Management's discussion and analysis of financiabadition and results of
operations

The following report contains a discussion and ysialof the financial condition of PJISC LUKOIL a6 o
June 30, 2015 and the results of its operations tfe three and six month periods ended
June 30, 2015 and 2014, as well as significanbfadhat may affect its future performance. It dtidae
read in conjunction with our interim US GAAP coridated financial statements and notes thereto.

References to “LUKOIL,” “the Company,” “the Groupiive” or “us” are references to PJSC LUKOIL
and its subsidiaries and equity affiliates. Allldolamounts are in millions of US dollars, unletseowise
indicated. Tonnes of crude oil and natural gaddisiproduced are translated into barrels using emn
rates characterizing the density of crude oil freach of our oilfields and actual density of liquids
produced at our gas processing plants. Tonnes wfecoil purchased as well as other operational
indicators expressed in barrels were translatedbatrels using an average conversion rate of Gad®Is
per tonne. Translations of cubic meters to cubét feere made at the rate of 35.31 cubic feet pkiccu
meter. Translations of barrels of crude oil intorbks of oil equivalent (‘“BOE”) were made at theeraf

1 barrel per BOE and of cubic feet — at the raté tifousand cubic feet per BOE.

” o ” o

This report includes forward-looking statements erdg such as “believes,” “anticipates,” “expects,”
“estimates,” “i plans,” etc. — that reflet management’s current estimates and beliefs, bait a

intends,
not guarantees of future results.

Key financial and operational results

2" quarter of Change, 1*halfof  Change,
2015 2014 % 2015 2014 %
(millions of US dollars)
LT 1R 28,104 38,205 (26.4) 51,294 73,886 (30.6)
Net income attributable to LUKOIL............courvvvneeee. 1,005 2,389 (57.9) 1,695 4,122 (58.9)
Adjusted net income attributable to LUKGH ............. 1,249 2,389 (47.7) 2,019 4,642 (56.5)
= 1 SRS 3,563 5437 (345) 6,379 9,432 (32.4)
Adjusted EBITDAY ........ooiiioieeee e, 3,807 5,437 (30.0) 6,703 9,952 (32.6)

Taxes other than income taxes, excise and expdfsta (4,973) (8,747) (43.1) (10,145)17,680) (42.6)

Earning per share of common stock attributable to
LUKOIL (US dollars):

1.33 316 (57.9) 225 546 (58.9)
DIULET ..o 1.32 310 (575) 223 535 (58.4)

Hydrocarbon production by the Group including our
share in equity affiliates (thousands of BQE)......... 216,342 210,444 2.8 429,529 409,740 4.8

Daily hydrocarbon production by the Group including
our share in equity affiliates (thousands of BQE)... 2,377 2,313 2.8 2,373 2,264 4.8

Crude oil and natural gas liquids produced by theu@r
including our share in equity affiliates (thousandls
DAITEIS) eiiiiii i e 187,041 182,202 2.7 370,009 351,876 5.2

Gas available for sale produced by the Group inectud
our share in equity affiliates (millions of cubietars) 4,979 4,799 3.8 10,114 9,833 29

Refined products produced by the Group including our
share in equity affiliates (thousands of tonnes)...... 14,713 15,709 (6.3) 28,793 31,094 (7.4)

WAdjusted for loss on disposal of assets and drg koite-offs.

In the first half of 2015, net income attributaitbe LUKOIL decreased by $2,427 million, or by 58.9%,
while our EBITDA decreased by $3,053 million, or 8%.4%, compared to the first half of 2014. In the
first half of 2015, our net income was significgrafffected by a sharp decrease in the hydrocarboas
Moreover, in the first half of 2015 our net incomas affected by dry hole write-off related to explion
project in Romania in the amount of $244 millionddny a loss on expected disposal of our share in
Caspian Investment Resources Ltd. in the amou#80fmillion. At the same time, our net income foe t
first half of 2014 was affected by a loss on thpested disposal of assets in the amount of $358mil
and write-offs related to our exploration project#\frica in the total amount of $162 million.




Business overview

The primary activities of LUKOIL and its subsidiesi are oil exploration, production, refining, mankg
and distribution. The Company is the ultimate paesmity of a vertically integrated group of compemn

LUKOIL was established in accordance with Presi@émecree No. 1403, issued on November 17, 1992.
Under this decree, on April 5, 1993, the Governmehtthe Russian Federation transferred to the
Company 51% of the voting shares of fifteen entegst Under Government Resolution No. 861 issued
on September 1, 1995, a further nine enterprises wansferred to the Group during 1995. Since 1995
the Group has carried out a share exchange prograncrease its shareholding in each of 24 founding
subsidiaries to 100%. From formation, the Group égganded substantially through consolidation of
interests, acquisition of new companies and estaflent of new businesses. Now LUKOIL is a global
energy company operating through its subsidiarie®li countries on four continents.

In July 2015, the Company changed its legal forrPd&C (Public Joint Stock Company) following the
requirements of the amended Russian Civil Code.

LUKOIL is one of the world’s largest energy compasin terms of hydrocarbon reserves that amounted
to 17.6 billion BOE as of January 1, 2015 and casegr of 13.6 billion barrels of crude oil and
23.9 trillion cubic feet of gas.

Our operations are divided into four main busireesgments:

= Exploration and Production — which includes our exploration, development anolduction
operations relating to crude oil and gas. Theswities are primarily located within Russia,
with additional activities in Azerbaijan, KazakhstdJzbekistan, the Middle East, Northern
and Western Africa, Norway and Romania.

= Refining, Marketing and Distribution — which includes refining and transport operatjons
marketing and trading of crude oil, natural gas @efshed products.

= Chemicals— which includes processing and trading of petraghal products.

= Power generation— which includes generation, transportation andssaf electricity, heat and
related services.

Each of our four main segments is dependent owttier, with a portion of the revenues of one sedmen
being a part of the costs of the other. In paricubur Refining, Marketing and Distribution segmen
purchases crude oil from our Exploration and Prtidncsegment. As a result of certain factors carsd

in the “Domestic crude oil and refined productses’ section on page 9, benchmarking crude oil stark
prices in Russia cannot be determined with cestaifiterefore, the prices set for inter-segment lpases

of crude oil reflect a combination of market fastoprimarily international crude oil market prices,
transportation costs, regional market conditios tost of crude oil refining and other factors.
Accordingly, an analysis of either of these segment a stand-alone basis could give a misleading
impression of those segments’ underlying finanp@sition and results of operations. For this reasan

do not analyse either of our main segments sepgiatéhe discussion that follows. However, we s
the financial data for each in Note 19 “Segmenbiimfation” to our interim consolidated financial
statements.

Changes in Group structure

On April 15, 2014, a Group company entered intmatract with a Sinopec group company, to sell the
Group’s 50% interest in Caspian Investment Ressutdd., an exploration and production company
operating in Kazakhstan. On June 3, 2015, a Grougpeny made a substitute transaction with a Sinopec
group company for the sale at a price of $1,06Tanil The transaction’s closing was subject to isitg
governmental consents and approvals and was cadpbet August 20, 2015.

In April 2015, in line with the strategy to optimiziownstream portfolio a Group company sold 100% of
interest in LUKOIL Ukraine, a distribution companperating in Ukraine, to AMIC Energy Management
GmbH. Also, in December 2014, Group companies 46l@% of shares in LUKOIL Slovakia s.r.o.,
LUKOIL Hungary Ltd. and LUKOIL Czech Republic s.r.m SlovnaftCeska Republica, Spol. s.r.o. and
Norm Benzink(t Kft at the price of €98 million (aqeimately $123 million).

In March 2015, a Group company closed a transadtioanter a project to develop the Etinde block
offshore the Republic of Cameroon in the Gulf ofii@a. The Etinde project is being executed under th
production sharing agreement. The project partaerd. UKOIL (30% interest), New Age (African Global
Energy) Ltd (30% interest, operator), Bowleven @@% interest), and state-owned Societe Nationase d
Hydrocarbures of Cameroon (20% interest). The §eeio develop the Etinde area was issued on July 29
2014 and is valid for 20 years.




In December 2014, LUKOIL sold to Rosneft its 20%argh in National oil consortium (“NOC"),
established by Russian oil companies in 2008 wittéwelopment of economic cooperation between
Russia and Venezuela. In 2010, NOC and PDVSA, Mszlan state-owned oil company, established a
joint venture, PetroMiranda, to develop the “Juéirblock in the Orinoko river basin.

West Qurna-2 project

On December 12, 2009, a consortium of a Group cosnpad Statoil won the tender for development of
the West Qurna-2 field in Iraq, one of the largaside oil fields discovered in the world, with estited
recoverable oil reserves of 12.9 billion barrels8(billion tonnes). The service agreement for West
Qurna-2 field development and production was sigonedJanuary 31, 2010 and then ratified by the
Ministry cabinet of the Irag Republic. After Stdtaithdrew from the West Qurna-2 project in May 201
the parties of the project are Irag's state-ownedt!s Oil Company and a consortium of contractors,
consisting of a Group company (75% interest) aad'tr state-owned North Oil Company (25% interest).

The Group launched the “Mishrif Early Oil” stage tre West Qurna-2 field and reached the planned
production of 120 thousand barrels per day in M&@h4. According to the service agreement, costs ar

compensated after this level of production is agtdeand maintained during any 90 days within a 120-

day period. In June 2014, we met this term and ftbensecond quarter of 2014 started to receive cost
compensation.

Accounting for the cost compensation within the We€airna-2 project in the Group consolidated
statement of comprehensive income is as follows. drade oil sales revenue is recognized afterrtug |
party has approved the actual invoice for the sipgnguarter. The invoice total amount depends oder
oil production volumes and the market prices farder oil during the period. Subsequently, crude oil
purchases are recognized based on actual cruddipihents by the Iraqi party against its debt fostc
compensation. Then this crude oil is either solthial parties or supplied to the Group refineaes the
respective sales revenues are recognized.

In the first half of 2015, the Group accrued revefrom the West Qurna-2 project in the total amafnt
$1,535 million, consisting of cost recovery of $154million and remuneration fee of $60 million,
compared to the revenue of $1,179 million in thetfhalf of 2014. This revenue was classified asler
oil sales revenue. Attributable amount of 4,412u8and tonnes, or 30,260 thousand barrels, of avilde
was included in Group’s crude oil production foe tfirst half of 2015 (1,781 thousand tonnes, or
12,218 thousand barrels in the first half of 20ttt represented approximately 52% of total praduact
from the field (65% in the first half of 2014). the first half of 2015, we received 4,769 thoustnthes
of crude oil from the Iraqgi party as a debt setgeinwithin the cost compensation. This crude odast of
$1,683 million was recognized Bost of purchased crude oil, gas and produ&sbsequently, we sold
this crude oil to third party customers or deliviete our refineries. During the first half of 201Be cost
compensation increased the Group’s EBITDA by $1,@1Ron ($1,017 million in the first half of 2014)

The project’s target production level is 1.2 miflibarrels per day and the total term of the contiac
25 years.

The Group is exposed to political, economic andallegsks due to its operations in Irag. Management
monitors the risks associated with the projectian and believes that there is no adverse effedhe
Group’s financial position that can be reasonabtingated at present.

Sectorial sanctions against the Russian companies

In July-September 2014, the United States (“USHg European Union (“EU”) and other countries
imposed a number of sectorial sanctions on Rugsidities, including LUKOIL. These sanctions prohibi
the US and the EU companies and individuals froenpitovision of goods, services or technology (ekcep
for financial services to LUKOIL) that can be usmdthe territory of the Russian Federation in destpw
exploration and production of crude oil, exploratiand production of crude oil in Arctic offshoredan
shale projects. The Company considers these sanditioits activities, continuously monitors thendan
analyses the effect of the sanctions on the Comgdimancial position and results of operations.




Operational highlights

Hydrocarbon production

The table below summarizes the results of our eafitm and production activities.

2" quarter of 1% half of
2015 2014 2015 2014
Crude oil and natural gas liquids productiorf? (thousand BOE per day)
Consolidated subsidiaries
Western Siberia......cccccovvvieiiiiiiiceeee s 926 970 934 976
Timan-Pechora..............ccoo oo 339 306 332 308
Ural region ........ccccevecueveeenen. 320 308 316 308
Volga region 140 135 140 135
Other in Russia.........cccceeeneeee. weeeeane 37 38 37 37
Total in RUSSIA.......covieiiiieeiiiee e 1,762 1,757 1,759 1,764
120 177 134 167 67
Other outside RUSSIa...........cceeeeiiirieenne. 61 61 62 62
Total outside RuSSIa...............ccoeevivs e 238 195 229 129
Total consolidated subsidiaries............cccceceevunneee. 2,000 1,952 1,988 1,893
Our share in equity affiliates
INRUSSIA ...cveiiiiiiiee e 15 10 15 9
OUtSIde RUSSIA......eveveiiiiiiieiiiieee e 40 40 41 42
Total share in equity affiliates..............ccomerueenee 55 50 56 51
Total crude oil and natural gas liquids.................... 2,055 2,002 2,044 1,944
Natural gas production available for sal&
Consolidated subsidiaries
Western Siberia 173 185 177 186
Timan-Pechora 13 15 12 14
Ural region ........cccceeveevvvneennn. 18 16 22 18
Volga region........ 6 6 6 6
Total in RusSia.....ccccoeeeeiiiieeeennnne 210 222 217 224
Total outside RuSSIa...............ccoeeeivs e 103 81 103 87
Total consolidated subsidiaries.............ccccccovunuee. 313 303 320 311
Share in equity affiliates
IN RUSSIA ...ccevviveiiieieiiiiiiiveeeee e, 1 1 1 1
outside RUSSIA........ccoeeeeeviiiiiiiiieeeeeeceeeeeeee, 8 7 8 8
Total share in production of equity affiliates......... 9 8 9 9
Total natural gas available for sale......................... 322 311 329 320
Total daily hydrocarbon production ....................... 2,377 2,313 2,373 2,264
(US dollar per BOE)
Hydrocarbon extraction expenses 4.76 6.13 450 5.70
- INRUSSIA ...ceveeeeeiiie e 3.98 5.65 3.60 5.46
- OULSIdE RUSSIA ..oovvvveeeiiiiic e 9.11 9.46 9.73 7.90
(millions of US dollars)
Hydrocarbon extraction eXpenses............ccccvvveeeen.. 1,003 1,259 1,884 2,270
SN RUSSIA o e 712 1,015 1,283 1,957
- outside RUSSIa.........cccevuveeenn. . 291 244 601 313
Exploration expenses . 309 64 388 269
- INRUSSIA ..o 35 38 85 123
- OULSIAE RUSSIA ..ovvvveeeiiieiee e 274 26 303 146
Mineral extraction tax ...........cccceeeeeeiiiimcseeeeeeeeeies 2,361 3,070 4,285 6,169
SN RUSSIA .ot e 2,358 3,055 4,276 6,136
- OULSIAE RUSSIB........eeeeiiiiiiciiiiae e 3 15 9 33

@ Natural gas liquids produced at the Group gas psieg plants.

@ Compensation oil that represented approximately 62foduction from the West Qurna-2 field in thrstfhalf of
2015 and 65% in the first half of 2014.

® Including petroleum gas sold to third parties.




We undertake exploration for, and production afider oil and natural gas in Russia and internatipnial
Russia, our major oil producing subsidiaries are KOWL-Western Siberia, LUKOIL-Komi and
LUKOIL-PERM. Currently, the Group is restructurintg international upstream segment that includes
stakes in PSA's and other projects in Kazakhsta®rifaijan, Uzbekistan, Romania, Iraq, Saudi Arabia,
Egypt, Ghana, Cote d’lvoire, Norway, Cameroon angkNa.

Crude oil production. In the first half of 2015, we produced (includittge Company’s share in equity
affiliates) 49.6 million tonnes, or 363.4 milliomivels, of crude oil.

The following table represents our crude oil praducin the first half of 2015 and 2014 by major
regions.
Change to 2014

1% half of Change in Organic 1% half of

(thousands of tonnes) 2015 Total, %  structure change 2014
Western Siberia........ccceeeveiiiiiiiiiceeeec e 2240z (4.2) - (975) 23,371
Timan-Pechora........cccoooiviiiiiii e, 8,31¢€ 8.0 - 619 7,697
Ural region .......ovvveieeec e 742¢ 3.4 - 241 7,18¢
VOIga regioN ....ccoveiiiiiiiieee e e e e e e e e e 3,38¢ 3.8 - 123 3,26(
Other in RUSSIA.......uuiiiiiiiiiiiiee e 93t (0.4) - (4) 93¢
Crude oil produced in RUSSIa ................commmnrn 42,461 0.0 - 4 42,45
2= SRR 4,412 147.7 - 2,631 1,781
Other outside of RUSSI& ........cccceeviiviii e 1,473 - - - 1,47:
Crude oil produced internationally...................... 5,88t 80.9 - 2,631 3,25¢
Total crude oil produced by consolidated
SUDSIAIAINES ...eviieeeeee e 48,346 5.8 - 2,635 45,71
Our share in crude oil produced by equity
affiliates:

INRUSSIA ..eooiiieec e 350 69.1 - 143 207

0OUtSIdE RUSSIA ..eeveiieeiiiiiiiiiiieee e, 942 (3.0) - (29) 971
Total crude oil produced ............ccccvvvvvvicceanne... 49,638 5.9 - 2,749 46,88¢

) Compensation oil that represented approximately 62pgoduction from the West Qurna-2 field in timstfhalf of
2015 and 65% in the first half of 2014.

The main oil producing region for the Company issféen Siberia where we produced 46.3% of our
crude oil in the first half of 2015 (51.1% in thesf half of 2014).

Crude oil production in Western Siberia continuedlécline due to natural depletion of reservesand
increase in water cut. Nevertheless, this was cosgied for by the development of greenfields,
successful employment of new technologies and @ease in drilling footage.

The increase in our international production wassult of commencement of commercial production at
the West Qurna-2 oilfield in Iraqg in the secondngraof 2014 (for details see p. 3).

The increase in our share in crude oil producedelyity affiliates in Russia was due to the
commencement of production at the Trebs and Titthelds by Bashneft-Polus, where the Group holds a
25.1% interest.

In addition to our production, we purchase crudéroRussia and on international markets. In Ryss&a
primarily purchase crude oil from affiliated produg companies and other producers. Then we either
refine or export purchased crude oil. Crude oilchased on international markets is normally used fo
trading activities, for supplying our internatiomafineries or for processing at third party refias.

2" quarter of

2015 2014
(thousand (thousand (thousand (thousan
of barrels) of tonnes) of barrels) of tonnes)
Purchases in RUSSIA..........ccuuviveni e e 4,618 630 1,129 154
Purchases for trading internationally................. 40,938 5,585 32,809 4,476
Purchases for refining internationally................. 20,898 2,851 21,719 2,963
The West Qurna-2 compensation crude.oil...... 18,303 2,497 - -
Total crude oil purchased..............ccccceeeeeennn... 84,757 11,563 55,657 7,593




1% half of

2015 2014
(thousand (thousand (thousand (thousan
of barrels) of tonnes) of barrels) of tonnes)
Purchases in RUSSIA.......c...cuuuviveni e 6,854 935 3,262 445
Purchases for trading internationally................ 78,761 10,745 56,199 7,667
Purchases for refining internationally................. 37,947 5,177 38,497 5,252
The West Qurna-2 compensation crude.oil...... 34,957 4,769 - —
Total crude oil purchased...........ccc.ccceveeeeen... 158,519 21,626 97,958 13,364

A significant part of our crude oil purchases is fefining. Compared to the first half of 2014, our
purchases for refining at international refineriesained relatively unchanged. At the same time, ou
purchases for trading increased significantly comagdo the first half of 2014. Moreover, in thesfihalf

of 2015, the Group received 4.8 million tonnes @hpensation crude from Iraq’s state-owned South Oil
Company as cost compensation within the West QRrpeoject (in the first half of 2014, the Group did
not receive compensation crude oil yet).

Production of gas and natural gas liquidsDuring the first half of 2015, we produced 10,Ih#lion
cubic meters (59.5 million BOE) of gas available $ale (including our share in equity affiliategjat is
2.9% more than in the first half of 2014.

Our major gas production field is the Nakhodkinskekl, where we produced 3,731 million cubic mster
of natural gas in the first half of 2015 (4,131lmit cubic meters in the first half of 2014). Thecdease

of production from the field was due to a revisioh the development plan. Our international gas
production increased by 17.8%, compared to the liaff of 2014, largely resulting from the increase
production in Uzbekistan and Azerbaijan.

In the first half of 2015, the output of naturalsgajuids at the Group gas processing plants intévies
Siberia, Ural and Volgograd regions of Russia wésngillion BOE, compared to 7.2 million BOE in the
first half of 2014.

Refining, marketing and trading

Refining. We own and operate four refineries located in EeaspRussia and three refineries located
outside of Russia — in Bulgaria, Romania and Itdareover, we have a 45% interest in the Zeeland
refinery in the Netherlands.

Compared to the first half of 2014, the total votuof refined products produced by the Group (inicigd

our share in production at the Zeeland refineryjrel@sed by 7.4%. Production volumes decreased by
10.9% at our Russian refineries and increased %% nternationally. In Russia, the decrease wasaltr

of amendments in the tax legislation that decre#sedefining margins.

Along with our own production of refined producte wefine crude oil at third party refineries depegd
on market conditions and other factors. In theqariconsidered, we processed our crude oil at garty
refineries in Belarus and Kazakhstan.

The following table summarizes key figures for oefining activities.




2" quarter of 1% half of

201¢ 201¢ 201F 201¢
(thousand barrels per day)

Refinery throughput at the Group refineries .....c.cccooeeueees 1,164 1,269 1,141 1,247

LI LU - U 827 902 818 912

- outside RUSSHR ..ot 337 367 323 335

Refinery throughput at the Zeeland refin€ty......................... 90 34 96 60

Refinery throughput at third party refineries ..............cccc........ 17 41 17 29

Total refinery throughput ...........ooveeeiiiiiiiiiiie e 1,271 1,344 1,254 1,336

(thousands of tonnes)

Production of the Group refineries in Russia..............c........ 9,758 10,743 19,194 21,547

Production of the Group refineries outside Russia............... 3,847 4,543 7,225 8,059

Production of the Zeeland refinery.........cccccevciiivimeeeennnen. 1,108 423 2,374 1,488
Refined products produced by the Group including ou

share in the Zeeland refinery ..........ccccoieeieniiiiiieen e, 14,713 15,709 28,793 31,094

Refined products produced at third party refineries.............. 206 463 406 648

Total refined products produced ............cccceeeiiiiiieniiciiinnn 14,919 16,172 29,199 31,742

(millions of US dollars)

Refining expenses at the Group refineries. .. .. veeeeeeeene, 385 518 717 998

SN RUSSIA civvieciee e s 192 272 330 502

- OULSIAE RUSSIA ...uevviiiiiieiee it 193 246 387 496

Refining expenses at the Zeeland refinery ...e...cccceeeeeee. 38 33 79 90

Refining expenses at third party refineries...cccce..ooooooiiiivien, 10 19 19 26

Capital expendituresS.........ccvvieiiieeiiiieeeeeeieer e 336 799 694 1,198

-INRUSSIA .. 244 613 520 814

- outside Russia 92 186 174 384

W Including refined product processed.

Marketing and trading. Our marketing and trading activities mainly includbolesale and bunkering
operations in Western Europe, South-East Asia,r@eAmerica and retail operations in the USA, Caintr
and Eastern Europe, the Baltic States and oth@oregin Russia, we purchase refined products on
occasion, primarily to manage supply chain bottbise

The Group retails its refined products in 23 coestrthrough nearly 5.1 thousand petrol stations
(including franchisees). Most of the stations ofeetander the LUKOIL brand.

The table below summarizes figures for our tradiotivities.

2" quarter of 1% half of
2015 2014 2015 2014Y
(thousands of tonnes)
Retail SAIES .......eviiiiiiiie e 4,818 4,928 9,131 9,347
Wholesale SalES........ccuviiiiiiieiie e eeea 26,275 24,132 51,472 47,886
Total refined products sales ............occvvvueeeriiieivieieeeeenn. 31,093 29,060 60,603 57,233
Refined products purchased in RusSia............ccccvvvvvemns 508 382 893 819
Refined products purchased internationally.................... 18,165 14,532 33,771 29,210
Total refined products purchased...............ccccccuuuveee..... 18,673 14,914 34,664 30,029

@ From the first quarter of 2015, our internationalumes of small wholesales are included in resaiiés. Figures for
2014 were adjusted accordingly.

In April 2015, in line with the strategy to optimiats downstream operations, a Group company sold
100% of the Group’s interest in LUKOIL Ukraine, sstiibution company operating in Ukraine. Also, in
December 2014, Group companies sold 100% of sharé&JKOIL Slovakia, LUKOIL Hungary and
LUKOIL Czech Republic that together operated appnately 140 petrol stations.




Exports of crude oil and refined products from Rus&. The volumes of crude oil and refined products
exported from Russia by our subsidiaries are suizethas follows:

2" quarter of
2015 2014
(thousand (thousand (thousand (thousand
of barrels) of tonnes) of barrels) of tonnes)

Exports of crude oil to Customs Union..........ccccccceeeennn. 7,02¢ 959 6,692 913
Exports of crude oil beyond Customs Unian................. 59292 8,08¢ 47550 6,487
Total crude Oil EXPOrtS ........cevieeeviiiiiitimn e e e e 66321 9,048 54,242 7,400
Exports of refined productS................ceeveeeieiiiceiiaaannnnns, 5,144 6,122
1% half of
2015 2014

(thousand (thousand (thousand (thousand
of barrels) of tonnes) of barrels) of tonnes)

Exports of crude oil to Customs Union..........ccccccceeeennn. 1418¢ 1,935 13,480 1,839
Exports of crude oil beyond Customs Unian................. 11992¢€ 16361 94381 12,8%
Total crude Oil eXPOrtS ........cooeeeiiiiiiiiiiee e 13410¢ 18,296 107,861 14,715
Exports of refined products............cccccvveeeiiiiieinieeinnnnn, 10,403 12,446

Following the amendments in tax legislation in Bgssian oil industry, we increased our exportsrofie

oil and decreased the refined products exportsinDuhe first half of 2015, the volume of our cruaié
exports from Russia increased by 24.3%, and weréegh@3.1% of our domestic crude oil production
(34.7% — in the first half of 2014), including 794ousand tonnes of crude oil purchased from our
affiliates and third parties (161 thousand tonneshie first half of 2014). The volume of our refihe
products exports from Russia decreased by 16.4%am@d to the first half of 2014. Primarily, we erpo
from Russia diesel fuel, fuel oil and gasoil. Theseducts accounted for approximately 81% of our
exported refined products volumes.

Substantially, we use Transneft infrastructure xpogt our crude oil. Nevertheless, during the selcon
quarter and the first half of 2015, we exported6b,8housand tonnes and 3,689 thousand tonnes,
respectively, through our own infrastructure (1,488usand tonnes and 3,131 thousand tonnes diméng t
second quarter and the first half of 2014, respelyt) that represented approximately 20% of oualtot
crude oil export in each of the periods considerédl. the volume of crude oil exported that bypabse
Transneft was routed beyond the Customs Union.

In the first half of 2015, the Company exported Té&usand tonnes of light crude oil through thet&as
Siberia — Pacific Ocean pipeline. This allowed agpteserve the premium quality of crude oil andsthu
increased the efficiency of exports, compared fmoets to traditional Western markets.

During the first half of 2015, our revenue from erpof crude oil and refined products from Russihb
to Group companies and third parties amounted t®286 million and $4,114 million, respectively
($20,590million for crude oil and $9,33million for refined products in the first half 0024).




Main macroeconomic factors affecting our results obperations

Changes in the price of crude oil and refined prodots

The price at which we sell crude oil and refineddurcts is the primary driver of the Group’s revenue
Compared to the first half of 2014, crude oil pradm@pped nearly two-fold and in the second quasfer
2015, the price for the Brent crude oil fluctuatedween $45 and $66 per barrel and reached itsnmogxi
of $66.7 in the middle of May.

Substantially all the crude oil the Group expogdrals blend. The following table shows the averag
crude oil and refined product prices in the firalflof 2015 and 2014.

2" quarter of  Change, 1% half of Change,
2015 2014 % 2015 2014 %
(in US dollars per barrel, except for figures imqaant)

Brent crude.........coocvvveieiee e, 61.88 109.67 (43.6) 57.84 108.93 (46.9
Urals crude (CIF Mediterranedh)............... 62.25 108.04 (42.4) 57.68 107.42 (46.3
Urals crude (CIF Rotterdartt ................... 61.21 107.30 (43.0) 56.83 106.76 (46.8

(in US dollars per metric tonne, except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)................. 32350 579.13 (44.1) 299.5: 575.19 47.9
Diesel fuel 10 ppm (FOB Rotterdam)........ 579.97 922.01 (37.1) 554.6¢ 923.37 (39.9
High-octane gasoline (FOB Rotterdam)..... 671.0C 1,021.17 (34.3) 608.9( 989.69 (38.5

Source: Platts.

@ The Company sells crude oil on foreign markets anious delivery terms. Thus, our average realizéel grice of
oil on international markets differs from the avggarices of Urals blend on Mediterranean and NortfEurope
markets.

Domestic crude oil and refined products prices

Substantially all crude oil produced in Russiarisduced by vertically integrated oil companies sash
ours. As a result, most transactions are betweBlatfd entities within vertically integrated gnost
Thus, there is no concept of a benchmark domestikeh price for crude oil. The price of crude bt is
produced but not refined or exported by one of vheically integrated oil companies is generally
determined on a transaction-by-transaction basithaga background of world market prices, but with
direct reference or correlation. At any time thaeray exist significant price differences betweeniarg
for similar quality crude oil as a result of thengmetition and economic conditions in those regions.

Domestic prices for refined products are determittedome extent by world market prices, but they ar
also directly affected by local demand and comioetit

The table below represents average domestic whelpsiaes of refined products in the first half28f15
and 2014.

2" quarter of  Change, 1% half of Change,
2015 2014 % 2015 2014 %
(in US dollars per metric tonne, except for figuirepercent)
FUEI Ol 140.83 28511  (50.6) 120.21  271.34 (55.7)
Diesel fuel.....ccooeeeviiiii 548.89 800.33 (31.4) 498.62 803.55 (37.9)
High-octane gasoline (Regular) .................... 607.04 866.02 (29.9) 525.44 837.70 (37.3)
High-octane gasoline (Premium) .................. 627.0: 892.76 (29.8) 546.92 867.65 (37.0)

Source: InfoTEK (excluding VAT).

Changes in the US dollar-ruble exchange rate and flation

A substantial part of our revenue is either denateid in US dollars or is correlated to some extetit

US dollar crude oil prices, while most of our costshe Russian Federation are settled in Russibles.
Therefore, ruble inflation and movements of excleangtes can significantly affect the results of our
operations. In particular, a depreciation of thbleuagainst the US dollar generally causes ourscist
decrease in US dollar terms, and vice versa. Theegfation of the purchasing power of the US dalar
the Russian Federation calculated on the basiseofitble-dollar exchange rates and the level ddtioh

in Russia was 29.3% in the first half of 2015, canagl to the first half of 2014, while the nominable
depreciation against the US dollar was 39.1%, coetpto the first half of 2014.




The following table gives data on inflation in Riasand the change in the ruble-dollar exchange rate

2" quarter of 1% half of
2015 2014 2015 2014
Ruble inflation (CPI1), %0 ......cooiiiiiiiiiis e 1.0 2.4 8.5 4.8
Average exchange rate for the period (ruble to bi&ag .......... 52.65 35.00 57.4C 34.98
Exchange rate at the end of the period (ruble tabl)......... 55.52 33.63 55.52 33.63

Tax burden

Starting from January 1, 2015, the method for datmn of certain tax and duty rates applied to oil
companies in Russian Federation is amended. Theratiaxtraction tax rate increases significantbnal
with simultaneous decrease of export duty ratesexuibes.

The following table represents average enacted fatetaxes specific to the oil industry in Rusiinthe
respective periods.

2" quarter of

Change, %
2015 2014
Export tariffs on crude Oil ...........oociieeeciiieiie, $/tonne 130.41 382.63 (65.9)
Export tariffs on refined products
Light and middle distillates...........cccccceevviiiiiiiieneeen. $/tonne 62.56 252.52 (75.2)
FUEI Ol .o e $/tonne 99.08 252.52 (60.8)
GaASOlINE ..o e $/tonne 101.68 344.33 (70.5)
Straight-run gasoline ...........ccueeeeiiiiiieeecee e $/tonne 110.80 344.33 (67.8)
Diesel fuel......ooie e $/tonne 62.56 248.65 (74.8)
Mineral extraction tax
Crude Ol coveeieeiiie e, RUR/tonne 072.91 6,135.4¢ 15.3
CrUAE Ol ..o eeeeeeeeeeeeeeeeen $/tonné? 134.33 175.30 (23.4)
@ Translated to US dollars using average exchartgefaathe period.
1% half of Change. %
2015 2014
Export tariffs on crude Oil ...........occuieeecciiiiiee $/tonne 130.30 386.65 (66.3)
Export tariffs on refined products
Light and middle distillates...........ccccccceeiviiiiiiiiieeneenn. $/tonne 62.48 255.16 (75.5)
FUEI Ol .o e $/tonne 99.00 255.16 (61.2)
GASOINEG ..o e $/tonne 101.59 347.94 (70.8)
Straight-run gasoline ...........cccovvveviiieeecceie e $/tonne 110.71 347.94 (68.2)
DieSel fuel......oooee e $/tonne 62.48 251.94 (75.2)
Mineral extraction tax
Crude Ol ..cccveeiiiieiecc e, RUR/tonne 854.0% 6,107.12 13.9
CIUAE Ol ... $/tonné? 121.1€ 174.5¢ (30.6)

@ Translated to US dollars using average exchartgefaathe period.

The rates of taxes specific to the oil industrjRimssia are linked to international crude oil prieed are
changed in line with them. The methods to deterrttieerates for such taxes are presented below.

Crude oil extraction tax rate is determined byadjusting the base rate depending on the intemmltio
market price of Urals blend and the ruble-dollacl@ange rate. The tax rate is zero when the avéJeaje
blend international market price for a tax perisdesss than or equal to $15.00 per barrel. Eadb0®der
barrel increase in the international Urals blenidepover the threshold ($15.00 per barrel) resultan
increase in the tax rate by $1.80 per tonne extdadr $0.25 per barrel extracted using a conversio
factor of 7.33) above the base rate.

During the first half of 2015, the base rate wa$ 7@bles per metric tonne extracted (493 rublethén
first half of 2014).

The crude oil extraction tax rate varies dependingthe development, depletion and complexity of a
particular oilfield. The tax rate is zero for extraavy crude oil and for crude oil produced in @iert
regions of Eastern Siberia, the Caspian Sea, tmetisley Autonomous District and some other regions,
depending on the period and volume of production.
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The Group produces crude oil in the Caspian Sesa-#eavy crude oil in Timan-Pechora and benefits
from the application of a zero extraction tax rate.

Natural gas extraction tax rate. The mineral extraction tax on natural gas produogdndependent
producers in Russia was calculated using a fla cadtil July 1, 2014. The rate was 471 rubles per
thousand cubic meters during the first half of 2014

Starting from July 1, 2014, the base rate amoun®@5trubles per thousand cubic meters and is adjust
depending on average wholesale natural gas priBeigsia, share of gas production in total hydromarb
production of particular taxpayer, and complexifyparticular gas field. In the first half of 201&ctual
average natural gas extraction tax rate calcultdeshur major gas field — Nakhodkinskoe in Western
Siberia amounted to 149.86 rubles per thousandcubters.

Crude oil export duty rate is calculated on a progressive scale. The rateris when the average Urals
blend international market price is less than anakédo approximately $15.00 per barrel ($109.50 per
metric tonne). If the Urals blend price is betw&d5.00 and $20.00 per barrel ($146.00 per metringp
each $1.00 per barrel increase in the Urals bleim pver $15.00 results in an increase in the it
export duty rate by $0.35 per barrel exportedhéf Urals blend price is between $20.00 and $25€00 p
barrel ($182.50 per metric tonne), each $1.00 perebincrease in the Urals blend price over $20.00
results in an increase in the crude oil export datg by $0.45 per barrel exported. Each $1.0(bpeel
increase in the Urals blend price over $25.00 perdbresulted in an increase in the crude oil exgoty
rate no more than by $0.65 per barrel exportedmFdanuary 1, 2014 to December 31, 2014, the
maximum increase in export duty rate was reduc&Di69 per barrel for each $1.00 per barrel in@éas
the Urals blend price. From January 1, 2015 to Bez 31, 2015, the maximum increase in export duty
rate is $0.42 per barrel for each $1.00 per barceéase in the Urals blend price.

The crude oil export duty rate is revised monthiytibe basis of the preceding one-month period wder
oil price monitoring.

A special export duty regime is in place for certgieenfields. The list of the oilfields where tleeluced
rate is applied includes our Yu. Korchagin and VWarovsky oilfields located in the Caspian Sea and
extra-heavy crude oil fields in Timan-Pechora.

Export duty rates on refined products are to be calculated by multiplying the currentde oil export
duty rate by a coefficient according to the tatdéoly.

From January 1, 2015 From January 1, 2014
to December 31, 2015 to December 31, 2014

Multiplier for:
Light and middle distillates............ccccceeeeiiiiiiiiiieiee e, 0.48 0.66
DieSel fUBl ...ueeeciiieee e 0.48 0.65
GaASOlINES ...ttt 0.78 0.90
Straight-run gasoline ..........ccvviiiiiiii e 0.85 0.90
[ 1= o1 0.76 0.66

Crude oil and refined products exports from Russi& subject to two steps of customs declaration and
duties payments: temporary and complete. Tempodacfaration is submitted based on preliminary
exports volumes and the duty is paid in rublessia@ted from US dollars as at the date of the teanyor
declaration. Complete declaration is submittedrafteeiving the actual data on the exported volyrnes

not later than six months after the date of thepmary declaration. The final amount of the expluty is
adjusted depending on the actual volumes, US dell@hange rate as at the date of the complete
declaration (except for pipeline deliveries whee #xchange rate as at the temporary declarati@nislat
used) and the export duty rate. If temporary anchplete declarations are submitted in the different
reporting periods, the final amount of the expautydis adjusted in the period of submission of the
complete declaration. The high volatility of thebkerdollar exchange rates may lead to significaitier

of such adjustments.

Crude oil and refined products exported to the memébr countries of the Custom Union- Belarus and
Kazakhstan, are not subject to export duties.

Excise on refined products.The responsibility to pay excises on refined paislin Russia is imposed on
refined product producers (except for straight-gasoline). Only domestic sales volumes are sulbject
excises.

In other countries where the Group operates, ex@se paid either by producers or retailers depgnain
the local legislation.

11



Excise rates on refined products in Russia arettigtie ecological class of fuel. Excise tax rdtasthe
first half of 2015 and 2014 are listed below. Ttatisn to the US dollars was made using average
exchange rate for the period.

2" quarter of Change 1% half of Change
2015 2014 % 2015 2014 %
Gasoline
Below Euro-3................. RUR/tonne 7,300.00 11,110.00 (34.3) 7,300.00 11,110.00 (34.3
EUro-3.....cooivieieiiieeens RUR/tonne 7,300.00 10,725.00 (31.9) 7,300.00 10,725.00 (31.9
EUrO-4....ccoviiiiiiiiiiiees RUR/tonne 7,300.00 9,916.00 (26.4) 7,300.00 9,916.00 (26.4
Euro-5.....cccooviiviiiiiienn RUR/tonne 5,530.00 6,450.00 (24.3) 5,530.00 6,450.00 (14.3
Diesel fuel
Below Euro-3................. RUR/tonne 3,450.00 6,446.00 (46.5) 3,450.00 6,446.00 (46.5
EUro-3.....cooviieieiiieeens RUR/tonne 3,450.00 6,446.00 (46.5) 3,450.00 6,446.00 (46.5
Euro-4......cccooeiviiiiiinnnn. RUR/tonne 3,450.00 5,427.00 (36.4) 3,450.00 5,427.00 (36.4
EUuro-5.....cccoovviviiiiiiens RUR/tonne 3,450.00 4,767.00 (27.6) 3,450.00 4,767.00 (27.6
MOtOr OilS.......cccvveeiiiieenne RUR/tonne 6,500.00 8,260.00 (21.3) 6,500.00 8,260.00 (21.3
Straight-run gasoline......... RUR/tonne  11,300.00 11,252.00 0.4 11,300.00 11,252.00 0.4
2" quarter of Change, 1% half of Change
2015 2014 % 201¢ 2014 %
Gasoline
Below Euro-3................... $/tonne 138.64 317.43 (56.3) 127.1¢ 317.61 (60.0)
EUuro-3....ccooceiiiiiiieeee $/tonne 138.64 306.43 (54.8) 127.1¢ 306.60 (58.5)
EUro-4......cccoovvvveeiiiiiiinen, $/tonne 138.64 283.32 (51.1) 127.1¢ 283.48 (55.1)
EUuro-5....coveeiiiiiiiine $/tonne 105.02 184.29 (43.0) 96.3¢ 184.39  (47.7)
Diesel fuel
Below Euro-3................... $/tonne 65.52 184.17 (64.4) 60.11 184.28 (67.4)
Euro-3.....cccoovviieeeiiiiie, $/tonne 65.52 184.17 (64.4) 60.11 184.28 (67.4)
EUuro-4.....ccooceeiviiiiiiineeeee, $/tonne 65.52 155.06 (57.7) 60.11 155.15 (61.3)
EUuro-5....ccoceeeiiiiiiinee $/tonne 65.52 136.20 (51.9) 60.11 136.28 (55.9)
Motor OilS.......cvevveeeeeiiiiiiins $/tonne 123.4% 236.00 (47.7) 113.2¢ 236.13 (52.0)
Straight-run gasoline........... $/tonne 214.61 321.49 (33.2) 196.8" 321.67 (38.8)

Income tax. The federal income tax rate is 2.0% and the regiortome tax rate varies between 13.5%
and 18.0%. The Group’s foreign operations are stbje taxes at the tax rates applicable to the
jurisdictions in which they operate.

The Company and its Russian subsidiaries file ired@ax returns in Russia. A number of Group
companies in Russia are paying income tax as aotidaged taxpayers’ group (“CTG”). This allows
taxpayers to offset taxable losses generated bwineparticipants of a CTG against taxable prodits
other participants of the CTG.

Transportation of crude oil and refined products in Russia

The main Russian crude oil production regions areate from the main crude oil and refined products
markets. Therefore, access by crude oil produat@mpanies to the markets is dependent on the eatent
diversification of the transport infrastructure aadcess to it. As a result, transportation cosans
important macroeconomic factor affecting our nebime.

Transportation of crude oil produced in Russiagfineries and export destinations is performed arily
through the trunk oil pipeline system of the stavmed company, Transneft, or by railway transport.

Transportation of refined products in Russia iSqgraned by railway transport and the pipeline systdm
Transnefteproduct. The Russian railway infrastmecia owned and operated by Russian Railways. Both
these companies are state-owned. We transportajor part of our refined products by railway tramgp

In Russia, gas is mostly sold at the wellhead aed transported through the Unified Gas Supplyeyst
(“UGSS"). The UGSS is responsible for gatheringnsiporting, dispatching and delivering substantiall
all natural gas supplies in Russia and is ownedogedated by Gazprom. The Federal Service for fBarif
of the Russian Federation regulates natural gaspatation tariffs. We are not able to sell ous gther
than through UGSS.
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Three and six months ended June 30, 2015, compare¢d three and six months
ended June 30, 2014

The table below sets forth data from our consofidattatements of comprehensive income for the gerio
indicated.

2" quarter of 1% half of
2015 2014 2015 2014
(millions of US dollars)

Revenues
Sales (including excise and export tariffs) ...ccecoveeeeeiiiiiin, 28,104 38,205 51,294 73,886
Costs and other deductions
Operating EXPENSES .....ccuvvvriiieieee e e e eieereeeeeesirrrrreeeee e e s snaeeas (2,063) (2,558) (3,871) (4,867)
Cost of purchased crude oil, gas and products.................... (14,864) (18,871) (26,102) (36,114)
Transportation EeXPENSES .......ocviuueriiiieeacmemeieeeeeaa e e e eeneeeeeeas (1,310) (1,557) (2,613) (3,110)
Selling, general and administrative expenses...................... (770) (1,015) (1,435) (1,871)
Depreciation, depletion and amortization .........cccvvvveens, (2,186) (2,485) (4,005) (3,997)
Taxes other than INCOMEe taxes ............ oo e eevvieeieeeeaenaene (2,606) (3,408) (4,745) (6,854)
Excise and export tariffS ...t oo (2,367) (5,339) (5,400) (10,826)
EXPlOration eXPeNSEe........cuiiieeiiiiiiiiieereenre e e e e s eeirireee e e e e e ameeas (309) (64) (388) (269)
(Loss) gain on disposals and impairments of assets............ (31) 1 (114) (414)
Income from operating activities ..........ccocomeeeiiciiimeeeeeenen, 1,598 2,909 2,621 5,564
INEErESt EXPENSE ..eviiiieeiiciiiieei e eereeee et a e e (183) (155) (352) (295)
Interest and dividend iNCOME ..........oooiiiciiciiieeee e, 78 63 159 120
Equity share in income of affiliates ..o, 23 91 77 273
Currency translation (I0SS) gain ............occcemevvvimiiereeeeee e (183) 2 (220) (268)
Other non-operating eXPENSE ...........ueeierceeceee e eeiiieeeeeaaenn (50) (39) (86) (119)
Income before iNCOMEe taxes ........ccueveiiviieeeieieeiee e, 1,283 2,871 2,199 5,275
CUITeNt INCOME TAXES ...veiiieeeei ittt e oo eeneeeeeeaaaeeammms (363) (541) (701) (1,346)
Deferred INCOME taXES .......uuveieiieeie et e e e e e 96 70 215 208
Total INCOME taX EXPENSE ...eevvveeeeeiiciiiiieeeemeee e e e e e (267) (471) (486) (1,138)
NELINCOME ..oeiiiiiiii et eeenne 1,016 2,400 1,713 4,137
Net income attributable to n-controlling interests................. (12) (12) (18) (15)
Net income attributable to LUKOIL.........ccooovvveiiveiiiiiieenn. 1,005 2,389 1,695 4,122

Earning per share of common stock attributable to
LUKOIL (in US dollars):

BaASIC ...iiiiiiiiiiiiieeeeet 1111t b b e raeerrararranes 1.33 3.16 2.25 5.46
[ [0 (T R 1.32 3.10 2.23 5.35

The analysis of the main financial indicators af flmancial statements is provided below.
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Sales revenues

Sales breakdown 2" quarter of 1% half of
2015 2014 2015 2014
(millions of US dollars)
Crude oil
Export and sales on international markets other Gastoms
L6101 o] o H PO PP PR OPPRPTPPPRN 7,175 8,409 13,092 15,367
Export and sales to Customs Union ..........ccccceeuvviiimnnenneee. 302 460 548 996
DOMESHIC SAIES ...ooeeiiiiiieiiee e e 710 953 1,312 1,937
8,187 9,822 14,952 18,300
Refined products
Export and sales on international markets
WHOIESAIE.....coiiiiiii i 12,650 18,230 23,089 35,988
RELAIL.....eiiiiiiiii e 2,879 4,088 5,284 7,649
Domestic sales
WHOIESAIE ..ot 1,200 1,861 2,091 3,473
RELAIL.....oiiiiiiiii e 1,641 2,337 2,895 4,429
18,370 26,516 33,359 51,539
Petrochemicals
Export and sales on international markets . ..............v... 169 234 301 489
DOMESHIC SAIES ...ooieieiiieiiee e 116 39 166 171
285 273 467 660
Gas and gas products
Export and sales on international markets ... 403 538 849 1,091
DOMESEIC SAIES ...eeeiiiiiiieiiiiiie it 178 285 328 583
581 823 1,177 1,674
Sales of energy and related services
Export and sales on international markets . ................... 33 10 73 21
DOMESHIC SAIES ...ooeeiiiiiieiiee e e 225 307 513 797
258 317 586 818
Other
Sales on international markets ... 241 247 425 483
DOMESHIC SAIES ...oeeeiiiiiiiiiee e e 182 207 328 412
423 454 753 895
TOtAl SAIES .. 28,104 38,205 51,294 73,886
Sales volumes 2" quarter of 1% half of
2015 2014 2015 2014
Crude oil (thousands of barrels)
Export and sales on international markets other Giastoms
L6101 o] o H PP UURT R OPPRPTPPPRN 126,230 79,765 243,847 144,826
Export and sales to Customs Union ..........ccccceeuevivimnnenneee. 7,616 8,686 15,129 19,197
DOMESLIC SAIES ....vniieeieiee e e 18,831 19,043 37,808 39,611
152,677 107,494 296,784 203,634
Crude oil (thousands of tonnes)
Export and sales on international markets other Giastoms
L6101 o] o H PP UUUT R OPPPPTPPPRN 17,221 10,882 33,267 19,758
Export and sales to Customs Union..........cc......... 1,039 1,185 2,064 2,619
DOMESLIC SAIES ...cveieeieeee e 2,569 2,598 5,158 5,404
20,829 14,665 40,489 27,781
Refined products (thousands of tonnes)
Export and sales on international markets
Wholesale 23,619 21,290 46,566 42,647
RETAIL....eeiie e 2,466 2,575 4,630 4,841
Domestic sales
WHOIESAIE ..ot 2,656 2,842 4,906 5,239
] = U SRS 2,352 2,353 4,501 4,506
31,093 29,060 60,603 57,233
Total sales volume of crude oil and refined products............ 51,922 43,725 101,092 85,014
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Realized average sales prices "Dquarter of 1% half of

2015 2014 2015 2014
Average realized price international
Oil (beyond Customs Union)................... ($/barrel) 56.84 105.41 53.69 106.10
Oil (Customs UNion) ........cccoeveeieveieeniacaes ($/barrel) 39.65 52.96 36.22 51.89
Refined products
Wholesale .......cccceeivvieeeiiiiiieee e, ($/tonne) 535.59 856.21 495.83 843.83
Retail.......ooooviiiiiiiiiie e ($/tonne) 1,167.48 1,588.33 1,141.25 1,580.10
Average realized price within Russia
Ol ($/barrel) 37.70 50.07 34.70 48.90
Refined products
Wholesale .......cccooeiiiiiiiiiiiee, ($/tonne) 451.81 654.51 426.21 662.85
Retall.......covviiiiciiieeeee ($/tonne) 697.70 993.47 643.19 983.10

During the second quarter of 2015, our revenuesedsed by $10,101 million, or by 26.4%, compared to
the second quarter of 2014. Our revenues from coildles decreased by $1,635 million, or by 16.6%
and our revenues from sales of refined productg $83146 million, or by 30.7%.

During the first half of 2015, our revenues deceelaby $22,592 million, or by 30.6%, compared to the
same period of 2014. Our revenues from crude déissdecreased by $3,348 million, or by 18.3%. Our
revenues from sales of refined products decreag&d ®,180 million, or by 35.3%.

The changes in ruble-nominated revenues againdtrgédnalf of 2014 were significantly affected bye
nominal ruble devaluation by 39.1%.

Sales of crude oil

Our international sales revenue decreased by 14at%y $1,234 million, and by 14.8%, or by
$2,275 million, compared to the second quarterthedirst half of 2014, respectively. Our interiogial
sales volumes (beyond the Customs Union) increase@,339 thousand tonnes, or by 58.3%, in the
second quarter of 2015 and by 13,509 thousand $omndy 68.4%, in the first half of 2015 as a fesfl

the increase in crude oil exports from Russia,dased volumes of crude oil trading and commencement
of commercial production from the West Qurna-2diei March 2014. At the same time, that was offset
by the sharp decrease in the international cruiderices by 46.1% and 49.4%, respectively.

During the second quarter and the first half of 20ds a result of the ruble devaluation and the afo
international crude oil prices, our realized doneesrude oil price decreased by 24.7% and 29.0%,
respectively. The significant increase in exportenf Russia was compensated by the decrease in the
throughput of the domestic refineries. Thus, ourmdstic sales volumes decreased relatively
insignificantly by 29 thousand tonnes, or by 1.2 by 246 thousand tonnes, or by 4.6%, respegtivel
As a consequence, in the second quarter and #tenéff of 2015, our domestic sales revenue deeteas
by 25.5%, or by $243 million, and by 32.3%, or I§2% million, respectively.

In the second quarter and the first half of 2015, revenue from crude oil export from Russia botlhie
Group companies and third parties amounted to £3y7llion and $6,928 million, respectively.

Sales of refined products

Compared to the second quarter and the first Haf04.4, our revenue from the wholesale of refined
products outside of Russia decreased by $5,580omilbr by 30.6%, and by $12,899 million, or by
35.8%, respectively. The decrease in sales prig&d¥ 3% in the second quarter of 2015 and by 41r2%
the first half of 2015 was partially compensatedthy increase in sales volumes by 10.9% and 9.2%,
respectively, that resulted from the increase fimee products trading.

During the second quarter and the first half of 20dur realized retail prices outside of Russiaeased

by 26.5% and 27.8%, and sales volumes decrease&d?by and 4.4%, that resulted in the decrease of
retail revenue by $1,209 million, or by 29.6%, and $2,365 million, or by 30.9%, compared to the
second quarter and the first half of 2014, respelti

During the second quarter and the first half of 20dur revenue from the wholesale of refined présiuc
on the domestic market decreased by 35.5%, or B $6llion, and by 39.8%, or by $1,382 million. Our
realized prices and sales volumes decreased bye3ardl 6.5%, respectively, in the second quarter of
2015 and by 35.7% and 6.4%, respectively, in ttet fialf of 2015. The decrease in prices was dtrebu
the ruble devaluation and the decrease in volunaessdue to lower production at our domestic refeeeri

15



During the second quarter and the first half of 20dur revenue from retail sales in Russia dectebhge
$696 million, or by 29.8%, and by $1,534 milliom, ly 34.6%, respectively. Our average domestidlreta
prices decreased by 29.8% and by 34.6%, whilel rgithimes remained unchanged.

In the second quarter and the first half of 2015, revenue from export of refined products from &as
both to Group companies and third parties amoutat&2,228 million and $4,114 million, respectively.

Sales of petrochemical products

In the second quarter of 2015, our revenue fromssal petrochemical products increased by $12anilli
or by 4.4%, largely due to the increase in salelimes by 56.1% against the background of low
productions as a consequence of the fire at ount taStavropol region of Russia in the end of filngt
quarter of 2014. In early April 2015, the produntiat the plant was resumed. In the first half acf20ur
revenue from sales of petrochemical products deetedy $193 million, or by 29.2%, largely, due to
lower realized prices.

Sales of gas and gas products

Sales of gas and gas refined products decreas&®4% million, or by 29.4%, compared to the first
guarter of 2014 and by $497 million, or by 29.78%6the first half of 2015.

During the second quarter of 2015, gas productsleghtes revenue decreased by $101 million, or by

40.8%, and by $211 million, or by 43.1%, in thesfihalf of 2015. Average realized wholesale prices

decreased by 44.2% and sales volumes of gas peoithaceased by 6.0% compared to the second quarter
of 2014. Average realized wholesale prices dectkdse 47.5% and sales volumes of gas products

increased by 8.6% compared to the first half of £0Retail gas products revenue decreased by
$83 million, or by 38.1%, in the second quarteP015 and by $160 million, or by 37.8%, in the finsif

of 2015, due to the decrease in average realizedspr

Natural gas sales revenue decreased by $58 mithiohy 16.1%, in the second quarter of 2015 and by
$126 million, or by 16.6%, in the first half of 2Blalso as a result of the decrease in interndtiona
hydrocarbon prices.

Sales of energy and related services

Our revenue from sales of electricity, heat andtesl services decreased by $59 million, or by 18i6%
the second quarter of 2015 and by $232 millionbp28.4%, in the first half of 2015. The decrease i
revenue in Russia due to the ruble devaluation peaally offset by the increase in internationales
revenue related to the acquisition of ISAB Energthie third quarter of 2014.

Sales of other products

Other sales include non-petroleum sales throughedail network, transportation services, rentakreie,
crude oil extraction services, and other revenueunfproduction and marketing companies from safes
goods and services not related to our primary iietsv

Revenue from other sales decreased by $31 milbory 6.8%, in the second quarter of 2015 and by
$142 million, or by 15.9%, in the first half of 2Bllargely as a result of the impact of the ruble
devaluation on the revenue from sales of other ymtsdin Russia. At the same time, since the second
quarter of 2014, we increased the volume of rendecrude oil extraction services and since thedthir
quarter of 2014, other sales also included revémume sales of diamonds.

Operating expenses

Operating expenses include the following:

2" quarter of 1% half of
2015 2014 2015 2014
(millions of US dollars)

Hydrocarbon extraction eXPenSEeS ............ceemmemeeeeimeeennennnn, 1,00 1,25¢ 1,88¢ 2,2C
OWnN refiNiNg EXPENSES ......vviiieiiiiiiit e e e e e e 385 51¢ 717 B
Refining expenses at third parties and affiliatdthegies....... 48 52 98 11€
Expenses for crude oil transportation to refineries............ 181 27C 35C 542
Power generation and distribution expenses.................. 17¢€ 171 334 36
Petrochemical eXpenses .........ccuueveeiimeeee e 46 45 84 111
Other operating expenses 224 243 404 @8
Total operating eXPENSES ........ccocvvvrrieiieeeimiieiieeeeeeiiivnnens 2,063 2,558 3,871 4,86
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The method of allocation of operating expenses alutiffers from the approach used in preparing tite d
for Note 19 “Segment information” to our interimrmswlidated financial statements. Expenditures @ th
segment reporting are grouped depending on the essigito which a particular company belongs.
Operating expenses for the purposes of this asadysi grouped based on the nature of the costgéatcu

Compared to the respective periods of 2014, ouratipg expenses decreased by $495 million, or by
19.4%, in the second quarter of 2015, and by $9®m or by 20.5%, in the first half of 2015.

The changes in ruble-nominated operating expengaesd the first half of 2014 were significantly
affected by the nominal ruble devaluation by 39.1%.

Hydrocarbon extraction expenses

Our extraction expenses include expenditures ikléderepairs of extraction equipment, labor costs,
expenses on artificial stimulation of reservoirgglfand electricity costs, cost of extraction ofunal gas
liquids, property insurance of extraction equipmemd other similar costs.

Our extraction expenses decreased by $256 milbortny 20.3%, in the second quarter of 2015 and by
$386 million, or by 17.0%, in the first half of 2B1Our extraction expenses included start-up casts
production expenses related to the West Qurna-j2grim the amount of $461 million in the first haf
2015 and $161 million in the first half of 2014. Russia, the increase in costs was offset by théeru
devaluation.

Our average hydrocarbon extraction expenses dextdasm $6.13 per BOE in the second quarter of
2014 to $4.76 per BOE in the second quarter of 20LBy 22.3%, and from $5.70 per BOE in the first

half of 2014 to $4.50 per BOE in the first half 2015, or by 21.1%. In Russia, average hydrocarbon
extraction expenses decreased by 29.6% to $3.9B@Erin the second quarter of 2015 and by 34.1% to
$3.60 per BOE in the first half of 2015 as a resfithe ruble devaluation.

Own refining expense

Our own refining expenses decreased by $133 mjlboroy 25.7%, in the second quarter of 2015, and b
$281 million, or by 28.2%, in the first half of 281

Refining expenses at our domestic refineries deetay 29.4%, or by $80 million, in the second tprar
of 2015, and by $172 million, or by 34.3%, in thestf half of 2015, as a result of the ruble devhbra
and the decrease in production volumes that wasalharoffset by increased consumption of additives
and overhaul costs.

Refining expenses at our refineries outside of Rudscreased by $53 million, or by 21.5%, in theosel
quarter of 2015, and by $109 million, or by 22.0#6,the first half of 2015, largely as a result of
depreciation of the euro against the US dollar.

Refining expenses at third party and affiliatedrnefies
Along with our own production of refined products wefine crude oil at third party and affiliated

refineries both in Russia and abroad.

In the second quarter and the first half of 20B5inmg expenses at third party and affiliated mefies
decreased by 7.7%, or by $4 million, and by 15.%%by $18 million, respectively, due to the euro
depreciation against the US dollar.

Expenses for crude oil transportation to refineries
Expenses for crude oil transportation to refinemetude pipeline, railway, freight and other costtated

to delivery of the Group’s own crude oil to refirees for further processing.

Our expenses for crude oil transportation to refesedecreased by $89 million, or by 33.0%, in the
second quarter of 2015 and by $193 million, or By6%6, in the first half of 2015, largely due to thble
devaluation and the decrease in crude oil refirmlgmes in Russia.
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Petrochemical expenses

During the second quarter of 2015, operating exgens our petrochemical plants didn't change
significantly. The effect of the increase of donmegproduction volumes after commencement of
production at our petrochemical plant in Stavrogpgglion of Russia in April 2015 (the plant’s opeoati
was limited since a fire in February 2014) was @iffisy the ruble devaluation. During the first haif
2015, our petrochemical expenses decreased by $&3nmor by 24.3%, due to the ruble and the euro
devaluation against the US dollar.

Power generation and distribution expenses

During the second quarter of 2015, power generati@hdistribution expenses increased by $5 millawn,
by 2.9%. The decrease of expenses that resultedtfre ruble devaluation was outweighed by the abst
maintenance works at one of our Russian power plenfune 2015. At the same time, during the first
half of 2015, power generation and distribution enges decreased by $27 million, or by 7.5%. The
decrease in expenses in Russia due to the rubtdudgion was partially offset by the increase ipenses

as a result of the acquisition of ISAB Energy ia third quarter of 2014.

Other operating expenses

Other operating expenses include expenses of thapGr upstream and downstream entities that do not
relate to their core activities, namely renderirigransportation and extraction services, coststbér
services provided and goods sold by our productimh marketing companies, and of non-core businesses
of the Group.

Other operating expenses decreased by $18 miltiohy 7.4%, in the second quarter of 2015, and by
$63 million, or by 13.5%, in the first half of 201/argely as a result of the ruble devaluationth same
time, our other operating expenses in the first 682015 included expenses related to the prodoatif
diamonds that commenced in the third quarter o#201

Cost of purchased crude oil, gas and products

Cost of purchased crude oil, gas and productsdeslthe cost of crude oil and refined productsimsed
for trading or refining, gas and fuel oil to supplyr power generation entities and the result digivegy of
crude oil and refined products sales.

Cost of purchased crude oil, gas and products deedeby $4,007 million, or by 21.2%, in the second
quarter of 2015 and by $10,012 million, or by 27,7% the first half of 2015, following the sharp
decrease in hydrocarbon prices, that was partidfget by the increase in crude oil and refineddpiais
trading volumes. Crude oil purchases in the fimlf lof 2015 also included $1,683 million related to
4,769 thousand tonnes of compensation crude adlived from Iraq’s state-owned South Oil Company
within the West Qurna-2 project (in the first haff2014, we did not receive compensation crudgeti.

In the second quarter of 2015, we recognized a $8ilBon net loss from hedging, compared to a
$182 million net loss in the second quarter of 20t4he first half of 2015, we recognized a $46H#iom
net loss from hedging, compared to a net loss 08$tillion in the first half of 2014.

Transportation expenses

In the second quarter of 2015, our transportatiopepses decreased by $247 million, or by 15.9%,
compared to the second quarter of the previous. yeathe first half of 2015, transportation expense
decreased by $497 million, or by 16.0%, compareithédirst half of 2014. The decrease of expenses a
result of the decrease in tariffs largely due te thble devaluation and decreased volume of refined
products exports from Russia was partially offsginzreased volumes of crude oil exports from Rassi
and crude oil trading.

Our actual transportation tariffs related to crudleand refined products deliveries to various axpo
destinations, weighted by volumes transported, gbarto the first half of 2014 as follows: crude oil
pipeline tariffs decreased by 30.8%, railway tarffir refined products transportation decreased4g%.
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Selling, general and administrative expenses

Selling, general and administrative expenses imclpayroll costs (excluding extraction entities’,
refineries’ and power generation entities’ produetistaff costs), insurance costs (except for ptygper
insurance related to extraction and refinery eqeipth costs of maintenance of social infrastrugture
movement in bad debt provision and other expenses.

Our selling, general and administrative expensesedsed by $245 million, or by 24.1%, in the second
quarter of 2015 and by $436 million, or by 23.3%the first half of 2015. Largely, this was duethe
devaluation of the ruble and the euro against tSedollar.

Depreciation, depletion and amortization

Our depreciation, depletion and amortization expsriecreased by $299 million, or by 12.0%, compared
to the second quarter of 2014, but stayed flat @egh to the first half of 2014. Our depreciation,
depletion and amortization expenses for the secguarter and the first half of 2015 included
$649 million and $1,017 million, respectively, reld to the West Qurna-2 field, where we commenced
commercial production in the second quarter of 20i4he first half of 2014, our depreciation, detin

and amortization included $1,007 million of suclpenses, all recognized in the second quarter 0£.201

Equity share in income of affiliates

The Group has investments in equity method affi§aind corporate joint ventures. These companéges ar
primarily engaged in crude oil exploration, prodoist marketing and distribution operations in the
Russian Federation, crude oil production and margein Kazakhstan and refining operations in the
Netherlands. Currently, our largest affiliates awggai Petroleum and Tengizchevroil, exploratior an

production companies operating in Kazakhstan, theelahd refinery in the Netherlands and

Bashneft-Polus, an exploration and production compthat develops the Trebs and Titov oilfelds in
Timan-Pechora, Russia.

Our share in income of affiliates decreased by ®@Bon, or by 74.7%, compared to the second quarte
of 2014, and by $196 million, or by 71.8%, compatedhe first half of 2014, largely as a resulttioé
decrease in income of our upstream affiliates indkhstan.
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Taxes other than income taxes

2" quarter of 1% half of
2015 2014 2015 2014
(millions of US dollars)

In Russia
Mineral eXtraction taXES ..........ueveiivreacrmmeeeee e 2,358 3,055 4,276 6,136
Social security taxes and contributions ................c.ccoeeeeeeee. 103 133 189 278
PrOPEItY taX ... uuueeeeiniiieee e e 84 125 155 249
Other TAXES ...vvieiiiiiie et 12 23 22 44
Total IN RUSSIA....eeieiiiiiee e ecmeee e mee e 2,557 3,336 4,642 6,707
International
Mineral eXtraction taXES ........c.ueveiivreacrmmeeeee e 3 15 9 33
Social security taxes and contributions .....cccccc.vvvviiiieiinnnee. 25 32 49 63
PrOPEItY taX ... .uueeeeiiiiiieeeee e e 7 8 16 17
Other taXesS .....covvueeieiiiiiee et 14 17 29 34
Total internationally 49 72 103 147
TOMAD et 2,606 3,408 4,745 6,854

In the second quarter and the first half of 2016r taxes other than income taxes decreased by
$802 million, or by 23.5%, and by $2,109 millior, loy 30.8%, compared to the respective periods of
2014, which was driven largely by the effect of thecrease in the international crude oil prices thed
ruble devaluation on the mineral extraction taxeraThe decrease in social security taxes and
contributions, property and other taxes in Rusggirest the second quarter and the first half of42@4s
mainly due to the ruble devaluation.

In the second quarter and the first half of 20pliaation of the reduced rate for crude oil prosiérom
depleted oilfields and the zero rate for crudepodduced from oilfields with extra heavy crude aild
from greenfields led to $355 million and $651 noilli mineral extraction tax reduction, respectively
($607 million and $1,191 million in the second dealand the first half of 2014, respectively).

Excise and export tariffs

2" quarter of 1% half of
2015 2014 2015 2014
(millions of US dollars)

In Russia
Excise tax on refined products .............coeeeeeeieeeeeeeenennninnnn, 24¢ 500 447 917
Crude 0ileXport tariffS ..o e e e e e e 957 2,217 2,115 4,765
Refined productsxport tariffs............ccccooriiiiiiii, 382 1,527 1,292 3,153
Total IN RUSSIA .. .eeviiiiiiee e eccme e mee e e 1,588 4,244 3,854 8,835
International
Excise tax and sales taxes on refined productS..........ccceuven. 760 979 1,495 1,80(
Crude 0ileXPOort tariffS ..........oooriieeeirrie e 12 51 34 103
Refined productsxport tariffs............cccccvviiiiiiiine e, 7 65 17 88
Total internationally ............ccccvviiiiii e s 779 1,095 1,546 1,991
TOMAD Lot e ,387 5,339 5,400 10,826

Export tariffs decreased by $2,502 million, or b%.8%, in the second quarter of 2015 and by
$4,651 million, or by 57.4%, in the first half 0025, largely, due to nearly three-fold decreasexiport
duty rates for crude oil and refined products. Cared to the second quarter and the first half a42the
volumes of crude oil export beyond the Customs bimmzreased by 24.7% and 27.1%, while the volumes
of the refined products exports decreased by 1&08616.4%, respectively.

Exploration expenses

In the second quarter and the first half of 2018, @xploration expenses increased by $245 milliwh lzy
$119 million that mostly was a result of the in@@én the amount of dry hole write-offs, comparedhe
previous year. In the second quarter of 2015, vaeged to expense the costs of dry exploratory imell
Romania in the amount of $244 million. In the figgtarter of 2014, we charged to expense the cdsts o
dry exploratory well in Cote d’lvoire in the amourft$95 million.
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Loss on disposals and impairments of assets

In April 2014, a Group company entered into a cacttrwith a Sinopec group company, to sell the
Group’s 50% interest in Caspian Investment Resaukte. Subsequently, on June 3, 2015, a substitute
transaction was made in regard of this sale. Irfiteequarter of 2014, the Group recognized ttsslon

this expected disposal in the amount of $358 mnillim the first quarter of 2015, the Group recogdian
additional impairment loss related to this transscamounting to $80 million.

Also, in the first half of 2014, the Group wrotd signing bonuses related to projects in Sierranecand
Cote d’lvoire in the total amount of $67 million.

Income taxes

The maximum statutory income tax rate in RussiaOi%. Nevertheless, the actual effective income tax
rate may be higher due to non-deductible expensésaer due to certain non-taxable gains. Moreover,
quarterly deviations of the effective income tatesafrom the maximum statutory rate may happentdue
currency translation losses and gains reported bgsi@n Group companies, that decrease or increase
taxable income in the respective periods.

In the second quarter of 2015, our total income é@pense decreased by $204 million, or by 43.3%,
compared to the second quarter of 2014. At the game our income before income tax decreased by
$1,588 million, or by 55.3%.

In the first half of 2015, our total income tax exge decreased by $652 million, or by 57.3%, coetpar
to the first half of 2014, while our income befaneome tax decreased by $3,076 million, or by 58.3%

In the second quarter of 2015, our effective incaaxerate was 20.8%, compared to 16.4% in the skcon
quarter of 2014. In the first half of 2015, effeetincome tax rate was 22.1%, compared to 21.68%en
first half of 2014.

Reconciliation of net income to EBITDA (earnings bfore interest, income taxes, depreciation and
amortization)

2" quarter of 1% half of
2015 2014 2015 2014
(millions of US dollars)
=Y AT g To o4 T TSR 1,005 2,389 1,695 4,122
Add back:
INCOME taX EXPENSE ....ocevvviieiiiiiieieitirere e 267 471 486 1,138
Depreciation and amortization ..............ceeeeeeieeeesircnnnns 2,186 2,485 4,005 3,997
INtErest EXPENSE.....cooeiiiieeeeee e 183 155 352 295
Interest and dividend income .............ooocmmevvivieeeeeennnnn. (78) (63) (159) (120
EBITDA .ot 3,563 5,437 6,379 9,432
Add back loss on disposal of assets and dry wredédad
WIE-0TS....uvee e e 244 - 324 520
EBITDA adjusted for one-off items.........ccccccceevvvvviveennnnns 3,807 5,437 6,703 9,952
Including impact of West Qurna-2 project..................... 677 1,017 1,072 1,017

EBITDA is a non-US GAAP financial measure. EBITD# defined as net income before interest, taxes
and depreciation and amortization. The Companyetet that EBITDA provides useful information to
investors because it is an indicator of the stiemgtd performance of our business operations, divoju
our ability to finance capital expenditures, acdiges and other investments and our ability toumand
service debt. While depreciation and amortizatiom eonsidered as operating costs under US GAAP,
these expenses primarily represent the non-casbrtuperiod allocation of costs associated withgton
lived assets acquired or constructed in prior gxid he EBITDA calculation is commonly used as siha
for some investors, analysts and credit rating eigsnto evaluate and compare the periodic and dutur
operating performance and value of companies withénoil and gas industry. EBITDA should not be
considered in isolation as an alternative to nebiime, operating income or any other measure of
performance under US GAAP. EBITDA does not inclade need to replace our capital equipment over
time.
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Liquidity and capital resources

1° half of
2015 2014
(millions of US dollars)
Net cash provided by operating aCtiVIities .. e . ceueveeieieeeeiiiiiiieiee e 6,145 7,562
Net cash used in iINVEStiNG aCIVItIES ... e eeieeriiiieiiee e (5,307) (6,928)
Net cash (used in) provided by financing activities....................ccccccvvviieeeeeeinnns (1,101) 362

Operating activities

Our primary source of cash flow is funds generdtech our operations. During the first half of 2015,
cash generated from operations decreased by $1lllgn, or by 18.7%, compared to the first half of
2014, largely, as a result of the decrease in mzime. In the first half of 2014, our cash flowenfr
operating activities were negatively affected byiacrease of receivables for cost recovery related
commencement of cost compensation within the Westrn&2 project. Subsequently, after
commencement of shipment of compensation crude ahibnges of this receivable do not affect
significantly our cash flow from operating activity

Investing activities

In the first half of 2015, the amount of cash usethvesting activities decreased by 23.4% mostlg tb
the decrease in capital expenditures that restribed the ruble devaluation.

Our capital expenditures, including non-cash tratisas, decreased by 31.1% and amounted to
$5,320 million.

2" quarter of 1% half of

2015 2014 2015 2014
(millions of US dollars)

Capital expenditures,
including non-cash transactions and prepayments
Exploration and production

RUSSIA .. eee ettt e e e e 1,352 2,467 2,523 4,440

International ...........ccveeiiiie e 978 978 1,783 1,730
Total exploration and production ............cccceevvvvvvimeiicnnnns 2,330 3,445 4,306 6,170
Refining, marketing and distribution

RUSSIB ...eeeeiiiiiee ettt e e e 359 681 651 908

International ...........ccvveiiiie e 115 211 224 431
Total refining, marketing and distribution........................... 474 892 875 1,339
Chemicals

[ (U LTS = R SORRR 27 48 56 80

International ..o - - - -
Total ChemiCalS .........vviiiiiiieiiiie e e e e 27 48 56 80
Power generation and distribution.......... e ..eevvmmnennn 41 70 49 78
(O] 01T T UPURUPPPURPPPPRRt 18 35 34 55
Total capital eXpenditures ..........cooeeeeeeveeeeee e, 2,890 4,490 5,320 7,722

In the first half of 2015, our capital expendituieghe exploration and production segment decreaye
$1,864 million, or by 30.2%. In Russia, capital engitures decreased mostly due to the effect derub
devaluation. Outside of Russia, our capital expenes didn't change significantly compared to thst f
half of 2014.

The decrease in capital expenditures in domesticimg, marketing and distribution segment in Rassi
was due to approaching completion of constructiba oatalytic cracking unit at our refinery in Nigh
Novgorod. The decrease in the international segmvasta result of the completion of the constructibn
heavy residue processing complex at our Bulgagéinary.

The table below shows our exploration and productiapital expenditures in promising new production
regions.
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2" quarter of 1% half of

201¢ 201¢ 201¢ 201¢
(millions of US dollars
YaAMAL...oiiiiiiiiiiiiiiiii e s e e e e e e e eeeeeeeaeas 146 218 238 294
CasPian FeGION .......ovoeeeeeeeeeeeeeeeeeeeeeeeeee e 312 473 543 708
(€] 0= = - 149 12 151
COote d'IVOITE ....coeieiiieeeeeeeeeeeeett it eeeee e e e eeeeer e e 9 2 22 82
1 To USSR 160 425 383 801
UZDEKIStaN ....coeeieieeieeeeeeeeeeee e 336 168 496 301
ROMANIA ..ottt 106 54 204 56
(OF= 11 0151 (oo ] o HS PP 5 - 130 -
[N 1o =T U IUTRR TSRO 175 - 175 -
TOLAD vt n s 1,249 1,489 2,203 2,393

@ Russian and international projects.

Financing activities

In the first half of 2015, net movements of shemrt and long-term debt generated an outflow of
$470 million, compared to an inflow of $438 milliomthe first half of 2014.

In the first quarter of 2014, the Company receiwbe loans from Sberbank in the amount of
$500 million maturing in 2021 and bearing interastwelve month LIBOR plus 2.75% per annum and
from Promsvyazbank in the amount of $300 milliontumiaag in 2019 and bearing interest at three month
LIBOR plus 2.75% per annum.
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