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Objective and Scope

The' Board of Directors recognizes that the establishment of a sound system of internal
control is a fundamental requirement of company act and necessary for good corporate
governance. This policy describes the manner in which the UDL International Limited (UDLI)
understands, design and implement sound internal controls to mitigate risks and achieve
objectives of effective financial reporting.

Internal Controls:

Internal control is a process, affected by board of directors, management, and other
personnel, designed to provide reasonable assurance regarding the achievement of
objectives including:

1) Performance Objectives
- To ensure efficiency and effectiveness of operations and asset protection

2) Information Objectives
- To ensure reliability, completeness and timeliness of financial and management
information and adequacy of disclosure.

3) Compliance Objectives
- To ensure compliance with laws and regulations, internal policies, procedures

Components of Internal Control System

An effective internal control system consists of following interrelated components:

a) Risk recognition and assessment

b) Control environment

c) Control activities and segregation of duties;
d) Accounting, information & communication;

e) Self-assessment or monitoring and correcting deficiencies.

Components of internal control system are outlined below for understanding of
UDLI personnel, shareholders, prospective investors and other stakeholders:
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a) Risk recognition and assessment

From an internal control perspective, risk assessment involves; identification and
evaluation of factors, both internal and external, that could adversely affect performance,
information and compliance objectives of UDLI.

b) Control Environment

The success of control environment is judged according to; the integrity, ethics, and competence
of personnel; the organizational structure, oversight by the board of directors and senior
management; management's philosophy and operating style; and direction provided by the
BOD' committees, especially the audit and risk management committees; personnel
policies and practices and; external influences affecting operations and practices.

c) Control activities and segregation of duties

Control activities involve:
(a) Establishment of control policies and procedures.

(b) Verification that the control policies and procedures are being complied with.

It is desired that control activities should involve all levels of personnel in the UDLI,
including key management as well as front line personnel. Instituting an appropriate
controls structure ensures the efficacy of an internal control system.

d) Accounting, information & communication

An accounting system is adequate if it properly identifies, assembles, analyzes,
classifies, records, and reports the business transactions in accordance with
prescribed formats.

The adequacy of information systems is determined by the type, number, and depth of reports
it generates for operational, financial, managerial, and compliance-related activities and the
access and authorization to information systems in such a manner that information remains
understandable and useful for audit trail.

The adequacy of communication systems is established by the fact that it imparts significant
information throughout the organization (from the top down and from the bottom up, and
laterally), ensuring that personnel understand whatever has been communicated and, on the
other hand, communication system should ensure that significant information is imparted to
external parties such as regulators, shareholders, and customers.
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e) Self-assessment or monitoring and correcting deficiencies

It includes Board and senior management oversight of the internal control, control reviews, and
audit findings, resolution and appropriate action. Board or board committee or senior
management review of the qualifications and independence of the personnel evaluating
controls (e.g., external auditors, internal auditors, or line managers).

Internal Auditing

Internal auditing is an independent, objective assurance and consulting activity designed to
add value and improve an organization's operations. It is an appraisal system established by
management for the review of the accounting and internal control systems as a service to the
entity.

Best practice for internal audit function is to:
-Establish and maintain an independent, adequate, and competent staff.

-Acting in accordance with recognized international standards for the practice of internal
auditing.

-Reporting to a sufficiently high level in the organization to be able to perform its duties
independently.

-Contribute to ongoing effectiveness of control systems and produce on quarterly basis, a
report on internal control system and significant findings and present it to the Audit Committee
of the Board.

Audit Committee (AC) of UDLI:

The BOD has constituted the audit committee for effective monitoring of internal control
system and internal audit functions. The audit committee comprises of three members:

Independent Director |Chair j

Independent Director | Member

Non-Executive Member
Director _]

The BOD has documented the terms of reference of audit committee.
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Internal Audit Function of UDLI

The BOD has set up an internal audit department that comprises of head of internal audit and
support staff for monitoring of effectiveness of internal control systems. Head of internal
audit functionally directly report to the audit committee of BOD and administratively to the
chief executive officer.

All requirements of code of corporate governance have been taken in due consideration for
appointment and assignment of responsibilities to head of internal audit.

Internal Audit department will establish procedures for continuous monitoring and to provide
written guidelines for internal audit processes.

External Auditors, Regulators and Other External Bodies

External auditors, Regulators, and other external bodies reside outside the
organization's structure, but they have an important role in the organization's overall
governance and control structure. Regulators set requirements intended to strengthen
the controls in an organization and external auditors perform an independent and
objective function to assess the whole or some part of the first, second, or third line of
defense (front line, risk management, Internal Audit).

When coordinated effectively, external auditors, regulators, and other groups outside the
organization can be considered as additional lines of defense, providing assurance to the
organization's shareholders, including the governing body and senior management.

Limitations

Internal controls, no matter how well designed and operated, can provide only
reasonable assurance to management and the Board of Directors regarding
achievement of an organization’s objectives. The likelihood of achievement is affected
by limitations inherent in all internal control systems including but not limited to
human error, collusion, management override,misjudgement.




