TMK’s investment projects;
• TMK’s HR Policy 2020;
• Logistics management system in the Company;
• TMK Business Plan 2011–2015;
• TMK’s consolidated budget for 2012;
• TMK’s target structure for 2012;
• Results of Internal Audit Department’s activity in
2011.
The activity of OAO TMK’s Chairman of the Board of Directors related to the introduction of high corporate management standards was noted by the Association of Independent Directors and by the Russian Union of Industrialists and
Entrepreneurs that established the National Prize “Director
of the Year” with support from PricewaterhouseCoopers.
Dmitry Pumpyanskiy was pronounced the winner in the
category of “Chairman of the Board of Directors: input in
development of corporate management” for his active role
in developing and achieving the Company’s main strategic
goals to strengthen its positions among global pipe producers and developing such innovative directions like energy
efficiency, nanotechnology, environmental security and
scientific research.
* Based on the average exchange rate
for 2011 — 29.39 RUB/U.S.$
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In accordance with the Regulation on OAO TMK’s Board
of Directors, only directors who are not executives of OAO
TMK are entitled to remuneration and the compensation
of expenses related to the execution of their duties. Prior
to the annual General Meeting of Shareholders the Board
of Directors had 4 independent directors, 4 non-executive
directors and 2 executive directors. As of July 26, the
Board of Directors is comprised of 5 independent directors, 3 non-executive directors and 2 executive directors.
The remuneration to be paid includes:
• a fixed base remuneration of Chairman or member of
the Board paid on a monthly basis in the amount of 1/12
of the fixed annual amount;
• additional remuneration for the performance of the
duties of Chairman or member of a Board Committee,
which is paid every six months in the amount of 1/2 of
the annual additional remuneration.
In 2011, the aggregate remuneration of the members of
the Board of Directors was U.S$ 2.55 million.*

Committees of the Board of Directors
The Board of Directors always has three committees:
Audit Committee (AC), Nomination and Remuneration
Committee (NRC) and Strategic Development Committee (SDC). The composition of the committees is formed
in full accordance with the requirements of the Code,
which establishes that the Audit Committee and Nomination and Remuneration Committee can include only
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independent directors, and if that not possible due to
objective causes, then only independent directors and
non-executive directors.

Participation of Board Committee Members in Committee Meetings in 2011
Audit Committee
(11 + 4 joint meetings)

Nomination and
Remuneration Committee
(5 joint meeting)

Alekseev, M.Yu.

3

Marous, J.

3

Papin, S.T.

5

Townsend, G.

15

Khmelevskiy, I.B.

15

contents

5

Shiryaev, A.G.

5

Shokhin, A.N.

7

Eskindarov, M.A.
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Development Committee
(3 + 4 joint meetings)
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AUDIT COMMITTEE REPORT
Reporting period
This report covers the 2011 calendar year. Activities from
January 1, 2012 to March 31, 2012 are also included in as
much as activities undertaken relate to the 2011 consolidated financial statements or to the tender for audit services.

Power and authorities
The tasks of the Committee are determined by the Regulations on the Audit Committee of the Board of Directors
of OAO TMK. The Regulations can be found on the corporate website at http://tmk-group.com/files/audit_e.pdf.

• Overseeing the independence of the external auditor;
• Overseeing the appointment of independent appraisers
and review of any independent appraisers’ reports.

Audit Committee in 2011
Townsend, G.

Chairman of the Audit Committee
and Member of the Nomination
and Remuneration Committee,
Independent director

Eskindarov, M.A.

Member of the Committee
and Chairman of the Nomination
and Remuneration Committee,
Independent director

Khmelevskiy, I.B.

Member of the Committee,
Non-executive director

The main tasks of the Committee include:

• Review of the Company’s and of the group’s financial
•
•
•
•
•
•
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statements;
Review of the Company’s standards and procedures for
internal control and risk management;
Review of the annual plan and periodic and annual
reports of the Internal Audit Service;
Cooperation with the Company’s Revision Commission;
Making recommendations to the Board of Directors on
the appointment and/or re-appointment of the external
auditor;
Review of plan and scope of the audit;
Active discussion with the external auditor of matters
arising from the audit;
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The Board considers that I. Khmelevskiy is independent in
substance while not in form. Article 3.2 of the Regulations
on the Audit Committee permits his membership.
The Board of Directors considers that Chairmen of the
Committee G. Townsend has recent and relevant financial
experience as required by the Guidance on Audit Committees published by the Financial Reporting Council (UK) in
December 2010.
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Participation in committee meetings

• a summary on the audit adjustments proposed by the

In general, members of the Board of Directors are invited
to attend meetings of the Audit Committee. However, the
Committee holds at least two meetings per year which
are closed to other Board members. The closed meetings
include sessions with the external auditor.

Independent legal advice

Pursuant to the regulation given in clause 2.14 of the
Guidance on Audit Committees published by the Financial Reporting Council, the Audit Committee may solicit
impartial legal advice as deemed necessary. During 2011
the Committee did not solicit such services.

Committee oversight of the external
audit of the 2011 financial statements
The Audit Committee oversaw on the external audit of
the Company’s consolidated financial statements for 2011
(IFRS) and the parent company’s financial statements
prepared according to Russian accounting standards for
2011. Most of this work was carried out in 2012.
The external auditor’s opinion on the consolidated
financial statements is key to external investors.
The external auditor discussed his audit plans with the
Committee before the commencement of the audit. During the course of the audit the external auditor discussed
potential problems and their resolution with the Audit
Committee. Once the audit was completed, the external
auditor presented the following to the Audit Committee:
• a summary on the audit adjustments proposed by the
auditor and accepted by TMK;
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auditor and not accepted by TMK. Management considers that the non-acceptance of these proposed adjustments to be immaterial to the consolidated financial
statements of the Company, taken as whole, and the
auditors concur with such assessment in the context
of forming an opinion on the financial performance
and financial position of the Company as shown by the
financial statements.
The auditor issued an unqualified audit opinion on TMK’s
IFRS consolidated financial statements. Furthermore, the
Audit Committee reviewed OAO TMK’s statutory financial
statements prepared in accordance with Russian accounting standards and concluded that these statements are
consistent with the IFRS consolidated financial statements
given the differences in accounting standards and the fact
that statutory financial statements are unconsolidated and
include only OAO TMK accounts.
As a result of its work on the oversight of the external
audit, the Audit Committee believes that the audit was
performed professionally and that there are no material
conflicts of interest, and recommends to the Board of Directors that the financial statements be submitted for the
approval of shareholders at the annual General meeting.

Internal control
The Audit Committee is active in this area through its
oversight of the Risk Management Committee and the
Internal Audit Service.
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Non-audit services provided
by the external auditor
The provision of all non-audit services by the external
auditor is subject to prior approval by the audit committee. In 2011 the audit committee also approved consulting
services in relation to transfer pricing and also two minor
projects concerning VAT in Romania.

In accordance with the policy on the appointment of the
group’s external auditor, the audit committee conducted a
tender in the period October 2011 until March 2012. Because
certain loan covenants restrict the choice of auditor to the
Big Four, the invitation to tender was restricted to the Big
Four. All Four participated and submitted bids.
The invitation to tender included a list of matters which
should be considered carefully by bidders and which would
probably be key factors in the evaluation of bids. Bidders
were given a two month period in which to familiarise
themselves with the business of the group whereupon
they submitted bids consisting of technical and financial
sections. There was then a period of two months for the
evaluation of the technical proposals; the audit committee took soundings from management on its views of the
technical proposals. The committee then carried out its
own evaluation of the technical proposals and only after
this were the financial proposals opened. Final evaluation was performed by creating a weighted total of the
technical and financial scores. The winner of the tender
was Ernst & Young.
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In 2011, the Committee worked with the following composition:

External audit tender
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Audit Committee therefore recommended that the
board recommends to the shareholders at the AGM the
appointment of Ernst & Young as external auditor for the
2012 financial year.

TMK Securities

Eskindarov, M.A.

Chairman of the Committee,
member of the Audit Committee,
independent director

Papin, S.T.

Member of the Committee,
non-executive director

Townsend, G.

Member of the Committee,
Chairman of the Audit Committee,
independent director

During the reporting period the Committee operated in
compliance with the Regulation on the Committee approved by the Board of Directors, annual corporate plan
and orders of the Board of Directors.
The main goals of the Committee are to create favorable
conditions for the employment of qualified managers in
the Company and incentives for their effective work, as
well as to improve the corporate governance system and
keep it within best international practice.
In 2011, the Committee reviewed and presented to the
Board of Directors recommendations on the following key
matters:
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• Candidacy of senior managers and members of OAO
TMK management bodies;

• Key performance indicators for executives and direc-

•
•
•
•
•
•
•
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tors of TMK’s main business units in accordance with
established areas of responsibility and the conditions
set forth in personal contracts;
Incentive program for executives and directors of TMK’s
main business units;
TMK’s Code of Corporate Management;
TMK’s HR Strategy 2020;
Implementation of TMK’s HR policy;
Corporate structure, management system, and social
policy of the Company’s divisions and special-purpose
facilities;
Key indicators of the number of employees and salary
for TMK’s 2012 budget calculation;
Personnel changes at TMK Oilfield Services and Trade
House TMK.
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Strategic Development Committee
On June 28, 2011, there was a change in the composition
of the Strategic Development Committee: M. Alekseev
joined the Committee since J. Marous due to his appointment to an executive position at the Company.
Shokhin, A.N.

Chairman of the Committee,
independent director

Alekseev, M. Yu.

Member of the Committee,
independent director

Shiryaev, A.G.

Member of the Committee,
CEO and President,
Chairman of the Management Board

The Committee’s tasks are to develop recommendations on
issues concerning the formulation of the Company’s business priorities and its development strategy, as well as to
present these recommendations to the Board of Directors.
In 2011, the Committee reviewed and presented to the
Board of Directors recommendations on the following key
matters:
• Fulfillment of metal usage and quality indicators by
TMK facilities;
• TMK’s Business Plan 2011-2015;
• TMK’s Investment Program projects for 2012;
• TMK’s anti-corruption activities;
• Recommendations on M&A transactions, sales of assets
and establishment of joint enterprises.
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EXECUTIVE
MANAGEMENT
OAO TMK’s day-to-day activities are managed by two
executive bodies, the CEO and President and the Management Board. The CEO also functions as the Chairman
of the Management Board. The Board reviews the most
complicated issues that require collective decision-making.
The CEO and the Management Board are elected by the
Board of Directors for a one-year term. The CEO suggests

candidates for the Management Board. The Board of Directors has the right to terminate at any time the CEO, the
Management Board and any member of the Management
Board before the end of their term.
In 2011, the Company’s Management Board did not
change and on December 31, 2011 included eight members:
Year
of birth

Participation in OAO TMK
share capital, %*

Shiryaev, A.G.
Chairman of the Board, President and CEO of OAO TMK

1952

0.017

Kaplunov, A.Yu.

1960

0.0116

Klachkov, A.A.

1957

0.003

Lyalkov, A.G.

1961

0.0037

Oborsky, V.B.

1961

0.0008

Petrosyan, T.I.

1968

0

Semerikov, K.A.

1959

0.01

Shmatovich, V.V.

1964

0

Management Board members

* As of December 31, 2011, Members of the Board
did not participate in the share capital of affiliated
companies.
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Alexander G. Shiryaev

Andrey Yu. Kaplunov

Alexander A. Klachkov

Alexander G. Lyalkov

Vladimir B. Oborsky

President and CEO of OAO TMK,
Chairman of the Management
Board.

Senior Vice President
of OAO TMK.

Vice President — Chief Engineer
of OAO TMK.

Senior Vice President
of OAO TMK.

Vice President of Sales
at OAO TMK.

Biographical information appears
in the Board of Directors section.

Has been with TMK since 2002.
Graduated from the Moscow Institute of Steel and Alloys in 1979,
Candidate of Technical Sciences.

Has been with TMK since 2003.
Graduated from the Volgograd
Polytechnic Institute in 1989.

Has been with TMK since 2005.

Biographical information appears
in the Board of Directors section.

Experience: Head of the Technological Development Directorate
of OAO TMK, worked at Oskol
Elektrometallurgical Plant in different executive positions

Experience: Vice President of Production, Technology and Quality at OAO TMK, CEO of ОАО
Volzhsky Pipe Plant. Has worked
at Volzhsky in different positions
since 1990.

.
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Graduated from the Frunze
Military Academy in 1982 and the
Frunze Kiev Higher CombinedArms Command Academy in
1994. PhD.
Experience: Senior Vice President
— Executive Director of ZAO TMK
Trade House, CEO of TMK Trade
House, Head of the Transneft and
Gas Producers Customer Service
Directorate at ZAO TMK Trade
House, Head of the Strategic
Customer Service Department and
Gas Producers Customer Service
Department of ZAO Volzhsky
Trade House.
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In 2011, there were three Management Board meetings,
during which the following issues were discussed:
• First measures for overcoming the crisis situation;
• Consolidated results of Company’s activities for 1H
2011;
• TMK Business Plan 2011-2015;
• TMK’s target structure for 2012;
• Implementation of decisions of the Board of Directors.
Tigran I. Petrosyan

Konstantin A. Semerikov

Vladimir V. Shmatovich

Chief Financial Officer.

Senior Vice President —
Executive director of OAO TMK.

Senior Vice President for Strategy and Business Development.

Has been with TMK since 2003.
Graduated from the Moscow
Institute of Steel and Alloys in
1981.

Has been with TMK since 2005.
Graduated from the Moscow
Finance Institute in 1989 and
from the University of Notre Dame
(MBA) in 1993.

Has been with TMK since 2001.
Graduated from the Erevan State
University in 1993.
Experience: Member of the Board
of Directors of TMK Trade House,
Vice President of Economy,
Head of Economic and Planning
Directorate of ОАО TMK, Head
of Economic and Planning
Department of ОАО Volzhsky
Pipe Plant, Vice President of LLC
Volzhsky Audit, officer at the
Armenian Ministry of Economy.

Experience: Member of the Board
of Directors of Russian plants,
CEO of ZAO TMK Trade House,
Vice President of Production, then
President and CEO of ОАО TMK,
mayor of Taganrog, CEO of ОАО
TAGMET.

Experience: CFO of OAO TMK,
Vice President, CFO at several
companies (Udmurtneft, Sidanko,
Rus- PromAvto), CEO of ОАО Interros.

Remuneration
The remuneration paid to the President and CEO and to
the members of the Management Board consists of:
• fixed salaries, determined according to the employment
contract and paid on a monthly basis;
• variable salaries (bonuses), KPI-based and established
individually, according to the duties performed (such
as EBITDA, shipment volumes, etc.) and approved by
the Board of Directors every year. A bonus is paid to the
President and CEO and to members of the Management
Board if they achieve their key performance indicators,
subject to the approval of performance reports by the
Board of Directors.
In 2011, the aggregate remuneration of the President and
CEO and the members of the Management Board grew
and amounted to U.S.$5.58* million as a result of bonus
payouts for 2010 performances. In 2010 the bonuses were
not paid out.

* Based on the average exchange
rate for 2011 — 29,39 RUB/U.S.$
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INTERNAL CONTROL
Internal control at TMK is a system of procedures that is
implemented by the Board of Directors, executive and supervisory bodies, officials and other employees of TMK. They

aim to ensure the effectiveness of TMK’s operational and
investment activities, the reliability of all types of reporting, compliance with laws and internal TMK regulations.

Assessment of the external
auditor’s conclusion

CONTROL SYSTEM FOR FINANCIAL
AND BUSINESS ACTIVITIES
Conclusion on the
reliability of reporting

GENERAL MEETING
OF SHAREHOLDERS

Independent
Auditor
Conclusion on the reliability
of reporting

Audit Committee
Report on adherence to internal
control procedures

Candidacy of the
external auditor

Revision
Commission

Assessment of the external
auditor’s candidacy
Assessment of internal control
procedures and recommendations
for improvement

BOARD OF DIRECTORS

INTERNAL AUDIT SERVICE
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TMK’s Internal Control System is built on the following principles:
• continuity: allows for timely discovery of deficiencies
and implementation of preventative measures to avoid
their occurrences in the future;
• reporting: the quality of everyone’s performance of duties is monitored by other participants of the internal
control system;
• separation of duties: the same individual is not allowed
to fulfill duties related to approval of asset activities,
asset accounting, assurance of asset soundness and
physical inventory;
• appropriate approval of activities;
• organizational insulation of Internal Audit Service and
its reporting to the Board of Directors through the Audit
Committee;
• cooperation with all subdivisions and departments of
TMK;
• continuous development of internal control system;
• timely notification of discovered non-conformances
with the purpose of their elimination.
Control over financial and business activities is exercised
by the Board of Directors, the Audit Committee, Revision Commission, as well as the Company’s independent
auditor.
The Board of Directors approves internal control procedures and ensures effective control over the Company’s
finance and business activities.
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The Audit Committee enhances the effectiveness of the
internal control and risk management systems based on
its assessment and its formulation of corresponding recommendations.
The Revision Commission oversees the Company’s financial and business activities on behalf of shareholders and,
on the basis of its review, provides the General Meeting of
Shareholders a conclusion on the adequacy of accounting
data, as well as information on deficiencies or violations
detected in the Company’s activities. In 2011, four meetings of the Revision Commission were held.

Members of the
Revision Commission

Year
of Birth

Year of Election to the
Revision Commission

Maksimenko, A.V.
(Chairman)

1955

2005

Vorobyev, A.P.

1957

2005

Pozdnyakova, N.V.

1979

2009

The Internal Audit Service operates on the basis of
the Regulations of the Internal Audit Service, which has
been approved by the Board of Directors (http://www.
tmk-group.ru/files/pol_sva.pdf), and implements internal
audit reviews of the systems of corporate governance,
internal control and risk management. Independence and
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INTERNAL AUDIT SERVICE

AUDIT

Risk
Management

Internal Control

Corporate
Governance

CONTROL
Supply,
Production,
Sales

Soundness
of assets

64

contents

Reporting

IT

The external auditor expresses an opinion on the fairness
of the Company’s financial statements prepared in accordance with accounting rules, national and international
financial reporting standards (RAS and IFRS).
By decision of TMK’s Annual General Meeting of Shareholders on June 28, 2011, OOO Ernst & Young, a member of
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objectivity of Internal Audit Service is ensured by the fact
that it functionally reports to the Audit Committee and
administratively reports to the CEO of OAO TMK. The
annual Audit Plan is approved by the Audit Committee
and is confirmed by the CEO. In 2011, members of the
Internal Audit Service, whose structure also includes
the regional internal audit departments at TMK production facilities, conducted 142 reviews of the Company’s
business units.
The regional location of Internal Audit Service subdivisions allows prompt reaction to any changes in the audited
systems and evaluating the impact level of TMK facilities’
risks on the possibility to achieve Company’s strategic
goals. Based on the audit results, Management makes necessary corrections to the Internal Audit Control System in
order to manage detected risks, which allows improving
processes and the quality of corporate management.
According to the new revision of OAO TMK’s Provision
on Insider Information, approved by the Board of Directors
in December 2011, the Internal Audit Service also monitors
the Company’s managing bodies’, executive officers’ and
employees’ adherence to insider information laws, as well
as reports to the Audit Committee.
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the non-profit partnership Russian Chamber of Auditors,
was approved as the Company’s auditor for 2011.
The candidature of the external auditor is suggested to
the executive management of OAO TMK and is discussed
by the Audit Committee and Board of Directors.
The process for the appointment, reappointment and
analysis of the external auditor who is carrying out the audit of the Company’s reporting under IFRS, is regulated by
the policy to select the Group’s external auditor of the consolidated financial statements (http://www.tmk-group.ru/files/
external_auditor_policy_ru.pdf), and approved by the Board
of Directors.
In order to reduce the effects of long-term relationships on the external auditor’s independence, members
of the audit and the lead partner responsible for the audit
are rotated.
The auditor’s remuneration for auditing the annual
accounts and interim accounts review (including audit
reports of some local TMK facilities) for 2011 amounted
to U.S.$ 4.8 million, for other audit-related services - U.S.$
0.4 million, for non-audit services - U.S.$ 0.3 million.
In 2011, the Committee on Regulating Compliance
Risks was created. The Committee reports to the CEO of
OAO TMK and coordinates Company departments’ activities on fulfilling legislative requirements related to
corruption resistance, recommendations of international
organizations for legalizing illegally obtained income and
financing terrorism. The Committee develops and ensures
introduction of preventative measures, localization and
elimination of compliance risks.
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As a tool of public control at TMK a “Hot Line” was
created. This information system includes a full range of
communication channels — telephone lines, fax, email,
postal mail, which the Company’s employees and counterparties can use to communicate information on corrupt
practices and violations.

Internal control over financial reporting
TMK’s management is responsible for establishing and
maintaining adequate internal control over financial reporting to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of
financial statements in accordance with IFRS.
The company’s internal control over financial reporting
includes policies and procedures that pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect transactions and dispositions of assets; provide
reasonable assurances that transactions are recorded as
necessary to permit preparation of financial statements in
accordance with IFRS and that expenditures are being made
only in accordance with authorizations of the Company’s
management; and provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition,
use or disposition of the Company’s assets that could have
an effect on our financial statements.
Throughout 2011, and to date, the Company has had
an operational system of internal control which provides
reasonable assurance of effective and efficient operations
covering all controls, including financial and operational
controls, as well as compliance with laws and regulations.
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