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

The following report contains a discussion and ysialof the financial condition of OAO LUKOIL as of
September 30, 2014 and the results of its opemation the three and nine month periods ended
September 30, 2014 and 2013, as well as signifitaotbrs that may affect its future performance. It
should be read in conjunction with our interim URA consolidated financial statements and notes
thereto.

References to “LUKOIL,” “the Company,” “the Groupive” or “us” are references to OAO LUKOIL
and its subsidiaries and equity affiliates. Allldolamounts are in millions of US dollars, unletseowise
indicated. Tonnes of crude oil and natural gasidisiproduced are translated into barrels using ecmn
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 Bad®Is
per tonne. Translations of cubic meters to cub@t 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 tfousand cubic feet per BOE.

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

not guarantees of future results.

Key financial and operational results

3 quarter of Change, 9 months of Change,
2014 2013 % 2014 2013 %
(millions of US dollars)
SAlES ..t 39,021 36,737 6.2 112,907 105,560 7.0
Net income attributable to OAO LUKOIL................. 1,620 3,105 (47.8) 5742 7,790 (26.3)
Adjusted net income attributable to OAO LUKGN... 1,805 3,105 (419) 6,447 7,790 (17.2)
EBITDA ..ottt e e 5,338 5,472 (2.4) 14,770 14,606 1.1
Adjusted EBITDAY ..o, 5,523 5,472 0.9 15475 14,606 5.9

Taxes other than income taxes, excise and expifsta (9,249  (9,255) (0.1) (26,926)(27,322) (1.4)

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

BASIC et 2.15 4.11 (47.8) 7.61 10.32 (26.3)
DilULE ...veiiiiieiiie e mree e 2.11 4.02 (47.6) 746 10.10 (26.2)
Hydrocarbon production by the Group including our
share in equity affiliates (thousands of BQE)....... 215,746 200,959 7.4 625,486 598,095 4.6
Daily hydrocarbon production by the Group including
our share in equity affiliates (thousands of BQE).. 2,345 2,184 74 2291 2,191 4.6

Crude oil and natural gas liquids produced by the
Group including our share in equity affiliates
(thousands of barrels) ..........cccceeeiiiimeeeiieeeeeeenn, 187,234 172,618 8.5 539,110 509,231 5.9

Gas available for sale produced by the Group inctud
our share in equity affiliates (millions of cubic

MELEIS) .eeeeeiiie ittt ettt cmreem e 4,844 4,816 0.6 14,677 15,100 (2.8)
Refined products produced by the Group including our
share in equity affiliates (thousands of tonnes).... 16,678 17,037 (2.1) 47,772 47,998 (0.5)

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




In the third quarter of 2014, net income attriblgaio OAO LUKOIL decreased by $1,485 million, or by
47.8%, and our EBITDA decreased by $134 millionbgr2.4%, compared to the third quarter of 2013.
Our net income for the third quarter and nine memth2014 was affected by a decrease of hydrocarbon
prices and currency translation loss. It was affected by a loss on the expected disposal of baresin
Caspian Investment Resources Ltd. in the amour®#388 million, recognized in the first quarter, and
write-offs related to our exploration projects ire®¥ Africa in the total amount of $347 million, which
$185 million were recognized in the third quartddjusted for non-recurring losses, our net income
decreased by $1,300 million, or by 41.9%, and by343 million, or by 17.2%, compared to the third
quarter and the nine months of 2013, respectivilyhe same time, compared to the third quarterthad
nine months of 2013, our adjusted EBITDA increasg®51 million, or by 0.9%, and $869 million, or by
5.9%, respectively. Both in the third quarter anel nine months of 2014, our EBITDA was supported by
commencement of cost compensation at West Qurmajgbin Irag.

Business overview

The primary activities of OAO LUKOIL and its subsdes are oil exploration, production, refining,
marketing and distribution. The Company is thenudtie parent entity of a vertically integrated gradp
companies.

OAO LUKOIL was established in accordance with Rtestial Decree No. 1403, issued on November 17,
1992. Under this decree, on April 5, 1993, the Goreent of the Russian Federation transferred to the
Company 51% of the voting shares of fifteen entsgst Under Government Resolution No. 861 issued
on September 1, 1995, a further nine enterprisee wansferred to the Group during 1995. Since 1995
the Group has carried out a share exchange prograntrease 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 subsidiaried9i countries on four continents.

LUKOIL is one of the world’s largest energy compasin terms of hydrocarbon reserves that amounted
to 17.4 billion BOE as of January 1, 2014 and casegr of 13.5 billion barrels of crude oil and
23.6 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, KazakhstaUzbekistan, the Middle East, South
America, Northern and Western Africa, Norway andRRoia.

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

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

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

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

in the “Domestic crude oil and refined productsces’ section on page 10, benchmarking crude oil
market prices in Russia cannot be determined vétitamty. Therefore, the prices set for inter-segime
purchases of crude oil reflect a combination of ketufactors, primarily international crude oil matk
prices, transportation costs, regional market d@l, the cost of crude oil refining and othertéas.
Accordingly, an analysis of either of these segmem a stand-alone basis could give a misleading
impression of those segments’ underlying finanp@gition and results of operations. For this reasen

do not analyze either of our main segments sepgiatéhe discussion that follows. However, we s
the financial data for each in Note 20 “Segmenbiimfation” to our interim consolidated financial
statements.

Recent developments

Changes in Group structure

On August 11, 2014, in line with the strategy tdimze downstream portfolio a Group company signed
an agreement with AMIC Energy Management GmbH tb $80% of the Group’s interest in
LUKOIL Ukraine, a distribution company operating litfkraine. Closing of the transaction is subject to
customary approvals by regulatory authorities.




On August 1, 2014, in line with the strategy toimjge its downstream operations Group companies
signed agreements with Slovnéfeska Republica, Spol. s.r.0. and Norm Benzinkutt&fsell 100% of
shares in LUKOIL Slovakia s.r.0., LUKOIL Hungaryd.tand LUKOIL Czech Republic s.r.o. These
transactions’ closing is subject to a number ofditions and is expected before the end of 2014. The
selling price consists of two components: fixed poment of approximately €100 million and variable
component which depends on the amount of the wgrkapital of the abovementioned companies as at
the completion date and is subject to certain adfjests.

On April 15, 2014, a Group company entered intmatract with a Sinopec group company, to sell for
$1.2 billion the Group’s 50% interest in Caspiarvestment Resources Ltd., an exploration and
production company operating in Kazakhstan. Thastation’s closing is subject to a number of
conditions, including approval by the Kazakhstatestuthorities, and is expected before the e d4.

In December 2013, after approval by European réguleaauthorities, the Group acquired the remaining
20% interest in the joint venture which operates I8AB refinery complex (ISAB) for €446 million
(approximately $613 million) after final adjustmenincreasing its stake in the joint venture frod%8to
100%. This transaction was exercised in line with initial agreement on the establishment of thiet jo
venture signed in 2008. This agreement gave thenseiovestor, ERG S.p.A., a step-by-step put opiion
sell its share in the joint venture to the Groupe Toroup obtained control over ISAB in September220
when within this agreement, it acquired a 20% gdgéein the joint venture for €494 million (approxtaly
$621 million) and increased its stake to 80%.

In April 2013, after approval by the Federal Antdnopoly Service, in line with the strategy to irase
crude oil production in Russia the Company purctiab@0% of the shares of ZAO Samara-Nafta for
$2.1 billion after final adjustments. ZAO Samaraffdais an exploration and production company
operating in the Samara and Uljanovsk regions @Rhssian Federation.

In April-May 2013, Group companies acquired the agrimg 50% of the shares of ZAO Kama-oil, an
exploration and production company operating in #erm region of the Russian Federation, for
$400 million increasing the Group’s ownership to0%) As a result of this acquisition, the Group
obtained control over ZAO Kama-oil and consolidated

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 sigaedJanuary 31, 2010 and then ratified by the
Ministry cabinet of the Irag Republic. After Stataithdrew from the West Qurna-2 project in May 201
the parties of the project are Iraqg'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 agdeand maintained during any 90 days within a 120-
day period. In June 2014, we met this term. Theegfin the nine months of 2014, the Group accrued
revenue from the West Qurna-2 project in total amaf $2,629 million, consisting of cost recovelfy o
$2,589 million and remuneration fee of $40 millidmthe third quarter of 2014, this revenue amodirite
$1,450 million, of which $1,426 million representedst compensation and $24 million — remuneration
fee. This revenue was classified as crude oil saeenue in the nine months of 2014. Initially,tie
second quarter of 2014, this revenue was class#fgedther sales. In order to conform with the arre
period’s presentation, amounts for the second quaft2014 have been reclassified. Attributable @amho

of 3,902 thousand tonnes of crude oil, or 26,76iushnd barrels, was included in Group’s crude oil
production for the nine months of 2014 (2,121 tloustonnes, or 14,543 thousand barrels, in thd thir
quarter of 2014), that represented approximate®p 58 total production from the field (53% in therth
quarter). Positive impact of cost compensation sau@@'s EBITDA for the third quarter and the nine
months of 2014 amounted to $1,247 million and $2 2@lion, respectively.

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 condition that can be reasonasiymated at present.




Sectorial sanctions against the Russian companies

In July-September 2014, the United States (US)FEilmopean Union (EU) and other countries imposed a
number of sectorial sanctions on Russian entitiediding the Company. These sanctions prohibitise
and the EU companies and individuals from the miowi of goods, services or technology (except for
financial services to the Company) that can be osetle territory of the Russian Federation in despr
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 Comgpdimancial position and results of operations.




Operational highlights

Hydrocarbon production

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

39 quarter of 9 months of
2014 2013 2014 2013
Crude oil and natural gas liquids productiorf? (thousand BOE per day)
Consolidated subsidiaries
Western Siberia .......cccooovveeiiiiiii e, 966 985 972 997
Timan-Pechora ............ccoooooiiiiiieee . 319 301 312 301
Ural region 308 297 308 293
Volga region 136 138 135 116
Other regions in Russia 38 38 38 38
Total in RUSSIA.......covieiiiieeiiiee e 1,767 1,759 1,765 1,745
120 158 - 98 -
Other regions outside Russia................... 56 64 60 65
Total outside RusSIia .............ccoeeveiis e 214 64 158 65
Total consolidated subsidiaries.............ccceeeevnne..e. 1,981 1,823 1,923 1,810
Our share in equity affiliates
INRUSSIA .evviieiiiiiece e 13 8 10 8
outside RUSSIA .......eeveiiiiiieeiiiiie e 41 45 42 47
Total share in equity affiliates..............ccomerueenee 54 53 52 55
Total crude oil and natural gas liquids.................... 2,035 1,876 1,975 1,865
Natural gas production available for sal&
Consolidated subsidiaries
Western Siberia 183 175 185 185
Timan-Pechora 14 14 14 14
Ural region ..........cceevvveee. 15 17 17 17
Volga region........ 7 7 6 6
Total in RusSia.....ccccoeeeeiiiieeeennnne 219 213 222 222
Total outside RuSSIa...............ccoeeeivs e 82 85 85 95
Total consolidated subsidiaries.............ccccccovunuee. 301 298 307 317
Share in equity affiliates
IN RUSSIA ...covvvvveiiieieiiieiiieieeeeeeevevevevenenenennnnens 1 1 1 1
outside RUSSIA........ccoeeeeeviiiiiiiiieeeeeeceeeeeeee, 8 9 8 8
Total share in production of equity affiliates......... 9 10 9 9
Total natural gas available for sale......................... 310 308 316 326
Total daily hydrocarbon production ....................... 2,345 2,184 2,291 2,191
(US dollar per BOE)
Hydrocarbon extraction expenses 6.12 5.67 5.84 5.52
- iNRUSSIA ..ocveeeeeiiiee e 5.56 5.67 5.49 5.54
- OULSIdE RUSSIA ..oovvvveeeiiiiic e 9.80 5.67 8.69 5.27
(millions of US dollars)
Hydrocarbon extraction eXpenses...........ccccvvveeeen.. 1,288 1,103 3,558 3,190
S AN RUSSIA o e 1,013 1,026 2,970 2,963
- outside RUSSIa.........cccevuveeenn. 275 77 588 227
Exploration expenses 207 65 476 203
-INRUSSIA oo 21 32 144 130
- OULSIAE RUSSIA ..ovvvveeeiiieiee e 186 33 332 73
Mineral extraction tax ...........cccceeeeeeiiiimcseeeeeeeeeies 3,200 3,268 9,369 9,311
SN RUSSIA 1oeeiieeiciiie e e 3,187 3,250 9,323 9,256
- OULSIAE RUSSIB........eeeeiiiiiiciiiiae e 13 18 46 55

@ Natural gas liquids produced at the Group gas psieg plants.
@ Compensation oil that represents approximately 58%58% of production from the West Qurna-2 fieldtfie

third quarter and the nine months of 2014, respelgti
® 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 areQDKAJKOIL-Western Siberia, OO0 LUKOIL-Komi
and OOO LUKOIL-PERM. Exploration and production side of Russia is performed by our 100%
subsidiary LUKOIL Overseas Holding GmbH. This htakes in PSA’s and other projects in Kazakhstan,
Azerbaijan, Uzbekistan, Romania, Iraq, Saudi AraBigypt, Ghana, Cote d’lvoire, and Norway.

Crude oil production. In the nine months of 2014, we produced (includimgCompany’s share in equity
affiliates) 72.0 million tonnes, or 528.5 milliomivels, of crude oil.

The following table represents our crude oil prdircin the nine months of 2014 and 2013 by major
regions.
Change to 2013

9 months Change in Organic 9 months
(thousands of tonnes) of 2014 Total, % structure change of 2013
Western Siberia........ccceeeveiiiiiiiiiceeeec e 35,133 (2.9) - (1,056) 3618¢
Timan-Pechora........cccoooiviiiiiii e, 11,753 3.5 — 402 11351
Ural region .......ovvveieeec e 10,864 4.6 34 444 1038¢€
VOIga regioN ....ccoveiiiiiiiieee e e e e e e e e e 4,931 19.6 657 152 4,122
Other regions in RUSSIA..........c..uveeeiis e 1,431 0.4 — 5 142¢
Crude oil produced in RUSSIa ................ e ene 64,112 1.0 691 (53) 63474
2= SRR 3,902 100.0 - 3,902 -
Other regions outside of Russia........................ 2,156 (8.1) - (189) 2,34t
Crude oil produced internationally...................... 6,058 158.3 - 3,713 2,34t
Total crude oil produced by consolidated
SUDSIdIANES ... 70,170 6.6 691 3,660 65,81¢
Our share in crude oil produced by equity
affiliates:
INRUSSIA .vvvviiiiiec e ccmeeiiee e 356 30.4 a7 100 273
0OUtSIdE RUSSIA ..eeveiieeiiiiiiiiiiieee e, 1,452 (11.4) - (187) 163¢
Total crude oil produced ...........ccccvvvvvvviccanne... 71,978 6.3 674 3,573 67,73.

@ Compensation oil that represents approximately 58 58% of production from the West Qurna-2 fieldthe
third quarter and the nine months of 2014, respelgti

The main oil producing region for the Company issféen Siberia where we produced 50.1% of our
crude oil in the nine months of 2014 (55.0% inniee months of 2013).

Crude oil production in Western Siberia continuedlécline due to natural depletion of reservesamnd
increase in water cut. Nevertheless, this was cosgted for by the acquisitions of new upstream
properties, development of greenfields, successfiyployment of new technologies and an increase in
drilling footage. As a result, our daily domestiuae oil and natural gas liquids production volumes
increased by 1.1%, compared to the nine month1382

The structural increase in our domestic produciias a result of the acquisition of a 100% shar2AD
Samara-Nafta and an increase in the Group’s owipenstZAO Kama-oil from 50% to 100% during the
second quarter of 2013. At the same time, the feaind ZAO Kama-oil from affiliates to subsidiariésd
to some structural decrease in the affiliates’ potidn in Russia.

The increase in our international production wasslt of commencement of commercial production at
the West Qurna-2 oilfield in Iraq.

In addition to our production, we purchase crudémoRussia 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 oilchassed on international markets is normally used fo
trading activities, for supplying our internatiomefineries or for processing at third party refies.




The tables below set out the volumes of our crubguochases in the periods considered.

39 quarter of

2014 2013
(thousand (thousand (thousand (thousan
of barrels) of tonnes) of barrels) of tonnes)
Purchases in RUSSIA.........ccuuuvivenn e 1,231 168 1,305 178
Purchases for trading internationally................. 34,268 4,675 14,324 1,954
Purchases for refining internationally................. 30,156 4,114 21,879 2,985
Total crude oil purchased...........cc...ccceveeeeenn... 65,655 8,957 37,508 5,117

9 months of

2014 2013
(thousand (thousand (thousand (thousan
of barrels) of tonnes) of barrels) of tonnes)
Purchases in RUSSIA..........ccuuiviveni e e 4,493 613 2,456 335
Purchases for trading internationally................. 90,467 12,342 28,449 3,881
Purchases for refining internationally................. 68,653 9,366 54,402 7,422
Total crude oil purchased...........c...ccceveeeeen.... 163,613 22,321 85,307 11,638

A significant part of our crude oil purchases is filpocessing. Compared to the nine months of 2048,
purchases for processing at international refisarnereased by 26.2% as a result of the increaseude
oil refining at ISAB. Moreover, in the nine montb62014, our purchases for trading increased tfokek-
compared to the nine months of 2013, when the lefuslich purchases was low.

Production of gas and natural gas liquids. During the nine months of 2014, we produced
14,677 million cubic meters (86.4 million BOE) odgyavailable for sale (including our share in gquit
affiliates), that is 2.8% less than in the nine therof 2013.

Our major gas field is the Nakhodkinskoe field, veheve produced 6,150 million cubic meters of ndtura
gas in the nine months of 2014 (6,192 million cubieters in the nine months of 2013). Our intermeio
gas production decreased by 9.8%, compared toitieenmonths of 2013, largely due to lower production
volumes in Uzbekistan.

In the nine months of 2014, the output of natued fiquids at the Group gas processing plants intéve
Siberia, Ural and Volgograd regions of Russia wa$ inillion BOE, compared to 9.tillion BOE in the
nine months of 2013.

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 Itdpreover, we have a 45% interest in the Zeeland
refinery in the Netherlands.

In December 2013, the Group increased its stakBAB to 100% after acquisition of the remaining 20%
share. Initially, in December 2008, the Group acpiia 49% interest in ISAB, then increased itsrege

to 60% in April 2011 and to 80% in September 204Ben control over the refinery was obtained and
ISAB became our consolidated subsidiary, rathem #raequity affiliate.

Compared to the nine months of 2013, the total melwf refined products produced by the Group
(including our share in production at the Zeelamdinery) didn't change significantly. Production
volumes at our Russian refineries increased by Ql8fgely due to an increase of production volues
our refinery in Perm region against the backgroofdelatively low production volumes in the nine
months of 2013. Production of our internationalimefies decreased by 3.3%. Sharp decrease in
production at the Zeeland refinery by 27.9% duevterhaul in the second quarter of 2014 outweighed t
increase of production at ISAB.

Along with our own production of refined producte wan refine crude oil at third party refineries
depending on market conditions and other factorghé periods considered, we processed our crlid¢ oi
third party refineries in Belarus and Kazakhstanth® same time, the volume of our crude oil preires
at the third party refineries in Belarus in theenimonths of 2014 was lower than in the nine mooths
2013, despite the significant increase in procgssotumes in the third quarter.




The following table summarizes key figures for oefining activities.

3 quarter of 9 morths of
201¢ 201: 201¢ 201:
(thousand barrels per day)

Refinery throughput at the Group refineries .. ..eeeeeeiinns 1,310 1,314 1,268 1,237

S AN RUSSIA i e 926 929 916 907

- outside RUSSH..........cccovveveieieiceeere e, 384 385 352 330

Refinery throughput at the Zeeland refin€ty..........c.cccooe...... 84 89 68 95

Refinery throughput at third party refineries.............cccccoeco.. 44 32 34 40

Total refinery throughput ... 1,438 1,435 1,370 1,372

(thousands of tonnes)

Production of the Group refineries in Russia........................ 11,148 11,184 32,695 32,401

Production of the Group refineries outside Russia............... 4,476 4,739 12,535 12,070

Production of the Zeeland refinery..........ccccoooiiiiianiiien. 1,054 1,114 2,542 3,527
Refined products produced by the Group including ou

share in the Zeeland refinery ...........cccoovmmiiiniiece e 16,678 17,037 47,772 47,998

Refined products produced at third party refineries.............. 511 371 1,159 1,400

Total refined products produced .............ccceeeiiiiiiieniiiiiinees, 17,189 17,408 48,931 49,398

(millions of US dollars)

Refining expenses at the Group refineries. .. . vveeeeeeenns, 545 540 1,543 1,603

SN RUSSIA 1 et e 305 295 807 845

- oUtSIde RUSSIA ... 240 245 736 758

Refining expenses at affiliated refineries outsitiR@ssia........ 44 51 134 169

Refining expenses at third party refineries..ccccee..ooooeeiieiiien, 25 15 51 57

Capital expenditureS.........cc.uveeiiiiei i 629 490 1,827 1,464

-INRUSSIA .o 482 259 1,296 951

- outside Russia 147 231 531 513

W Including refined product processed.

Marketing and trading. Our marketing and trading activities mainly includbolesale and bunkering
operations in Western Europe, South-East Asia,@keAterica and retail operations in the USA, Cahtr
and Eastern Europe, the Baltic States and othé@orregin Russia, we purchase refined products on
occasion, primarily to manage supply chain bottbkse

The Group retails its refined products in 27 coestrthrough nearly 5.6 thousand petrol stations
(including franchisees). Most of the stations ofeetander the LUKOIL brand.

The table below summarizes figures for our tradiotivities.

3 quarter 9 months of
2014 2013 2014 2013
(thousands of tonnes)
Retail SAIES ......eviiie e 4,370 4,226 11,998 11,691
Wholesale sales 25,869 25,659 75,474 76,567
Total refined products Sales ..........coooiiieaiiimiiiieeee e 30,239 29,885 87,472 88,258
Refined products purchased in RusSia..........ccoeecvvieeimnnnnene. 556 461 1,375 1,560
Refined products purchased internationally ......................... 14,096 14,798 43,306 44,239
Total refined products purchased..............cccccceeeiivimiiniennenn, 14,652 15,259 44,681 45,799

In August 2014, in line with the strategy to optimiits downstream operations, Group companies gigne
agreements with third parties to sell 100% of share LUKOIL Ukraine, LUKOIL Slovakia s.r.o.,
LUKOIL Hungary Ltd. and LUKOIL Czech Republic s.r.ihat together operate approximately 380 petrol
stations.

During the nine months of 2014 political and ecoimoncertainty in Ukraine has been increasing. As a
September 30, 2014, the Group owns downstreamsasséikraine, consisting of a network of about
240 petrol stations, a petrochemical plant, lubrisadistributor, and a jet fuel supplier. Thougle th
Group’s assets and operations in Ukraine are na¢naé(during the nine months of 2014, revenuet th
were derived from our operations in Ukraine comgatitess than 1% of our total revenues), the Group
monitors the situation and assesses the risks iagsowith its operations in Ukraine. Management
believes that there are no potential losses thatbeaidentified and reasonably estimated with retspe
situation in Ukraine at present.




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:
39 quarter of
2014 2013
(thousand (thousand (thousand (thousand
of barrels) of tonnes) of barrels) of tonnes)

Exports of crude oil using Transneft export routes........ 43,577 5,945 44,046 6,009
Exports of crude oil bypassing Transneft..................... 11,99¢ 1,637 13,127 1,791
Total crude Oil EXPOrtS ........cevieeiiiiiiiirimn e e e e e 55,57¢ 7,582 57,173 7,800
Exports of refined productS................ceeveeeieiiiceieaaannnnns, 5,284 5,728
9 months of
2014 2013

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

Exports of crude oil using Transneft export routes........ 128,48 17,529 139,952 19,093
Exports of crude oil bypassing Transneft...................... 34,94¢ 4,76¢ 35,609 4,858
Total crude Oil eXPOrtS ........coveeeiiiiiiiiie e 163,43 22,297 175,561 23,951
Exports of refined products............ccccccveeeiiiiieinieeinnnnnn, 17,730 17,868

During the nine months of 2014, the volume of owrde oil export from Russia decreased by 6.9%,
compared to the nine months of 2013, and we expd3®8% of our domestic crude oil production
(37.7% — during the nine months of 2013). The deseof crude oil export was a result of higherssale
Russia and increased throughput at our domestiteréds.

Primarily, all the volume of crude oil exported thaypassed Transneft in the periods considered was
routed through our own export infrastructure.

During the nine months of 2014, the Company expbit@®99 thousand tonnes of light crude oil through
the Eastern Siberia — Pacific Ocean pipeline. @liaved us to preserve the premium quality of craille
and thus increased the efficiency of export, comgpan export to traditional Western markets.

In the nine months of 2014, the volume of our etgubrrefined products from Russia didn't change
significantly compared to the nine months of 20RB8marily, we export from Russia diesel fuel, fodl
and gasoil. These products accounted for approrign80% of our exported refined products volumes.

During the nine months of 2014, our revenue fromaekof crude oil and refined products from Russia
both to Group companies and third parties amoutatéfl 5,6 15million and $12,982 million, respectively
($17,158 million for crude oil and $13,248illion for refined products in the nine months28f13).




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
During the nine months of 2014, the Brent crudepdite fluctuated between $94 and $115 per banel a
reached its peak of $115.32 in the middle of Jurtkits bottom of $94.58 in the end of Septembethén
third quarter of 2014, the average Brent crudeide was 7.1% lower, compared to the second quafte
2014,

Substantially all the crude oil the Group exposgtdJrals blend. The following table shows the averag
crude oil and refined product prices in the respegteriods of 2014 and 2013.

3dquarter of  Change, 9 months of  Change,
2014 2013 % 2014 2013 %
(in US dollars per barrel, except for figures imqaant)
Brent Crude........ccooovveeiniieie i 101.93 110.29 (7.6) 106.52 108.4¢ (1.8
Urals crude (CIF Mediterranedh)............... 101.53 109.85 (7.6) 105.39 107.7¢ (2.2
Urals crude (CIF Rotterdar¥ ................... 100.73  109.36 (7.9) 104.69 107.2¢ (2.4,
(in US dollars per metric tonne, except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)................. 558.95 595.11 (6.1) 569.60 596.1! (4.5
Diesel fuel 10 ppm (FOB Rotterdam)........ 878.57 948.99 (7.4) 907.96 937.6! (3.2
High-octane gasoline (FOB Rotterdam)..... 974.15 1,007.47 (3.3) 984.34 1,001.9! (1.8

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 awgrarices of Urals blend on Mediterranean and NorthEurope
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 basishaga 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 determiteedome extent by world market prices, but they ar
also directly affected by local demand and comioetit

The table below represents average domestic wHelpsaes of refined products in the respectivequer
of 2014 and 2013.

39 quarter of  Change, 9 months of Change,
2014 2013 % 2014 2013 %
(in US dollars per metric tonne, except for figuirepercent)
FUel Oil...cooviiiiii e 281.00 372.51 (24.6) 274.60 346.22  (20.7
Diesel fuel......cccevviieeiiiie e 777.32 822.90 (5.5) 794.51 847.90 (6.3
High-octane gasoline (Regular) .................... 929.47 869.70 6.9 868.88 827.83 5.0
High-octane gasoline (Premium) .................. 940.9¢ 944.24 (0.3) 892.53 886.51 0.7

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, an appreciation of thkle against the US dollar generally causes oulsdos
increase in US dollar terms, and vice versa. Theegiation 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 4.2% in the nine months of 2014, @egto the nine months of 2013.
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The following table gives data on inflation in Riasand the change in the ruble-dollar exchange rate

39 quarter of 9 months of

2014 2013 2014 2013
Ruble inflation (CPI1), %0 ......cooiiiiiiiiiis e 1.4 1.2 6.3 4.7
Average exchange rate for the period (ruble to bi&ag ......... 36.19 32.80 35.3¢ 31.62
Exchange rate at the end of the period (ruble tabl&)......... 39.3¢ 32.35 36.39 32.35

Tax burden

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

39 quarter of

Change, %
2014 2013
Export tariffs on crude Oil ...........oociieeociiiiii, $/tonne 380.54 383.04 (0.7)
Export tariffs on refined products
Middle distillates (jet fuel), liquid fuels (fuelilpand
QASO0IIS 1vveeiiie e $/tonne 251.12 252.74 (0.6)
Light disStillates........eeveiiieiiiiiiies et $/tonne 342.43 344.70 (0.7)
DieSel fUBl ......eiieiieiecce e $/tonne 247.29 252.74 (2.2)
Mineral extraction tax
Crude Ol ..ceeeeiiiiiiiieicc e RUR/tonne 5,839.9: 5,631.24 3.7
Crude Oil .....cccuviiiiiiiiiiiie e $/tonne 161.36 171.70 (6.0)
9 months of Change, %
2014 2013
Export tariffs on crude Oil ...........oociieeeciiieiiee, $/tonne 384.59 389.70 (1.3)
Export tariffs on refined products
Middle distillates (jet fuel), liquid fuels (fuelilpand
QASOIIS 1.t e a e $/tonne 253.80 257.18 (1.3)
Light distillates $/tonne 346.08 350.73 (1.3)
Diesel fuel......ooiee e $/tonne 250.38 257.18 (2.6)
Mineral extraction tax
Crude Ol coveeiee e RUR/tonne 6,017.0¢ 5,281.73 13.9
Crude Ol .......ooviiiiiiiiiiiiiiiic e, $/tonne 170.03 167.05 1.8

The rates of taxes specific to the oil industrRumssia are linked to international crude oil priaed 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 periedess than or equal to $15.00 per barrel. EadbO3der
barrel increase in the international Urals blendeoover the threshold ($15.00 per barrel) resultan
increase of the tax rate by $1.80 per tonne exdaor $0.25 per barrel extracted using a conversio
factor of 7.33) above the base rate.

During the nine months of 2014, the base rate W@&srdbles per metric tonne extracted (470 rublaken
nine months of 2013).

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, timetsley Autonomous District and some other regions,
depending on the period and volume of production.

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 producgdndependent
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 20485 rubles per thousand cubic meters in the Hiadft

of 2013 and 402 rubles — in the second half of 2013
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Starting from July 1, 2014, the base rate amoun®@5trubles per thousand cubic meters and is adjust
depending on average wholesale natural gas priBgsia, share of gas production in total hydromarb
production of particular taxpayer, and complexifyparticular gas field. In the third quarter of 201
actual average natural gas extraction tax rateulzabtd for our major gas field — Nakhodkinskoe in
Western Siberia amounted to 134.68 rubles ($3.82)iusand cubic meters.

Crude oil export duty rate is calculated on a progressive scale. The rateris when the average Urals
blend international market price is less than anadédo 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 bleie pver $15.00 results in an increase of the emit
export duty rate by $0.35 per barrel exportedhé Urals blend price is between $20.00 and $25€90 p
barrel ($182.50 per metric tonne), each $1.00 perebincrease in the Urals blend price over $20.00
results in an increase of the crude oil export datg by $0.45 per barrel exported. Each $1.0(bpeael
increase in the Urals blend price over $25.00 pereb results in an increase of the crude oil exgaty
rate no more than by $0.65 per barrel exportedmF@ctober 1, 2011 to December 31, 2013, the
maximum increase of export duty rate was $0.600perel for each $1.00 per barrel increase in thedJr
blend price. Starting from January 1, 2014 to Demem81, 2014, the maximum increase of export duty
rate is $0.59 per barrel for each $1.00 per baroeease in the Urals blend price.

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

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

Export duty rates on refined products are calculated by multiplying the current crudeeoiport duty
rate by a coefficient according to the table below.

From January 1, 2014 Prior to
to December 31, 2014 January 1, 2014
Multiplier for:
Light distillates (except for gasolines), middistdiates (jet fuel),
gasoils, liquid fuels (fuel oil), motor and otheispother products.. 0,660 0,660
DIESEl TUBL ....eiiiieiii s 0,650 0,660
(=1 0] [T (ST 0,900 0,900

Crude oil and refined products exported to the membr countries of the Customs 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 sulbgect
excises.

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

Excise rates on refined products in Russia arettigtie ecological class of fuel. Excise tax rdtesthe
periods considered are listed below:

39 quarter of Change 9 months of  Change
2014 2013 % 2014 2013 %
Gasoline

Below Euro-3................. RUR/tonne 11,110.0C 10,100.00 10.0 11,110.0¢ 10,100.00 10.C
EUrO-3....ocvveeeevvvervvnvnnnnns RUR/tonne 10,725.0( 9,750.00 10.0 10,725.00 9,750.00 10.C
EUro-4......coovvevvvvrnvnrnnnnnns RUR/tonne  9,916.0( 8,960.00 10.7 9,916.0( 8,694.80 14.C
EUro-5.....covvvvvvvvvvnnnrnnnnnns RUR/tonne  6,450.0C 5,750.00 12.2 6,450.00 5,347.56 20.€

Diesel fuel
Below Euro-3................. RUR/tonne 6,446.00 5,860.00 10.0 6,446.0( 5,860.00 10.C
EUrO-3....oovveeeevvvevvvernnnnns RUR/tonne  6,446.0( 5,860.00 10.0 6,446.0( 5,860.00 10.C
Euro-4.........ccccvvvninninn, RUR/tonne  5,427.0C 5,100.00 6.4 5,427.00 4,989.94 8.8
EUro-5.....cccvvvvvvvvrnvnrnnnnnns RUR/tonne  4,767.0C 4,500.00 5.9 4,767.00 4,389.94 8.€
Motor 0ils..........cccovvvvvenenes RUR/tonne  8,260.0( 7,509.00 10.0 8,260.0 7,509.00 10.C
Straight-run gasoline......... RUR/tonne 11,252.0C 10,229.00 10.0 11,252.0¢ 10,229.00 10.C
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39 quarter of Change, 9 months of Change,

2014 2013 % 2014 2013 %

Gasoline

Below Euro-3................. $/tonne 306.9¢ 307.95 (0.3) 313.9¢ 319.45 .7

EUro-3.....ccooieiiiiiie, $/tonne 296.3E 297.28 (0.3) 303.0° 308.38 2.7

EUrO-4...cooovieieiieee, $/tonne 273.9¢ 273.19 0.3 280.2: 275.00 1.9

EUro-5.....ccocvvveiiiieeee $/tonne 178.22 175.32 1.7 182.2¢ 169.14 7.8
Diesel fuel

Below Euro-3................. $/tonne 178.11 178.67 (0.3) 182.1¢ 185.34 .7

EUro-3....oooviieeeeieeee $/tonne 178.11 178.67 (0.3) 182.1¢ 185.34 @.7

EUrO-4...cooovieieiieee, $/tonne 149.95 155.50 (3.6) 153.3¢ 157.82 (2.8

EUro-5.......ccooovvviiiennen, $/tonne 131.72 137.20 (4.0) 134.7: 138.85 3.0
Motor OilS.......ceevreeeiiiiinins $/tonne 228.23 228.95 (0.3) 233.4: 237.50 .7
Straight-run gasoline......... $/tonne 310.91 311.88 (0.3) 317.9¢ 323.53 (1.7

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

Until January 1, 2012, there were no provisionshim taxation legislation of the Russian Federatmn
permit the Group to reduce taxable profits of auproompany by offsetting tax losses of another @rou
company against such profits. Tax losses couldubg ér partially used to offset taxable profits time
same company in any of the ten years followingyeer of loss.

Starting from January 1, 2012, if certain condisicare met, taxpayers are able to pay income tex as
consolidated taxpayers’ group (“CTG"). This allotagpayers to offset taxable losses generated bgicer
participants of a CTG against taxable profits dfentparticipants of the CTG. Certain Group companie
met the legislative requirements and pay incomeataa CTG starting from the first quarter of 2012.

Losses generated by a taxpayer before joining a &EGot available for offset against taxable psadif
other participants of the CTG. However, if a taxgraleaves a CTG, such losses again become available
for offset against future profits generated by siagne taxpayer. The expiration period of the losses
extended for any time spent within a CTG when tssés were unavailable for use.

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 statged company, OAO AK Transneft, or by railway
transport.

Transportation of refined products in Russia idqgraned by railway transport and the pipeline syst#m
OAO AK Transnefteproduct. The Russian railway isfracture is owned and operated by OAO Russian
Railways. Both these companies are state-ownedtraisport the major part of our refined products by
railway transport.

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 ownedagegtated by OAO Gazprom. The Federal Service for
Tariffs of the Russian Federation regulates naigaaltransportation tariffs. We are not able tbael gas
other than through UGSS.
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Three and nine months ended September 30, 2014, qoaned to three and nine
months ended September 30, 2013

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

39 quarter of 9 months of
2014 2013 2014 2013
(millions of US dollars)

Revenues
Sales (including excise and export tariffs) ...ccecoveeeeeiiiiiin, 39,021 36,737 112,907 105,560
Costs and other deductions
Operating EXPENSES .....ccuvvvriiieieee e e e eieereeeeeesirrrrreeeee e e s snaeeas (2,726) (2,514) (7,593) (7,480)
Cost of purchased crude oil, gas and products.................... (18,603) (A7,176)  (54,717) (48,741)
Transportation EeXPENSES .......ocviuueriiiieeacmemeieeeeeaa e e e eeneeeeeeas (1,510) (1,503) (4,620) (4,715)
Selling, general and administrative expenses...................... (994) (979) (2,865) (2,817)
Depreciation, depletion and amortization .........cccvvvveens, (2,788) (1,545) (6,785) (4,358)
Taxes other than INCOMEe taxes ............ oo e eevvieeieeeeaenaene (3,501) (3,591) (10,355) (20,370)
Excise and export tariffS ...t oo (5,745) (5,664) (16,571) (16,952)
EXPlOration eXPeNSEe........cuiiieeiiiiiiiiieereenre e e e e s eeirireee e e e e e ameeas (207) (65) (476) (203)
Loss on disposals and impairments of assets............ccoeeuee (87) (43) (501) (33)
Income from operating activities ..........ccocomeeeiiciiimeeeeeenen, 2,860 3,657 8,424 9,891
INEErESt EXPENSE ..eviiiieeiiciiiieei e eereeee et a e e A71) a27) (466) (345)
Interest and dividend iNCOME ..........oooiiiciiciiieeee e, 74 62 194 181
Equity share in income of affiliates ..o, 154 133 427 430
Currency translation (I0SS) gain ............occcemevvviciiereeeeeeseins (347) 57 (615) (339)
Other non-operating (EXPense) INCOME ... e eeeeeeeameeene (108) 71 (227) 252
Income before iNCOMEe taxes ........ccueveiiviieeeieieeiee e, 2,462 3,853 7,737 10,070
CUIreNt INCOME TAXES ...veiiieeeei ittt e oo eeeeeeeeaaaeeammns (828) (325) (2,174) (1,629)
Deferred INCOME taXES .......uuveieiieeie et e e e e e (5) (432) 203 (665)
Total INCOME taX EXPENSE ...eevvveeeeeiiciiiiieeeemeee e e e e e (833) (757) (1,971) (2,294)
NELINCOME ..oeiiiiiiii et eeenne 1,629 3,096 5,766 7,776
Net (income) loss attributable to r-controlling interests........ 9) 9 (24) 14
Net income attributable to OAO LUKOIL .......cccoevvvnevivnnnnnen. 1,620 3,105 5,742 7,790

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

BASIC ...veiiieie et e 2.15 411 7.61 10.32
DIULEA e 2.11 4.02 7.46 10.10

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

Sales breakdown

3 quarter of 9 months of
2014 2013 2014 2013
(millions of US dollars)

Crude oil
Export and sales on international markets other Giastoms

UNION COUNTIIES.....evvvvrrrrrirrsrsrssssssss mmmmmrssssssssssssssssnsnaenssssses 9,295 6,135 24,662 16,217
Export and sales to Customs Union countries................... 407 543 1,403 1,308
DOMESLIC SAIES ....veiieeieeee e e e 819 962 2,756 2,158

10,521 7,640 28,821 19,683

Refined products

Export and sales on international markets
WHholesale........coooiiiiiiiiiicic e
Retall......oooiiiiiii e

Domestic sales
Wholesale.........oooiiiiiii e
Retall......cooiiiiiii e

18,739 19,394 57,152 58,465

2,840 2,931 8,064 8,107
2,270 2,127 5,743 5,909
2,625 2,506 7,054 6,969

Petrochemicals

26,474 26,958 78,013 79,450

Export and sales on international markets . ..............v... 188 235 677 707
DOMESLIC SAIES ......ceeieieieeeeeeeeeeee s eeeeeer e 41 220 212 680
229 455 889 1,387
Gas and gas products
Export and sales on international markets ... 559 587 1,650 1,671
DOMESEIC SAIES ....oeeeeiiiiiiiiie e e 305 282 888 827
864 869 2,538 2,498
Sales of energy and related services
Sales on international markets ............ccceeeeeeiiiceveeeeeeeeennnnns 117 14 138 52
DOMESLIC SAIES ......ceeveveeiieeeeeeee v eeeeeer e 290 289 1,087 1,036
407 303 1,225 1,088
Other
Sales on international markets .........ccccceveeeeiiiiee e, 280 315 763 866
DOMESLIC SAIES ......cceveveeiieeeeeeeee s eeeeeer e 246 197 658 588
526 512 1,421 1,454
TOtAl SAIES ..eviiiiieiiiiiiee et 39,021 36,737 112,907 105,560

Sales volumes

39 quarter of 9 months of
2014 2013 2014 2013

Crude oil

Export and sales on international markets other Giastoms
UNION COUNTTIES. ...eiiiiiiieeiiiece et s et ibemmneee s
Export and sales to Customs Union countries...................
DOMESLIC SAIES ......ceeveveeeieeeeeeeeee s eeeeeer e

(thousands of barrels)

94,220 55,165 239,046 150,602
8,694 10,225 27,891 25,743
19,337 18,061 58,948 43,621

Crude oil

Export and sales on international markets othar @astoms
UNION COUNTIIES. ...eiiiiiiiiiiiiieeee e e e et e e e mmmeeeeas
Export and sales to Customs Union countries...................
DOMESEIC SAIES ...eeiiiiiiiiiiiiiiie et eee e

122,251 83,451 325,885 219,966

(thousands of tonnes)

12,854 7,526 32,612 20,546
1,186 1,395 3,805 3,512
2,638 2,464 8,042 5,951

Refined products
Export and sales on international markets

16,678 11,385 44,459 30,009

(thousands of tonnes)

WHOIESAIE.........cvivieieeieeiieii e eeeeee e 22,488 22,553 66,854 68,131

RELAI .....eviriiiiiiiiiic e e e e e e e 1,724 1,765 4,846 4,928
Domestic sales

WHOIESAIE........oeeiiiiieeeeeeeeee e 3,381 3,106 8,620 8,436

RELAI .....evvviiiiiiiiiii e e e e e e e 2,646 2,461 7,152 6,763

30,239 29,885 87,472 88,258

Total sales volume of crude oil and refined products............ 46,917 41,270 131,931 118,267
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Realized average sales prices "“Fuarter of 9 months of

2014 2013 2014 2013
Average realized price international
Oil (excluding Customs Union countries) ($/barrel) 98.65 111.23 103.17 107,69
Oil (Customs Union countries)................ ($/barrel) 46.82 53.05 50.31 50,81
Refined products
Wholesale .......cccceeeiivieeeiiiiiieee e, ($/tonne) 833.32 859.92 854.86 858.12
Retail.......ooooviviiiiiiie e, ($/tonne) 1,647.47 1,660.86 1,664.21 1,645.17
Average realized price within Russia
Ol ($/barrel) 42.35 53.28 46.76 49.47
Refined products
Wholesale ........ccooeeiiiiiiiiiieee, ($/tonne) 671.49 684.96 666.24 700.48
Retal...c.eeiiieiciee e ($/tonne) 991.56 1,018.02 986.23 1,030.45

During the third quarter of 2014, our revenueseased by $2,284 million, or by 6.2%, compared & th
third quarter of 2013. Our revenues from crudesales increased by $2,881 million, or by 37.7%. Our
revenues from sales of refined products decreag&d®4 million, or by 1.8%.

During the nine months of 2014, our revenues irsgdeby $7,347 million, or by 7.0%, compared to the
same period of 2013. Our revenues from crude ddssimcreased by $9,138 million, or by 46.4%. Our
revenues from sales of refined products decreag&d 437 million, or by 1.8%.

The changes in ruble-nominated revenues againsthttet quarter and the nine months of 2013 were
significantly affected by the nominal ruble devdioa by 9.4% and 10.7%, respectively.

Sales of crude oil

Our international sales volumes (beyond Customsoinincreased by 5,328 thousand tonnes, or by
70.8%, compared to the third quarter of 2013, and 066 thousand tonnes, or by 58.7%, compared to
the nine months of 2013, as a result of increas#dnwes of crude oil trading and commencement of
commercial production from the West Qurna-2 figdtithe same time, our international realized craie
prices decreased by 11.3%, compared to the thiadteuof 2013, and by 4.2%, compared to the nine
months of 2013. As a result, our international saéxenue increased by 51.5%, or by $3,160 milkorl

by 52.1%, or by $8,445 million, in the third quaréad the nine months of 2014, respectively.

Compared to the third quarter of 2013, our domestles volumes increased by 7.1%, which was largely
demand driven. Compared to the nine months of 26aBdomestic crude oil sales volumes increased by
35.1%, resulting from the increase in demand amdrtbrease in the volumes of crude oil production i
Russia. On the other hand, as a result of the eodblaluation and the drop of international crude o
prices, our realized domestic crude oil price dasee by 20.5%, compared to the third quarter oB201
and by 5.5%, compared to the nine months of 2018s &onsequence, in the third quarter and the nine
months of 2014, our domestic sales revenue deaddasd4.9%, or by $143 million, and increased by
27.7%, or by $598 million, respectively.

In the third quarter and the nine months of 2014, revenue from crude oil export from Russia bath t
the Group companies and third parties amounte® @2% million and $15,615 million, respectively.

Sales of refined products

Compared to the same periods of 2013, our reverme the wholesale of refined products outside of
Russia decreased by $655 million, or by 3.4%, entttird quarter of 2014 and by $1,313 million, gr b
2.2%, in the nine months of 2014. The decreasalasgrices by 3.1% in the third quarter of 201d by
0.4% in the nine months of 2014 was enhanced byddwease in sales volumes compared to the
respective periods of 2013.

During the third quarter of 2014, our retail priGesd volumes outside of Russia decreased by 0.8% an
2.3%, respectively, that resulted in the decreésetail revenue by $91 million, or by 3.1%, comg@to

the third quarter of 2013. During the nine monti2@14, some decrease of retail volumes outside of
Russia was compensated by increase in realizeill petses. As a result, our retail sales revenwnii
change significantly to the nine months of 2013.
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In the third quarter of 2014, our revenue from Wwlesale of refined products on the domestic ntarke
increased by 6.7%, or by $143 million. A decreaseenlized prices by 2.0% due to the ruble devalnat
was compensated by an increase in sales volum&s98. In the nine months of 2014, an increase in
sales volumes by 184 thousand tonnes, or by 2.2%,outweighed by a decrease in sales prices by 4.9%
caused by ruble devaluation. As a result, our wdaée refined products revenue decreased by
$166 million, or by 2.8%, compared to the nine rharif 2013.

Our revenue from retail sales in Russia increage$tli9 million, or by 4.7%, in the third quarter2914.
Retail sales volumes increased by 7.5% that wasapharoffset by a decrease in average domestigilret
prices by 2.6% as a result of ruble devaluatiorthtnnine months of 2014, an increase in domeatess
volumes offset the effect of the ruble devaluatisa, our domestic retail revenue increased by 1.2%,
compared to the nine months of 2013.

In the third quarter and the nine months of 2014,revenue from export of refined products from &as
both to Group companies and third parties amoutat&3,645 million and $12,982 million, respectively

Sales of petrochemical products

Our revenue from sales of petrochemical productsedsed by $226 million, or by 49.7%, in the third
guarter of 2014 and by $498 million, or by 35.9%the nine months of 2014. This was largely due to
significant decrease of domestic sales volumespeoed to the respective periods of 2013, as atrebul
cease of production at our plant in Stavropol regibRussia as a consequence of a fire at the plahe
end of February 2014.

Sales of gas and gas products

Sales of gas and gas refined products did not eaiypificantly compared to the third quarter and t
nine months of 2013.

Gas products wholesales revenue increased by $fil6rmor by 17.3%, in the third quarter of 2014dan
by $109 million, or by 13.1%, in the nine months2@f14. Average realized wholesale prices and sales
volumes for gas products increased by 0.6% and%6rn/the third quarter of 2014 and by 4.5% and
8.2%, in the nine months of 2014, respectively.

Retail gas products revenue was flat to the thirargr of 2013, but increased by $21 million, ordh§%,
to the nine months of 2013.

Natural gas sales revenue decreased by $54 mitioby 13.2%, in the third quarter of 2014 and 89 $
million, or by 7.5%, in the nine months of 2014.eTHecrease was mainly due to lower production in
Uzbekistan.

Sales of energy and related services

Our revenue from sales of electricity, heat andtegl services increased by $104 million, or by %4.B
the third quarter of 2014 and by $137 million, gr12.6%, in the nine months of 2014. The main reaso
for this increase was the acquisition of power gatieg company ISAB Energy in ltaly in early July
2014. In Russia, the effect of increased of salelsimes was almost offset by the effect of ruble
devaluation.

Sales of other products

Other sales include non-petroleum sales throughetail network, transportation services, rentakrae,
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 increased by $14 milboty 2.7%, in the third quarter of 2014, but desesl
by $33 million, or by 2.3% compared to the nine tharof 2013.
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Operating expenses

Operating expenses include the following:

34 quarter of 9 months of
2014 2013 2014 2013
(millions of US dollars)

Hydrocarbon extraction eXpenses ...........ceceeeeceeeeaeeeenennes 1,28¢ 1,102 3,55¢ 3,19(
Own refiNiNg EXPENSES ......coiiii it e 54t 54(C 1,547 1,60¢
Refining expenses at third parties and affiliatdthegies....... 69 66 18t 22¢
Cost of processing operations at ISAB..........cccceevvvvnnenn, - 47 - 13¢
Expenses for crude oil transportation to refineries............ 258 307 801 98C
Power generation and distribution expenses.................. 282 16C 643 524
Petrochemical EXPENSES ..........c.uvvveeii e eeeesiiiiiere e e e 24 79 13t 231
Other operating expenses 260 21z 728 58¢
Total operating eXPENSES ......cceiveveeeeeiieaaesieaaaaeeeeeieee 2,726 2,514 7,593 7,48(

The method of allocation of operating expenses afliffers from the approach used in preparing tite d
for Note 20 “Segment information” to our interimrswlidated financial statements. Expenditures é th
segment reporting are grouped depending on the esgigio which a particular company belongs.
Operating expenses for the purposes of this arsadysi grouped based on the nature of the costséuacu

The changes in ruble-nominated operating expergass the third quarter and the nine months 03201
were significantly affected by the nominal rublevaleiation by 9.4% and 10.7%, respectively.

Compared to the respective periods of 2013, ouratipg expenses increased by $212 million, or by
8.4%, in the third quarter of 2014 and by $113iomill or by 1.5%, in the nine months of 2014.

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 increased by $185 millamnby 16.8%, in the third quarter of 2014 and by
$368 million, or by 11.5%, in the nine months ofl20In the third quarter and the nine months 0f£201
our extraction expenses included start-up costganduction expenses related to West Qurna-2 prajec
the amount of $201 million and $362 million, resperly. In Russia, the increase in costs was
compensated by the ruble devaluation.

Our average hydrocarbon extraction expenses iretefasm $5.67 per BOE in the third quarter of 2013
to $6.12 per BOE in the third quarter of 2014, p170%, and from $5.52 per BOE in the nine months o
2013 to $5.84 per BOE in the nine months of 20t4y05.8%. This increase was largely due to wrife-o

of certain start-up costs related to commencemenbmmercial production at West Qurna-2 oilfield in
the third quarter and the nine months of 2014.

Own refining expense

Our own refining expenses increased by $5 million,by 0.9%, in the third quarter of 2014, and
decreased by $60 million, or by 3.7%, in the nirenths of 2014.

Refining expenses at our domestic refineries irsgedy 3.4%, or by $10 million, in the third quarbé
2014, but decreased by $38 million, or by 4.5%h&nine months of 2014. The increase of experses a
result of higher consumption of additives due toréased share of high-octane gasoline productidn an
increased energy costs was outweighed by the ragsaluation. In the third quarter of 2014, ouirnel
expenses were higher due to overhauls at our rgfinéNizhny Novgorod, Russia.

Refining expenses at our international refineriesrdased by 2.0%, or by $5 million, in the thircuder

of 2014, and by 2.9%, or by $22 million, in the @imonths of 2014. In the third quarter and the nine
months of 2014, the decrease of expenses wasyagalnst the background of high level of experdes
our Romanian refinery in the respective period2@f3 due to overhauls which was partially outweijhe
by the increase of expenses at ISAB.
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Refining expenses at third party and affiliatedrrefies

Along with our own production of refined products wefine crude oil at third party and affiliated
refineries both in Russia and abroad.

Refining expenses at third party and affiliatednefies increased by 4.5%, or by $3 million, in thid
quarter of 2014 as a result of the increase ofaelwf crude oil processing in Belarus comparechéo t
third quarter of 2013, and decreased by 18.1%ydb4d million, in the nine months of 2014 due te th
decrease in production at the Zeeland refineryrdgmilted from overhaul in the second quarter 4420

Expenses for crude oil transportation to refineries

Expenses for crude oil transportation to refinenetude pipeline, railway, freight and other costkated
to delivery of the Group’s own crude oil to refireey for further processing.

Our expenses for crude oil transportation to refasedecreased by $49 million, or by 16.0%, intthied
quarter of 2014 and by $179 million, or by 18.3% the nine months of 2014, due to the decrease in
supplies of own crude oil from Russia to ISAB, #ftect of ruble devaluation and lower volumes afds

oil processing at third party refineries in Belacasnpared to the nine months of 2013.

Power generation and distribution expenses

Our power generation and distribution expensesaszd by $122 million, or by 76.3%, compared to the
third quarter of 2013 and by $119 million, or by. 2%, compared to the nine months of 2013. The main
reason for this increase was the acquisition ofgrogenerating company ISAB Energy in Italy in early

July 2014.

Other operating expenses

Other operating expenses include expenses of thap&r 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 increased by $48 milorhy 22.6%, in the third quarter of 2014, and by
$140 million, or by 23.8%, in the nine months ofla0driven largely by changes in estimates of agst
asset retirement obligations.

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 dgivegy of
crude oil and refined products sales.

Cost of purchased crude oil, gas and products asect by $1,427 million, or by 8.3%, in the thircager
of 2014 and by $5,976 million, or by 12.3%, in tliee months of 2014, largely as a result of thedase
in crude oil trading volumes.

In the third quarter of 2014, we recognized a $B8#lion net gain from hedging, compared to a
$185 million net loss in the third quarter of 2018&. the nine months of 2014, we recognized a
$485 million net gain from hedging, compared taealoss of $104 million in the nine months of 2013.

Transportation expenses

In the third quarter of 2014, our transportatiopenses didn’t change significantly, compared totliirel
quarter of the previous year. In the nine months26fl4, transportation expenses decreased by
$95 million, or by 2.0%, compared to the nine mantii 2013. The increase of expenses that resulted
from increased volumes of crude oil trading, corepao the respective periods of 2013, was offsehby
decrease of tariffs.

Our actual transportation tariffs related to crualeand refined products deliveries to various expo
destinations, weighted by volumes transported, gbdrio the nine months of 2013 as follows: crude oi
pipeline tariffs decreased by 8.1%, railway tarftis refined products transportation decreased H9%,
crude oil freight rates decreased by 33.7%, aridgefproducts freight rates decreased by 13.2%.
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Selling, general and administrative expenses

Selling, general and administrative expenses imclpdyroll costs (excluding extraction entities’ and
refineries’ production staff costs), insurance sdsixcept for property insurance related to extvacand
refinery equipment), costs of maintenance of saafbstructure, movement in bad debt provision and
other expenses.

Our selling, general and administrative expenseeased by $15 million, or by 1.5%, in the thircagar
of 2014 and by $48 million, or by 1.7%, in the nmenths of 2014.

Depreciation, depletion and amortization

Our depreciation, depletion and amortization expensicreased by $1,243 million, or by 80.5%,
compared to the third quarter of 2013, and by $2 @#llion, or by 55.7%, compared to the nine months
of 2013. Our depreciation, depletion and amortiratxpenses for the third quarter and the nine hsont
of 2014 included $1,225 million and $2,230 millisaspectively, related to the West Qurna-2 fieltere

we commenced commercial production in the secoratteu of 2014. The increase in depreciation,
depletion and amortization expenses during the masths of 2014 was also a result of the acquisitib
ZAO Samara-Nafta in April 2013.

Equity share in income of affiliates

The Group has investments in equity method affifaind corporate joint ventures. These companges 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. Our largest affiliates are Turgai ®etrm and Tengizchevroil, exploration and productio
companies operating in Kazakhstan, and the Zeelkfinery in the Netherlands.

Our share in income of affiliates increased by $llion, or by 15.8%, compared to the third quaér
2013, and decreased by $3 million, or by 0.7%, cnexh to the nine months of 2013.

Taxes other than income taxes

39 quarter of 9 months of
2014 2013 2014 2013
(millions of US dollars)
In Russia
Mineral extraction taXeS.........ccuuiiivinceem e ee e e ee e 3,187 3,250 9,323 9,256
Social security taxes and contributions 101 120 379 427
PrOPEItY taX ... .uuveeeiniiiieee e e 119 128 368 397
(O 1 g 1T g = (= 22 19 66 71
Total IN RUSSIA....eeiiiiiiiie e ene e 3,429 3,517 10,136 10,151
International
Mineral extraction taxes..........cooovvviiicccccmveve 13 18 46 55
Social security taxes and contributions .....ccccce.vvviiiiiiiinnneen. 30 30 93 90
PrOPEILY taX . .uveuveieinrniiiiiiinessses s e eevevevensenes 12 8 29 24
(©]1 01T g r= N (= 17 18 51 50
Total internationally 72 74 219 219
TOMAD et 3,501 3,591 10,355 10,370

Our taxes other than income taxes decreased byn#iBon, or by 2.5%, compared to the third quarmér
2013, but didn’t change significantly comparedhe tine months of 2013, which was driven largely by
the movements of the mineral extraction tax ratee @lecrease in social security taxes and contoibsiti
and property tax in Russia against the third quaatel the nine months of 2013 was mainly due to the
ruble devaluation.

In the third quarter and the nine months of 20Xpliaation of the reduced rate for crude oil proghlic
from depleted oilfields and the zero rate for cradlgproduced from oilfields with extra heavy crudi
and from greenfields led to $599 million and $1,78i0ion mineral extraction tax reduction, respeety
($517 million and $1,421 million in the third quariand the nine months of 2013, respectively).
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Excise and export tariffs

3 quarter of 9 months of
2014 2013 2014 2013
(millions of US dollars)
In Russia
Excise tax on refined products .............comeeeeereveeeeeeesseniinnnnn, 542 513 1,460 1,438
Crude 0ileXport tariffS ..........ccceeiiiiiiiiiiies e e e e e e 2,507 2,613 7,272 7,720
Refined productsxport tariffs............ccccooriiiiiii e, 1,481 1,422 4,634 4,629
TOtal IN RUSSIA....eeviiiiiiie i ecmee e mee e, 4,531 4,548 13,366 13,787
International
Excise tax and sales taxes on refined productS..........cceuvene. 1,107 990 2,907 2,741
Crude 0ileXPOort tariffS ..........coorireeeiriieee e 42 67 145 188
Refined productsxport tariffs............ccccceeeiiiiiiiiinieie e, 65 59 153 236
Total internationally ............ccccvviiiiiii s e 1,21¢ 1,116 3,205 3,165
TOMAD et et e e eaeenn , 785 5,664 16,571 16,952

Export tariffs decreased by $66 million, or by 1,6%the third quarter of 2014 and by $569 milliam,
by 4.5%, in the nine months of 2014. Compared ottiird quarter and the nine months of 2013, the
volumes of crude oil export beyond the Customs bniecreased by 2.6% and 4.2%, respectively.

Exploration expenses

Our exploration expenses, increased by $142 mjliiorthe third quarter of 2014 and by $273 million
the nine months of 2014 mostly as a result of dr lwrite-offs related to projects in Cote d’lvoirethe
amount of $95 million and in Ghana in the amoun&®d40 million in the first and the third quarters o
2014, respectively. During the nine months of 2041$, hole costs amounted to $17 million. The rdst o
the increase of expenses was due to the growtblime of seismic in Western Siberia.

Loss on disposals and impairments of assets

In April 2014, the Group entered into an agreentersell its 50% share in Caspian Investment Ressurc
Ltd. The loss on expected disposal of this share egimated at $358 million. For more details ds th
agreement, refer to page 3.

Moreover, in the third and the first quarters ofLl20the Group wrote off signing bonuses related to
projects in Ghana in the amount of $45 million am&ierra Leone and Cote d’lvoire in the total amiou
of $67 million, respectively.

Income taxes

The maximum statutory rate in Russia is 20%. Néwedess, the actual effective income tax rate may be
higher due to non-deductible expenses or lower tdueertain non-taxable gains. Moreover, quarterly
deviations of the effective income tax rates frdva maximum statutory rate may happen due to cuyrenc
translation losses and gains reported by Russibsidiaries, that decrease or increase taxable iadom
the respective periods.

In the third quarter of 2014, our total income taxpense increased by $76 million, or by 10.0%,
compared to the third quarter of 2013. At the sdime, our income before income tax decreased by
$1,391 million, or by 36.1%.

In the nine months of 2014, our total income tapense decreased by $323 million, or by 14.1%,
compared to the nine months of 2013, while our inedefore income tax decreased by $2,333 million,
or by 23.2%.

In the third quarter of 2014, our effective incotag rate was 33.8%, compared to 19.6% in the third
quarter of 2013. In the nine months of 2014, effecincome tax rate was 25.5%, compared to 22.8% in
the nine months of 2013. The high level of our &ffee income tax rate in the third quarter and riime
months of 2014 was a result of taxable currenaystedion gains reported by Russian subsidiariesedis

as non-deductible losses and write-offs relatealtointernational upstream projects.
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Reconciliation of net income to EBITDA (earnings bfore interest, income taxes, depreciation and
amortization)

39 quarter of 9 months of
2014 2013 2014 2013
(millions of US dollars)
=Y AT g To 4 TS 1,620 3,105 5,742 7,790
Add back:
INCOME taX EXPENSE ....ocviiiviieiieiieieittrrre e 833 757 1,971 2,294
Depreciation and amortization ..............coceeeceeneriicnnnnes 2,788 1,545 6,785 4,358
INterest EXPENSE.....coooi i 171 127 466 345
Interest and dividend income ............cooommvvivieeeeeennnnn. (74) (62) (194) (187
EBITDA .ot 5,338 5,472 14,770 14,606
Add back loss on disposal of assets and dry hdéeck
WIIEE-OFFS 1. 185 - 705 -
EBITDA adjusted for one-off items ............cc.vueeeeeviivimnnnns 5,523 5,472 15,475 14,606
Including the impact of West Qurna-2 project................ 1,247 — 2,264 —

EBITDA is a non-US GAAP financial measure. EBITD# defined as net income before interest, taxes
and depreciation and amortization. The Companyebed that EBITDA provides useful information to
investors because it is an indicator of the stieragid performance of our business operations, divodu
our ability to finance capital expenditures, acigiges and other investments and our ability taumand
service debt. While depreciation and amortizatiod eonsidered as operating costs under US GAAP,
these expenses primarily represent the non-caskrtuperiod allocation of costs associated withgton
lived assets acquired or constructed in prior gxid he EBITDA calculation is commonly used as siba
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 nebiine, 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

9 months of
2014 2013
(millions of US dollars)
Net cash provided by operating aCtiVIities .. e «cuueveeeeeeeaeiiiiiiiieiee e 12,198 12,918
Net cash used in iINVEStiNG aCIVItIES ... e eeieeriiiieiiee e (10,978) (13,895)
Net cash provided by financing activitieS .............ccccccveeeiiiiiiiiic s 434 1,472

Operating activities

Our primary source of cash flow is funds generdtech our operations. During the nine months of 2014
cash generated from operations decreased by 5@%pared to the nine months of 2013, and amounted
to $12,198 million.

Investing activities

In the nine months of 2014, the amount of cash usédvesting activities decreased by 21.0% largely
against the background of significant acquisitiohBcenses and subsidiaries in the nine montH0aB.

Our capital expenditures, including non-cash tratieas, amounted to $11,680 million, which was 8.9%
higher than in the nine months of 2013.
39 quarter of 9 months of

2014 2013 2014 2013
(millions of US dollars)

Capital expenditures,
including non-cash transactions and prepayments

Exploration and production

RUSSIA .. eee ettt e e e e 2,094 1,947 6,534 5,866

INEEINALIONAL ......eiiiiieee e e e 906 841 2,636 2,377
Total exploration and production ............cccceevvvvevimevicnnnns 3,000 2,788 9,170 8,243
Refining, marketing and distribution

RUSSIA ..eeeeeiiiiee ettt e e 551 487 1,459 1,281

International ........cccoooeiiiii i 193 279 624 604
Total refining, marketing and distribution........................... 744 766 2,083 1,885
Chemicals

[ 01T T- 88 18 168 52

International ........cccoooeiiiiiei e 1 1 1 2
Total ChemiCals .........coooveiiiiiiiei e e 89 19 169 54
Power generation and distribution.......... . .eeevmmnennn 62 86 140 201

63 96 118 345

Total capital exXpenditures ...........ooeeeeeevieeeeee e, 3,958 3,755 11,680 10,728

Capital expenditures in the exploration and proidaucsegment increased by $927 million, or by 11.2%,
compared to the nine months of 2013. In Russia,inbecase related to higher volumes and cost of
production drilling was partially outweighed by tleffect of ruble devaluation. Internationally, we
increased expenditures in Shakh-Deniz project iarBaijan and commenced exploration activities at ou
new projects in Ghana and Romania.

The increase of capital expenditures in domesfining, marketing and distribution segment was tlue
continuing construction of a vacuum gasoil refineoynplex at the Volgograd refinery and constructdn
a heavy residue processing complex and a powerag@nefacility at our refinery in Perm.

Other capital expenditures mostly refer to investtheof OAO Arkhangelskgeoldobycha, a Group
company, involved in diamond deposits developmernhé Arkhangelsk region of Russia. The decrease
of the respective capital expenditures was duallfdlinent of the most stages of the capital invesht
program at the deposits.
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The table below shows our exploration and productiapital expenditures in promising new production
regions.

39 quarter of 9 months of
201¢ 201z 201¢ 201z
(millions of US dollars
R = 111 PR 76 60 370 268
CasPIaNn FeGioN ......oeeieeeeeeeeeeeee et erer e 349 306 1,057 1,184
GRANA ... 145 7 296 15
COte A'IVOINE ..., 6 20 88 56
IFBUG ettt m s 300 431 1,101 1,450
UZDEKISTAN ... e 248 185 549 444
39 1 95 4
1,163 1,010 3,556 3,421

@ Russian and international projects.

In 2014, we did not make significant investmentsthi acquisition of licenses, whereas in the nine
months of 2013, a Group company paid $835 millisrassecond 50% installment for the acquisition of
the subsoil rights for the site that includes theldrskoye, West Imilorskoye and Istochnoye fields
Western Siberia. The first 50% payment was madgeicember 2012.

3 quarter of 9 months of
2014 2013 2014 2013
(millions of US dollars)

Acquisitions of subsidiaries and associates,
including prepayments related to acquisitions
and non-cash transactions

Exploration and production

RUSSIA... i 86 2 99 2,392

INternational ............ooeiiiiiiiiiiii e 2 - 65 -
Total exploration and production ............cccceevvvvvvimevicnnnns 88 2 164 2,392
Refining, marketing and distribution

RUSSIA ..eeieeiiiiie ettt e e 66 218 (233) 291

International .............oeeeiiiiii e 4 1 40 1
Total refining, marketing and distribution........................... 70 219 (193) 292
Less cash acquired ..........ccuveeieiiiaiiiiieee e - - (34) (15)
Total ACQUISIEIONS ...eeeiiieiiiiieeeee e 158 221 (63) 2,669

In the nine months of 2014, the Group invested B@Ron in a joint venture with OAO NK Bashneft,
$66 million in a jet fuel operator in Russia ancesp$35 million on the acquisition of ISAB Energy,
power generating company in Italy. In the nine rhenmdf 2013, the Company spent $2.1 billion for the
acquisition of 100% of the shares of ZAO Samarat®dNahd $266 million as the final installment within
the acquisition of 50% of the shares of ZAO Kamla-oi

Moreover, in the second quarter of 2014, we reckiback an advance payment in amount of
$367 million, related to planned acquisition in fReng, marketing and distribution” segment in Riass
Financing activities

In the nine months of 2014, net movements of stesrtr and long-term debt generated an inflow of
$1,787 million, compared to an inflow of $2,762Imih in the nine months of 2013.
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