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

The following report represents management’s dsonsand analysis of the financial condition and
results of operations of OAO LUKOIL as of Decemb&t, 2009, and each of the years ended
December 31, 2009, 2008 and 2007, and significamds that may affect its future performance. It
should be read in conjunction with our US GAAP aditated financial statements and notes and
supplemental oil and gas disclosure.

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 produced are traedlanto barrels using conversion rates charadteyiz
the density of oil from each of our oilfields. Tamof crude oil purchased as well as other operatio
indicators expressed in barrels were translatedbatrels using an average conversion rate of Gad®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 into BOE atrédte of 6 thousand cubic feet per BOE.

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

intends,
not guarantees of future resulRlease see “Forward-looking statement” on page d0d discussion of
some of the factors that could cause actual resaltiffer materially.

Key financial and operational results

Change to Change ta
2009 2008, % 2008 2007, % 2007

Sales (millions of US dollars) ...........cc.eeeeeeeeeeiennne, 81,083 (24.7) 107,680 315 81,891
Net income attributable to OAO LUKOImillions of

US dOIIars) ...cveeeeveiiieiiiiiee it seeeee e 7,011 (23.3) 9,144 (3.9) 9,511
Net income before one-off impairment losses

(millions of US dollarsP .........c.cocoovvvveeeiiieannn 7,352 (22.4) 9,471 (0.4) 9511
EBITDA (millions of US dollars)..............c.veeeereen.. 13,475 14.7) 15,797 3.0 15,330
Taxes other than income taxes, excise and export

tariffs (millions of US dollars) ...........cccoeeeiiinieeae (19,532) (43.9) (34,804) 42.6 (24,400,
Basic and diluted earning per share of common stock

attributable to OAO LUKOIL (US dollars)........... 8.28 (23.9) 10.88 (5.2) 11.48
Hydrocarbon production by the Group including our

share in equity affiliates (thousands of BQE)..... 807,301 0.5 803,109 1.0 795,099
Crude oil production by the Group includingr shar

in equity affiliates (thousands of tonnes)............ 97,61¢ 25 95,240 (1.5) 96,645
Gas produced by the Group including our share in

equity affiliates (millions of cubic metefd)........... 14,89¢ (12.5) 17,020 22.0 13,955
Refined products produced by the Group including

our share in equity affiliates (thousands of topnes 59,87¢ 12.9 53,033 8.6 48,819

Hydrocarbon proved reserves including our share in

equity affiliates (millions of BOE)....................... 17,504 (9.5) 19,334 (5.1) 20,369
) One-off impairment losses are discussed in detailsage 26.
@ Gas available for sale.

In 2009, our net income was $7,011 million, whist$2,133 million, or 23.3%, less than in 2008.

Such decrease in our net income is mainly explamea sharp decrease in prices for hydrocarbons in
2009, compared to 2008.




Business overview

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

The Group was established in accordance with R¥esal Decree 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 eniegst Under Government Resolution 861 issued on
September 1, 1995, a further nine enterprises wansferred to the Group during 1995. Since 1986, t
Group has carried out a share exchange programctease its shareholding in each of 24 founding
subsidiaries to 100%. From formation, the Group égsanded substantially through consolidation of
interests, acquisition of new companies and estaflent of new businesses. Now LUKOIL is a global
energy company operating through its subsidiariedicountries on four continents.

LUKOIL is one of the world’'s largest energy compamiin terms of hydrocarbon reserves. The
Company’s proved reserves as of January 1, 201Qurted to 17.5 billion BOE and comprised of
13.7 billion BOE of crude oil and 22.9 trillion cigkfeet of gas.

Our operations are divided into three main busiseggents:

= Exploration and Production — which includes our exploration, development anolduction
operations relating to crude oil and natural gdsesE activities are primarily located within
Russia, with additional activities in Azerbaijanazékhstan, Uzbekistan, the Middle East,
South America, and Northern and Western Africa.

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

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

Other businesses include a power generation bissibasking, finance and other activities. Eachwf o
three main segments is dependent on the other angtirtion of the revenues of one segment beirgria p
of the costs of the other. In particular, our Riefij Marketing and Distribution segment purchasesie

oil from our Exploration and Production segment.s A result of certain factors considered in the
“Domestic crude oil and refined products pricesttem on page 10, benchmarking crude oil market
prices in Russia cannot be determined with cestaiftherefore, the prices set for inter-segmentipases

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

do not analyze either of our main segments sepgiat¢he discussion that follows. However, we farms
the financial data for each in Note 22 “Segmentiimfation” to our consolidated financial statements.

Recent developments and outlook

The following has been achieved in 2009:
Exploration and production
= 8 new oil and gas fields were brought on line (2A08oil and gas fields).

=  Within the consortium with Norway’s Statoil we wdhe tender to develop the major West
Qurna-2 oilfield, which has estimated recoverabkerves of 12.9 billion barrels of crude oil.

= We started production drilling at Yu. Korchaginldiéen the Caspian Sea, where we plan to begin
commercial production in the second quarter of 2010

= We acquired the remaining 46% interest and so becamowner of full stake in LUKARCO
B.V. (“LUKARCQO"), thus increasing our reserves by02l3 million barrels of oil and
129.8 billion cubic feet of gas, and oil production approximately 13 thousand barrels per day.
LUKARCO is a holding company, which owns a 5% shiar& engizchevroil, a joint venture
which develops the Tengiz and Korolevskoe fieldsKewakhstan, and a 12.5% share in the
Caspian Pipeline Consortium (CPC), which carriegakastani and Russian oil to Novorossiysk
marine terminal.




Refining

= We acquired 45% interest in TRN refinery in the idgtands (“TRN”). TRN has an annual
topping capacity of 7.9 million tonnes and a hydraeking unit with an annual capacity of
approximately 3.4 million tonnes. Our share of prettbn at TRN amounted to 1,528 thousand
tonnes.

Marketing

= In the Russian Federation we acquired petrol stationetworks of companies
OOO Smolenskneftesnab, OOO IRT Investment, OOO RXdt and OOO Retaier House.
Thus, we increased our network by 96 stations dotd pf land.

= As a result of our activity for development of iesegment our retail sales in Russia increased
by 252 thousand tonnes.

Other

= In 2009, we continued our pursuit to improve theo@r structure by divesting our non-core
businesses. We spun off and sold outside the Gseupral transportation and service assets in
Western Siberia and a group of security agencies.

= We continued to develop our power generating asttidution business. We successfully fulfil
investment program of OAO UGK TGK-8 (“TGK-8"), weniested $202 million and plan to
invest further $944 million within next 4 years. & hevenue of power generating sector in 2009
amounted to $804 million.

Other achievements in 2009 are described in detdliler in this report.

Changes in the Group structure

In December 2009, the Group acquired the remaiht§% interests in its equity affiliate LUKARCO for
$1.6 billion, thereby increasing the ownership st&k 100%. LUKARCO is a holding company, which
owners a 5% share in Tengizchevroil, a joint vemtuhich develops the Tengiz and Korolevskoe figlds
Kazakhstan, and a 12.5% share in CPC, which cak@makhstani and Russian oil to Novorossiysk
marine terminal. Therefore the Group increasedtheership in Tengizchevroil from 2.7% to 5% and the
ownership in CPC from 6.75% to 12.5%. The firsttaflmment in amount of $300 million was paid in
December 2009; the remaining amount should be paithter than two years after the acquisition. The
Group is using equity method of accounting for stweents in Tengizchevroil and CPC.

During 2009, a Group company acquired the remair2d2% of share capital of OAO RITEK
(“RITEK") for $235 million, thereby increasing th&roup’s share to 100%. RITEK is a crude oil
producing company operating in European Russia/destern Siberia.

In June 2009, a Group company entered into an agneewith Total to acquire a 45% interest in TRN
refinery in the Netherlands. The transaction wawlited in September 2009 in the amount of
approximately $700 million. The Group provides @udil and market refined products in line with its
equity stake in the refinery. The refinery has flegibility to process Urals blend crude oil as va$
significant volumes of straight-run fuel oil andcwam gasoil, which allows to integrate the plato ithe
Group’s crude oil supply and refined products mankeoperations. This plant with a Nelson complgxit
index of 9.8 has an annual topping capacity of Miion tonnes and an annual capacity of a hydro-
cracking unit of approximately 3.4 million tonn€Ehis acquisition was made in accordance with the
Group’s plans to develop its refining capacity ur@pe.

In the first quarter of 2009, the Group acquire®@%Ointerests in OO0 Smolenskneftesnab, OO0 IRT
Investment, OOO PM Invest and OOO Retaier Houseb#38 million. These are holding companies,
which between them own 96 petrol stations and pd¢tand in Moscow, the Moscow region and other
regions of central European Russia. This acqursitias made in order to expand the Group’s presence
the most advantageous retail market in the Rusderation.

In the fourth quarter of 2008, the Group acquirdiD% interests in ZAO Association Grand and
00O Mega Oil M for $493 million. ZAO Association &rd and OOO Mega Oil M are holding

companies, owning 181 petrol stations in Moscove, Moscow region and other regions of central
European Russia. This acquisition was made in otdeexpand the Group’s presence on the most
advantageous retail markets in the Russian Fedarati




In July 2008, a Group company signed an agreeneeatquire a 100% interest in the Akpet group for
$555 million. The transaction was finalized in Nonkger 2008. The amended agreement provided for
three payments of purchase consideration: thedaginent in amount of $250 million was paid atdiage

of finalization, the second payment in amount o5Gillion was paid in April 2009, and the remaiin
amount was paid in October 2009. The Akpet grouprated 689 petrol filling stations on the basis of
dealer agreements and owned eight refined produratinals, five LNG storage tanks, three jet fuel
terminals and a lubricant production plant in Tyrke

In June 2008, a Group company signed an agreemémtBRG S.p.A. to establish a joint venture to
operate the ISAB refinery complex (“ISAB”) in Prilitaly. In December 2008, the Group completed the
acquisition of a 49% stake in the joint venture €dr.45 billion (approximately $1.83 billion) andiga
€600 million (approximately $762 million) as a firmstallment. The remaining amount was paid in
February 2009. The seller has a put option, thecefff which would be to increase the Group’s siake
the company operating ISAB up to 100%. As of Decengi, 2009, the fair value of this option for the
Group is zero. The agreement states that eachepastresponsible for procuring crude oil and mankg
refined products in line with its equity stake e tjoint venture. ISAB has the flexibility to preseUrals
blend crude oil, and the Group integrated its slofn&SAB capacity into its crude oil supply andinefd
products marketing operations. ISAB includes thedties and storage tanks totaling 3,700 thousahécc
meters and has an annual refining capacity of 1gomtonnes.

In March 2008, a Group company entered into aneageat to acquire 75 petrol stations and storage
facilities in Bulgaria for approximately $367 mih. The transaction was finalized in the secondtgua
of 2008.

In March 2008, a Group company acquired 100% oftiare capital of the SNG Holdings Ltd. group for
$578 million. The purchase agreement provided fay &dditional components of contingent purchase
consideration in amount of $100 million each. Dgria008, all conditions for contingent purchase
consideration were met and a Group company contplestettled its obligation under the purchase
agreement. The SNG Holdings Ltd. group holds a 1@@i&est in a production sharing agreement in oil
and gas condensate fields located in the Southaiesdissar and Ustyurt regions of Uzbekistan. The
purpose of the acquisition was to increase the @Bsqoresence in the Uzbekistan oil and gas sector.

In March 2008, a Group company entered into aneagesit with a related party, whose management and
directors include members of the Group’s managema@dt Board of Directors, to acquire a 64.31%
interest in TGK-8 for approximately $2,117 milliofihe purchase consideration partly consisted @323.
million shares of common stock of the Company (ataaket value of approximately $1,620 million). The
transaction was finalized in May 2008. From May a6 June 2009, a Group company acquired the
remaining interest in TGK-8 for a total of $1,202llimn, increasing the Group’s ownership to 100%.
TGK-8 is one of the major gas consumers in the [8ouatFederal District with an annual consumption of
6 billion cubic meters per year. Its power plames lacated in Astrakhan, Volgograd and Rostov negjio
Krasnodar and Stavropol Districts, and the Repubfi®agestan of the Russian Federation with total
productive capacity of 3.6 GW. By purchasing TGK-8KOIL expects significant synergies through
natural gas supplies from the Company’s gas fitddated in the Northern Caspian and in Astrakhan
region, which will allow the Company to reach effiat gas price. This acquisition is made in accocda
with the Company’s plans to develop its electrisvppbusiness.

In 2008, the Group acquired the remaining 3.09% té share capital of OAO LUKOIL-
Nizhegorodnefteorgsintez (“Nizhegorodnefteorgsifitéar $64 million increasing the Group’s ownership
in Nizhegorodnefteorgsintez to 100%. Nizhegorodr@fjsintez is a refinery plant located in European
Russia.




Resource base
The table below summarizes the net oil-equivalent/@d reserves of consolidated subsidiaries and our

share in equity affiliates that have been derivedxracted from the reports of Miller and Lentsd.L
(“Miller and Lents”), our independent reservoir ergprs, dated as at January 1, 2009 and 2010.

Changes in 2009

January Extensions, discoverie Revision of ~ January

1, 2010 Production® and changes i previous 1, 2009
(millions of BOE) structure  estimates
Western Siberia........cccccceveviiiieie... 9,751 (450) 332 (625) 10,494
Timan-Pechora.........cccccccoeiiiiiiin. 2,735 (163) 38 (157) 3,017
Ural region ......ccccceeeeveiiiiviiieieeaee. 2,124 (94) 30 23 2,165
Volga region .......cccceeeeeeeeivnnns 895 (26) 142 (891) 1,670
Other in RUSSIi@........cccovvviiiiiiieecan 231 (16) 12 1 234
outside RUSSIA .........c.cococovevvenen... 1,768 (75) 210 (121) 1,754
Proved oil and gas reserves......... 17,504 (824) 764 (1,770) 19,334
Probable oil and gas reserves....... 9,820 11,767
Possible oil and gas reserves........ 5,054 5,282

W Gas production shown before own consumption.
The Company’s proved reserves as at January 1, aftdunt to 17.5 billion BOE and comprise of
13.7 billion BOE of crude oil and 22.9 trillion ciglfeet of gas.

In 2009, the increase in Company’s proved reseduesto geological exploration and production drdli
amounted to 617 million BOE.

Acquisitions increased our proved reserves by 12lom BOE, due to the increase of our share in
Tengizchevroil to 5% as a result of increasingshare in LUKARCO to 100%.

Changes in our licences portfolio led to a neteéase of our reserves by 23 million BOE.




Operational highlights

Hydrocarbon production

We undertake exploration for, and production ofider oil and natural gas in Russia and internatignal
In Russia our major oil producing subsidiaries atdKOIL-Western Siberia, LUKOIL-Komi and
LUKOIL-Perm. Also we have a consolidated joint waetwith ConocoPhillips, Narianmarneftegaz, in the
Northern Timan-Pechora region. Exploration and potidn outside of Russia is performed by our 100%
subsidiary LUKOIL-Overseas, that has stakes in BS#id other projects in Kazakhstan, Azerbaijan,
Uzbekistan, Saudi Arabia, Columbia, Ghana and Giteire.

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

2009 2008 2007

Daily production of hydrocarbons, including the Camp's share in
equity affiliates (thousand BOE per day), including:............c.occcuvvveeeeneee 2,212 2,194 2,178
= CIUAE Ol . 1,972 1,921 1,953
- natural and Petroleum daS............coovoeeeeeeeeeeeeeeeeeeeee e 240 273 225
Hydrocarbon extraction expenses (US dollar per BQE)..............cc........ 3.56 412 3.58

(millions of US dollars)

Hydrocarbon extraction EXPENSES............cocmmerererreeeeeeiiiinireereeeesessmnns 2,787 3,208 2,757
SN RUSSIA ettt ettt ettt be e 2,592 3,006 2,616
- OUESIAE RUSSIB .....eeiviiiiiieiiiie it imemmmer e se e 195 202 141
EXPIOration @XPENSES. .....uuuiiieeeeei it s e e e e e e e e asastvareeasammme e s e s essnrreeeens 218 487 307
=M RUSSIA ettt ettt e e e e e e e e e e 71 131 149
- OULSIAE RUSSIB .....eeiiviiiiiieiiiie it cremmmer e se e 147 356 158
Mineral @XtraCtion TAX .........cocviiriieririeree et e 5,452 12,267 8,482
S AN RUSSIA ettt ettt ettt b e 5,399 12,267 8,482
- OUESIOE RUSSIB.....eciviiiiiiiiiieei e 53 — —

W Gas available for sale (excluding gas produce@@imrown consumption).

Crude oil production. In 2009, we increased our daily crude oil produrctdy 2.7%, compared to 2008.
We produced (including the Company’s share in gqaffiliates) 719.6 million barrels, or 97.6 miltio
tonnes.

The following table represents our crude oil prdaaucin 2009 and 2008 by major regions.

Change to 2008

Change in Organic
(thousands of tonnes) 2009 Total, %  structure change 2008
Western Siberia........cccceeeiiiiiiiii e e 52,962 (5.7) - (3,225) 56,187
Timan-Pechora.........ccocccveiiiiiis e 21,662 29.8 - 4,977 16,685
Ural region ......eeeeeeieiicciiiies e 11,958 3.6 - 410 11,548
VOlga reQION .....eeeiieiiieeieiciiiee e 2,848 (6.3) - (193) 3,041
Other in RusSia............occueeee 2,130 (2.5) - (55) 2,185
Crude oil produced in RUSSIa..............eee 91,560 2.1 — 1,914 89,646
Crude oil produced internationally...................... 3,515 9.8 — 315 3,200
Total crude oil produced by consolidated
SUDSIdIANES ..cooeeeee e 95,075 2.4 - 2,229 92,846
Our share in crude oil produced by equity
affiliates:
INRUSSIA ... 308 3.0 - 9 299
oUtSIdE RUSSIA ...cccvviiiieeiiee e 2,232 6.5 26 111 2,095
Total crude oil produced ............cccceeveeiiieennen. 97,615 2.5 26 2,349 95,240




The main oil producing region of the Company is Weas Siberia where we produced 55.7% of our crude
oil in 2009 (60.5% in 2008 and 63.6% in 2007). 002, the Western Siberian producing assets cortinue
to mature resulting in a production decline andewatit increase. A significant impact on our prdiuc

in the period was caused by a lack of sufficien@ogenerating capacities to meet the growing deiman
for extra power from a wide range of oil producirsVestern Siberia as they faced the need to sgale
pumping operations supporting crude oil productimnorder to overcome this problem, which arose in
the region several years ago, the Group is contislydncreasing its own power capacity by constounct
power plants in the oil fields.

In line with our strategy the Company is developimew oil fields in the Northern Timan-Pechora and
Caspian regions in order to compensate for theedserin crude oil production in the traditionalioeg.

In August 2008, we began commercial production e Yuzhnoye Khylchuyu oil field, located in the
Timan-Pechora region. We produced 7.0 million t@nfnem this field in 2009. This oil field is develed
within our strategic partnership with ConocoPhdlip

The structural growth of our share in equity adfidis’ production outside of Russia is explainedthsy
increase of our effective share in Tengizchevrail joint venture which develops the Tengiz and
Korolevskoe fields in Kazakhstan, to 5% as a resdltacquiring the remaining 46% interest in
LUKARCO.

In December 2009, we started production drillingtba Yu. Korchagin field in the Caspian Sea. The
maximum annual production from this field is execto be 2.5 million tonnes of oil and gas condensa
and 1.0 billion cubic meters of gas.

In addition to our production, we purchase crudémRussia and on international markets. In Russta
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 used for trading
activities, for supplying our international refifes or for processing at third party refineries.

2009 2008 2007

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

Crude oil purchases in Russia........ 4,442 606 1,730 236 345 47
Crude oil purchases internationally. 150,25¢ 20,49¢ 76,078 10,379 32,802 4,475
Total crude oil purchased............... 154,700 21,105 77,808 10,615 33,147 4,522

The increase in volumes of crude oil purchasedrmat&gonally resulted from increased refining and
trading. In 2009, we purchased 11,313 thousandemmfi crude oil to process at our and at thirdypart
refineries (including 5,116 thousand tonnes at IS#&il 698 thousand tonnes at TRN), compared to
5,029 thousand tonnes in 2008.

Gas production. In 2009, we produced 14,898 million cubic metefrgas available for sale (including
our share in equity affiliates), a decrease of 4.6ompared to 2008.

Our major gas production field is the Nakhodkinskaes field, where we produced 5,936 million cubic
meters of natural gas in 2009, compared to 8,31®mcubic meters in 2008. The 28.6% decreaseas ¢
production from this field resulted from the deaeaof purchases of our gas by OAO Gazprom
(“Gazprom”), the Russian gas monopoly.

In 2009, our share in production from the Shakhibd&eld in Azerbaijan was 518 million cubic meters
compared to 552 million cubic meters in 2008. Onadpiction from the Khauzak gas field in Uzbekistan
was 2,227 million cubic meters of natural gas, carad to 2,340 million cubic meters in 2008.

Refining, marketing and trading

Refining. We own and operate four refineries located in EeaspRussia and three refineries located
outside of Russia — in Bulgaria, Ukraine and Romalri August 2005, we closed our refinery in Odessa
Ukraine to commence a wide-scale upgrade. In ApBiD8, we put it back into operation after the
completion of the upgrade. The annual capacithef®@dessa refinery amounts to 2.8 million tonnds. A
the end of 2008, we acquired 49% interest in ISABich has an annual refining capacity of 16 million
tonnes. In September 2009, we acquired 45% intégmeBERN refinery, which has an annual capacity of
7.9 million tonnes.




Compared to 2008, production at our consolidatedi affiliated refineries increased in 2009 by 12.9%.
Russian refineries increased their production B940.Production of our international refineries udihg
our share of production at ISAB and TRN increased59.3%, notwithstanding the fact that the
production at our Romanian refinery was 7.4% lodwee to overhaul performed at the refinery in Jayrar
February 2009 and decreased production at our Batgeefinery, which was 7.1% lower than in 2008 as
a result of revision of 2009 production plan duéot® refining margins.

In 2009, our share of refined products producedlSAB amounted to 6,153 thousand tonnes
(578 thousand tonnes in 2008) and our share inuotamh of TRN amounted to 1,528 thousand tonnes.

In Russia LUKOIL holds the leading position in puation of European standards motor fuel before the
official terms of their obligatory implementation the country. At our Russian refineries we praalic
7,266, 7,224 and 7,218 thousand tonnes of EuroddEamo 5 diesel fuel in 2009, 2008 and 2007,
respectively. In 2009, 2008 and 2007 our productibfeuro 3 gasoline amounted to 4,746, 4,191 and
852 thousand tonnes, respectively.

Along with our own production of refined products wefined crude oil at third party refineries. InsRia
we processed crude oil at third party refinerigmarily to supply our network in the Ural regioncafor
export sales. To supply our retail networks in EasEurope we refined crude oil in Belarus and Berb
Refined products processed in Belarus are useduigplying our local retail network and for wholesal
export.

The following table summarizes key figures for cefining activities.

2009 2008 2007
(millions of US dollars)
OWN refiNiNg EXPENSES ....coiiiii ettt 923 1,115 880
S AN RUSSIA ettt e et 671 780 651
- outside Russia 252 335 229
Refining expenses at ISAB and TRN..........ccoutveeeeiiiiiiiiiiee e emee 543 39 -
Refining expenses at third party refineries...........occoiieciiniiiieee. 170 400 242
SN RUSSIA . e a e 126 341 214
- outside Russia 44 59 28
Capital eXPENAITUIES......uvviiiiie et ieeerer e e e e e reaeees 828 1,023 830
S AN RUSSIA .eeiieiitee e ettt 520 688 606
- OUESIAE RUSSIA ...evviiiiiiiieeiiiiiee et ecmmmmr et mee e 308 335 224
(thousand barrels per day)
Refinery throughput at the Group refineries in Russia...........cccccoooeceeeeenn, 889 881 851
Refinery throughput at the Group refineries outfdasia...............ccccc..... 210 231 193
Refinery throughput at the Group refineries.......cccccccvveveiieiiiiiiemiieeeeeee, 1,099 1,112 1,044
Refinery throughput at ISAB and TEN..........coovoviieiee e, 123 11 -
Refinery throughput at the Group and affiliated refineries....................... 1,222 1,123 1,044
Refinery throughput at third party refineries in RaSS...........ccccoecvveiviimenen. 41 64 72
Refinery throughput at third party refineries outsRiussia............c.cccoceeee.. 36 46 21
Refinery throughput at third party refineries ...........cccoccce i, 77 110 93
Total refinery throughpUL ..........oooiiiiiiiiie e 1,299 1,233 1,137
(thousand of tonnes)
Refined products produced at the Group refineridRUBSIE) .......cccveeveeee, 42,408 42,067 40,381
Refined products produced at the Group refineri¢sio® Russia................ 9,790 10,388 8,438
Total refined products produced at the Group refineiies................cccee.... 52,198 52,455 48,819
The Group’s share of the production of ISAB and TRN............cccccvveeenns 7,681 578 -
Total refined products produced at the Group and afiliated refineries...... 59,879 53,033 48,819
Refined products produced at third party refineimeRussia...............c.c...... 1,873 2,881 3,270
Refined products produced at third party refinetiesside Russia............... 1,612 2,123 945
Total refined products produced at third party refineries........................ 3,485 5,004 4,215

W Group’s share.
@ Excluding mini refineries.




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 otheonggln Russia we purchase refined products on
occasion, primarily to manage supply chain bottbkse

The Group retails its refined products in 26 coiestthrough 6.2 thousand petrol stations. Mosthef t
stations operate under the LUKOIL brand. We comtiraly develop our retail business and LUKOIL
brand by expanding our retail network.

The table below summarizes figures for our tradiotyvities.

2009 2008 2007
(millions of US dollars)
] = T ST 1S 13,146 17,812 12,904
WhOIESAIE SAIES.......uiieiieiie e et e et e e e e e e e s enaa e 41,843 58,602 43,833
Total refined products SAlES ..........cccuvviiiieieeiiiie e 54,989 76,414 56,737
(thousand of tonnes)

Refined products purchased in RUSSI..........cccooviiiiiiiiiieeiiiiiiiiiceeee e 625 1,635 1,543
Refined products purchased internationally .............cccceeiiieciiiiiiniinins 41,445 38,743 38,745
Total refined products purchased.............cccoceeuueeiiiiiiiiiiiiieiiiaeeeee 42,070 40,378 40,288

Exports of crude oil and refined products from Rusg&. In 2009, our export of crude oil from Russia
was 6.9% more than in 2008, and we exported 45 P84arototal domestic crude oil production (43.8% in
2008 and 46.5% in 2007). This increase resulteah fitte commencement of production on the Yuzhnoye
Khylchuyu oil field by our joint venture with ConoPBhillips, crude oil from which we export from
Russia.

The volumes of crude oil exported from Russia bysubsidiaries are summarized as follows:

2009 2008 2007
(thousanc (thousanc (thousanc (thousanc (thousanc (thousant
of barrels) of tonnes) of barrels) of tonnes) of barrels) of tonnes)

Exports of crude oil using Transneft

EXPONt FTOULES ...ooouveeiiiieiiee e seeeec e 241,890 33,000 264,393 36,070 293,163 39,995
Exports of crude oil bypassing

Transneft ..., 66,109 9,019 23,639 3,225 15,818 2,158
Total crude oil exports....................... 307,999 42,019 288,032 39,295 308,981 42,153

In 2009, the crude oil exported through our ownagknfrastructure was 8,712 thousand tonnes or ove
three times more than in 2008. This was due to mxpb crude oil produced from the Yuzhnoye
Khylchuyu oil field (7.0 million tonnes in 2009)ribugh our export terminal in Varandey.

In 2009, we exported from Russia 27.8 million tosoé refined products, an increase of 7.7%, contpare
to 2008. We export from Russia primarily diesellfdael oil and gasoil. These products account for
approximately 89.4% of our refined products expoftimes.

In 2009, our revenue from export from Russia botthe Group companies and third parties amounted to
$17,485 million for crude oil and $11,414 millioor frefined products.




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 our revenues. Dgrin
2009, the Brent crude oil price fluctuated betw&88 and $78 per barrel and reached its peak oB%78.
in mid-November of 2009.

In 2008, the crude oil prices were the highest @veeal terms. Starting from July 2008, crudepuites
began to descend and by the end of the year ciligeae dropped by more than $100 per barrel déovn
$37 per barrel driven by the world economic downtiuring the second half of 2009, the crude dider
stabilized around $70 per barrel. Expectationsefmmomic recovery help to resist the negative imphc
fundamental factors. According to IEA, global oérdand for 2010 is forecasted at 86.5 million barrel
daily, which is 1.8% higher than in 2009.

Substantially all crude oil we export is Urals ldeffhe following table shows the average crudeand
refined product prices for 2009, 2008 and 2007.

Change ta Change ta

2009 2008, % 2008 2007, % 2007
(in US dollars per barrel, except for figures imqant)
Brent Crude........ooovveveeeiiieeiceee e 61.67 (36.6) 97.26 344 72.39
Urals crude (CIF Mediterraneay)................. 61.22 (35.4) 94.76 36.6 69.38
Urals crude (CIF Rotterdarfl) ...................... 61.15 (35.5) 94.83 37.1 69.16
(in US dollars per metric tonne, except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)................... 345.72 (24.8) 459.74 35.6  339.00
Diesel fuel 10 ppm (FOB Rotterdam).......... 534.84 (40.7) 901.53 42.2 634.09
High-octane gasoline (FOB Rotterdam)...... 579.01 (30.8) 836.79 20.2 695.97

Source: Platts.

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

Domestic crude oil and refined products prices

Substantially all crude oil produced in Russialisduced by vertically integrated oil companies sash
ours. As a result, most transactions are betwefliaigd entities within vertically integrated gros.
Thus, there is no concept of a benchmark domesikeh price for crude oil. The price of crude bt is
produced but not refined or exported by one of veeically 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 theray exist significant price differences betweenarg
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 comjoetit

The table below represents average domestic wHelpsaes of refined products in 2009, 2008 and7200

Change from Change from

2009 2008, % 2008 2007, % 2007

(in US dollars per metric tonne, except for figuirepercent)
FUel Oil....oceeiieeeee e 162.12 (32.1) 238.87 42.2 167.92
Diesel fuel.......ccooovviiiiiiiiieiieeee e 462.65 (37.8) 744.07 39.0 535.32
High-octane gasoline (Regular)............ 584.87 (22.2) 751.95 19.9 626.95
High-octane gasoline (Premium).......... 636.24 (26.0) 860.07 20.3 714.72

Source: InfoTEK (excluding VAT).
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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, the real devaluatiornhef ruble against the US dollar generally causesosts

to decrease in US dollar terms, and vice versa.appeeciation of the purchasing power of the USadol

in the Russian Federation calculated on the basiheo ruble-dollar exchange rates and the level of
inflation in Russia was 12.4% in 2009, compared2@®8. The year-end ruble-dollar exchange rate
exceeded the opening rate by 2.9%.

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

2009 2008 2007
Ruble inflation (CPI1), %0 ......ccouuiiiiiiiee e 8.9 13.3 11.¢
Change of the ruble-dollar exchange rate, % ...................... (2.9) (19.7) 6.8
Average exchange rate for the period
(ruble to US dollar) .........eeeeeiieiiiieeieeeeee e 31.72 24.86 25.5¢
Exchange rate at the end of the period
(ruble t0 US dolar) .........cueeueiiiiiiiiiiiiciicceeee 30.24 29.38 24.5¢
Tax burden

Given the relative size of our activities in Russiar tax profile is largely determined by the tsypayable

in Russia (based on records maintained under Ru$siaslation — not US GAAP). In 2009, 2008 and
2007, the tax charge on the operations in Russg@approximately 81%, 86% and 86% of our total tax
charge, respectively.

Apart of income tax, fundamental taxes specifith® oil industry in Russia are mineral extractian, t
excise and export tariffs. In addition to above timared taxes, we are subject to a number of otrarst
in Russia, including:

* social taxes * VAT
* property tax » other local and regional taxes

The effective rates of total taxes and tariffs gtabxes, including income taxes, taxes other than
income and excise and export tariffs, divided lypme before taxes and tariffs) for 2009, 2008 20@ir2
respectively, were 75%, 81% and 75%. In 2009, tpenses in Russia were about 43% of the domestic
and export sales revenue of Russian companie® @thup.

The measures that we use for tax planning and neamagt strategies have been based on our
understanding of tax legislation existing at theeiof implementation of these measures. We aresub)j
to tax authority audits on an ongoing basis, asoignal in the Russian environment, and, at times, t
authorities have attempted to impose significanditexhal taxes on us. We believe that we have
adequately met and provided for tax liabilities dth®n our interpretation of existing tax legislatio
However, the relevant authorities may have difigrimterpretations and the effects could be sigaiftc
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The following table represents average enacted fatetaxes specific to the oil industry in Rusiiathe
respective periods.

2009 Change to 2008 Change to 2007

2008, % 2007, %
Export tariffs on crude oil................. $/tonne  179.93 (49.3) 355.08 71.8 206.70
Export tariffs on refined products
Light distillates (gasoline), middle
distillates (jet fuel), diesel fuel and
gaSO0IlS ..vvveieiiiie e $/tonne  133.54 (46.9) 251.53 65.9 151.59
Liquid fuels (fuel oil).............cccn. $/tonne 71.93 (46.9) 135.51 66.0 81.64
Excise on refined products
Straight-run gasoline..................... RUR/tonne 3,900.0C 46.8 2,657.00 - 2,657.00
High-octane gasoline................... RUR/tonne 3,629.0C - 3,629.00 - 3,629.00
Low-octane gasoline..................... RUR/tonne 2,657.0C - 2,657.00 - 2,657.00
Diesel fuel ........couevevieiiiiiiiiieeemn, RUR/tonne 1,080.0C — 1,080.00 - 1,080.00
MOtOr OilS.....ccoveieieeieie e RUR/tonne 2,951.0C — 2,951.00 - 2,951.00
Mineral extraction tax
Crude Oil ....ocvvveiviiiiiiiiiiceiee RUR/tonne 2,302.85 (30.8) 3,328.35 34.6 2,472.67
Natural gas .........cccceeeecvveeereceeeannne. RUR/1,000mM  147.0C - 147.00 - 147.00

W Average values.

Tax rates set in rubles and translated at the geexachange rates are as follows:

Change to Change ta
2009" 2008 % 2008" 2007, % _ 2007Y
Excise on refined products
Straight-run gasoline..................... $/tonne  122.94 15.0 106.90 2.9 103.88
High-octane gasoline.................... $/tonne  114.40 (21.7) 146.01 2.9 141.89
Low-octane gasoline..................... $/tonne 83.76 (21.7) 106.90 2.9 103.88
Diesel fuel........ccoveeviiieieeiiieeee, $/tonne 34.04 (21.7) 43.45 2.9 42.23
MOtOr OilS.......cevveeiiiieeeeiies e, $/tonne 93.02 (21.7) 118.73 2.9 115.38
Mineral extraction tax
Crude Oil .....ooeevviiiiiiiiiii $/tonne 72.59 (45.8) 133.91 38.5 96.68
Natural gas .........cccceeeecveeereceeannne. $/1,000 ni 4.63 (21.7) 5.91 2.9 5.75

W Average values.

The rates of taxes specific to the oil industryRimssia are linked to international crude oil priees are
changed in line with them. The methods to deterrtiieerates for such taxes are presented below.

Crude oil extraction tax rate. During 2005-2008, the base rate was 419 rublespéric tonne extracted
and it was adjusted depending on the internatiamalket price of Urals blend and the ruble exchange
rate. The tax rate was zero when the average Ulamsl international market price for a tax peneas
less than or equal to $9.00 per barrel. Each $iedMarrel increase in the international Urals dlprice
over the threshold ($9.00 per barrel) resultedhiinarease of the tax rate by $1.61 per tonne etela(or
$0.22 per barrel extracted using a conversion faift@.33).

Effective from January 1, 2009, the tax rate catoh was changed. The base rate remained the same,
while the threshold crude oil price up to which th& rate is zero was raised from $9.00 to $1560 p
barrel. This leads to a $1.3 per barrel decreaseuite oil extraction tax expenses in Russia. Atlse list

of regions where, depending on the period and velofrproduction, the zero crude oil extraction itate
applies was extended. In particular, it now inchidéaspian offshore and the Nenetsky Autonomous
District, where the Group explores and producesdgatbons.
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Effective from January 1, 2007, the crude oil estitmn tax rate varies depending on the developrapdt
depletion of a particular oilfield. The tax ratezisro for extra-heavy crude oil and for crude odguced

in certain regions of Eastern Siberia, dependinghenperiod and volume of production. For crude oil
produced in other regions the tax rate calculatiescribed above should be multiplied by a coefficie
characterizing the depletion of a particular oitfieThe coefficient is equal to 1.0 for oilfieldsittv
depletion below 80%. Each 1% increase of depletibra particular oilfield above 80% results in a
decrease of the coefficient by 0.035. The minimuatue of the coefficient is 0.3. The depletion level
assessment is based on crude oil production aedvessinformation reported to the Russian goverimen

Natural gas extraction tax rate.The mineral extraction tax on natural gas proaucts calculated using
a flat rate. The current rate of 147 rubles peuslamd cubic meters of natural gas extracted has ibee
effect since January 1, 2006.

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 bleiw pver $15.00 results in an increase of the it
export duty rate by $0.35 per barrel exportedthéf Urals blend price is between $20.00 and $2pe00
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 $1.0bpeel
increase in the Urals blend price over $25.00 pereb results in an increase of the crude oil exgaty
rate by $0.65 per barrel exported.

Prior to October 1, 2008, the Russian governmengxggort tariff rates for two-month periods. Tlaes

in a specific two-month period were based on Ubbédad international market prices in the preceding
months. Thus, the calculation method that the Rnsgovernment employed to determine export tariff
rates resulted in a two-month gap between movenienteude oil prices and the revision of the export
duty rate based on those crude oil prices.

This method of calculation was amended in Septer@gbé8. The Russian government set the specific
crude oil export duty rate for October, Novembed &ecember 2008 at $372.20, $287.30 and $192.10
per tonne, respectively, in order to compensatecaihpanies the negative effect of sharply decreased
crude oil prices. Effective from December 2008, ¢hede oil export duty rate is revised monthly be t
basis of the immediately preceding one-month peofoctude oil price monitoring.

Export duty rates on refined products are set by the Russian government. The rate obrexjuty
depends on internal demand for refined productdmtednational crude oil market conditions.

Crude oil and refined products exported to CIS coutries, other than Ukraine and Belarus, are not
subject to export duties. Crude oil exported froos$ta to Belarus was subject to export duties tztled

in 2009 with the application of a coefficient 0.3®6335 in 2008) to the regular export duty ratebsethe
Russian government.

In 2010, under the agreement between the Russidgr&eon and Belarus, crude oil exported from Russi
to Belarus up to total amount of 6.3 million tonwéh not be subject to export duty. Volumes of deuoil
above this limit will be taxed at a regular expauty rate.

Excise on refined products.The responsibility to pay excises on refined paislin Russia is imposed on
refined product producers (except for straight-gasoline). In other countries where the Group dpsra
excises are paid either by producers or retailepedding on the local legislation.

Income tax. Before 2009, operations in the Russian Federatier® subject to an income tax rate up to
24%. The Federal income tax rate was 6.5% andetfiemal income tax rate varied from 13.5% to 17.5%
at the discretion of the individual regional adretrations. Starting on January 1, 2009, the Federal
income tax rate was decreased to 2.0% and thenaditcome tax rate varies between 13.5% and 18.0%.
The Group’s foreign operations are subject to tatahe tax rates applicable to the jurisdictiamsvhich
they operate.

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 of crude oil produatmmpanies to the markets is dependent on the eatent
diversification of the transport infrastructure aadcess to it. As a result, transportation cosaris
important macroeconomic factor affecting our nebime.
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Transportation of crude oil produced in Russiagfineries and export destinations is performed arily
through the trunk oil pipeline system of state-odr@AO AK Transneft (“Transneft”). Access to the
Transneft crude oil export pipeline network is eflted quarterly, based on recent volumes produced a
delivered through the pipeline and proposed exgestinations. The crude oil transported by Trartssef
Urals blend — a mix of crude oils of various queafit Therefore Russian companies that produce ailde
of a higher quality, cannot obtain benefits frorliisg it using Transneft's pipeline. Alternative @ss to
international markets bypassing Transneft's expautes can be obtained through railroad transysgrt,
tankers, and by the export infrastructure of oibducing companies. Our own export infrastructure
includes the Vysotsk terminal in the Leningrad oegi the Varandey terminal in the Nenetsky
Autonomous District and the Svetly terminal in #a&liningrad region. We use the offshore ice-resista
terminalin Varandey with annual capacity of 12 million t@snto export crude oil produced by our joint
venture with ConocoPhillips located in Northern &mPechora. Through the Svetly terminal we export
crude oil primarily produced by OOO LUKOIL-Kaliningdmorneft, our subsidiary operating in the
Kaliningrad region, and refined products. Its admapacity is 6 million tonnes. We use the Vysotsk
terminal to export refined products. In the future expect to use the terminal to export both caitland
refined products, depending on market conditionsréhtly it has a capacity of 12 million tonnes pear
and it can be expanded up to 15 million tonnesypar.

Transportation of refined products in Russia iSqraned by railway transport and the pipeline systdm
OAO AK Transnefteproduct. The Russian railway isfracture is owned and operated by OAO Russian
Railways. Both these companies are state-owned.id8&estransportation of refined products,
OAO Russian Railways provides oil companies withder oil transportation services. We transport the
major part of our refined products by railway traos.

As the activities of the above mentioned comparfiédisunder the scope of natural monopolies, the
fundamentals of their tariff policies are defingdthe state authorities to ensure the balancetefasts of
the state and all participants in the transpomagimcess. Transportation tariffs of natural moriggcare
set by the Federal Service for Tariffs of the Raisdrederation (“FST”). The tariffs are dependent on
transport destination, delivery volume, distanc&rafisportation, and several other factors. Changts
tariffs depend on inflation forecasts by the Minjstf Economic Development of the Russian Fedenatio
the investment needs of owners of the transpomtastfucture, other macroeconomic factors, and
compensation of economically reasonable expensarrigd by entities of the natural monopolies. Tarif
are revised by the FST at least annually.
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Year ended December 31, 2009, compared to years eddDecember 31, 2008 and
December 31, 2007

The table below details certain income and expéeses from our consolidated statements of income fo
the periods indicated.

2009 2008 2007
(millions of US dollars)

Revenues
Sales (including excise and export tariffS) ....ccccocvvvvierieeeeiiiiciiinen. 81,083 107,680 81,891
Costs and other deductions
OPErating EXPENSES ....cceeeeiieiiiiiiieee e cecerae e e e s e et e e e e e e e s e raeeaaaaeas (7,124) (8,126) (6,172)
Cost of purchased crude oil, gas and products.... (31,977) (37,851) (27,982)
Transportation EXPENSES ........cciiieeeiiiiimmeeeeeeeeeeaaaaaaaaeneeeeeeaaaaaaaannns (4,830) (5,460) (4,457)
Selling, general and administrative eXpenses..........ccccceeevvevvvveennn. (3,306) (3,860) (3,207)
Depreciation, depletion and amortization .........eeeeeeeeeiecivnneenn.. (3,937) (2,958) (2,172)
Taxes other than income taxes (6,474) (13,464) (9,367)
Excise and export tariffs..............c.cceeceee (13,058) (21,340) (15,033)
EXPIOration @XPENSE........cciiiiuiiiiiiie s cmmmme ettt e e e e e s e e e e e e e e (218) (487) (307)
Loss on disposals and impairments of aSSetS..cceaaaciviiiiuiiieeeeneennnn. (381) (425) (123)
Income from operating actiVitieS............oociceeevieiiereeei e 9,778 13,709 13,071
INEErEST EXPENSE ..ottt eerreee e e e e e e e e e (667) (391) (333)
Interest and dividend INCOME ..........ooiivceeeee e 134 163 135
Equity share in income of affiliates .........cmviveiieiieeiiiiiiiiiieeeee, 351 375 347
Currency translation (I0SS) gain............eieeeccceeeeeiiiiiiiieee e (520) (918) 35
Other NoN-0perating EXPENSE ........ooiiuuuieeeee et e e (13) (244) (240)
INncome before INCOME tAXES ........cviveiiiee et 9,063 12,694 13,015
CUIMENt INCOME TAXES .....iiiiiiieeeee e e e et e e e e e e entnebeeeeaaeeeeaannns (1,922) (4,167) (3,410)
Deferred income taxes.............ocecuuee (72) 700 (39)
Total income tax expense (1,994) (3,467) (3,449)
L= AT (0101 41T 7,069 9,227 9,566
Less: net income attributable to noncontrollingiests...................... (58) (83) (55)
Net income attributable to OAO LUKOIL........cooevuiivieiiieeeiieeee, 7,011 9,144 9,511
Basic and diluted earning per share of common saticlbutable to
OAO LUKOIL (in US dOlIArs) ........ccouriuvieiiimeae e eiieeeesniiee e 8.28 10.88 11.48

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

Sales breakdown

2009

2008

2007

(millions of US dollars)

Crude oil
Export and sales on international markets other €& 18,276 22,382 18,346
Export and salesS t0 CIS........ciiiiiiiiiiii e 1,638 1,625 912
DOMESLIC SAIES .....ccceeeeeiiiiiiiiieeeeeeee s 735 600 440
20,649 24,607 19,698
Refined products
Export and sales on international markets
WHROIESAIE.......ccco ittt 38,023 50,553 37,971
1= | N 8,865 11,989 9,183
Domestic sales
Wholesale 3,820 8,049 5,862
] ¢= | N 4,281 5,823 3,721
54,989 76,414 56,737
Petrochemicals
Export and sales on international Markets ... ...ccccceeerinniiiieneee.n. 574 1,232 1,569
DOMESLIC SAIES ......cceeeeeiiiiiiiiiieeeeeee e 514 880 733
1,088 2,112 2,302
Gas and gas products
Export and sales on international Markets ... ....ccccceeeeriniiiiieeeen.n. 1,091 926 562
DOMESLIC SAIES ......cceeeeeeiiiiiieieeeeeee s 548 985 831
1,639 1,911 1,393
Other
Export and sales on international Markets ........cveeeeeeeeieiiiiineeenn.n. 1,031 1,286 947
DOMESLIC SAIES .. .ceeeiiie ettt et e e e e e e et e eeaas 1,687 1,350 814
2,718 2,636 1,761
TOLAl SAIES .vvvvvieiiiiieiie e 81,083 107,680 81,891
Sales volumes 2009 2008 2007

Crude oil (thousands of barrels)
Export and sales on international markets other @& ......................... 305,273 242,784 268,974
Export and SaleS t0 CIS..... ..o ceeee e 39,106 31,629 19,879
DOMESLIC SAIES .. .cveiie ettt e e e e e et e e et e eeaas 21,909 15,408 11,757

366,288 289,821 300,610

Crude oil (thousands of tonnes)
Export and sales on international markets other @& ......................... 41,647 33,122 36,695
Export and sales to CIS 5,335 4,315 2,712
DOMESLIC SAIES .. .cveeieie ettt et e e e e et e e et e eeaas 2,989 2,102 1,604

49,971 39,539 41,011

Refined products
Export and sales on international markets

(thousands of tonnes)

Wholesale 76,885 67,669 64,394

RETAIL ...t 7,863 8,200 7,910
Domestic sales

Wholesale 9,796 13,314 13,704

RETAIL ...ttt 6,216 5,964 4,853

100,760 95,147 90,861

Total sales volume of crude oil and refined products............................ 150,731 134,686 131,872

16



Realized average sales prices
2009 2008 2007
($/barrel) ($/tonne)  ($/barrel) ($/tonne) ($/barrelp/ténne)

Average realized price international

Oil (excluding CIS)........ccocovveernnenn. 59.87 438.84 92.19 675.76 68.21  499.96
Ol (CIS) eveeieiiiieeeeie e 41.89 307.05 51.38 376.58 45.86 336.15
Refined products
Wholesale ........ccoooiiiiiiiiiiicees 494.55 747.06 589.66
Retail.......cccoviiieee e 1,127.44 1,462.14 1,160.90
Average realized price within Russia
Ol 33.56 245.97 38.97 285.66 37.43 274.37
Refined products
Wholesale ........cccocviiiiiiiiiieeene. 389.92 604.55 427.74
Retail........ccoooevviiiiiiiiiaeiicccs 688.74 976.40 766.67

During 2009, our revenues decreased by $26,597omilbr by 24.7%, compared to 2008 (in 2008
increased by $25,789 million, or by 31.5%, compated2007). Our revenues from crude oil sales
decreased by $3,958 million, or by 16.1% (in 20@8eased by $4,909 million, or by 24.9%, compaced t
2007). Our revenues from sales of refined proddetseased by $21,425 million, or by 28.0% (in 2008
increased by $19,677 million, or by 34.7%, compaced007). In 2009, the decrease in sales revemse w
due to sharp decrease in hydrocarbon prices, cadpar2008. Moreover, the devaluation of the ruble
against the US dollar also seriously affected aerage realized prices in Russia.

At the same time, we increased crude oil productod trading, which raised our crude oil sales by
26.4% in terms of volumes. The increase in crudepmduction was a result of commencement of
production on the Yuzhnoye Khylchuyu oil field inugust 2008, from which we produced about
7.0 million tonnes in 2009, compared to 1.5 milltonnes in 2008.

We also increased our refined product sales outsidRussia in terms of volumes by 11.7%, mainly due
to commencement of processing at ISAB and TRN.Q892 our share of production at these refineries
amounted to 6.2 million tonnes and 1.5 million tesnrespectively. In 2008, we produced 0.6 million
tonnes at ISAB.

Sales of crude oil and refined products on intéonal markets, including the CIS, accounted ford84.
of the total sales volume in 2009 (84.1% in 2008 &4.7% in 2007).

Sales of crude oil

2009 vs. 2008

Our total crude oil sales revenues decreased ¥d.6We sell crude oil to third parties mostly odési
Russia and CIS, the international sales revenué&hwdiccounted for approximately 88.5% of our total
crude oil sales revenue in 2009 and 91.0% in 26868reased by 18.3% due to a decrease in sales price
by 35.1%. At the same time, the volume of intenadl crude oil sales increased by 25.7% due to
increased crude oil trading and export from Russia.

In 2009, we increased the volume of domestic dalégnefit from current market conditions.

In 2009, our revenue from export of crude oil fr®ussia both to the Group companies and third partie
amounted to $17,485 million.

2008 vs. 2007

The 24.9% increase in our total crude oil sales\f&D07 to 2008 was attributable primarily to arréase

in our international crude oil sales revenues (gdiclg CIS). This sales revenue, which accounted for
approximately 91.0% of our total crude oil salegeraie in 2008 and 93.1% in 2007, increased by 22.0%
primarily due to an increase in sales prices b%@b.At the same time the volume of internationalder

oil sales decreased by 9.7%, compared to 2007 esult of decreased crude oil production and irsgda
crude oil refining in Russia.
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Sales of refined products

2009 vs. 2008

In 2009, our revenue from the wholesale of refingeducts outside of Russia decreased by
$12,530 million, or by 24.8%, compared to 2008, ttudecreased average realized price by 33.8%heAt t
same time, commencement of crude oil refining &B%nd TRN and expansion of trading activities led
to an increase in volumes sold by 13.6%.

In 2009, our revenue from international retail salecreased by $3,124 million, or by 26.1%, cong&oe
2008, mainly due to a decrease in average retagpby 22.9%. Sales volumes also decreased faolgpwi
the negative economic situation.

In 2009, our revenue from the wholesale of refiprdducts on the domestic market decreased by
$4,229 million, or by 52.5%, compared to the presigear, due to a decrease in the average regirxed

by 35.5%, and a decrease in volumes sold by 3fad@sand tonnes, or by 26.4%. The decrease in volume
sold was a result of decreased domestic purchamkmareased refined product exports from Russia by
7.7%.

In 2009, our revenue from retail sales in Russiereiesed by $1,542 million, or by 26.5%, compared to
the 2008, due to a decrease in prices. In 2009etaill sales revenue was 52.8% of total refinemipcts
sales in Russia (in 2008 — 42.0%).

In 2009, our revenue from export of refined produtbm Russia both to Group companies and third
parties amounted to $11,414 million.

2008 vs. 2007

In 2008, our revenue from the wholesale of refipestducts outside Russia increased by $12,582 mijllio
or by 33.1%, compared to 2007, mainly due to areim&e in the average realized price.

In 2008, our revenue from international retail satereased by $2,806 million, or by 30.6%, compdce
2007, mainly due to an increase in average retakp by 25.9%. The increase of retail sales vokime
outside Russia amounted to 290 thousand tonné&s7%6. This increase was attributable to the exjpansi
of our retail network. In 2008, we acquired pestations in Turkey, petrol stations and storagdities

in Bulgaria, besides, in the second quarter of 200& acquired petrol stations in seven European
countries. Our international retail sales includpmies of refined products to third party retagtworks
under long-term contracts with pricing similar &dail pricing.

In 2008, our revenue from the wholesale of refiprdducts on the domestic market increased by
$2,187 million, or by 37.3%, compared to the pregigear, due to an increase in the average realized
price by 41.3%.

In 2008, our revenue from retail sales in Russ@eased by $2,102 million, or by 56.5%, compared to
2007, due to an increase both in sales volumegsdods. Revenue from retail sales was 42.0% af tot
refined products sales in Russia in 2008 (in 2038.8%).

Sales of petrochemical products
2009 vs. 2008

In 2009, our revenue from sales of petrochemicallpcts decreased by $1,024 million, or by 48.5%,
compared to 2008. This resulted from a decreagzides by 35.8% and a decrease in sales volumes by
19.7%. The decrease in volumes resulted from geogehauls at our Russian plants and a temporary
shutdown of our petrochemical plant Karpatnaftochi@. in Ukraine, which was stopped for
modernization and construction of a chlorine anastia production line in May 2008. Besides, theraite
negative situation on the world petrochemical merked to a decrease in sales volumes.

2008 vs. 2007

In 2008, our revenue from sales of petrochemicaldpcts decreased by $190 million, or by 8.3%,
compared to 2007. This resulted from the decreasgales volumes by 15.5%. At the same time the
prices increased by 8.6%. The decrease in volupmsgdted from a temporary shutdown of our Ukrainian
petrochemical plant Karpatnaftochim Ltd. In May 80@his plant was stopped for modernization and
construction of chlorine and caustic productioreliMoreover, overall negative situation on the dorl
petrochemical markets led to decrease of the saleses.
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Sales of gas and gas products
2009 vs. 2008

In 2009, sales of gas and gas refined productedeed by $272 million, or by 14.2%, compared ta3200
Gas products sales revenue decreased by $158mitiioby 13.2%, primarily as a result of decrease i
prices. Natural gas sales revenue amounted to ®ilidn — a decrease of 17.2%, compared to 2008.
Decrease in domestic sales volumes and sellingpri@re partly compensated by an increase in eghaliz
selling price in Uzbekistan.

Our major purchaser of natural gas produced inRbesian Federation is Gazprom. In 2009, we sold
5,936 million cubic meters of natural gas to Gampi(@,856 million cubic meters in 2008). The average
realized price decreased by 21.6% to $33.4 pel0lcQbic meters as a result of the ruble devaluation

2008 vs. 2007

In 2008, sales of gas and gas refined products ateduo $1,911 million, which is 37.2% more than in
2007. This was due to an increase in gas produatsnatural gas sales revenues. Gas products sales
revenue increased by $215 million, or by 21.9%, parad to 2007, mainly as a result of an increase in
prices for gas products both in Russia and abidatural gas sales revenue amounted to $690 m{iéian
increase of 77.4%, compared to 2007). This increese a result of the commencement of natural gas
production in Uzbekistan and Azerbaijan, and angase in average realized prices in Russia.

Sales of other products

Other sales include revenue of our electric povegregating companies, non-petroleum sales through ou
retail network, and other services provided anddgonot related to our primary activities (such as
electricity, heat, transportation, etc.) sold by production and marketing companies.

2009 vs. 2008

In 2009, our other sales increased by $82 millamrhy 3.1%. The increase was a result of scalingwp
power generating and distribution sector, which gyaé in the Group with the acquisition of TGK-8 in
May 2008. At the same time, this was partially eff®y decrease in other sales outside of Russia
primarily through retail stations and transportatigervices, and effect of devaluation of the ruble
Russia.

During 2009, sales of goods and other products foam retail stations amounted to $568 million, a
decrease of $45 million from the level of 2008. sThias mainly because of an overall decrease of such
sales outside of Russia as a result of the adweaseoeconomic environment.

2008 vs. 2007
In 2008, other sales increased by $875 milliorhy#9.7%.

During 2008, sales of goods and other products fowm retail outlets amounted to $613 million, an
increase of $188 million above the level of 200hisTwas mainly attributable to the expansion of our
retail network.

The Group develops its electric power businessatlélsales increased by $528 million, compared to
2007, mainly as a result of the acquisition of T8K-
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Operating expenses

Operating expenses include the following:

2009 2008 2007
(millions of US dollars)

Hydrocarbon extraction EXPENSES ............ceccmmmvvreisinerrereeneenennnn, 2,787 3,208 2,757
OWN refiNiNg EXPENSES......ccovi i ccmmmmmei et e e e e 923 1,115 880
Refining expenses at third parties and affiliatdthegies................ 713 439 242
Excise included in processing fee paid to thirdipamefineries...... 54 116 158
Petrochemical EXPENSES ...........ueviieee s veveereeae e e s s s 127 235 272
Expenses on crude oil transportation to refineries..................... 955 1,072 848
Other operating EXPENSES ..........uuueeeies e eeeeeeeaneereeeeeaaeesmmns 1,781 1,691 1,271
7,340 7,876 6,428

Change in operating expenses in crude oil and kfimeducts
inventory originated within the Groffp............ccccoeveeveeee (216) 250 (256)
Total Operating EXPENSES ...cc..uvvvvieieieeieeeeiiiiieeeeeeeeeeiveeeeeee e 7,124 8,126 6,172

@ The change in operating expenses in crude oirefined products inventory originating within thed@p includes
extraction and refining expenses related to crubdenal refined products produced by the Group dutire reporting
period, but not sold to third party.

Compared to 2008, operating expenses decreasedL b2 million, or by 12.3%, which is mainly
explained by general decrease in operating expendeassia due to the ruble devaluation. At theesam
time, refining expenses at third party and affhtrefineries increased significantly due to the
commencement of refining crude oil at ISAB at thel ef 2008 and at TRN in September 2009.

Hydrocarbon extraction expenses

Our extraction expenses include expenditures ikléderepairs of extraction equipment, labor costs,
expenses on artificial stimulation of reservoitglfand electricity costs, property insurance dfaetion
equipment and other similar costs.

2009 vs. 2008

In 2009, our extraction expenses decreased by $aillibn, or by 13.1%, compared to 2008, despite
increased crude oil production by 2.5% and an aemen expenses for power supply. The decrease was
mainly a result of the effect of the real ruble aenation against the US dollar. Our average hydimra
extraction cost decreased from $4.12 to $3.56 (@ Bor by 13.6%, compared to 2008.

2008 vs. 2007

In 2008, our extraction expenses increased by $4ilibn, or by 16.4%, compared to 2007. The inceeas
resulted from the effect of the real ruble apprémiragainst the US dollar, increased expensesrfergy
supply, materials, artificial stimulation of reseins and labor. Our average hydrocarbon extraatimst
per BOE increased from $3.58 to $4.12, or by 15.¢émnpared to 2007. At the same time in the forth
quarter of 2008 our extraction cost decreased 11%der barrel, compared to $4.29 per barrel irthive
quarter of 2008 due to the ruble devaluation.

Own refining expenses

2009 vs. 2008
In 2009, our refining expenses decreased by $189@mior by 17.2%, compared to 2008.

Refining expenses at our domestic refineries deectay 14.2%, or by $111 million, mainly as a restil
the devaluation of the ruble against the US ddlad cost cutting program implemented since thettiour
guarter of 2008. This was despite an increase Wwepgsupply and overhaul costs.

Refining expenses at our international refineriesrdased by 24.3%, or by $81 million. This resulted
mainly from a decrease in the cost of power suglpur refinery in Bulgaria. In 2009, we produced
energy from our own resources, while, in 2008, wechased gas for this purpose from third party.
Besides, decreased production and changes of ttieaege rates of local currencies to the US dollar
additionally decreased our refining expenses abroad
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2008 vs. 2007
In 2008, refining expenses increased by $235 millar by 26.7%, compared to 2007.

Refining expenses at our domestic refineries irsédy 19.8%, or by $129 million, mainly as a resél
increased expenses for power supply, real rubleregfgiion against the US dollar and increased
production volumes.

Refining expenses at our international refinerimaeased by 46.5%, or by $106 million. This reslite
mainly from increased expenses for power supply,etffect of appreciation of the exchange ratedef t
Romanian and Bulgarian currencies to the US dadlad an increase in production volumes mainly as a
result of commencement of operations of Odessaawgfiafter a wide-scale upgrade.

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.

2009 vs. 2008

Due to commencement of crude oil refining at ISABdalrRN we doubled the processing volumes
compared to 2008. However, this was partially conspéed by a decrease of processing costs and
decreased volumes in Russia and Belarus. ThusQ@8 Pefining expenses at third party and affiliated
refineries increased by 62.4%, compared to 2008.

2008 vs. 2007

In 2008, refining expenses at third party and iatild refineries increased by 81.4%, compared 07 28s
a result of increased refining costs in Russia &natlinked to crude oil prices. Also, we increasgfthing
volumes in Belarus, and, in December 2008, we comaee crude oil refining at ISAB.

Petrochemical operating expenses

2009 vs. 2008

In 2009, operating expenses of our petrochemicaipamies decreased by $108 million, or by 46.0%,
compared to 2008, due to a general decrease olgtiod volumes. In May 2008, we stopped our
Ukrainian petrochemical plant Karpatnaftochim Lftst. modernization and construction of a chlorine an
caustic production line.

2008 vs. 2007

In 2008, operating expenses of our petrochemicaipamies decreased by $37 million, or by 13.6%,
compared to 2007, due to decrease of productionnved. The decrease resulted from a temporary
shutdown of our petrochemical plant Karpatnaftochitd. in Ukraine. In May 2008, this plant was
stopped for modernization and construction of dhieoand caustic production line.

Expenses for crude oil transportation to refineries

2009 vs. 2008

Expenses for crude oil transportation to refinemiesreased in 2009 by $117 million, or by 10.9%,
compared to 2008, due to a decrease in transporttdriffs as a result of a real ruble devaluation
Russia (see Transportation expenses below), anmtjehia crude oil supply structure — an increasthn
proportion of crude oil we purchased from third tigee. The price of purchased crude oil typically
includes transportation costs, and the crude giuchased from a source geographically closeheo t
destination refinery than crude oil from our owguction.

2008 vs. 2007

Expenses on crude oil transportation to refineifeseased in 2008 by $224 million, or by 26.4%,
compared to 2007, due to an increase in transpwortriffs and volumes transported.
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Other operating expenses

Other operating expenses include expenses of thap&r upstream and downstream enterprises that do
not relate to their core activities, namely salfslectricity, heat, transportation services, otheods, etc.,
operating expenses of our gas processing plamtsa$ts of other services provided and goods sotilib
marketing companies, operating expenses of our p@eeerating companies and of other non-core
businesses of the Group.

2009 vs. 2008

In 2009, our other operating expenses increase@90y million, or by 5.3%, compared to 2008. The
increase was a result of scaling up our power geimgr and distribution sector, which emerged in the
Group with the acquisition of TGK-8 in May 2008. Wever, this was partially compensated by the ruble
devaluation, decrease in expenses related to séhes through petrol stations and transportatiovices
outside of Russia.

2008 vs. 2007

In 2008, our other operating expenses increase®4B® million, or by 33.0%, compared to 2007. This
was due to a general increase in other sales iimgjugtowth of transportation and other servicessjated

by the Group in the international segment. Halftbé increase of other operating expenses was
attributable to changes in the Group structurenipdo the acquisition of TGK-8 in May 2008.

Cost of purchased crude oil, gas and products

2009 vs. 2008

Cost of purchased crude oil, gas and products dsede by $5,874 million in 2009, or by 15.5%,
compared to 2008, due to a decrease in internatwode oil and refined products prices. The effafct
decreased prices was partly compensated by amseia purchases due to scaling up trading opesatio
outside of Russia, especially in the fourth quanfe2009.

Cost of purchased crude oil, gas and productsdeslihe result of hedging of international crudeand
refined products sales. In 2009, we recognized &l $7illion expense from hedging, compared to a
$902 million gain in 2008.

2008 vs. 2007

Cost of purchased crude oil, gas and productsasee by $9,869 million in 2008, or by 35.3%, corepar
to 2007, due to increases in international crutiamad refined products prices and in volumes oflerail
purchases.

Cost of purchased crude oil, gas and productsdesldhe result of hedging of international crudeand
refined products sales. In 2008, we recognizedC& $8illion gain from hedging, compared to an exjgens
of $575 million in 2007.

Cost of purchased crude oil, gas and products declupurchases of natural gas and fuel oil to supply
TGK-8.

Transportation expenses

2009 vs. 2008

In 2009, our transportation expenses decrease®®y fillion, or by 11.5%, compared to 2008. Thiswa
primarily due to a decrease in freight rates arlvag transportation tariffs in Russia. It should boted
that ruble denominated transportation tariffs irsfta increased in 2009, but this increase wastdffge
the ruble devaluation.

Our actual transportation expenses related to coildend refined products deliveries to various @xp
destinations, weighted by volumes transported, ghdnin 2009, compared to the previous year, as
follows: crude oil pipeline tariffs increased byo®%, railway tariffs for refined products transpdida
decreased by 10.9%, crude oil and refined prodéretight rates decreased by 42.3% and 50.1%,
respectively.

2008 vs. 2007

In 2008, our transportation expenses increased1b§08 million, or by 22.5%, compared to 2007. This
was due to an increase in transportation tarifts@moverall increase in refined products salesmek in
Russia and internationally.
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Our actual transportation expenses related to coildend refined products deliveries to various @xp
destinations, weighted by volumes transported, gbdnin 2008, compared to the previous year, as
follows: crude oil and refined products freightamincreased by 15.7% and 20.4%, respectivelygecoild
pipeline tariffs increased by 15.9%; railway tagifr refined products transportation increased2%%.

Selling, general and administrative expenses

Selling, general and administrative expenses irclgeineral business expenses, payroll costs (ergudi
extraction entities’ and refineries’ productionftzosts), insurance costs (except for propertyiiasce
related to extraction and refinery equipment), €adtmaintenance of social infrastructure, movenient
bad debt provision and other expenses.

2009 vs. 2008

In 2009, our selling, general and administrativgpemses decreased by $554 million, or by 14.4%,
compared to 2008. The decrease was primarily ddleetalevaluation of the ruble. Nevertheless, thas w
partially offset by the increase of expenses faration of allowance for bad debts and the effect of
changes in the Group’s structure.

2008 vs. 2007

In 2008, our selling, general and administrativgpemses increased by $653 million, or by 20.4%,
compared to 2007. The growth was mainly due to meale appreciation, expansion of our activitieshbo
in Russia and internationally, and an overall iaseein selling expenses.

Depreciation, depletion and amortization

Depreciation, depletion and amortization expensekide depletion of assets fundamental to prodogctio
depreciation of other productive and non-productissets and certain intangible assets.

2009 vs. 2008

Our depreciation, depletion and amortization expenscreased by $979 million, or by 33.1%, compared
to 2008. The increase was a result of the Comparapial expenditures and the corresponding inereas
in depreciable assets, in particular due to puitingroduction the Yuzhnoye Khylchuyu oil field.

2008 vs. 2007

Our depreciation, depletion and amortization expsnscreased by $786 million, or by 36.2%, compared
to 2007. The increase was a result of the Comparapial expenditures and the corresponding inereas
in depreciable assets, in particular due to puttingroduction the Yuzhnoe Khylchuyu oil field. Bass,

the decrease of our proved reserves resulted inaease in depreciation of our oil and gas praayci
assets.

Exploration expenses
2009 vs. 2008

During 2009, exploration expense decreased by $2i6®n, or by 55.2%, compared to 2008. Dry hole
costs decreased by $200 million to $117 million.

In 2009, we charged to expense the cost of a diyyiweSaudi Arabia totaling $56 million. Also, we
expensed dry hole costs related to our projectz@raijan in the amount of $9 million.

In 2009, we charged to expense $30 million as édists related to first phase of drilling an explora
well in Ghana.

Dry hole costs in Russia amounted to $22 milliaimprily relating to Western Siberia.

2008 vs. 2007

During 2008, exploration expense increased by $hBon, or by 58.6%, compared to 2007. Dry hole
costs increased by $174 million to $317 million.
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In 2008, we charged to expense the costs of thneevellls in Saudi Arabia totaling $122 million. Als
we expensed dry hole costs related to our projadt&azakhstan and Columbia in amount of $20 million
and $45 million, respectively. The amount of $93lion was charged to expense in the fourth quaster
2008 in regard of our project Yalama in Azerbaijan.

Interest expense

2009 vs. 2008

In 2009, interest expense amounted to $667 milldmich is 70.6% more than in the previous yearsThi
was a result of the termination of interest cajztdion related to assets in Timan-Pechora after
completion of their construction and a generaléase in our indebtedness and cost of borrowinggalue
unfavorable situation on capital markets (see ldigyiand capital resources — Financing activities).

2008 vs. 2007

In 2008, interest expense amounted to $391 millidrich is $58 million, or 17.4%, more than in pi&ays
year. In 2008, interest expense was affected byitetion of interest capitalization related to aért
assets in Timan-Pechora due to completion of ttwistruction and general increase in our indebtsine

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 marggeh Kazakhstan and refining operations in Europe
Our largest affiliates are Turgai Petroleum, an levgiion and production company operating in
Kazakhstan, and ISAB and TRN refineries. In the eh@009, we increased our share in LUKARCO
from 54% to 100%, thus increasing our stake in Tammgvroil, an exploration and production joint-
venture in Kazakhstan, to 5%.

2009 vs. 2008
Compared to 2008, our share in income of affiliatesreased by $24 million, or by 6.4%.
2008 vs. 2007
Compared to 2007, our share in income of affiliateseased by $28 million, or by 8.1%.

Currency translation (loss) gain

2009 vs. 2008

In 2009, currency translation loss amounted to $#lon, of which $437 million refer to the Russia
segment of the Group, and $83 million — to therima&onal segment.

2008 vs. 2007

In 2008, currency translation loss amounted to $®dlBon, of which $631 million refer to the Russia
segment of the Group, and $287 million — to thenmational segment. Those losses mostly referdo th
fourth quarter results.

The main reasons for those losses were decredbe dS dollar value of the ruble-nominated accounts
receivables, advances, VAT recoverable, other taxepaid (less value of ruble-nominated liabilitjes
and fluctuations of euro-dollar exchange rate, Whitfected results of some operations performethby
Group outside of Russia.
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Taxes other than income taxes

2009 2008 2007
(millions of US dollars)

In Russia
Mineral eXtraCtion tAXES.........ciivuuriiietee e e e e e e e e enias 5,399 12,267 8,482
Social security taxes and contributions ......cccceeeoiooiiiiiiiiiiienen, 330 435 385
PIOPEITY 18X .. iiiiiiiiiiiiiiiiiiiieiirereses s e e eeeeeeesesesaeasaseeeeesererereenenes 438 374 284
(01 01T g = (=SSR 92 180 105
TOtal IN RUSSIA....ciiiiiiiiiiiiiie e 6,259 13,256 9,256
International
Mineral eXtracCtion taXES......cceeieieiiiesimmmmmm e e e eeeeeeeeeeeeee e e ee e e eeeeeeens 53 - -
Social security taxes and contributions ......cccceeeoioiiiiiiiiiiiiene, 69 77 57
PIOPEITY 18X ... eiiiiiiiiiiiiiiiiiitieieeeees e e e e e e e e e eeeeaeeeaeeeeeeeeeeeeeeeneees 32 31 29
(01 01T g = (=SSR 61 100 25
Total internationally ............coooiiiiiiiii e 215 208 111
TOMAD .t e e 6,474 13,464 9,367

2009 vs. 2008

In 2009, taxes other than income taxes decreasesili9¢6, or by $6,990 million, compared to 2008,
mainly due to a decrease in mineral extractiondareRussia. This is explained by a decrease inake
rate resulting from the low level of crude oil @& Moreover, the change in the tax rate calculatio
effective from January 1, 2009 led to approximat&lp4 million decrease in the extraction taxesedéiff
from the application of the zero tax rate for cruaeproduced mainly in Timan-Pechora and Western
Siberia and decreased rate for depleted oilfieldsd approximately $961 million tax reduction.

2008 vs. 2007

In 2008, taxes other than income taxes increased3o¥%, or by $4,097 million, compared to 2007,
mainly due to an increase in mineral extractionresulting from an increase in the crude oil extoac
tax rate.

Excise and export tariffs

Our excise and export tariffs include taxes onssaferefined products and export tariffs on thearkof
crude oil and refined products.

2009 2008 2007
(millions of US dollars)

In Russia
Excise tax and sales taxes on refined productS.........ccccuvuee.. 763 956 734
Crude oilexport tariffs..............c........ 6,251 11,911 8,160
Refined productsxport tariffs 2,30¢ 4,119 2,654
TOtal IN RUSSIA....ciiiiiiiieiiiiie e 9,320 16,986 11,548
International
Excise tax and sales taxes on refined productS.........cccuvuee... 3,524 3,984 3,468
Crude 0ileXPOort tariffS.........coocveeeiiieee et e 107 143 -
Refined productsxport tariffs............cccoevviiiriieei s 107 227 17
Total internationally ............coooiiiiiiiii e 3,738 4,354 3,485
TOMAD .t e e 13,058 21,340 15,033
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2009 vs. 2008

In spite of an increase in crude oil and refineddpicts export volumes, export tariffs decreased by
$7,629 million, or by 46.5%, compared to 2008, thuthe decrease in tariff rates in Russia becafiteeo
crude oil prices decline. The decrease in excisdRussia was due to the ruble devaluation. Despite
fact that the changes in the Group structure dmmied $101 million to the excise increase, our
international excises decreased by $460 milliorhyf1.5%, compared to 2008. Such a fall was dtresu
of a decrease in sales volumes of refined prodsuibject to excise taxes and decrease in exciss, rate
caused mainly by the changes of the exchange ahtesal currencies to the US dollar.

2008 vs. 2007

In spite of a decrease in crude oil export volunegport tariffs increased by $5,569 million, or %i.4%,
compared to 2007, due to the increase in tariffsat

The growth in international excises was mainly daethe increase in volumes sold as a result of
expansion of our retail network in Europe, the apjation of the Euro against the US dollar, asetkase
rates in most European countries we operate irithier denominated in Euro or tied to it.

Loss on disposals and impairments of assets

2009 vs. 2008

In 2009, loss on disposals and impairments of assabunted to $381 million, compared to $425 mmillio
in 2008.

As a result of an impairment test of exploration gmoduction assets performed in December 2009, the
Company recognized an impairment loss of $238 anilfor certain properties in the Timan-Pechora and
Central European regions of Russia. The Group aswmgnized an impairment loss in amount of
$63 million related to our project in Iran due twapability of undertaking further works becausehef
threat of economic sanctions of the US Governnigesides, we charged to expense $33 million related
to realization of Atashsky project in Kazakhstan.

2008 vs. 2007

In 2008, loss on disposals and impairments of assabunted to $425 million, compared to $123 mmillio
in 2007.

In 2008, the loss included $156 million relatedrtgairment of certain oil and gas assets locateithén
Timan-Pechora region. The impairment resulted feodecrease in crude oil reserves due to revision of
geological models. The loss also included $171lianilrelated to impairment of goodwill and certain
retail assets in the United States and Serbiaaltifeetchange in the economic environment.

The losses also include the financial result fragpasals of a number of non-core assets and ingaligl
insignificant impairments of non-performing busigemits.

Income taxes

2009 vs. 2008

In 2009, our total income tax expense decreaseRiLixy73 million, or by 42.5%, compared to 2008, tue
the decrease in income before income tax by $3@Bibn, or by 28.6%.

In 2009, our effective income tax rate was 22.0&tmpared to 27.3% in 2008, which is higher than the
maximum statutory rate for the Russian Federa®34 in 2009 and 24% in 2008).

2008 vs. 2007
In 2008, our total income tax expense increasedili@ymillion, or by 0.5%, compared to 2007.

In 2008, our effective income tax rate was 27.3&mgared to 26.5% in 2007, which is higher than the
maximum statutory rate for the Russian Federa2did4).

Starting from January 1, 2009, the income tax iratbe Russian Federation was decreased from 2th0%

20.0%. Moreover, starting from 2009, the tax burdermreduced in Kazakhstan. As a result of this
amendment we recalculated the deferred tax asaetdiabilities as of December 31, 2008 at reduced
income tax rates, which resulted in $299 milliorirafome tax benefit in 2008.
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Reconciliation of net income to EBITDA (earnings bfore interest, income taxes, depreciation and
amortization)

2009 2008 2007
(millions of US dollars)
NEL INCOME....ee e 7,011 9,144 9,511
Add back:
INCOME taX EXPENSE ....oviiiiiiieeiieeeee e 1,994 3,467 3,449
Depreciation and amortization ..........c.ccceeeecceeeeeerines 3,937 2,958 2,172
INtErest EXPENSE.....uuiiiiiiieiie i 667 391 333
Interest and dividend iNCOME ..............ciimmmemvevivinnnns, (134) (163) (135)
EBITDA ..o 13,475 15,797 15,330

EBITDA is a non-US GAAP financial measure. EBITD# defined as net income before interest, taxes
and depreciation and amortization. The Companyetbed 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 taumand
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 gexid 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

2009 2008 2007
(millions of US dollars)
Net cash provided by operating activities ... . ..cooeeecueieenn. 8,883 14,312 10,881
Net cash used in investing activities ....... o ceeeeeiieeeeeeaeanns (8,923) (13,559) (9,715)
Net cash provided by (used in) financing activities............... 87 763 (1,098)

Operating activities

Our primary source of cash flow is funds generditeth our operations. During 2009, cash generated by
operating activities was $8,883 million, or 37.986d than in 2008, mainly due to the decrease éssal
revenues. Besides, in 2009, our operating castwvisfivere affected by an increase of working cajbiyal
$2,483 million, compared to January 1, 2009. Thas wainly caused by:

= a $897 million net increase in trade accounts vat#é and payable
= anincrease in inventory of $1,719 million, resudtimainly from increased hydrocarbons prices
= a$141 million net increase in tax accounts red#éezand payable

At the same time, the negative effect from the abmentioned factors was partly offset by a $274ianil
net decrease in other assets and liabilities.

Investing activities

The decrease in cash used in investing activitessilted from a decrease in cash spent on capital
expenditures. In 2009, our capital expendituresetesed by $4,042 million, or by 38.4%, compared to
2008 (for a detailed analysis of capital expend#isee a later section).

In 2009, we paid the remaining amount of $1,068ienilfor the acquisition of a 49% stake in ISAB, we
paid $127 million for the remaining interests in K@. We also made a payment of approximately
$600 million within the acquisition of 45% intereist TRN, settled a $305 million liability within &
acquisition of Akpet group and paid $244 milliorr fimcreasing our share in RITEK. We also paid
$300 million as a first installment of the acqu@it of the remaining 46% interest in LUKARCO. Other
payments for acquisitions refer to advances forridream assets in Russia.

In 2008, we made a final payment of $157 millio awo contingent payments of $200 million in total
for the acquisition of upstream assets in Uzbekiff8NG Holdings Ltd.). During 2008, we paid
$64 million for the increase in our share of tharghcapital of our refinery in Nizhny Novgorod and
$1,222 million as the cash part of the considenafii the TGK-8 acquisition. As first installmerfts the
acquisitions of the 49% stake in ISAB and petradtiehs in Turkey we paid $762 million and
$250 million, respectively. We also paid $343 roifliand $221 million for acquisitions of petrol gias

in Bulgaria and petrol station networks in Rus3ibe other payments were primarily advances releted
acquisitions of marketing assets in Russia andaabro

Financing activities

In 2009, net movements of short-term and long-tefebt generated an inflow of $1,489 million,
compared to an inflow of $2,311 million in 2008.

In December 2009, the Company issued stock exchbagds worth 10 billion rubles. The bonds will
mature after 1,092 days and have a coupon peri@8dflays. The coupon rate is set at 9.20% pemannu

In November 2009, a Group company issued two-traman-convertible bonds totaling $1.5 billion. The
first tranche totaling $900 million with a coupoielg of 6.375% per annum was placed with a matuity

5 years at a price of 99.474% of the bond’s fadeevalhe resulting yield to maturity for the fitsanche

is 6.500%. The second tranche totaling $600 milidgth a coupon yield of 7.250% per annum was placed
with a maturity of 10 years at a price of 99.1278the bond’s face value. The resulting yield to unéy

for the second tranche is 7.375%. These tranchesdhaalf year coupon period.

In August 2009, we raised a $1.2 billion syndicateun loan facility. This three-year loan beariast

at LIBOR plus 4% per annum and is secured by pasx&em our oil export contracts. The proceeds from
this loan were used to repay a €1,000 million l[f@m Gazprombank, which we borrowed in February
2009.

In August 2009, we issued stock exchange bondseramount of 25 billion rubles with a coupon rate o
13.35% per annum. The bonds will mature in threary. The proceeds from the issuance were used to
repay the majority of our $500 million and 17 laitii ruble loans from Sberbank, which we borrowed in
February 2009.
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In June 2009, we completed offering of three seoksssued stock exchange bonds, altogether worth
15 billion rubles. Coupon rate for each of the ésswas set at 13.5%. The bonds will mature in 364.d

In February 2009, we received short-term loans5if0$million and 17 billion rubles from Sberbank to
finance our working capital. Also, in the first gqtex of 2009, we received a long-term loan of
€1,000 million from Gazprombank. We have since iéfizese loans.

Credit rating

In 2009, Standard & Poor’'s Ratings Services affutrite long-term corporate credit rating and all tdeb
ratings on the Company at BBB- with stable outlook.

In 2009, Moody's affirmed the Company’s long-terormorate family rating and long-term issuer rating
of Baa2 with stable outlook.

In 2009, Fitch Ratings affirmed the Company’s Idagn issuer default rating of BBB- and short-term
issuer default rating of F3 and changed Companytok from positive to stable.

A rating is not a recommendation to buy, sell ddrsecurities and may be subject to revision, susipa

or withdrawal at any time by the assigning ratimgamization. Similar ratings on the Company andfor
different types of securities do not necessarilyamé¢he same thing. The ratings do not address the
marketability of any of our securities or their ketr price. Any change in the credit ratings of the
Company or our securities could adversely affeetghice that a subsequent purchaser will be wilting
pay for our securities. We recommend that youyasalhe significance of each rating independemdynf

any other rating.

Analysis of capital expenditures

2009 2008 2007
(millions of US dollars)

Capital expenditures?
Exploration and production

RUSSIB. ..ee ittt 3,916 6,813 6,391
a1 =T g = LT ] o T- | S SR 771 1,076 871
Total exploration and production .............cceeeevviieece e 4,687 7,889 7,262

Refining, marketing and distribution

RUSSIA...ii i i ittt e e e e e e e e e eeaanees 832 1,377 1,177

a1 =Y g = LT ] o - | S 559 773 645
Total refining, marketing and distribution................cccovvviemieieeeeens 1,391 2,150 1,822
Chemicals

RUSSIB. ..ee ittt ee s 13 23 73

INEEINALIONA ... e 100 98 98
Total ChEMICAIS ......ooiiiiiiiiiiiiee e 113 121 171
[ 1 1= RS SURUSRRRSR 343 429 117
Total capital EXPENITUIES ....oceeiiiiiiiieees st eeeeeeesivereeeeeamnees 6,534 10,589 9,372

Acquisitions of subsidiaries and minority shareholéhg interest®
Exploration and production

RUSSIA.....ciiiiiiiiiiiieeeeeee e e e e e e e e e e e e e e e eeeeeeeeeeeeeees 244 4 77

INTEINALIONAL .......ovviei e e e 300 357 357
Total exploration and production .............cceeeeeeiiiice e 544 361 434
Refining, marketing and distribution

RUSSIA..eii i i ittt e e e e e e e e e e s aannes 213 636 685

INEEINAHONGL ..ot eee et 2,069% 1,397 511
Total refining, marketing and distribution................ooooviieeeeneeenens 2,282 2,033 1,196
ONET <.t oeeee et 138 3,194 38
Less cash aCqUIred ...........eeeeiiiiiiiiiieieee e (29) (190) (102)
TOotal ACUISTEIONS eeveeeiiieeeee e 2,945 5,398 1,566

W ncluding non-cash transactions and prepayments.

@ Including prepayments related to acquisitions disiiaries and minority shareholding interests aod-cash
transactions.

®Including $100 million of non-cash part of constatéwn for acquisition of TRN.

®Including $1,969 million of non-cash part of coreiation for acquisition of TGK-8.
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During 2009, our capital expenditures, includingnfeash transactions, amounted to $6,534 million,
which is 38.3% less than in 2008. The decrease imasompliance with our plan to reduce capital
expenditures in 2009 because of the economic dewntDapital expenditures in our exploration and
production segment decreased by $3,202 milliorhyo#0.6%, compared to 2008. The exploration and
production capital expenditures in new regions el@sed by $1,411 million mainly due to commencement
of commercial production on the Yuzhnoye Khylchugil field. In the traditional exploration and
production regions of Western Siberia and Europé&arssia capital expenditures decreased by
$1,004 million and $555 million, respectively. Tthecrease in the capital expenditures in our intemnal
exploration projects (excluding the Caspian regempunted to $232 million and was primarily related
our projects in Kazakhstan and Saudi Arabia.

The table below shows our exploration and produactiapital expenditures in promising new production
regions. In 2010, we plan to begin production oae ¥u. Korchagin field in the Caspian Sea. The
maximum annual production from the field is expddie be 2.5 million tonnes of oil and gas condemsat
and 1.0 billion cubic meters of gas.

2009 2008 2007

(millions of US dollars)
Northern Timan-Pechora 385 1,878 2,357
Yamal 131 161 75
Caspian regiof 532 420 441
Total 1,048 2,459 2,873

@ Russian and international projects.

Following negative trends on international hydrboer markets the Company optimized its capital
expenditure program for 2009, shifting it from aniglly expected $11.2 billion down to $6.5 billioim
case of continuing decline in crude oil prices @empany is flexible enough to further reduce cépita
expenditures and maintain its solid financial Healt
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Contractual obligations, other contingencies and dfbalance sheet arrangements
Capital commitments and contractual obligations

The Group owns and operates refineries in BulgdridKOIL Neftochim Bourgas AD) and Romania
(Petrotel-LUKOIL S.A.). As a result of Bulgaria arRlomania joining the European Union in 2007,
LUKOIL Neftochim Bourgas AD and Petrotel-LUKOIL S.Are required to upgrade their refining plants
to comply with the requirements of European Uniegidlation in relation to the quality of produced
petroleum products and environmental protectionesehrequirements are stricter than those which
previously existed under Bulgarian and Romaniarslation. The Group estimates the amount of future
capital commitment required to upgrade LUKOIL Nefion Bourgas AD and Petrotel-LUKOIL S.A. to
be approximately $49 million and $44 million, resfpeely.

Under the terms of existing exploration and promurclicense agreements in Russia the Group has to
fulfill certain operations: oil and gas exploratiomells drilling, fields development, etc., and tBeoup
also has commitments to reach a defined level thetion on the fields. Management believes that th
Group’s approved annual capital expenditure budfdlg cover all the requirements of the described
license obligations.

Group companies have commitments for capital exipgredcontributions in the amount of $565 million
related to various production sharing agreemenrgs the next 28 years.

The Company has signed a three-year agreement ritingd services with OOO Eurasia Drilling
Company. The volume of these services is basedeGtoup’s capital construction program, whicheis r
evaluated on an annual basis. The Group estim&samount of capital commitment under this
agreement for 2010 to be approximately $610 million

The Company has signed a strategic agreementdasrtboing provision of construction, engineering an
technical services with ZAO Globalstroy-Engineerifithe volume of these services is based on the
Group’s capital construction program, which is vedaated on an annual basis. The Group estimates th
amount of capital commitment under this agreemen2010 to be approximately $126 million.

The Group has a commitment to purchase equipmenmflernization of its petrochemical refinery
Karpatnaftochim Ltd., located in Ukraine, duringcniwvo years in the amount of $55 million.

The Group has a commitment to execute the capitadtcuction program of TGK-8 and under the terms
of this program power plants with total capacityB8D MW should be constructed. Currently the Grisup
approving certain amendments to the capital cocstru program, which included its extension by the
end of 2013. As of December 31, 2009, the Groupmasts the amount of this commitment to be
approximately $944 million.
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The following table displays our total contractohligations and other commitments:

(millions of US dollars) Total 2010 2011 2012 2013 2014 After
On balance sheet
Shortterm debt .........ccccooviiiiiiiiicerem 519 519 - - - - -
Long-term bank loans and borrowings...... 3,967 911 1,515 881 268 134 258
Long-term non-bank loans and borrowings 76 11 16 4 6 21 18
Long-+term loans and borrowings from rela

PArtIES ... 1,939 45 53 42 32 24 1,743
6.375% Non-convertible US dollar bonds,

maturing 2014 ........ccccciivieeeeeeee, 895 - - - - 895 -
6.356% Non-convertible US dollar bonds,

Maturing 2017 ........oeeeeeeeeiiiiiiieeeeees 500 - - - - - 500
7.250% Non-convertible US dollar bonds,

maturing 2019 ........ccociiiiieeee e, 595 - - - - - 595
6.656% Non-convertible US dollar bonds,

Maturing 2022 .........cccceeeiiiiiiiiieeeeees 500 - - - - - 500
13,50% Russian ruble bonds.................... 496 496 - - - - -
7.10% Russian ruble bonds, maturing 2011 265 - 265 - — - -
13.35% Russian ruble bonds, maturing 2012 827 - - 827 - - -
9.20% Russian ruble bonds, maturing 2012 331 - - 331 - - -
7.40% Russian ruble bonds, maturing 2013 198 - — - 198 - -
Capital lease obligations.............ccccceeecceeee 215 76 41 20 20 20 38

TOTAL e e 11,323 2,058 1,890 2,105 524 1,094 53,6
Off balance sheet
Operating lease obligations...................... 974 276 172 135 104 93 194
Capital commitment in LUKOIL-Neftochim

Bourgas AD.........oooiiiiiiiiieee e 49 49 - - - - -
Capital commitment in LUKOIL-Petrotel... 44 1 17 1 12 13 -
Commitment for modernization of the

petrochemical refinery in Ukraine.......... 55 52 3 - - - -
Capital commitments in PSAs.................. 565 399 102 27 2 2 33
Capital commitments in TGK-8.................. 944 307 339 184 114 - -
Obligation under contract with Eurasia

Drilling Company.........ccccceeeiiiviiieeeaane. 610 610 - - - - -
Obligation under contract with ZAO

Globalstroy-Engineering....................... 126 126 - — — - -

32



Litigation and claims

On November 27, 2001, Archangel Diamond Corporafi#DC”), a Canadian diamond development
company, filed a lawsuit in the District Court oébver, Colorado against OAO Archangelskgeoldobycha
(“AGD"), a Group company, and the Company (togetttes “Defendants”). ADC alleged that the
Defendants interfered with the transfer of a diacherploration license to Almazny Bereg, a joint twga
between ADC and AGD. ADC claimed total damages ppraximately $4.8 billion, including
compensatory damages of $1.2 billion and punitiamages of $3.6 billion. On October 15, 2002, the
District Court dismissed the lawsuit for lack ofrgenal jurisdiction. This ruling was upheld by the
Colorado Court of Appeals on March 25, 2004. On &ber 21, 2005, the Colorado Supreme Court
affirmed the lower courts’ ruling that no specificzisdiction exists over the Defendants. By virtfethis
finding, AGD (the holder of the diamond exploratitibense) was dismissed from the lawsuit. The
Supreme Court found, however, that the trial caugde a procedural error by failing to hold an
evidentiary hearing before making its ruling comieg general jurisdiction regarding the Company,
which is whether the Company had systematic antiraaous contacts in the State of Colorado at time ti
the lawsuit was filed. In a modified opinion datBeécember 19, 2005, the Colorado Supreme Court
remanded the case to the Colorado Court of Apfesitead of the District Court) to consider whettrer
lawsuit should have been dismissed on alternatreeirgls (i.e., forum non conveniens). On June 29,
2006, the Colorado Court of Appeals declined taniis the case based on forum non conveniens. The
Company filed a petition for certiorari on Augu$, 2006, asking the Colorado Supreme Court to vevie
this decision. On March 5, 2007, the Colorado Smer€ourt remanded the case to the District Court. O
June 11, 2007, the District Court ruled it woulehdact an evidentiary hearing on the issue of wirdthe
Company is subject to general personal jurisdictionthe State of Colorado. Discovery regarding
jurisdiction was commenced. On June 26, 2009, threditors of ADC filed an Involuntary Bankruptcy
Petition putting ADC into bankruptcy. ADC ultimagetonfirmed entry of an Order For Relief and the
matter was converted to a Chapter 11 Case by dated September 29, 2009. On November 25, 2009,
after adding a claim, ADC removed the case from Glodorado District Court to the US Bankruptcy
Court. On December 22, 2009, the Company filed siancseeking to have the case remanded to the
Colorado District Court. On December 31, 2009, keethere was a ruling on the motion seeking remand
ADC filed a motion seeking withdrawal of the refece from the bankruptcy and the case be heard by US
District Court. On February 3, 2010, the US BankeypCourt ordered the Motion For Withdrawal Of The
Reference be transferred to the US District Coartfirther action. All pending motions as well as
discovery are stayed pending further order of tleeir€ Management plans to vigorously defend the
matter. Management does not believe that the ukinmasolution of this matter will have a material
adverse effect on the Group’s financial condition.

In 2008 and 2009, the Federal Anti-monopoly Sereitthe Russian Federation (“FAS of Russia”) issued
two decisions against major Russian oil companieduding the Company and the Group’s refinery
plants alleging abuse of their dominant positionthe oil products wholesale market of the Russian
Federation.

The Moscow Arbitration Court combined all refingslants’ appeals against the first decision. Thet nex
appeal hearing was scheduled for April 8, 2010.

The second decision of FAS of Russia was appeajethd refinery plants in their local courts. On
February 8, 2010, the Arbitration Court of Nizhiwjwrod Region satisfied the request of OOO
LUKOIL-Nizhnegorodnefteorgsintez to recognize akegal the decisions of FAS of Russia dated
September 10, 2009 and the resolution to imposss fin the amount of $80 million. The appeals of the
other refinery plants are currently suspended.

In the second half of 2008 and first half of 2068 FAS of Russia filed claims against several @rou
companies in relation to violation of the anti-mpoty regulation. The companies were accused of
violations primarily involving abuse of their donaint market position via setting monopolisticallyni
retail prices in coordination with other markettm@apants. These claims are being appealed indoes.

The total amount of penalties assessed under tminestrative law for the violation of anti-monopoly
regulation by the Group in 2008-2009 is $290 milliManagement believes that the Group complied with
all regulatory and legal requirements and, consettyyebelieves that the ultimate resolution of the
antimonopoly claims will lead to cancellation ogrsificant reduction of these penalties and will have

a material adverse impact on the Group’s opera#rsglts or financial condition.

The Group is involved in various other claims ardal proceedings arising in the normal course of
business. While these claims may seek substantimlages against the Group and are subject to
uncertainty inherent in any litigation, managemeoés not believe that the ultimate resolution afhsu
matters will have a material adverse impact orGhaup’s operating results or financial condition.
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Critical accounting policies

The preparation of financial statements in conftymiith accounting principles generally acceptedhia
United States of America requires management tecselppropriate accounting policies and to make
estimates and assumptions that affect the repantezlints of assets, liabilities, revenues and exgsens
See Note 2 “Summary of significant accounting pest to our consolidated financial statements for
descriptions of the Company’s major accounting giedi. Certain of these accounting policies involve
judgments and uncertainties to such an extentiieaé is a reasonable likelihood that materialffedént
amounts would have been reported under differemdlitions, or if different assumptions had been used

Business combinations

Purchase price allocation

Accounting for the acquisition of a business regsiithe allocation of the purchase price to theousri
assets and liabilities of the acquired business.nkast assets and liabilities, purchase price atlon is
accomplished by recording the asset or liabilitytsiestimated fair value. The most difficult esdiions
of individual fair values are those involving proge plant and equipment and identifiable intangibl
assets. We use all available information to malesehfair value determinations and, for major bissine
acquisitions, typically engage an outside apprdisal to assist in the fair value determinationtbé
acquired long-lived assets. We have, if necessgryp one year after the acquisition closing daténish
these fair value determinations and finalize thecpase price allocation.

Principles of consolidation

Our consolidated financial statements include ihanicial position and results of the Company, culed
subsidiaries of which the Company directly or iedity owns more than 50% of the voting interest,
unless minority interest shareholders have subgtapiarticipating rights, and variable interestitbes
where the Group is determined to be the primarnefeiary. Other significant investments in companie
of which the Company directly or indirectly ownstlveen 20% and 50% of the voting interest and over
which it exercises significant influence but nontol, are accounted for using the equity method of
accounting. Investments in companies of which tben@any directly or indirectly owns more than 50%
of the voting interest but where minority intersstareholders have substantive participating rigihés
accounted for using the equity method of accountigdivided interests in oil and gas joint ventuaes
accounted for using the proportionate consolidatimihod. Investments in other companies are redorde
at cost.

Revenue recognition

Revenues from the production and sale of crudeamd petroleum products are recognized when title
passes to customers at which point the risks awdros of ownership are assumed by the customer and
the price is fixed or determinable. Revenues ingledcise on petroleum products sales and duties on
export sales of crude oil and petroleum products.

Revenues from non-cash sales are recognized daithenarket value of the crude oil and petroleum
products sold.

Successful efforts accounting for oil and gas aciiies

Accounting for oil and gas activities is subjecsfmecial accounting rules that are unique to thara gas
industry.  Property acquisitions, successful exgtmy wells, all development costs and support
equipment and facilities are capitalized. Art#iicstimulation and well work-over costs are incldde
operating expenses as incurred.

Property acquisition costs

For individually significant undeveloped properti@sanagement periodically performs impairment test
based on exploration and drilling efforts to daf@r undeveloped properties that individually are
relatively small, management exercises judgmentdatermines a periodic property impairment chage a
required that is reported in loss on disposalsiapairments of assets.
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Exploratory costs

For exploratory wells, drilling costs are tempdsaapitalized, or “suspended”, on the balance shee
pending a judgmental determination of whether piaiy economic oil and gas reserves have been
discovered by the drilling effort. If a judgmerg made that the well did not encounter potentially
economic oil and gas quantities, the well costseapensed as a dry hole and are reported in exgora
expense. Exploratory wells that are judged to tdiseovered potentially economic quantities of eida
gas and that are in areas where a major capitaneijore would be required before production could
begin, remain capitalized on the balance sheebras &s additional exploratory appraisal work isemd
way or firmly planned. There is no periodic impaént assessment of suspended exploratory well.costs
Management continuously monitors the results ofatiditional appraisal drilling and seismic work and
expenses the suspended well costs as dry holes wvhefges that the potential field does not watran
further exploratory efforts in the near term.

Other exploratory expenditures, including geolob@sad geophysical costs are expensed as incurred.
Proved oil and gas reserves

Due to the inherent uncertainties and the necdgdianited nature of reservoir data, estimatesasfarves
are inherently imprecise, require the applicatidnuolgment and are subject to change as additional
information becomes available. The estimates ademaing all available geological and reservoiadet
well as historical production data. Estimatesreréewed and revised as appropriate. Revisionaroas

a result of changes in prices, costs, fiscal regimeservoir performance or a change in the Conipany
plans.

Proved oil and gas reserves are the estimated ij@anof crude oil, natural gas liquids including
condensate and natural gas that geological anschesiging data demonstrate with reasonable certaanty

be recovered in future years from known reservoirder existing economic and operating conditions.
Reserves are considered proved if they can be peadaconomically as demonstrated by either actual
production or conclusive formation tests. Proveserves do not include additional quantities ofaoil

gas reserves that may result from applying secgndatertiary recovery techniques not yet tested an
determined to be economic. The proved reservdsdacvolumes which are recoverable up to and after
license expiry dates. Proved developed reservesharejuantities of proved reserves expected to be
recovered through existing wells with existing guuent and operating methods.

Management has included within proved reservesifgignt quantities which the Group expects to
produce after the expiry dates of certain of iteent production licenses in the Russian Federafitwe
Subsoil Law of the Russian Federation states tign expiration, a license is subject to renewdhat
initiative of the license holder provided that hwet exploration, appraisal, production or remediati
activities are necessary and provided that th@dieéolder has not violated the terms of the lieeB#nce
the law applies both to newly issued and old liesnsnd the Group has currently renewed nearly 50% o
its licenses, management believes that licenseédb®itenewed upon their expiration for the remairafe
the economic life of each respective field.

Impairment of long-lived assets

Long-lived assets, such as oil and gas propertidtge( than unproved properties), other propertgngl
and equipment, and purchased intangibles subjestntartization, are assessed for impairment whenever
events or changes in circumstances indicate thatcthirying amount of an asset group may not be
recoverable. Recoverability of assets to be helll @sed is measured by a comparison of the carrying
amount of an asset group to the estimated undisedduature cash flows expected to be generatethdy t
group. If the carrying amount of an asset groupeess its estimated undiscounted future cash flaws,
impairment charge is recognized by writing down tlaerying amount to the estimated fair value of the
asset group, generally determined as discountadefutet cash flows. Assets to be disposed of are
separately presented in the balance sheet andedpairthe lower of the carrying amount or fairnaless
costs to sell, and are no longer depreciated. $heta and liabilities of a disposed group clagbidis held

for sale are presented separately in the apprepdaset and liability sections of the balance sheet
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Deferred income taxes

Deferred income tax assets and liabilities aregeized in respect of future tax consequences atafile

to temporary differences between the carrying arteahexisting assets and liabilities for the pugm of

the consolidated financial statements and thepeaesve tax bases and in respect of operatingdndstax
credit carryforwards. Deferred income tax assets labilities are measured using enacted tax rates
expected to apply to taxable income in the yearahich those temporary differences are expected to
reverse and the assets be recovered and liabtigked. The effect on deferred income tax assets
liabilities of a change in tax rates is recogniiedhe consolidated statement of income in the mpp
period which includes the enactment date.

The ultimate realization of deferred income taxets$s dependent upon the generation of futurebtaxa
income in the reporting periods in which the orading expenditure becomes deductible. In asseslsing
realizability of deferred income tax assets, manaye considers whether it is more likely than rnatt

the deferred income tax assets will be realizedmbking this assessment, management considers the
scheduled reversal of deferred income tax liab#itiprojected future taxable income, and tax ptapni
strategies.

Asset retirement obligations

Under various laws, contracts, permits and regaiatithe Group has legal obligations to removeikdag
equipment and restore the land or seabed at thefeoderations at production sites. The largesetass
retirement obligations of the Group relate to waltgl oil and gas production facilities and pipedin€he
Group records the fair value of liabilities assteiwith such obligations when incurred. Estimating
future asset retirement obligations costs necesfaryhis accounting calculation involves signifita
estimates and judgments by management. Most oé thieligations are many years in the future and the
contracts and regulations often have vague degmmipbf what removal practices and criteria willado

be met when the removal event actually occurs. tAsmmoval technologies and costs are constantly
changing, as well as political, environmental, saénd public relations considerations.

Contingencies

Certain conditions may exist as of balance shegtsdhat may result in losses, but the impact atiwh
will only be resolved when one or more future esesticur or fail to occur. The Group is requireddah
determine whether a loss is probable based on jadgend interpretation of laws and regulations and
determine whether the loss can be reasonably @stimdf our assessment of a contingency indictitats

it is probable that a material loss will arise, ahd amount of the liability can be estimated, thies
estimated liability is accrued and charged to tbasolidated statement of income. If our assessment
indicates that a potentially material loss is natiyable, but is only reasonably possible, or idphie but
cannot be estimated, then the nature of the camingability is disclosed in the notes to our colidated
financial statements. Loss contingencies consitiesnote are generally not disclosed unless they
involve guarantees, in which case the nature ofgtr@rantee is disclosed. The Company’s management
continually monitor known and potential contingemiatters and make appropriate charges to the
consolidated statement of income when warrantediroymstance.

Use of derivative instruments

The Group’s derivative activity is limited to certgpetroleum products marketing and trading outsifie
its physical crude oil and petroleum products besses and hedging of commodity price risks. Cusgrent
this activity involves the use of futures and swapstracts together with purchase and sale costthat
qualify as derivative instruments. The Group acteuior these activities under the mark-to-market
methodology in which the derivatives are revaluegthe accounting period. Resulting realized and
unrealized gains or losses are presented in theotidated statement of income on a net basis. Unega
gains and losses are carried as assets or liabibti the consolidated balance sheet.
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Recent accounting pronouncements

In February 2010, the FASB issued Accounting StedeldJpdate (ASU) No. 2010-09Stibsequent
events which amends Accounting Standards CodificationSGY No. 855 (former SFAS No. 165,
“Subsequent evefitsissued in May 2009. The Group adopted ASC Nab 8tarting from the second
quarter of 2009. These standards address accguentieh disclosure requirements related to subsequent
events and require management of an entity whiclinisSEC filer or is a conduit bond obligator for
conduit securities that are traded in a public maté evaluate subsequent event through the datehté
financial statements are issued. Entities thataomeet these criteria should evaluate subsequents
through the date the financial statements are @bailto be issued and are required to discloseldte
through which subsequent events have been evaludted Group determined that it should evaluate
subsequent events through the date the financiétreents are available to be issued and applied the
requirements of ASU No. 2010-09 starting from timaricial statements for 2009.

In January 2010, the FASB issued ASU No. 2010-8tcbunting for Distributions to Shareholders with
Components of Stock and Casthich addresses how an entity should accountHerstock portion of a
dividend in certain arrangements when a sharehofddees an election to receive cash or stock, sttgjec
limitations on the amount of the dividend to bauein cash. The stock portion of the dividend sthbe
accounted for as a stock issuance upon distributEsulting in basic earnings per share being &etjus
prospectively. Prior to distribution, the entityabligation to issue shares would be reflected Intek
earnings-per-share based on the guidance in AS@6@.which addresses contracts that may be settled
in shares. This ASU is effective for interim andnhaal periods ending after December 15, 2009. The
Group adopted ASU No. 2010-01 for the 2009 annimalintial statements. This adoption did not have a
material impact on the Group’s results of operajdimancial position or cash flows.

In January 2010, the FASB issued ASU No. 2010-@&cbunting and Reporting for Decreases in
Ownership of a Subsidiary - A Scope Clarificatida clarify the scope of ASC Subtopic No. 810-10,
“Consolidation — Overall. This ASU specifies that the guidance in ASC SpitoNo. 810-10 on
accounting for decreases in ownership of a subgidipplies to: (1) a subsidiary or group of assieét
constitutes a business or nonprofit activity; (Zubsidiary that is a business or a nonprofit &gtihat is
transferred to an equity method investee or a jegémture; and (3) an exchange of a group of askats
constitute a business or nonprofit activity for ancontrolling interest in an entity. If a company’s
ownership interest in a subsidiary that is not &ifess or nonprofit activity decreases, then other
accounting guidance generally would be applied dase the nature of the transaction. The new
pronouncement also clarifies that the recent guidaon accounting for decreases in ownership of a
subsidiary does not apply if the transaction isla sf in-substance real estate or a conveyanod ahd

gas properties. This ASU is effective for interimdeannual periods ending after December 15, 2069 an
the guidance should be applied on a retrospectgistio the first period in which the company addpt
ASC No. 810. The Group adopted ASU No. 2010-02thar 2009 annual financial statements. This
adoption did not have a material impact on the @wuesults of operations, financial position oslta
flows.

In January 2010, the FASB issued ASU No. 2010*B3fractive activities— Oil and Gas (Topic 932):
Oil and Gas Reserve Estimation and Disclosur@fie main provisions of ASU No. 2010-03 are the
following: (1) expanding the definition of oil- arghs-producing activities to include the extractafn
saleable hydrocarbons, in solid, liquid, or gasestate, from oil sands, shale, coalbeds, or other
nonrenewable resources that are intended to beadedrinto synthetic oil or gas, and activities
undertaken with a view to such extraction; (2) teadi should use first-day-of-the-month price durihg
12-month period (the 12-months average price) loutating proved oil and gas reserves and estimatin
related standardized measure of discounted netftash; (3) requiring entities to disclosure sepela
information about reserves quantities and finansialement amounts for geographic areas that m@mres
15 percent or more of proved reserves; (4) sepdiatdosure for consolidated entities and equityhoe
investments. ASU No. 2010-03 is effective for admeaorting periods ending on or after December 31,
2009. The Group adopted ASU No. 2010-03 for the92@dnual financial statements. This adoption did
not have a material impact on the Group’s reporesirves evaluation, results of operations, fir@nci
position or cash flows.
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In June 2009, the FASB issued amendments to ASC8I0.(former FASB Interpretation No. 46(R),
“Consolidation of Variable Interest Entitidso address the effects of the elimination of thealifying
special purpose entity concept. More specificallyrequires a qualitative rather than a quantitativ
approach to determine the primary beneficiary ofagable interest entity, it amends certain guiganc
pertaining to the determination of the primary Heigry when related parties are involved, anchiieads
certain guidance for determining whether an enigtya variable interest entity. Additionally, these
amendments require continuous assessment of whathemterprise is the primary beneficiary of a
variable interest entity. Amendments are effectimeJanuary 1, 2010, and the Group does not expgct a
material impact on its results of operations, ficiahposition or cash flows upon adoption.

In June 2009, the FASB issued ASC No. 105 (formfeAS No. 168, The FASB Accounting Standards
Codification™ and the Hierarchy of Generally AcasghtAccounting Principlés The FASB Accounting
Standards Codification (“Codification”) is the euslve authoritative reference for US GAAP recogdize
by the FASB and applied by nongovernmental entitiesept for SEC rules and interpretive releases,
which are also authoritative US GAAP for SEC ragists. The change established by ASC No. 105
divides nongovernmental US GAAP into authoritativedification and guidance that is not authoritative
The contents of the Codification carry the samell@f authority, eliminating the four-level US GAAP
hierarchy previously set forth in SFAS No. 162. Tadification supersedes all non-SEC accounting and
reporting standards. All other non-grandfatheredn-8EC accounting literature not included in the
Codification became nonauthoritative. This Stateimisneffective for financial statements issued for
interim and annual periods ending after September2009. The Group adopted ASC No. 105 starting
from the third quarter of 2009. This adoption dat have any impact on the Group’s results of opamnaf
financial position or cash flows.

In December 2008, the FASB amended ASC Nos. 310, 323, 405, 460, 470, 712, 715, 810, 815, 860,
954 and 958 (former FSP FAS 140-4 and FIN 46(R)E8sclosures about Transfers of Financial Assets
and Interest in Variable Interest Entitlg¢slt requires additional disclosures about tramsfof financial
assets and requires public entities, including spmthat have a variable interest in a varialierést
entity, to provide additional disclosures abouirthevolvement with variable interest entities. TGeoup
adopted new provisions starting from the fourthrtpraof 2008. This adoption did not have a material
impact on the Group’s results of operations, finangosition or cash flows.

In March 2008, the FASB issued ASC No. 815 (forrB&AS No. 161, Disclosures about Derivative
Instruments and Hedging Activiti@sThis ASC improves financial reporting about igative instruments
and hedging activities by enhanced disclosure$aif effects on an entity’s financial position, dmrial
performance and cash flows. The Group adopted tbeigions of ASC No. 815 starting from the first
quarter of 2009. This adoption did not have anydotpon the Group’s results of operations, financial
position or cash flows.

In December 2007, the FASB issued ASC No. 805 (@orrBFAS No. 141 (Revised)Bulsiness
combination®). This ASC applies to all transactions in which antity obtains control of one or more
businesses. In April 2009, this ASC was amendedeguires an entity to recognize the total faiueabf
assets acquired and liabilities assumed in a bssioembination; to recognize and measure the gdlodwi
acquired in the business combination or gain frorbaagain purchase and modifies the disclosure
requirements. The Group adopted the provisions®EAo. 805 for business combinations for which the
acquisition date is after December 31, 2008. Tdapéon did not have any impact on the Group’s ltesu
of operations, financial position or cash flows.

In December 2007, the FASB issued ASC No. 810 (#r8FAS No. 160,Noncontrolling Interests in
Consolidated Financial Statements — an amendmeAR®& No. 57). This ASC applies to all entities that
prepare consolidated financial statements (excepfan-profit organizations) and affects those wrhic
have an outstanding noncontrolling interest (oranty interest) in their subsidiaries or which hatee
deconsolidate a subsidiary. This ASC changes tissification of a non-controlling interest; estabing

a single method of accounting for changes in themiacompany’s ownership interest that does natltres
in deconsolidation and requires a parent companyetmgnize a gain or loss when a subsidiary is
deconsolidated. The Group prospectively adoptedptbeisions of ASC No. 810 in the first quarter of
2009, except for the presentation and disclosugeirements which were applied retrospectively. This
adoption did not have any impact on the Group’slte®f operations, financial position or cash flow
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In February 2007, the FASB issued ASC Nos. 470,&885954 (former SFAS No. 159THe Fair Value
Option for Financial Assets and Financial Liabiéf). These ASC expands the possibility of using fair
value measurements and permits enterprises to ehtoomeasure certain financial assets and financial
liabilities at fair value. Enterprises shall repartrealized gains and losses on items for whichfaire
value option has been elected in earnings in ealbbesjuent period. The Group adopted the provisibns
ASC Nos. 470, 825 and 954 in the first quarter @& and elected not to use the fair value optioritfo
financial assets and financial liabilities not allg carried at fair value in accordance with otandards.
This adoption did not have any impact on the Grsug'sults of operations, financial position or cash
flows.

In September 2006, the FASB issued ASC No. 820ngorSFAS No. 157,Fair Value Measuremerifs
which establishes a single authoritative definitafrfair value, sets out a framework for measurfaig
value and requires additional disclosures aboutViaiue measurements. Effective January 1, 2009, th
Group fully adopted ASC No. 820. Because there llysisaa lack of quoted market prices for long-live
assets, the Group determines fair value using thsept value of estimated future net cash flowmfro
using these assets or by using historical data arket transactions with similar assets where ptessib
Fair value used in the initial recognition of assatirement obligations is determined using thesen¢
value of expected future dismantlement costs, whighestimated based on the costs for dismantlement
services for similar assets providing by third et This adoption did not have a material impactre
Group’s results of operations, financial positiarcash flows.
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Forward-looking statements

Certain statements in this document are not hesibfacts and are “forward-looking.” We may fromrmé
to time make written or oral forward-looking statamts in reports to shareholders and in other
communications. Examples of such forward-lookiregeshents include, but are not limited to:

= statements of our plans, objectives or goals, @inlythose related to products or services
= statements of future economic performance

= statements of assumptions underlying such statesment

Forward looking statements that may be made byam fime to time (but that are not included in this
document) may also include projections or expemtatiof revenues, income (or loss), earnings (a®)los
per share, dividends, capital structure or othaearfcial items or ratios. Words such as “believes,”
“anticipates,” “expects,” “estimates,” “intends” @r'plans” and similar expressions are intended to
identify forward-looking statements but are not thelusive means of identifying such statements. By
their very nature, forward-looking statements imeolnherent risks and uncertainties, both genardl a
specific, and risks exist that the predictionsgéasts, projections and other forward-looking stetets

will not be achieved. You should be aware that mlper of important factors could cause actual reguolt
differ materially from the plans, objectives, exfaions, estimates and intentions expressed in such
forward-looking statements.

These factors include:
= inflation, interest rate and exchange rate fludtunst
= the price of oil
= the effects of, and changes in, Russian governpaity
= the effects of competition in the geographic ansitess areas in which we conduct operations
= the effects of changes in laws, regulations, tarabr accounting standards or practices
= our ability to increase market share for our prasland control expenses
= acquisitions or divestitures
= technological changes

= our success at managing the risks of the aforeomadi factors.

This list of important factors is not exhaustivehéft relying on forward-looking statements, you $hou
carefully consider the foregoing factors and otharcertainties and events, especially in light o th
political, economic, social and legal environmemtwhich we operate. Such forward-looking statements
speak only as of the date on which they are made, subject to any continuing obligations under the
Listing Rules of the U.K. Listing Authority, we dat undertake any obligation to update or revisg ah
them, whether as a result of new information, fatwvents or otherwise. We do not make any
representation, warranty or prediction that the uts anticipated by such forward-looking statememits

be achieved, and such forward-looking statemenpsesent, in each case, only one of many possible
scenarios and should not be viewed as the mogy likestandard scenario.
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