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 June 2010, and for the six and three months ended
June 30, 2010 and 2009, and significant trendsrtizgt affect its future performance. It should badren
conjunction with our interim US GAAP consolidatédaincial statements and notes thereto.

References to “LUKOIL,” “the Company,” “the Groupive” or “us” are references to OAO LUKOIL
and its subsidiaries and equity affiliates. Allldolamounts are in millions of US dollars, unletseowise
indicated. Tonnes of crude oil produced are traedlénto 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 intorbk of oil equivalent (‘“BOE”) were made at theeraf

1 barrel per BOE and of cubic feet into BOE atrdte of 6 thousand cubic feet per BOE.

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

not guarantees of future results.

Key financial and operational results

1% halfof Change, 2" quarter of Change,

2010 2009 % 2010 2009 %

Sales (millions of US dollars) ..............oeceeeeeeenne. 49,755 34,861 42.7 25,853 20,116 28.5
Net income attributable to OADUKOIL (millions

of US dollars) ......cooovieiiiiiiiiieii e 4,002 3,229 23.9 1,949 2,324 (16.1)
EBITDA (millions of US dollars)..........c..ccceene.e. 7,433 6,534 13.8 3,704 4,120 (10.1)
Taxes other than income taxes, excise and export

tariffs (millions of US dollars)..............ccuvvveee. (13,689) (8,000) 71.1 (7,031)(4,283) 64.2
Basic and diluted earning per share of common

stock attributable to OAO LUKOIL (US dollars) 4,72 3.81 23.9 2.30 274 (16.3)

Hydrocarbon production by the Group including
our share in equity affiliates (thousands of BOE) 409,373 401,730 1.9 204,182 201,467 1.3

Crude oil production by the Group including our
share in equity affiliates (thousands of tonnes) 48,140 48,633 (1.0) 24,085 24,506 2.7)

Gas available for sale produced by the Group
including our share in equity affiliates (millions
of cubic meters)........ccoooiviiiiiii 9,242 7,356 25.6 4,521 3,546 27.5

Refined products produced by the Group including
our share in equity affiliates (thousands of
EONNES) ...ttt eemn e 31,097 28,768 8.1 16,394 15,190 7.9

During the first half of 2010, our net income wag@2 million, which is $773 million, or 23.9%, neor
than in the same period of 2009. At the same timg, net income for the second quarter of 2010
amounted to 1,949, which is $375 million, or 16.164ver than in the second quarter of 2009.

Positive dynamic of our half-year net income wasnyadue to a sharp increase in hydrocarbon prices
the first half of 2010, compared to the respecpesiod of 2009. At the same time our results were
affected by increase in extraction taxes and extauitf rates, appreciation of the Russian ruble an
increase in transportation expenses. The negaffeeteof the above mentioned factors had the most
significant influence on our results in the secandarter of 2010, when our net income decreased,
compared to the respective period of 2009.




Business overview

The primary activities of OAO LUKOIL and its submdes 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 entegst 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 subsidiariedvicountries 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, a6idunted 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 four main busireesggments:

= 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 @efshed products.

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

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

Other businesses include banking, finance and atletivities. Each of our four main segments is
dependent on the other, with a portion of the reesnof one segment being a part of the costs of the
other. In particular, our Refining, Marketing ands®bution segment purchases crude oil from our
Exploration and Production segment. As a resuttesfain factors considered in the “Domestic craie
and refined products prices” section on page 8clwearking crude oil market prices in Russia careot
determined with certainty. Therefore, the prices fer inter-segment purchases of crude oil refeect
combination of market factors, primarily internatg crude oil market prices, transportation costs,
regional market conditions, the cost of crude efining and other factors. Accordingly, an analysis
either of these segments on a stand-alone basid goxe a misleading impression of those segments’
underlying financial position and results of opi&nas. For this reason, we do not analyze eitheouf
main segments separately in the discussion thiawel However, we present the financial data fahea
in Note 19 “Segment information” to our interim smtidated financial statements.

Changes in the Group structure

In January 2010, the Company signed an agreemeletviglop the West Qurna-2 field located in the lsout
of Iraq. The parties to the agreement are: thei Btge-owned South Oil Company and the contracting
consortium formed by the Iragi state-owned North ©ompany, the Company and Norway's Statoil
ASA. The Company’s share in the project is 56.2%%der this agreement as of June 30, 2010 the
Company has a commitment in the amount of appraeiing263 million. The West Qurna-2 field has
recoverable reserves of about 12.9 billion barrels.

In December 2009, the Group acquired the remaidBi§% interest in its equity affiliate LUKARCO
B.V. (“LUKARCOQ”) for $1.6 billion, thereby increasg the ownership stake to 100%. LUKARCO is a
holding company, which owns a 5.0% share in Tergizooil, a joint venture which develops the Tengiz
and Korolevskoe fields in Kazakhstan, and a 12.6&besin Caspian Pipeline Consortium (“CPC"), which
carries Kazakhstani and Russian oil to Novorossiyskine terminal. Therefore the Group increased the
ownership in Tengizchevroil from 2.7% to 5.0% ahé pwnership in CPC from 6.75% to 12.5%. The
first installment in amount of $300 million was gan December 2009. $800 million should be paid no
later than December 2010 and the remaining amountlater than December 2011.




In June 2009, a Group company entered into an agnetewith Total to acquire a 45.0% interest in TRN
refinery in the Netherlands (“TRN”"). The transaativas finalized 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 tlesibility to process Urals blend crude oil as vas
significant volumes of straight-run fuel oil andcuam gasoil, which allows to integrate the plamt ithe
Group’s crude oil supply and refined products manigoperations. 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 tonneEhis 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@%0interests in OOO Smolenskneftesnab, OO0 IRT
Investment, OOO PM Invest and OOO Retaier House$#88 million. These are holding companies,
which between them own 96 petrol stations and pétand 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 Russaderation.

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, Mioscow 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 agreenoeatduire a 100% interest in the Akpet group for
$555 million. The transaction was finalized in Novger 2008. The amended agreement provided for
three payments of purchase consideration: the gamgtment in amount of $250 million was made at the
date of finalization, the second payment in amoen$150 million was made in April 2009, and the
remaining amount was paid in October 2009. The Akpeup operated 689 petrol filling stations on the
basis of dealer agreements and owned eight refinediuct terminals, five LNG storage tanks, three je
fuel terminals and a lubricant production planTurkey.

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 Pralitaly. In December 2008, the Group completed the
acquisition of a 49.0% stake in the joint ventuse €1.45 billion (approximately $1.83 billion) apeid
€600 million (approximately $762 million) as a fir;istallment. 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%. The agreémstaies that each partner is responsible for
procuring crude oil and marketing refined produntfine with its equity stake in the joint ventuiSAB

has the flexibility to process Urals blend crude IBAB includes three jetties and storage tankalitogy
3,700 thousand cubic meters and has an annuaihgfiapacity of 16 million tonnes.

In March 2008, a Group company entered into aneagesit with a related party, whose management and
directors include members of the Group’s managena@dt Board of Directors, to acquire a 64.31%
interest in OAO UGK TGK-8 (“TGK-8") for approximale $2,117 million. The purchase consideration
partly consisted of 23.55 million shares of commatock of the Company (at a market value of
approximately $1,620 million). The transaction Viaslized in May 2008. From May 2008 to June 2009,
a Group company acquired the remaining intere3tGiK-8 for a total of $1,202 million, increasing the
Group’s ownership to 100%. TGK-8 is one of the majas consumers in the Southern Federal District
with an annual consumption of 6 billion cubic metper year. Its power plants are located in Astaakh
Volgograd and Rostov regions, Krasnodar and StalrDstricts, and the Republic of Dagestan of the
Russian Federation with total productive capacityd® GW. By purchasing TGK-8 LUKOIL expects
significant synergies through natural gas supglies) the Company’s gas fields located in the Narthe
Caspian and in Astrakhan region, which will alloletCompany to reach efficient gas price. This
acquisition is made in accordance with the Compapians to develop its power generation business.




Operational highlights

Hydrocarbon production

We undertake exploration for, and production afider oil and natural gas in Russia and internatipnial
Russia our major oil producing subsidiaries are OQMXOIL-Western Siberia, OO0 LUKOIL-Komi
and OOO LUKOIL-Perm. Also we have a consolidatedntjoventure with ConocoPhillips,
OO0 Narianmarneftegaz, in the Northern Timan-Pexhegion. Exploration and production outside of
Russia is performed by our 100% subsidiary LUKOIe@seas, that has stakes in PSA’s and other
projects in Kazakhstan, Azerbaijan, Uzbekistany,I@audi Arabia, Columbia, Ghana and Cote d’'lvoire.

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

1% half of 2" quarter of
2010 2009 2010 2009
Daily production of hydrocarbons, including the
Company’s share in equity affiliates (thousand BOE pe
day), iINCIUdING: .....ovveeiiiiee e 2,262 2,220 2,243 2,214
e (0o [N 1| SRR 1,962 1,981 1,951 1,985
- natural and petroleum d&S...........cocovovoveeeeeceeemnn. 300 239 292 229
Hydrocarbon extraction expenses (US dollar per BQE) 4.02 3.25 4.07 3.40
(millions of US dollars)
Hydrocarbon extraction eXpenses.............eeeemeveeveees 1,584 1,267 800 665
SN RUSSIA .o s 1,491 1,179 753 616
- OULSIAE RUSSIA .. .vvvieiiiieeeiiiiee e 93 88 47 49
EXPloration EXPEeNSES. ......c.vvveirvveiesiemmm e 146 69 29 32
SN RUSSIA c.evivie et e 50 34 14 19
- OULSIAE RUSSIA .. .vvvieieiiieeiiiiiee e 96 35 15 13
Mineral extraction tax ...........ccceeeeeiiiiiivee e 3,757 2,070 1,991 1,150
AN RUSSIA .. 3,723 2,047 1,973 1,136
- 0UtSIdE RUSSIA .....uveieiiieeiiiiiiieeeeee e 34 23 18 14

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

Crude oil production. In the first half of 2010, we decreased our dailyde oil production by 1.0%,
compared to the same period of 2009. We produeedu@ing the Company’s share in equity affiliates)
355 million barrels, or 48.1 million tonnes.

The following table represents our crude oil prdducin the respective periods of 2010 and 2009 by
major regions.

1 half of Change to 2009 1% half of
of 2010 Total 9 Changein Organic  of 2009

(thousands of tonnes) ’ structure change
Western Siberia.........cccoeviiiiiiiiicece e 25,434 (4.5) - (1,205) 26,639
Timan-Pechora 10,871 2.4 - 255 10,616
Ural region......cccccceeevivvvineenn 6,106 3.8 - 226 5,880
Volga region ........cccccceeeueeee 1,432 (1.0) - (14) 1,446
Other in Russia 1,021 (3.0) - (32) 1,053
Crude oil produced in Russia.............c.cccummmnnn. 44,864 @7 - (770) 45,634
Crude oil produced internationally...................... 1,749 (1.4) - (25) 1,774
Total crude oil produced by consolidated
SUBSIAIANES ..oeoeeiieiiiiiieee e 46,613 @7 - (795) 47,408
Our share in crude oil produced by equity
affiliates:
INRUSSIA ... eeemme e 164 9.3 - 14 150
OUtSide RUSSIA .....oeveiiiiiiiiiiiice e 1,363 26.8 287 1 1,075
Total crude oil produced ...........cccceeveeviiieennnnn., 48,140 (1.0) 287 (780) 48,633




The main oil producing region of the Company is ¥Weas Siberia where we produced 54.6% of our crude
oil in the first half of 2010 (56.2% in the firsalfi of 2009). A significant impact on our productiin
Western Siberia was caused by natural decline @dewell as decrease in the drilling of new wells.
The reduction in drilling footage was due to reatiian of the Company’s strategy aiming at strengjiig

its financial position through focusing on highldi@rojects and increasing cash flows.

In line with our strategy the Company is developimaw 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 3.7 million tenfrem this field in the first half of 2010 and
3.2 million tonnes in the first half of 2009. Ttad field is developed by OOO Narianmarneftegaz; ou
joint venture with ConocoPhillips. In December 200@ started production drilling on the Yu. Korchrag
field in the Caspian Sea. In April 2010, we startedhmercial production at the field. We plan todurce
about 340 thousand tonnes from the field in 201fijsivthe maximum annual production from this field
is expected to be 2.5 million tonnes of oil and gaisdensate, and 1.0 billion cubic meters of gas.

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 5.0% as a Itestiacquiring the remaining 46.0% interest in
LUKARCO.

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 normally used fo
trading activities, for supplying our internatiomefineries or for processing at third party refies.

1% half of
2010 2009
(thousand of (thousand of (thousand of (thousand of
barrels) tonnes) barrels) tonnes)
Crude oil purchases in Russia........... 381 52 491 67
Crude oil purchases internationally... 77,610 10,588 76,958 10,499
Total crude oil purchased................. 77,991 10,640 77,449 10,566

2" quarter of

2010 2009
(thousand of (thousand of (thousand of (thousand of
barrels) tonnes) barrels) tonnes)
Crude oil purchases in Russia........... 234 32 344 a7
Crude oil purchases internationally... 43,394 5,920 42,895 5,852
Total crude oil purchased................. 43,628 5,952 43,239 5,899

Significant part of our crude oil purchases is usgdorocessing at our and at third party refingria the
first half of 2010, we purchased 5,385 thousandesrof crude for processing (including 2,109 thadsa
tonnes at ISAB and 1,103 thousand tonnes at TR)pared to 5,152 thousand tonnes in the firstdfalf
2009 (including 2,603 thousand tonnes at ISAB).

Gas production. In the first half of 2010, we produced 9,242 roitlicubic meters of gas available for
sale (including our share in equity affiliates),inorease of 25.6%, compared to the first half@32

Our major gas production field is the Nakhodkinskaes field, where we produced 4,110 million cubic
meters of natural gas in the first half of 2010mpared to 2,951 million cubic meters in the sanméogde
of 2009. The 39.3% increase in gas production fthis field resulted from the increase of purchasfes
our gas by OAO Gazprom (“Gazprom”) starting frora #econd half of 2009.

Our international gas production did not changaifizantly. Production from the Khauzak gas fiefd i
Uzbekistan was 1,305 million cubic meters of ndtges, compared to 1,309 million cubic meters i th
same period of 2009. In the first half of 2010, ahtiare in production from the Shakh-Deniz field in
Azerbaijan was 290 million cubic meters, compar®dd9 million cubic meters in the first half of ZD0




Refining, marketing and trading

Refining. We own and operate four refineries located in EeappRussia and three refineries located
outside of Russia — in Bulgaria, Ukraine and RomaMoreover, we have a 49% stake in the ISAB
refinery complex in Italy and a 45% interest in TRNinery in the Netherlands.

Compared to the first half of 2009, production at oconsolidated and affiliated refineries increabgd
8.1%. Russian refineries increased their produchiprnl.7%. Production of our international refinsrie
including our share of production at ISAB and TRidreased by 24.8%, despite lower production at our
Bulgarian and Ukrainian refineries due to perforrogdrhauls.

In the first half of 2010, our share of refined gwots produced at ISAB amounted to 3,020 thousand
tonnes (3,008 thousand tonnes in the first hal#@f9) and our share in production of TRN amounted t
2,426 thousand tonnes.

In Russia LUKOIL holds the leading position in puotion and sales of European standards motor fuel
being ahead of the official terms of their obliggtamplementation in the country. At our Russian
refineries we produced 4,304 and 3,364 thousangewof Euro 4 and Euro 5 diesel fuel, and 2,716 and
2,213 thousand tonnes of Euro 3 gasoline in tis liialves of 2010 and 2009, respectively.

Along with our own production of refined producte wan refine crude oil at third party refineries
depending on market conditions and other factansRussia we processed crude oil at third party
refineries primarily to supply our network in thedlregion and for export sales. To supply ourifeta
networks in Eastern Europe we refined crude oiBélarus and Serbia. Refined products processed in
Belarus were used for supplying our local retailnmek and for wholesale export. In the first half2910,

we did not process our crude oil at third partynefies.

The following table summarizes key figures for oefining activities.

1% half of 2" quarter of
201( 200¢ 2010 2009
(millions of US dollars)
Refining expenses at the Group refineries............. 515 435 252 233
=N RUSSIA c.vviviiciiiee e, 381 309 189 166
- outside RUSSIA ......cevieeiiiiiiiiiiiieeieee e 134 126 63 67
Refining expenses at ISAB and TRN..................... 349 218 172 119
Refining expenses at third party refineries............. 2 110 - 50
SN RUSSIA v, 1 92 - 40
- ouUtSide RUSSIA .....ceevviiiieeiiiiee e 1 18 - 10
Capital expenditures........cccccveeeeiiiiiiieeereneee e e e 336 411 166 209
=N RUSSIA c.vviiieiiiieee e, 238 237 119 134
- outside RUSSIA ......eevieeiiiiiiiiiiiiieeeee e 98 174 47 75
(thousand barrels per day)
Refinery throughput at the Group refineries.......... 1,085 1,100 1,131 1,127
- iN RUSSIE) oo, 895 881 896 877
- outside RUSSIA ......cevieeiiiiiiiiiiieeeeee e 190 219 235 250
Refinery throughput at ISAB and TRR® .............. 222 122 235 145
Refinery throughput at third party refineries.......... - 90 - 92
SN RUSSIA c.vviieiiiiece e - 58 - 56
- oUtSide RUSSIA .....cveviiiiieeiiiiee e - 32 - 36
Total refinery throughput .............ooccviiiiiiieiiiiine, 1,307 1,312 1,366 1,364
(thousand of tonnes)
Refined products produced at the Group refineries 25,651 25,760 13,489 13,390
- iN RUSSIE) oo, 21,194 20,830 10,684 10,427
- outSide RUSSIA .....ccevviiiieeiiiiie e 4,457 4,930 2,805 2,963
Production of ISAB and TRR .........coovvviiiiriinens 5,446 3,008 2,905 1,800
Refined products produced at third party refineries 4 1,972 - 993
SN RUSSIA c.oveiiiee e, — 1,243 - 579
- outside RUSSIA .....ceevieeiiiiiiiiiiiieeeeee e 4 729 — 414
Total refined products produced............................ 31,101 30,740 16,394 16,183

W Excluding mini refineries.
@ Group’s share.
® Including refined products processed.




Marketing and trading. Our marketing and trading activities mainly includbolesale and bunkering
operations in Western Europe, South-East Asia,r@keAtmerica 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 approximately 6 thousand petrol station

Most of the stations operate under the LUKOIL bravwe continuously develop our retail business and
LUKOIL brand by expanding our retail network. Theble below summarizes figures for our trading
activities.

1% half of 2" quarter of
2010 2009 2010 2009
(thousand of tonnes)

Retail Sales ........coviiiiiiiie e 6,685 6,728 3,469 3,528
Wholesale Sales.........cccceiiiiiiiiiiii e e 44,324 42,748 23,786 22,484
Total refined products sales ..........cccccvvevveeeeericnninnnn. 51,009 49,476 27,255 26,012
Refined products purchased in Russia...................... 855 217 563 131
Refined products purchased internationally............... 23,015 20,383 11,784 10,696
Total refined products purchased................cccc.......... 23,870 20,600 12,347 10,827

Exports of crude oil and refined products from Rusg. In the first half of 2010, our export of crude oil
from Russia was 6.5% less than in the same pefi@®@d, and we exported 45.5% of our total domestic
crude oil production (47.8% in the first half ofC4).

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

1% half of
2010 2009
(thousand (thousand  (thousand (thousand of
of barrels) of tonnes) of barrels) tonnes)
Exports of crude oil using Transneft export routes.... 116,650 15,914 128,781 17,569
Exports of crude oil bypassing Transneft.................. 32,919 4,491 31,262 4,265
Total crude Oil eXPOrtS.........ceeeecvveieeiiiam e 149,569 20,405 160,043 21,834

2" quarter of

2010 2009
(thousand  (thousand (thousand (thousand of
of barrels)  of tonnes) of barrels) tonnes)
Exports of crude oil using Transneft export routes.... 56,757 7,743 63,493 8,662
Exports of crude oil bypassing Transneft................... 16,749 2,285 16,873 2,302
Total crude Oil eXPOrtS...........ccocvvvvvviiiommceiviiiieneannn. 73,506 10,028 80,366 10,964

The overall decrease of our export from Russia wa®sult of decreased crude oil production and
termination of processing operations in Belarus esgpective decrease of export to CIS. At the same
time, export to far-abroad increased by 0.8 millionnes, compared to the first half of 2009.

In the first half of 2010, the crude oil exportéuladugh our own export infrastructure was 4,491 amual
tonnes, or 5.9% more than in the first half of 208%e to increased export of crude oil producethfthe
Yuzhnoye Khylchuyu oil field through our exportrgnal in Varandey (3.7 million tonnes in the firslf
of 2010, compared to 3.2 million tonnes in thetfiralf of 2009).

In the first half of 2010, we exported from Rus$R9 million tonnes of refined products, a decreafse
8.2%, compared to the same period of 2009. Théxjdained by a decrease in export sales to CIS. We
export from Russia primarily diesel fuel, fuel aihd gasoil. These products account for approximatel
91.5% of our refined products export volumes.

In the first half of 2010, our revenue from expaofttrude oil and refined products from Russia kotthe
Group companies and third parties amounted to 380million and $6,922 million, respectively
($7,686 million for crude oil and $4,827 millionrfeefined products in the first half of 2009).




Main macroeconomic factors affecting our results obperations

Changes in the price of crude oil and refined prodats

The price at which we sell crude oil and refineddurcts is the primary driver of our revenues. Dgittime
first half of 2010, the Brent crude oil price fluated between $70 and $86 per barrel and reachpdak
of $86.79 in the end of April, 2010.

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 dowmtuuring 2009, crude oil prices were in an upward
trend and in the second half of the year crudenigke stabilized around $70 per barrel.

Substantially all crude oil we export is Urals ldeffhe following table shows the average crudeand
refined product prices products in the respectmoals of 2010 and 2009.

1% half of Change, 2nd quarter of  Change,
2010 2009 % 2010 2009 %
(in US dollars per barrel, except for figures imqaant)
Brent Crude.........ocveeeeveiiee e 77.29 51.68 49.6 78.24 59.13 32.3
Urals crude (CIF Mediterraneafy............. 76.12 50.99 49.3 76.86 58.48 314
Urals crude (CIF Rotterdarf................... 76.10 50.94 494 76.92 58.46 31.6
(in US dollars per metric tonne. except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)............... 402.84 274.63 46.7 434.28 322.29 34.7
Diesel fuel 10 ppm (FOB Rotterdam)...... 691.46 471.25 46.7 684.45 506.37 35.2
High-octane gasoline (FOB Rotterdam)... 671.64 496.84 35.2 732.82 586.56 24.9

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 awggarices of Urals blend on Mediterranean and NontHEurope
markets.

Domestic crude oil and refined products prices

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

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

The table below represents average domestic wHelpsaes of refined products in the respectivequer
of 2010 and 2009.

1% half of Change, 2" quarter of Change,
2010 2009 % 2010 2009 %
(in US dollars per metric tonne, except for figuirepercent)
FUel Ol 223.60 131.34 70.2 239.12 152.14 257.
Diesel fuel.......cccoouviiiiiiiie e 546.91 430.65 27.0 530.54 427.26 24.2
High-octane gasoline (Regular) .................... 2.69 459.59 50.7 720.62 528.76 36.3
High-octane gasoline (Premium).................. .260 512.77 38.5 736.97 554.63 32.9

Source: InfoTEK (excluding VAT).

Changes in the US dollar-ruble exchange rate and flation

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

US dollar crude oil prices, while most of our costshe Russian Federation are settled in Russibles.
Therefore, ruble inflation and movements of excleangtes can significantly affect the results of our
operations.




In particular, the devaluation of the ruble agaih&t US dollar generally causes our costs to deerea
US dollar terms, and vice versa. The devaluatiothefpurchasing power of the US dollar in the Rarssi
Federation calculated on the basis of the rublé&adexchange rates and the level of inflation irs&a
was 17.2% in the first half of 2010, compared ® same period of 2009.

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

1% half of 2" quarter of

2010 2009 2010 2009
Ruble inflation (CPI1), % ......ccuvviiiiiiieiieeeeee e 4.4 7.5 1.2 1.9
Change of the ruble-dollar exchange rate,.%............ (3.2) (6.5) (6.2) 8.0
Average exchange rate for the period
(ruble to US dollar) ........ccceeeiiiiieeeieeeciee e 30.07 33.07 30.24 32.21
Exchange rate at the end of the period
(ruble to US dollar) ..........cccccceveeiiiiiiiiaaiiiiiiiieeee. 31.20 31.29 — -
Tax burden

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

1% half of Change,
2010Y 2009V %
Export tariffs on crude oil .............cvvvviceiie e $/tonne 272.66 122.90 121.9
Export tariffs on refined products
Light distillates (gasoline), middle distillateg{j
fuel), diesel fuel and gasoilS............ccceeeccvvvveeeennn. $/tonne 196.03 95.11 106.1
Liquid fuels (fuel 0il) ......cocoeeiiieiiii e $/tonne 105.60 51.23 106.1
Excise on refined products
Straight-run gasoline..........ccccceeeeiiiccieeee s RUR/tonne 4,290.00 3,900.00 10.0
High-octane gasoline...........cccccvveei v cemeeee i RUR/tonne 3,992.00 3,629.00 10.0
Low-octane gasoling ........cccccceevvvvviiieeeeessciiiieeen. RUR/tonne 2,923.00 2,657.00 10.0
DieSel fUEI .....eiieeieie e RUR/tonne 1,188.00 1,080.00 10.0
MOLOT OIS, e, RUR/tonne 3,246.10 2,951.00 10.0
Mineral extraction tax
Crude Ol c.ceveiieeieee e RUR/tonne 2,928.87 1,873.57 56.3
NALUFAl G8S -.evieeieiiee e eeeee e RUR/1,000 M 147.00 147.00 -
@ Average values.
2" quarter of Change,
2010Y  2009Y %
Export tariffs on crude oil ..........ccuuvieioccciie $/tonne 281.69 133.55 110.9
Export tariffs on refined products
Light distillates (gasoline), middle distillateg{j
fuel), diesel fuel and gasoilS............ccceeecvvvveeeenn. $/tonne 202.12 102.26 97.7
Liquid fuels (fuel Oil) .........cccovivieeiiiiceeeee e $/tonne 108.88 55.08 97.7
Excise on refined products
Straight-run gasoline ...........ccccceeiiiiicciene e RUR/tonne 4,290.00 3,900.00 10.0
High-octane gasoline...........ccccccvveei v iemeeme i RUR/tonne 3,992.00 3,629.00 10.0
Low-octane gasoling ..........cccoeiuviiiieeneeeeiiieieeen. RUR/tonne 2,923.00 2,657.00 10.0
Diesel fuel ..o RUR/tonne 1,188.00 1,080.00 10.0
1Y/ o] (o] S0 | £ RUR/tonne 3,246.10 2,951.00 10.0
Mineral extraction tax
Crude Oil .cccovviiiiiiiic e RUR/tonne 2,977.27 2,200.62 35.3
NELUFAL GAS ...ttt RUR/1,000 m 147.00 147.00 -

W Average values.




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

1% half of Change,
201" 2009" %
Excise on refined products
Straight-run gasoline ...........cccceeeiiiiiceceerieeeeee e $/tonne 142.68 117.94 21.0
High-octane gasoline..........cccueeiveiiiiiccccee e $/tonne 132.77 109.74 21.0
Low-octane gasoling ...........cooouiiiiiiiiieeeniiiiieieeeeen $/tonne 97.21 80.35 21.0
DiIESEl fUBI ...eiiiiieiiii et $/tonne 39.51 3266 1.2
MOTOT OilS....vvieieiieiiie ettt $/tonne 107.96 89.24 21.0
Mineral extraction tax
CrUE Oil .ot $/tonne 97.41 56.66 971
NATUFAl GBS ..., $/1,000°m 4.89 4.45 9.8

W Average values.

2" quarter of  Change,

2010 2009" %

Excise on refined products

Straight-run gasoline.........ccccceeeeiiiiiccccecieree e $/tonne 141.85 121.06 17.2

High-octane gasoline...........cccccvveei e iceeeee e $/tonne 132.00 112.65 17.2

Low-octane gasoling ........cccccovevviieiiieeeesiiiiieiee e $/tonne 96.65 82.48 17.2

DI =YT] I (V1= R $/tonne 39.28 3353 7.21

0] o] o1 = $/tonne 107.33 91.60 17.2
Mineral extraction tax

Crude Ol .ocvveeiiie i $/tonne 98.44 68.31 44

NELUFAL GAS ...ttt $/1,000°m 4.86 4.56 6.5

W Average values.

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

Crude oil extraction tax rate. The base rate is 419 rubles per metric tonneaetetd and it is adjusted
depending on the international market price of §taend and the ruble exchange rate. The taxisate
zero when the average Urals blend internationaketgorice for a tax period was less than or eqoal t
$15.00 per barrel. Each $1.00 per barrel increashd international Urals blend price over the shrdd
($15.00 per barrel) resulted in an increase otdkeate by $1.61 per tonne extracted (or $0.22bperel
extracted using a conversion factor of 7.33).

The crude oil extraction tax rate varies dependingthe development and depletion of a particular
oilfield. The tax rate is zero for extra-heavy audil and for crude oil produced in certain regiarfs
Eastern Siberia, Caspian sea and the Nenetsky dutons District, depending on the period and volume
of production. For crude oil produced in other oggi the tax rate calculation described above shioeild
multiplied by a coefficient characterizing the detfdn of a particular oilfield. The coefficient égual to
1.0 for oilfields with depletion below 80%. Each Jferease of depletion of a particular oilfield abo
80% results in a decrease of the coefficient by®.0he minimum value of the coefficient is 0.3.€Th
depletion level assessment is based on crude oduption and reserves information reported to the
Russian government.

The Group undertakes crude oil production from aieriilfields in Caspian Sea and the Nenetsky
Autonomous District and can benefit from the apgilan of zero tax rate.

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.
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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 $2p00
barrel ($182.50 per metric tonne), each $1.00 perebincrease in the Urals blend price over $20.00
results in an increase of the crude oil export datg by $0.45 per barrel exported. Each $1.0(bpeel
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.

Effective from December 2008, the crude oil expauty rate is revised monthly on the basis of the
immediately preceding one-month period of crudgdie monitoring.

Starting from the end of 2009, the Russian Goventraet a zero export duty rate for crude oil preglc
at certain fields in Eastern Siberia. This benddiés not apply to crude oil production at our nélfietds
in Caspian Sea and the Nenetsky Autonomous District

Export duty rates on refined products are set by the Russian Government. The rate orexfuty
depends on internal demand for refined productsmtednational crude oil market conditions.

Crude oil and refined products exported to CIS coutries, other than Ukraine and Belarus, are not
subject to export duties. In 2009, crude oil expdrirom Russia to Belarus was subject to expoiesut
calculated with the application of a coefficien8®6 to the regular export duty rate set by the Russ
Government.

In 2010, under the agreement between the Russidgr&on and Belarus, crude oil exported from Russi
to Belarus up to total amount of 6.3 million tonnél not be subject to export duty. Volumes of d@euoil
export above this limit are taxed at a regular.rate

Excise on refined products.The responsibility to pay excises on refined patslin 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. Starting from January 1, 2009, the Federal inctemerate is 2.0% and the regional income
tax rate varies between 13.5% and 18.0%. The Gsofgpeign operations are subject to taxes at tke ta
rates applicable to the jurisdictions in which tloperate.

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 producorgpmanies to the markets is dependent on the eafent
diversification of the transport infrastructure aadcess to it. As a result, transportation cosans
important macroeconomic factor affecting our nebime.

Transportation of crude oil produced in Russiagfineries and export destinations is performed arilp
through the trunk oil pipeline system of state-odr@AO AK Transneft (“Transneft”). Access to the
Transneft crude oil export pipeline network is e#ited quarterly, based on recent volumes producdd a
delivered through the pipeline and proposed exgestinations. The crude oil transported by Trartssef
Urals blend — a mix of crude oils of various quatit Therefore Russian companies that produce ailide
of a higher quality, cannot obtain benefits frorlisg 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 #aliningrad 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 &imPechora. 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 anmapacity 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
that can be expanded up to 15 million tonnes par.ye

Transportation of refined products in Russia iSqgraned by railway transport and the pipeline syst#m
OAO AK Transnefteproduct. The Russian railway isfracture is owned and operated by OAO Russian
Railways. Both these companies are state-owned.id@&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 trao.
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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 transpomastfucture, 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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Six months ended June 30, 2010, compared to six ntba ended June 30, 2009

The table below represents our consolidated statesnad income for the periods indicated.

1% half of
2010 2009
(millions of US dollars)
Revenues
Sales (including excise and export tariffS) ..cccce.vvvvvieeiieiiiee e, 49,755 34,861

Costs and other deductions

OPEratiNng EXPENSES ...ceiiieeiiiiiiiieieeeeeeaaaamme e e e e e e anteeeeeeaaeeasaannebeeeeaaeeaaaanneeeas (3,802) (3,108)
Cost of purchased crude oil, gas and ProdUCES . covvvvvereereeeiiiiiiiiiiieaeeeenn (205) (13,272)
Transportation expenses (2,780) (2,356)
Selling, general and administrative eXPeNSES. ..........ueeeiieeaiiiiiiiieieeeeeea s ,&85) (1,520)
Depreciation, depletion and amortization 2,@60) (2,003)
Taxes other than INCOME tAXES.............. e e eeeeeeeiiirrier e e e e e e s eeeeee s (4,349) (2,593)
Excise and export tariffS ............oooii oo (9,340) (5,407)
Exploration expense (146) (69)
Gain on disposals and impairments Of ASSEtS . eeeeeiiiiirirrieieeeeeesiiiiieene. 10 12
Income from operating acCtiVItieS............iicmeeeiiieeiie e 5,358 4,545
INEEIEST EXPENSE ..ottt eerreee e e e e e e e e e e st eeaeas (373) (334)
Interest and dividend INCOME ..........c.oitimmmmeeee e 98 65
Equity share in income of affiliates ... 236 182
Currency translation (0SS .........coiiiiiiiiceeeee et (42) (124)
Other non-operating (EXPENSE) INCOME ... eeerrrrereeeeeesiiiiirreereaeeeesinnens 75) 61
INCOME DEfOre INCOME tAXES .. .ceveiiiee e e e e eaaas 5,202 4,395
CUIMENT INCOME TAXES .. .uvvviiiiiieeeeeeeee s i e e e e e e e e eentbtaaeaeeeeeessnnabenaeaeeeesaanns (1,140) (837)
Deferred INCOME TAXES ...uuviiiiee i i s e e e e e e e st e e aeeeesessnibaaeeeeeessaanns 44 (196)
Total INCOME tAX EXPENSE ... ..eeeieiiiieeeeieeiiiee e e e e et e e e e e e e e e e anebeeeeeeaaeaaaans (1,096) (2,033)
NETINCOIME ..ttt e e s sbree e 4,106 3,362
Less: net loss attributable to noncontrolling I8 ...........cccccevvvveeriieee e, (Lo4 (133)
Net income attributable t0 OAO LUKOIL........ocuuviiiiieeiee e 4,002 3,229
Basic and diluted earning per share of common saticlbutable to

OAO LUKOIL (in US dOlIArS) .......ceeeiieiresiiceac e eeiieeeeasiieeeesneeeesseeeeessneeeesnnees 4.72 3.81

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

Sales breakdown 1% half of
2010 2009
(millions of US dollars)
Crude oil
Export and sales on international markets other Gi& 12,175 8,275
Export and sales to CIS..........covveeiiiiimcemeeeeee e 513 781
DOMESHIC SAIES ... ————————————— 481 43
13,169 9,099
Refined products
Export and sales on international markets
Wholesale 23,950 15,908
RETAIL ...ttt 4,464 3,990
Domestic sales
ATA 10 (ST T= 1 2,474 1,645
RETAIL ...t 2,499 1,755
33,387 23,298
Petrochemicals
Export and sales on international Markets ... .eeeereeeeiiiiiiieieeeeeeseeeivenen. 270 274
DOMESTIC SAIES ..ccciiiiie ettt ceereme ettt s e e 350 176
620 450
Gas and gas products
Export and sales on international Markets ... .eeeereeeeiiiiiiiieeeeee s eeeivenen. 645 494
DOMESTIC SAIES ..ccciiiiie ettt ceereme ettt s e e 386 219
1,031 713
Domestic sales of energy and related SEIVICES . evurrreerimmmeeeerireeeeereeeee 730 525
Other
Sales on international markets 483 510
Domestic sales 335 266
818 776
TOAl SAIES ... 49,755 34,861
1% half of
Sales volumes 2010 2009

Crude oil (thousands of barrels)
Export and sales on international markets othar @& ...............ccccoeeevivienennnn, 162,792 164,221
EXport and SaleS 10 CIS.... ... eeeee e 12,073 20,165
DOMESHIC SAIES ... ettt e e e et e e e e e e s e e ennnees 14,279 1,231

189,144 185,617

Crude oil (thousands of tonnes)
Export and sales on international markets other Gi& 22,209 22,404
Export and sales to CIS..........cooveiiiiiivceeemeee e 1,647 2,751
[B10]1 4 1STS ([0 Y= | [T 1,948 168

25,804 25,323

Refined products
Export and sales on international markets

(thousands of tonnes)

Wholesale 39,195 37,888

RETAIL ...ttt 3,420 3,924
Domestic sales

WHOIESAIE.....ciiiii i e e e 5,129 4,860

RETAIL ...ttt 3,265 2,804

51,009 49,476

Total sales volume of crude oil and refined products..................ccccvvvvveennnnn... 76,813 74,799
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Realized average sales prices
1% half of
2010 2009
($/barrel) ($/tonne) ($/barrel) ($/tonne)

Average realized price international

Oil (excluding CIS) ......covcveiiiiiiiiic e 74.79 548.22 50.39 369.34
Ol (CIS) it 42.47 311.28 38.74 283.93
Refined products
Wholesale ... 611.03 419.87
Retall......cooiiiiiiiiiiei e 1,305.13 1,016.64
Average realized price within Russia
Ol 33.69 246.95 34.84 255.41
Refined products
Wholesale ........ccccooiiiiiiiniicreeececs 482.54 338.46
Retall........covoviiiiciiiiiieeee 765.05 625.79

During the first half of 2010, our revenues incezhdy $14,894 million, or by 42.7%, compared to the
same period of 2009. Our revenues from crude ddssimcreased by $4,070 million, or by 44.7%. Our
revenues from sales of refined products increage$ll9,089 million, or by 43.3%. The increase iresal
revenue was a result of a sharp increase in hydsonaprices, compared to the first half of 2009.
Moreover, the appreciation of the ruble againstWsdollar also increased the US dollar value af ou
sales revenue denominated in Russian rubles.

Sales of crude oil

Our total crude oil sales revenues increased by%4due to growth of crude oil prices and increased
sales volumes.

Cease in crude oil refining at third party refimsrin Russia and Belarus released crude oil volifores
sales on domestic market. This compensated a slaghine in our crude oil production in the firstlhof
2010. As a result, our crude oil sales raised By6lin terms of volumes.

Sales of refined products

In the first half of 2010, our revenue from the Wdsale of refined products outside of Russia inseday
$8,042 million, or by 50.6%, compared to the samgogpl of 2009, due to increased average realizieg pr
by 45.5%. Despite the decrease in output at ouneeés in Bulgaria and Ukraine due to overhaul,
commencement of crude oil refining at TRN and esjam of trading activities led to an increase in
wholesales volumes by 3.4%.

In the first half of 2010, our revenue from inteional retail sales increased by $474 million, gr b
11.9%, compared to the first half of 2009, mainiyledo an increase in average retail prices by 28.4%
Decrease of sales volumes by 12.8% primarily réfleestructuring of our retail network in the USA.

In the first half of 2010, our revenue from the \dsale of refined products on the domestic market
increased by $829 million, or by 50.4%, comparedhi® first half of 2009, due to an increase in the
average realized price by 42.6%. Sales volumesased by 269 thousand tonnes, or by 5.5%.

In the first half of 2010, our revenue from retsdlles in Russia increased by $744 million, or byl %
compared to the first half of 2009, due to an imeeein prices and volumes. In the first half of @0dur
retail sales revenue was 50.2% of total refinedipcts sales in Russia (in the first half of 20021-6%).

Sales of petrochemical products

In the first half of 2010, our revenue from salépetrochemical products increased by $170 million,

by 37.8%, compared to the first half of 2009. Qigsof Russia increased realized prices compensated
decrease of sales volumes. The growth of domeslés sevenue was a result of increased sales velume
and realized prices, as well as the real rubleesgiption against the US dollar.

Sales of gas and gas products

In the first half of 2010, sales of gas and gaseef products increased by $318 million, or by 44,.6
compared to the first half of 2009. Gas productesseevenue increased by $258 million, or by 65.5%,
primarily as a result of an increase in sales prared volumes.
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Natural gas sales revenue amounted to $354 millian increase of 14.9%, compared to the same period
of 2009. Our domestic natural gas sales revenurfisigntly increased. At the same time, our natgies
sales revenue outside of Russia was lower thameimespective period of 2009 as a result of a dseref
realized selling prices.

The major purchaser of our natural gas producddarRussian Federation is Gazprom. In the first ¢fal
2010, we sold 4,110 million cubic meters of natigas to Gazprom (2,951 million cubic meters in the
first half of 2009). The average realized priceréased by 10.0% to $35.2 per 1,000 cubic metees as
result of the ruble appreciation.

Domestic sales of energy and related services

We have been developing our energy business diecadquisition of TGK-8 in 2008. As a result, i th
first half of 2010, our revenue from sales of diedy, heat and related services increased by
$205 million, or by 39.0%. The ruble appreciatidspacontributed to the increase of this revenue.

Sales of other products

Other sales include non-petroleum sales throughretail network, and revenue of our production and
marketing companies from sales of other servicelsgmods not related to our primary activities (sash
transportation, etc.).

In the first half of 2010, our other sales increhbg $42 million, or by 5.4%. A decrease of trarspiion
services provided abroad was compensated by higitepetroleum retail revenue. During the first rudlf
2010, sales of goods and other products from dafl itations amounted to $297 million, an increafe
$37 million from the level of the first half of 200 mainly due to increase of such sales in Russih a
Eastern Europe.

Operating expenses

Operating expenses include the following:

1% half of
2010 2009
(millions of US dollars)

Hydrocarbon extracCtion EXPENSES .........ei i cocceeiieeieea e e et e e e e e e aenneeeeeeeeeaenas 1,584 1,267
Own refining expenses 515 435
Refining expenses at third party and affiliatedmefies..........cccccceeeeiiiiiiiiieiee e, 351 328
Expenses for crude oil transportation to refineries..........ccccceoviiiiic e, 541 465
Power generation and distribution EXPENSES ........coiiiiiiiiiiiiee i 293 200
Petrochemical expenses 80 54
Other operating expenses 670 651
4,034 3,400

Change in operating expenses in crude oil and réfmeducts inventory originating
WIthIN the GIOUEY ...t (232) (292)
Total OPErating EXPENSES ..ccieeeeeeeeee et e e e e e e e e e e aaaaaaaanneeee 3,802 3,108

@ 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 dytire reporting
period, but not sold to third party.

Compared to the first half of 2009, our operatirgenses increased by $694 million, or by 22.3%gctvhi

is mainly explained by general increase in opegatirpenses in Russia due to the real ruble appim@tia
against the US dollar by 17.2%, increase in hyditmma extraction expenses, expenses for crude oil
transportation to refineries, refining expensesamergy generation and distribution expenses.

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.

In the first half of 2010, our extraction expensegeased by $317 million, or by 25.0%, comparethto
first half of 2009. This was mainly a result of teal ruble appreciation against the US dollarréased
expenses for power supply, artificial stimulatioh reservoirs, labor costs and an increase in other
expenses. Our average hydrocarbon extraction gostased from $3.25 to $4.02 per BOE, or by 23.7%,
compared to the first half of 2009.
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Own refining expenses

In the first half of 2010, our own refining expeasacreased by $80 million, or by 18.4%, compared t
the first half of 2009.

Refining expenses at our domestic refineries irm@ady 23.3%, or by $72 million, mainly as a resflt
the real ruble appreciation against the US doitamease in power supply costs and higher consampti
of additives.

Refining expenses at our international refinemesaased by 6.3%, or by $8 million, mainly as aultesf
increased power supply costs.

Refining expenses at third party and affiliatedrnefies

Along with our own production of refined producte Wave the ability to refine crude oil at third fyar
and affiliated refineries both in Russia and abroad

We did not process crude oil on third party refiegiin the first half of 2010. Nevertheless, assult of
commencement of crude oil refining at TRN we insezh our throughput at third party and affiliated
refineries by 4.5%, compared to the first half 802 (including refined products processed). Thushe
first half of 2010, refining expenses at third yaahd affiliated refineries increased by 7.0%, careg to
the first half of 2009. Processing cost at oumefies in Western Europe is higher than at thaeeis in
Russia or Belarus.

Petrochemical expenses

In the first half of 2010, operating expenses af petrochemical plants increased by $26 millionbgr
48.1%, compared to the first half of 2009. ExpensdRussia were impacted by increased productiah an
ruble appreciation to the US dollar. Despite pdteoaical capacity downtime in Bulgaria and Ukraine,
our international petrochemical operating expemnlgeseased insignificantly due to sizeable sharfed
costs.

Expenses for crude oil transportation to refineries

Expenses for crude oil transportation to refineneseased in the first half of 2010 by $76 milliar by
16.3%, compared to the first half of 2009, duertarerease in transportation tariff rates and essalt of
the real ruble appreciation in Russia (see Traapon expenses below). Moreover, in the first tdlf
2010, we commenced supplying our crude oil to tRé&Tefinery.

Power generation and distribution expenses

Power generation and distribution expenses incdelag&93 million, or by 46.5%, reflecting expansimn
our power generating business and as a resuleaktl ruble appreciation in Russia.

Other operating expenses

Other operating expenses include expenses of thapGr upstream and downstream enterprises that do
not relate to their core activities, namely salédransportation services, other goods, etc., dpgra
expenses of our gas processing plants, costs ef e#rvices provided and goods sold by our margetin
companies, and of non-core businesses of the Group.

In the first half of 2010, our other operating empes increased by $19 million, or by 2.9%, comp&oed
the first half of 2009.

Cost of purchased crude oil, gas and products

Cost of purchased crude oil, gas and products aseic by $7,008&nillion in the first half of 2010, or by
52.8%, compared to the same period of 2009, dum timcrease in crude oil and refined products price
and increase in volumes of refined products pueehas

Cost of purchased crude oil, gas and productsdesldhe result of hedging of international crudeand
refined products sales. In the first half of 201@& recognized a $247 million gain from hedging,
compared to a $542 million expense in the first bBR009.

Cost of purchased crude oil, gas and products dedlpurchases of natural gas and fuel oil to suppty
power generation segment entities.
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Transportation expenses

In the first half of 2010, our transportation expes increased by $424 million, or by 18.0%, congbéve
the first half of 2009. This was primarily due taciease of ruble denominated pipeline and railway
transportation tariffs in Russia, which was emphediby the ruble appreciation.

Our actual transportation expenses related to coildend refined products deliveries to various @xp
destinations, weighted by volumes transported, gbarin the first half of 2010, compared to thet firalf
of 2009, as follows: crude oil pipeline tariffs lased by 26.8%, railway tariffs for refined produc
transportation increased by 31.0%, crude oil frergkes decreased by 18.1% and refined produdtghfre
rates increased by 7.0%, respectively.

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.

In the first half of 2010, our selling, general am@hinistrative expenses increased by $135 millborhy
8.9%, compared to the first half of 2009, reflegtthe effect of ruble appreciation on selling, gahand
administrative expenses in Russia and increasarisaling 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.

Our depreciation, depletion and amortization expsnscreased by $57 million, or by 2.8%, compaced t
the first half of 2009.

Exploration expenses

During the first half of 2010, exploration expensereased by $77 million, or 111.6%, compared ® th
first half of 2009. Dry hole costs increased by $7illion to $94 million.

In the first half of 2010, we charged to expense dbst of an exploratory well in Cote d’lvoire tiatg
$66 million. Dry hole costs in Russia amounted28 illion.

Interest expense

In the first half of 2010, interest expense inceghap to $373 million, which is 11.7% more tharttie
respective period of the previous year. This inseemainly relates to discounting of the VAT recaide
of our refinery in Ukraine as a result of the resturing of this receivable.

Equity share in income of affiliates

The Group has investments in equity method aféiaeind 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 margeh 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. Moreoviethe end of 2009, we increased our share in
LUKARCO from 54% to 100%, thus increasing our stake Tengizchevroil, an exploration and
production joint-venture in Kazakhstan, to 5%.

Compared to the first half of 2009, our share tome of affiliates increased by $54 million, or28.7%.
This was primarily due to share in income of ouplexation and production subsidiaries.
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Taxes other than income taxes

1% half of

2010 2009

(millions of US dollars)
In Russia
Mineral eXtraCtion tAXES.........uuuiiiieeiescmmmeeieeeeeee e e e e e e e e e esaerraeeeeeas 3,723 2,047
Social security taxes and contributions ......cccceeeeeooiiiiiiiiiine e, 203 120
PTOPEITY 18X . ..ieiiiiiiiiiiiiiiiiiiiitttetee s e+ oo e e et e e e e e eeeeeeeeeeeeeesesessennnennnsnnnes 238 197
(01 =T r= N (=TSP PPRRR 58 38
TOtAl IN RUSSIA...ccuuiiiei e e e e e e e e e e e e e e 4,222 2,483
International
Mineral eXtraCtion tAXES.........uuuviiieeiescmmmeeireeeeee e e e e eeirrrrr e e e e e s siraeeeeeas 34 23
Social security taxes and contributions ......cccceeeeeoiiiiiiiiiiinec e, 48 31
PTOPEITY TBX .. eiiiiieieiiiiiiiiiiiitttttee s e+ e e et e e et eeeeeeeeeeeeeeeeesessennnennnnnnnes 18 15
(01 =T r= N G TSRO PPRRR 27 41
Total iINternatioNaAlly .............eeiiiiii e 127 110
LI = T O PP PPPPPPPP 4,349 2,593

In the first half of 2010, taxes other than incotages increased by 67.7%, or by $1,756 million,
compared to the first half of 2009, mainly due toirgcrease in mineral extraction taxes in Russhas 15
explained by an increase in the tax rate followtlmgincrease of international crude oil prices. Wgation

of zero tax rate for crude oil produced in Timarcitea and decreased rate for depleted oilfieldgded
approximately $679 million tax reduction (in thesfihalf of 2009 — about $600 million).

Excise and export tariffs

1% half of
2010 2009
(millions of US dollars)

In Russia
Excise tax on refined ProduUCES .............. e e e s eeiviiieieeee e e sesiiieeeeeee e 53 352
Crude oil eXport tariffS..........cooiiiiiiiiireeiiie e 5,363 2,370
Refined products export tariffS............ooiceeeeeee i 782 927
TOtAl IN RUSSIA...cceiiiiiiie ittt 7,550 3,649
International
Excise tax and sales taxes on refined produCtS......cccouveeeeerieeiiininnnes 1,732 1068
Crude oil eXport tariffS...........ooi i 54 40
Refined products export tariffS.............oeeeeeeee i 4 38
Total iINternatioNally .............oooiiii e 1,790 1,758
LI L= L 9,340 5,407

In spite of a decrease in crude oil and refineddpets export volumes, export tariffs increased by
$3,798 million, or by 112.5%, compared to the finstf of 2009, due to an increase in tariff rates i
Russia as a result of international crude oil grigeowth. The increase in excises in Russia resdilten

the ruble appreciation and increase of excise rate.

The Russian Government set a zero export raterémtecoil produced at certain fields in Eastern B&e
starting from the end of 2009. This benefit doesapply to crude oil production at our new oilfiglth
Caspian Sea and the Nenetsky Autonomous District.

Income taxes

In the first half of 2010, our total income tax exge increased by $63 million, or by 6.1%, comp&oed
the first half of 2009, due to the increase in inecbefore income tax by $807 million, or by 18.4%.

In the first half of 2010, our effective income teate was 21.1%, compared to 23.5% in the first dial
2009, which was higher than the maximum statutatg for the Russian Federation (20%). The highlleve
of the effective income tax rate in the first half 2009 was attributable to the effect of currency
translation gains in our Russian subsidiaries dyittie first quarter of 2009.
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Reconciliation of net income to EBITDA (earnings bfore interest, income taxes, depreciation and
amortization)

1% half of
2010 2009
(millions of US dollars)
Net income attributable to OAO LUKOIL ........cccvvvuveeiiiiiiiiiiiieieieneinns 4,002 3,229
Add back:
INCOME TAX EXPENSE .. it 1609 1,033
Depreciation and amortization ..............oiccceeeieiiiiiieeee e 2,060 200
INTEIESE EXPENSE ..oevvvviviiiiiiiiiiiiiiiirereree bbb n e e e e e e eeeeas 73 334
Interest and dividend INCOME ...........ooiiiieeeameeee e (98) (65)
EBITDA ..ot 7,433 6,534

EBITDA is a non-US GAAP financial measure, EBITD# defined as net income before interest, taxes
and depreciation and amortization. The Companyebed that EBITDA provides useful information to
investors because it is an indicator of the stieragid performance of our business operations, divodu
our ability to finance capital expenditures, acgiges 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 nebiine, operating income or any other measure of
performance under US GAAP, EBITDA does not inclade need to replace our capital equipment over
time.
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Three months ended June 30, 2010, compared to thre@nths ended June 30, 2009

The table below represents our consolidated statesnad income for the periods indicated.

2" quarter of
2010 2009
(millions of US dollars)

Revenues
Sales (including excise and export tariffS) ..cccce.vvvvvieriiei i, 25,853 20,116

Costs and other deductions

OPEratiNng EXPENSES ...ceiiieiiiiiiiiiiiiee e eeierear e e et s e sttt e e e e e e s s aaartbaereeaeesssnnsreees (2,032) (1,876)
Cost of purchased crude oil, gas and ProdUCES . c.ovvveeeerrrereinneee e (185) (7,910)
Transportation expenses (1,429) (1,187)
Selling, general and administrative EXPENSES.........vvvieiieeeriiiiiiiieereeeeeeniiens 5@ (791)
Depreciation, depletion and amortization 1,@30) (1,009)
Taxes other than INCOME tAXES..............ommeeeeeeeeaiiiiieee e e e e eiieeeeeea e (2,269) (1,395)
Excise and exXport tariffS ............uiiiii i cceeeiiece e (4,762) (2,888)
EXPIOration @XPENSE......ccciiiiiiiiiiiiee s ettt e e e e s a e e (29) (32)
Gain (loss) on disposals and impairments of aSSetS........ccccveevieeeeiiiiiiiieenen. 13 115
Income from operating acCtiVItieS............iiceeuiiieiiie e 2,707 3,013
INEEIEST EXPENSE ..ot e e e e e e e e e e s e e e e as (196) (171)
Interest and dividend INCOME ..........ooiiiceeeee e 45 27
Equity share in income of affiliates .........ccoeevvviiiiiiiiiiiie e 129 71
Currency translation loss ) (109)
Other non-operating (EXPENSE) INCOME........ o auurreeeeaaeaaaaaiieeeeeaaaaeaaanees 46) 62
INCOME DEFOre INCOME tAXES .. .cceeeiiiee e e e e e eaaas 2,637 2,893
CUIMENT INCOME TAXES ... .eeeieieiiaeee et e e a2 e e e e nnaeteeeeaaeeesannbeneeeaeaeaanns (584) (537)
Deferred INCOME tAXES ... .eiviiiiiiiiiieee e e e e e ettt e e e e e e e e e enebeeeeeeeeeaeaens 10 (106)
Total INCOME taX EXPENSE .....vvvvviiiiieeeeeeiieirere e e e e es s e e e e e e e s sibereereaaeaeaans (574) (643)
[N L= AT (010 1 4 [T 2,063 2,250
Less: net (income) loss attributable to noncohitlinterests..............cccc.cc..... (114) 74
Net income attributable t0 OAO LUKOIL........oouuviiiiiieiee e eeeis 1,949 2,324
Basic and diluted earning per share of common siticlbutable to

OAO LUKOIL (in US dOIlars) ......ccooouuiviiiisammeciiiiiee e e e e e e e e e e enseveees 2.30 2.74

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

Sales breakdown

2" quarter of
2010 2009
(millions of US dollars)

Crude oil
Export and sales on international markets other Gi& 5,882 4,836
Export and sales to CIS..........covveiiiiiiscemeeeeee e 227 457
DOMESEIC SAIES ... e 295 38
6,404 5,331
Refined products
Export and sales on international markets
Wholesale 12,915 9,504
RETAI....ii e e e e e e e 2,359 2,194
Domestic sales
VA 1] (ST Y= 1T 1,314 828
=7 1 RO SURRPPRRP 1,313 955
17,901 13,481
Petrochemicals
Export and sales on international Markets ... ..eieeeeeieeeeeeeesiciiiieeeeeenn 138 146
DOMESHIC SAIES ...ttt et e e e e e e e e e e e snrae e e 181 100
319 246
Gas and gas products
Export and sales on international Markets ... .eeieeeeiieeeeeeeeisciiiieeeeeenn 354 308
DOMESHIC SAIES ...t e et e e e e e e e e e e e e e snnraeam e 195 117
549 425
Domestic sales of energy and related SErVICES .. verirreeeeiameeeiiiieieaaeeenn 282 221
Other
Sales on international markets 245 265
Domestic sales 153 147
398 412
TOMAI SAIES .. a e e e e aaaaan 25,853 20,116

Sales volumes

2" quarter of
2010 2009

Crude oil (thousands of barrels)
Export and sales on international markets other @& ................ccceeeeenneee. 78,138 84,830
EXport and SaleS t0 CIS........ooiiii e eeeeee e 5,535 10,101
DOMESHIC SAIES ...ttt e e e e e e e e e eneeeem aneee 8,906 931

92,579 95,862

Crude oil (thousands of tonnes)
Export and sales on international markets other Gi& 10,660 11,573
Export and sales to CIS..........cooveiiiiiivceeemeee e 755 1,378
[B10]1 4 1STS ([0 Y= | [T 1,215 127

12,630 13,078

Refined products
Export and sales on international markets

(thousands of tonnes)

Wholesale 21,060 20,145

RETAI....ee e e e e e e e e 1,797 2,037
Domestic sales

WHOIESAIE.....eeiiiiee et 2,726 2,339

RETAI. .. e e e aa e e 1,672 1,492

27,255 26,013

Total sales volume of crude oil and refined products..................ccccvvvveeennenn, 39,885 39,091
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Realized average sales prices
2" quarter of

2010 2009
($/barrel) ($/tonne) ($/barrel)  ($/tonne)
Average realized price international
Oil (excluding CIS) .....cvveveiiiiieeiiiii e, 75.28 551.80 57.01 417.89
Ol (CIS) et e 41.01 300.58 45.22 331.45
Refined products
Wholesale ..., 613.18 471.80
Retall.....coeiiiiiieieii e 1,312.70 1,076.97
Average realized price within Russia
Ol s 33.17 243.12 40.05 293.58
Refined products
Wholesale ........cooviiiiiiiiiiiieeee e, 482.29 354.11
Retall.......ccoouvieieiiiiieece e 784.71 639.50

During the second quarter of 2010, our revenueé@sed by $5,737 million, or by 28.5%, compared to
the same period of 2009. Our revenues from cruldeates increased by $1,073 million, or by 20.1%r O
revenues from sales of refined products increage®4h420 million, or by 32.8%. The increase in sale
revenue was a result of a sharp increase in hydsonaprices, compared to the second quarter of 2009
Moreover, the appreciation of the ruble againstWsdollar also increased the US dollar value af ou
sales revenue denominated in Russian rubles.

Sales of crude oil

Our total crude oil sales revenues increased blf2@ue to growth of crude oil prices. At the saimeet
sales volumes were 3.4% lower, compared to theeptise period of 2009, primarily due to decreased
crude oil production.

Sales of refined products

In the second quarter of 2010, our revenue fromwhelesale of refined products outside of Russia
increased by $3,411 million, or by 35.9%, comparethe same period of 2009, due to increased agerag
realized price by 30.0%. Despite the decrease fpubwat our refineries in Bulgaria and Ukraine doe
overhaul, commencement of crude oil refining at TRN expansion of trading activities led to an
increase in wholesales volumes by 4.5%.

In the second quarter of 2010, our revenue froeridtional retail sales increased by $165 millanby
7.5%, compared to the second quarter of 2009, snalnk to an increase in average retail prices by
21.9%. Decrease of sales volumes by 11.8% reftestsucturing of our retail network in the USA.

In the second quarter of 2010, our revenue fromwthelesale of refined products on the domestic etark
increased by $486 million, or by 58.7%, comparetheosecond quarter of 2009, due to an increatieein
average realized price by 36.2% and in sales vaumyge387 thousand tonnes, or by 16.5%.

In the second quarter of 2010, our revenue fromilretles in Russia increased by $358 million, wr b
37.5%, compared to the second quarter of 2009talaé increase in prices and volumes. In the second
quarter of 2010, our retail sales revenue was 5@Deadtal refined products sales in Russia (indeeond
quarter of 2009 — 53.6%).

Sales of petrochemical products

In the second quarter of 2010, our revenue fromssaf petrochemical products increased by $73anilli
or by 29.7%, compared to the second quarter of 2008 resulted from an increase in prices and
volumes.

Sales of gas and gas products

In the second quarter of 2010, sales of gas andefamd products increased by $124 million, or by
29.2%, compared to the second quarter of 2009 p8xrhicts sales revenue increased by $120 million, o
by 52.2%, as a result of increase in sales voluamek prices. Natural gas sales revenue amounted to
$186 million — a decrease of 1.1%, compared tostvae period of 2009. Our domestic natural gas sales
revenue significantly increased, but sales revesutside of Russia was lower than in the respective
period of 2009 mainly due to decrease of gas redlselling prices.
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In the second quarter of 2010, we sold 2,011 millicubic meters of natural gas to Gazprom
(1,385 million cubic meters in the second quarfe2@09). The average realized price increased B¥%o6.
to $35.0 per 1,000 cubic meters as a result oftthke appreciation.

Domestic sales of energy and related services

In the second quarter of 2010, our revenue fromssaf electricity, heat and related services irseday
$61 million, or by 27.6%, as a result of expansiérour power generation and distribution segmehe T
ruble appreciation also contributed to an incredghis revenue.

Sales of other products

In the second quarter of 2010, our other salesedsed by $14 million, or by 3.4%, resulting from
decrease of transportation services provided.

During the second quarter of 2010, sales of goodsogher products from our retail stations amoutited
$149 million, which was roundly equal to the lewéthe second quarter of 2009.

Operating expenses

Operating expenses include the following:

2" quarter of
2010 2009
(millions of US dollars)

Hydrocarbon extraction EXPENSES ..........ciieccmmrrrrrrreeeeeeiiiiiirereeeeeessassreeeraeesasins 800 665
OWN refiNING EXPENSES ...coi ittt e e e e e et e e e e e e e aneeeeeeeeas 252 233
Refining expenses at third party and affiliatedmefies...........ccocceeeiiiiiiiiiiienee e, 172 169
Expenses for crude oil transportation to refineries.........ccccceeeeeiiciiiiieiie e, 275 256
Power generation and distribution EXPENSES ........coiiiiiiieiiieeiiiiieee e 145 103
PetrochemiCal EXPENSES ...........eiiiiiii i s ettt e e e e e ettt e e e e e e e e s annneeeaaaesaannnees 40 25
Other OPEerating EXPENSES .........uuvviiee e e e e eeesssttreeteaaessssabsrreeeeeesasssaraeseeaeeesans 362 372
2,046 1,823
Change in operating expenses in crude oil and rfpreducts inventory originating
WIthIN the GIOUEY ... (14) 53
Total OPErating EXPENSES ...ccieeeeeeeee et e et e e e e e e e e et eaaaaaaaanneeee 2,032 1,876

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

Compared to the second quarter of 2009, our operatipenses increased by $156 million, or by 82956,
a result of general increase in operating expemsd®ussia due to the ruble appreciation against the
US dollar, increase in hydrocarbon extraction espsrand energy generation and distribution expenses

Hydrocarbon extraction expenses

In the second quarter of 2010, our extraction egpsincreased by $135 million, or by 20.3%, congare
to the second quarter of 2009. The increase waslynairesult of the real ruble appreciation agaihst
US dollar, increased expenses for power supplyficiat stimulation of reservoirs, labor costs, aad
increase in other expenses. Our average hydrocagbdraction cost increased from $3.40 to
$4.07 per BOE, or by 19.7%, compared to the seqoadter of 2009.

Own refining expenses
In the second quarter of 2010, our own refiningesges increased by $19 million, or by 8.2%, contpare

to the second quarter of 2009.

Refining expenses at our domestic refineries irm@edy 13.9%, or by $23 million, mainly as a resflt
the real ruble appreciation against the US dollacreased expenses for power supply and higher
consumption of additives.

Refining expenses at our international refineriesrdased by 6.0%, or by $4 million, as a result of
decreased production.
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Refining expenses at third party and affiliatedrnefies

We did not process crude oil at third party refiegrin the second quarter of 2010. However we
commenced crude oil refining at TRN that compensdtcrease in processing volumes.

In the second quarter of 2010, refining expensekiat party and affiliated refineries increased1h§%,
compared to the second quarter of 2009, due toehighocessing cost at Western European refineries
compared to refineries in Russia and Belarus.

Petrochemical expenses

In the second quarter of 2010, operating expensesrgetrochemical plants increased by $15 million
by 60.0%, compared to the second quarter of 20G@0rasult of production increase. Moreover, expgnse
in Russia were impacted by the ruble appreciation.

Expenses for crude oil transportation to refineries

Expenses for crude oil transportation to refineimeseased in the first quarter of 2010 by $19ioml) or
by 7.4%, compared to the second quarter of 2008 talan increase in transportation tariff rates ana
result of the real ruble appreciation in Russia (§eansportation expenses below). Moreover, irfitse
half of 2010 we commenced supplying our crudemthe TRN refinery.

Power generation and distribution expenses

Power generation and distribution expenses incdelagé42 million, or by 40.8%, reflecting expansimin
our power generation business emphasized by theutda appreciation in Russia.

Other operating expenses

In the second quarter of 2010, our other operaéirgenses decreased by $10 million, or by 2.7%,
compared to the second quarter of 2009 followirggdacrease in other sales.

Cost of purchased crude oil, gas and products

Cost of purchased crude oil, gas and products asect by $2,845 million in the second quarter of(201
or by 36.0%, compared to the same period of 2008,td an increase in crude oil and refined products
prices and increase in volumes of purchased refineducts.

Cost of purchased crude oil, gas and productsdeslihe result of hedging of international crudeand
refined products sales. In the second quarter @02®e recognized a $319 million gain from hedging,
compared to a $487 million expense in the secomdteuof 2009.

Cost of purchased crude oil, gas and products dieslpurchases of natural gas and fuel oil to suppty
power generation segment entities.

Transportation expenses

In the second quarter of 2010, our transportatiopepses increased by $242 million, or by 20.4%,
compared to the second quarter of 2009. This wesapity due to increase of freight rates for reine
products outside of Russia and ruble denominatpdlipe and railway transportation tariffs in Russia
which was emphasized by the ruble appreciation.

Selling, general and administrative expenses
In the second quarter of 2010, our selling, genanal administrative expenses increased by $62omilli

or by 7.8%, compared to the second quarter of 268 cting the effect of ruble appreciation onliag|
general and administrative expenses in Russiaramdase in our selling expenses.
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Depreciation, depletion and amortization

Our depreciation, depletion and amortization expsriscreased by $2iillion, or by 2.1%, compared to
the second quarter of 2009.

Interest expense

In the second quarter of 2010, interest expengeased up to $196 million, which is 14.6% more thnan
the respective period of the previous ye@his increase mainly relates to discounting of th&T
recoverable of our refinery in Ukraine as a restithe restructuring of this receivable.

Equity share in income of affiliates

Compared to the second quarter of 2009, our shareome of affiliates increased by $58 million,byr
81.7%. This was primarily due to share in incomewf exploration and production subsidiaries.

Taxes other than income taxes
2" quarter of
2010 2009
(millions of US dollars)

In Russia

Mineral eXtraCtion tAXES ........uvviiiiuieiescmmee e ieee ettt saaee e 1,973 1,136
Social security taxes and contributions .......ccceeoooiiiiiiiiiiee e 95 97
PTOPEITY 18X ... eiiiiieiiiiiiiiiiiiiititetee s e+ e e et e e e e et eeeeeeeeeeeessesesssnnnennnnnnnes 117 103
OLNEI TAXES et e e 5 8
TOtAl IN RUSSIA...ccuuiiiiii ittt et e et e e e e e e 2,190 1,344
International

Mineral eXtraCtion tAXES ........uvviiiiurriescmmeen e riteee et e e saaee e 18 14
Social security taxes and contributions .......ccceeoooiiiiiiiiiiie e 32 15
PTOPEITY 18X .. eiiiiieiiiiiiiiiiiiiiittttee s e+ e e et e e e e e teeeeeeeaeeeessesessennnsnnnnnnnes 11 8
OLNEI TAXES ettt e e 18 14
Total internatioNally ............eeeiiiiiiiiiiii e 79 51
TOMAD et 2,269 1,395

In the second quarter of 2010, taxes other thaanmctaxes increased by 62.7%, or by $874 million,
compared to the second quarter of 2009, mainlytdwen increase in mineral extraction taxes in Russi
This is explained by an increase in the tax ratlvwiong the increase of international crude oilgas.
Application of zero tax rate for crude oil producedTiman-Pechora and decreased rate for depleted
oilfields led to approximately $344 million tax nggtion (in the second quarter of 2009 — about
$300 million).
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Excise and export tariffs

2" quarter of
2010 2009
(millions of US dollars)

In Russia

Excise tax on refined ProduUCES .............. e oo s eeiiiiieieee e &1 184
Crude oil eXport tariffS..........cccoiiiiiiiieeie e 2,685 1,309
Refined products export tariffS...........c.ooeeeeeeee et D1 453
TOtAl IN RUSSIA....ceiiviiiiiie s emeere e e 3,818 1,946
International

Excise tax and sales taxes on refined products. 918 900
Crude oil export tariffs..........cccoooiiiiicciiien 26 18
Refined products export tariffS............oiiceeeeeee i - 24
Total iINternatioN@Ally .............eeiiiiiiie e 944 942
TOTA oot e e 4,762 2,888

In spite of a decrease in crude oil and refineddpets export volumes, export tariffs increased by
$1,822 million, or by 101.0%, compared to the selcgnarter of 2009, due to an increase in tarisan
Russia as a result of international crude oil grigeowth. The increase in excises in Russia wadaltiee
ruble appreciation and increase of excise rate.

The Russian Government set a zero export raterémtecoil produced at certain fields in Eastern B&e
starting from the end of 2009. This benefit doesapply to crude oil production at our new oilfiglth
Caspian Sea and the Nenetsky Autonomous District.

Income taxes

In the second quarter of 2010, our total income @éagense decreased by $69 million, or by 10.7%,
compared to the second quarter of 2009, due tdgheease in income before income tax by $256 millio
or by 8.8%.

In the second quarter of 2010, our effective incaaxerate was 21.8%, compared to 22.2% in the skcon
quarter of 2009, which was higher than the maxinstatutory rate for the Russian Federation (20%).

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

2" quarter of

2010 2009
(millions of US dollars)

Net income attributable to OAO LUKOIL .......c.ooovimiiiiiieiieeeeeieeeeee, 1,949 2,324
Add back:

INCOME 1aX EXPENSE ..t ii i i e it 574 643

Depreciation and amortization ..............ooccceeeiiiiiiiieieee e 1,030 1900

INTEIESE EXPENSE ..ttt eemeee e e e e e e e eas 96L 171

Interest and dividend iINCOME ...........coiiiiemmemeeee e (45) (27)
EBITDA ..ot neeeas 3,704 4,120
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Liquidity and capital resources

1% half of
2010 2009
(millions of US dollars)
Net cash provided by operating acCtiVities ... .. coccvrrieiieeeiiiiiiiiiiee e 6,259 3,140
Net cash used in INVeStiNg aCHIVItIES....... o rreeeeiiaea e (3,333) (4,909)
Net cash (used in) provided by financing activities.................ccccccccceeeveennnnen... ,319) 1,114

Operating activities

Our primary source of cash flow is funds generdtech our operations. During the first half of 2010,
cash generated by operating activities was $6,28@m which is twice more than in the same periafd
2009, mainly due to the increase in sales reveruethe first half of 2010, our operating cash dnfs
were positively impacted by a decrease of workiapital by $101 million, compared to January 1, 2010
This was mainly caused by:

= a$948 million net decrease in tax accounts rebéva
= an $211 million net increase in trade accountsivabée and payable.

At the same time, the effect from the above mesetibiactors was partly offset by an increase inriwey
of $764million, and a $294 million net increase in othsesets and liabilities.

Investing activities

The decrease in cash used in investing activigsslted from a decrease in payments for acquisitin
$1,857 million.

In the first half of 2010, we made an advance paynté $235 million for potential acquisitions of
downstream assets in Russia.

In the first half of 2009, we paid the remainingaamt of $1,066 million for the acquisition of a 49%
stake in the ISAB refinery complex. We paid $12Tiom for the remaining interests in TGK-8. Alsogw
made an advance payment of $500 million withindbgquisition of 45% interest in the TRN refinery in
the Netherlands.

Financing activities

In the first half of 2010, net movements of shert and long-term debt generated an outflow of
$1,362 million, compared to an inflow of $1,138Imih in the first half of 2009.

In June 2009, we completed offering of three sesfestock exchange bonds on MICEX, altogether worth
15 billion rubles. Coupon rate for each of the ésswas set at 13.5%. The bonds will mature in 384.d
The bonds were repaid in June 2010.

In February 2009, we received short-term loans5ff0$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. All these loangeveepaid in 2009.

On 28 July, 2010, the Group company signed a stockhase agreement with ConocoPhillips’ subsidiary
to purchase 64.6 million of the Company’s ordingahares at $53.25 per share for the total amount of
$3,442 million. This transaction was finalized iugust 2010. Additionally, under this agreement the
Group has a 60-day option to purchase any or dhefemaining 98.7 million of the Company’s ordina
shares held by ConocoPhillips’ subsidiary for thiegof $56 per share.
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Analysis of capital expenditures

1% half of 2" quarter of
2010 200¢ 2010 2009

(millions of US dollars)

Capital expenditure<?
Exploration and production

RUSSIB..1cveveivveteteteree ettt se s s s s n bbb ese s s bbb besens 1,838 1,899 976 939
INEEINAONGL ... cveerveeeeetceeeeeteeeeteeee ettt mm et eeenens 552 342 297 184
Total exploration and production .............cceeeeveeeiiceiiiiciiieiieee e 2,390 2,241 1,273 1,123

Refining, marketing and distribution
RUSSI&........corvrenn 379 343 219 189
International 153 264 85 115
Total refining, marketing and distribution................ccccviiieeeeneen. 532 607 304 304
Chemicals
RUSSIB...ee ittt 12 6 10 3
INEEINALIONAL ......evviiiiiiiii e e e e e e e eaaeaeas 31 55 10 29
Total ChEeMICAIS ....uvveeieiice e 43 61 20 32
Power generation and distribution..............eeoeeeeeieeeeseeenes 200 111 111 111
L 1 0= USSR 25 20 14 4
Total capital eXPENItUIES .....ccei it ea e e e e s esiibiereaaeaneas 3,190 3,040 1,722 1,574
Acquisitions of subsidiaries and minority shareholéhg interest®
Explorgtion and production 3 197 _ 117
RUSSIA.....iiiii e _ _ _
g1 C=T g = LT = | U
Total exploration and production .............cceeeeveeeiiceeiiiciiiieieeee e 3 197 - 117
Refining, marketing and distribution
RUSSIB.....eveviveeeeteee et eteeeetete et ete e teaesee e st et esee e s etenesteseesesennesenis 235 206 - -
INEEINAONAL ... cveeeveeeeetceeeteteee et eeee ettt eeenens - 1,565 - 499
Total refining, marketing and distribution... 235 1,771 - 499
Power generation and diStribution...........ce.ceeeemeeceiiieeeeeeeeenn. 1 137 1 117
Less cash acquired ..........ceeeevieeiiiiiiiiieeee e - 9) - -
Total ACUISIEIONS ...eeceiiiiiiiiiiiee et a e 239 2,096 1 733

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

During the first half of 2010, our capital expemdds, including non-cash transactions, amounted to
$3,190 million, which is 4.9% more than in the ffinalf of the previous year. Our capital expendituin
exploration and production increased by 6.6%, corghdo the respective period of 2009. At the same
time, the exploration and production capital expeemds in new regions decreased by $138 milliorthin
traditional exploration and production regions ofesiérn Siberia and European Russia capital
expenditures increased by $33 million and by $32ianj respectively. Our international capital
expenditures (excluding the Caspian region) inaedsy $222 million, primarily relating to our projs

in Iraq, Uzbekistan and Western Africa. Our capidgbenditures in Iraq included payment of $112iomill
non-recoverable signature bonus for entering Wesh&h-2 project.

Capital expenses of our power generation and lligtan entities related to fulfillment of their iastment
program.
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The table below shows our exploration and produactiapital expenditures in promising new production
regions. In April 2010, we started commercial prctéhn on the Yu. Korchagin field in the Caspian Sea
We plan to produce about 340 thousand tonnes fitmnfield in 2010, whilst the maximum annual
production from this field is expected to be 2.3liom tonnes of oil and gas condensate, and 1lbil

cubic meters of gas.

1% half of 2" quarter of
2010 2009 2010 2009
(millions of US dollars)
Northern Timan-Pechora..........c.coccvviiiiemce e, 129 233 72 89
R = 111 | 91 82 34 57
Caspian regiof ........ocoeeeeeeeeeeeeeeeeeee e 165 208 100 113
TOAl e 385 523 206 259

W Russian and international projects.
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