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

The following report contains a discussion and gsialof the financial condition of OAO LUKOIL as of
September 30, 2011 and the results of it's operatifor the three and nine month periods ended
September 30, 2011 and 2010, and significant fadtat may affect its future performance. It shdugd
read in conjunction with our interim US GAAP conidated financial statements and notes thereto.

References to “LUKOIL,” “the Company,” “the Group'ive” or “us” are references to OAO LUKOIL
and its subsidiaries and equity affiliates. Allldolamounts are in millions of US dollars, unleiseowise
indicated. Tonnes of crude oil produced are traeglénto barrels using conversion rates charadteriz
the density of oil from each of our oilfields. Tamof crude oil purchased as well as other operaltio
indicators expressed in barrels were translatedbatrels using an average conversion rate of Bad®Is
per tonne. Translations of cubic meters to cubét feere made at the rate of 35.31 cubic feet pbiccu
meter. Translations of barrels of crude oil intorbks of oil equivalent (“BOE”) were made at theéeraf

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

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

intends,
not guarantees of future results.

Key financial and operational results

3 quarter of Change, 9 months of  Change,
2011 2010 % 2011 2010 %

Sales (millions of US dollars) ............c.occeeueee.

. 34,563 26,517 30.3 99,101 76,272 29.9
Net income attributable to OAO LUKOIL

(millions of US dollars)..........ccccveevvveacmemennnnn. 2,244 2,818 (20.4) 9,012 6,820 32.1
EBITDA (millions of US dollars)..............c.c....... 4,628 4,552 1.7 15,316 11,985 27.8
Taxes other than income taxes, excise and export

tariffs (millions of US dollars)............cccccvveeeees. (9,570)  (6,905) 38.6 (26,330) (20,594) 27.9

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

BASIC ©.veoveeeeseeese e eseesemeees oo 2.88 3.46 (167) 1155 816 41.6
DIULED oo, 2.83 346 (18.3) 1131 816 387

Hydrocarbon production by the Group including
our share in equity affiliates (thousands of BOE)193,857 204,663 (5.3) 585,125 614,036 (4.7)

Crude oil production by the Group including our
share in equity affiliates (thousands of tonnes) 22,719 24,130 (5.8) 68,290 72,270 (5.5)

Gas available for sale produced by the Group
including our share in equity affiliates (millions
of cubic meters) ... 4,438 4,547 (2.4) 13,756 13,789 (0.2)

Refined products produced by the Group including
our share in equity affiliates (thousands of
EONNES) ...ttt eeeeee e e e e e e e eeiees 16,115 16,742 (3.7) 46,960 47,919 (2.0)

During the nine months of 2011, our net income $2912 million, which is $2,192 million, or 32.1%,
more than in the same period of 2010. At the same,tour net income for the third quarter of 2011
amounted to $2,244 million, which is $574 millian,20.4%, less than in the third quarter of 2010.

The increase in our net income was mainly due tharp increase in hydrocarbon prices in 2011,
compared to the previous year. At the same timeresults were affected by an increasing tax buedeh
the appreciation of the Russian ruble. Our netrimedor the third quarter of 2011 was affected bgraal

of income tax expense related to currency tramsiagains, reported by Russian subsidiaries, asasdily
significant dry hole costs write-offs. Whereas maome for the third quarter of 2010 was suppokigc
$438 million gain from a successful completion toé tegal dispute regarding one of our joint vergure
Kazakhstan.




Business overview

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

OAO LUKOIL was established in accordance with Rtestial Decree 1403, issued on November 17,
1992. Under this decree, on April 5, 1993, the Gorent of the 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 é&gganded substantially through consolidation of
interests, acquisition of new companies and estaflent of new businesses. Now LUKOIL is a global
energy company operating through its subsidiarie7i countries on four continents.

LUKOIL is one of the world’s largest energy compasin terms of hydrocarbon reserves that amounted
to 17.3 billion BOE as of January 1, 2011 and casegr of 13.3 billion BOE of crude oil and 23.6ltah
cubic feet of gas.

Our operations are divided into four main busirsesgments:

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

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

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

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

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

in the “Domestic crude oil and refined productes’ section on page 8, benchmarking crude oil etark
prices in Russia cannot be determined with cestaifiterefore, the prices set for inter-segment lpases

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

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

Changes in the Group structure

In April 2011, LUKOIL and OAO ANK Bashneft (“Bashft§ signed an agreement to establish a joint
venture and to stipulate conditions for the develept of two fields named after R. Trebs and A. W.ito
According to the agreement)AO LUKOIL will purchase 25.1% of a Bashneft subsigiafor
approximately $169 million, while the license andbsoil use rights for R.Trebs and A.Titov fielddlwie
re-issued in favor of this subsidiary. In its turie joint venture will purchase from the Group
29 exploration wells located in the license arelhe Bgreement also envisages the exploitation of the
Group’s infrastructure, including the oil exportriteénal in Varandey and the energy centre of the
Yuzhnoye Khylchuyu field. The total recoverable @terves located within the license areas of R re
and A.Titov fields are 140.1 million tonnes.

In April 2011, the Group acquired an 11% stakehm jpint venture operating the ISAB refining comple
(“ISAB”) for €241 million (approximately $342 mitin) and thus increased the Group’s ownership in it
from 49% to 60%. This was a partial exercise of ERG.A. (“ERG") option to sell its stake in the noi
venture, established in 2008. According to the eigient ERG has a put option to sell its stake in ful




In January 2010, the Company signed an agreemeietvielop the West Qurna-2 field located in the lsout
of Iraq. The parties to the agreement are the Istate-owned South Oil Company and the contracting
consortium formed by the Iragi state-owned North ©ompany, the Company and Norway’s Statoll
ASA. The Company’s share in the project is 56.23%e West Qurna-2 field has recoverable crude oil
reserves of about 12.9 billion barrels.

As a part of the expansion of its presence in Kagan, in December 2009, the Group acquired the
remaining 46.0% interest in its equity affiliate KARCO B.V. (“LUKARCQ") for $1.6 billion, thereby
increasing the ownership stake to 100%. LUKARCG@ isolding company, which owns a 5.0% share in
Tengizchevroil, a joint venture which develops frengiz and Korolevskoe fields in Kazakhstan, and a
12.5% share in Caspian Pipeline Consortium (“CP@Mjch carries Kazakhstani and Russian oil to
Novorossiysk marine terminal. Therefore, the Grangreased the ownership in Tengizchevroil from
2.7% to 5.0% and the ownership in CPC from 6.75%2®%. The first installment in the amount of
$300 million was paid in December 2009. $800 milliwere paid in December 2010 and the remaining
amount should be paid no later than December 2011.




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 OQMKOIL-Western Siberia, OOO LUKOIL-Komi
and OOO LUKOIL-Perm. Also we have a consolidatedntjoventure with ConocoPhillips,
OOO 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.

3 quarter of 9 months of

2011 2010 2011 2010
(thousand BOE per day)

Daily production of hydrocarbons, including the

Company'’s share in equity affiliates, including............ 2,107 2,225 2,143 2,249

o 8 (o [ o | PSPPI 1,823 1,934 1,847 1,952

- natural and petroleum d&s...........ccooeeeeeeeeeoeemee. 284 291 296 297
(US dollar per BOE)

Hydrocarbon extraction eXpenses............ceeeeeeeeeeemeennns 4.76 4.08 4,74 4.04

-iNRUSSIA .....oooiiiiiieeeee, 4.73 4.03 474 4.04

- outside Russia 5.24 4.85 4.67 4.00
(millions of US dollars)

Hydrocarbon extraction eXpenses............ceeeeeeeeeeimeenens 889 804 2,666 2,388

SN RUSSIA oo e 828 747 2,495 2,238

- OULSIAE RUSS .ot 61 57 171 150

EXploration EXPEeNSES. ........vvveiivveiesiemmm e 196 29 309 175

SN RUSSIA oo e s 18 20 73 70

- OULSIAE RUSS ...cvveieecie et 178 9 236 105

Mineral eXtraction taX ..........ceevvveeveeeemmemmereieeeeeeeeeeeeeiens 3,122 1,907 8,779 5,664

SN RUSSIA coiiieiiciiecee e e 3,094 1,888 8,706 5,611

- OULSIAE RUSS ...t ieiieesiee s aeas 28 19 73 53

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

Crude oil production. In the nine months of 2011, our daily crude oibguction decreased to
1,847 thousand BOE, or by 5.4%, compared to theespemiod of 2010. We produced (including the
Company’s share in equity affiliates) 504.2 millioarrels, or 68.3 million tonnes.

The following table represents our crude oil prd@rcin the nine months of 2011 and 2010 by major
regions.

Change to 2010

9 months Change in Organic 9 months
(thousands of tonnes) of 2011 Total, %  structure change  of 2010
Western Siberia........ccoocvveiiiiiiiiceeeee e 36,756 (4.0) - (1,517) 38,273
Timan-Pechora..........ccocciiiiiiiiceeee e 13,467 (16.8) - (2,718) 16,185
Ural region ... 9,520 3.1 - 287 9,233
VOIga region ....ccovviiiiiiieee e e e e e e e e 2,362 8.6 - 188 2,174
Other iN RUSSIA.......cueiiiiiiiiiiiee e 1,467 (4.5) - (69) 1,536
Crude oil produced in RUSSIA ........cccoenmnee 63,572 (5.7) - (3,829) 67,401
Crude oil produced internationally...................... 2,554 0.1 - 2 2,552
Total crude oil produced by consolidated
SUBSIAIANES ...vvvvviieecec e 66,126 (5.5) - (3,827) 69,953
Our share in crude oil produced by equity
affiliates:
IN RUSSIA .eeeiiiiiieiiiiieeeee e e 265 6.4 - 16 249
outside RUSSIA ......cccvvveviieeeeiiireeee e, 1,899 (8.2) - (169) 2,068
Total crude oil produced ...........ccccvvvvvvviccanee... 68,290 (5.5) — (3,980) 72,270
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The main oil producing region for the Company issféen Siberia where we produced 55.6% of our
crude oil in the nine months of 2011 (54.7% in tiee months of 2010). In 2011, the Western Siberian
producing assets continued to mature resulting ipraduction decline and water cut increase. The
Company undertakes efforts to stabilize produdiiotme region.

The main reason for the production decrease in iiRwchora was a decrease in wells’ flow rates as a
result of the water cut growth and the decreaseecdverable reserves related to reconsideratidheof
geological model of the Yuzhnoye Khylchuyu oilfield

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

39 quarter of

2011 2010
(thousand of (thousand of (thousand of (thousand of
barrels) tonnes) barrels) tonnes)
Crude oil purchases in Russia........... 1,122 153 1,056 144
Crude oil purchases internationally... 47,095 6,425 40,117 5,473
Total crude oil purchased................. 48,217 6,578 41,173 5,617
9 months of
2011 2010
(thousand of (thousand of (thousand of (thousand of
barrels) tonnes) barrels) tonnes)
Crude oil purchases in Russia........... 2,016 275 1,437 196
Crude oil purchases internationally... 110,668 15,098 117,727 16,061
Total crude oil purchased................. 112,684 15,373 119,164 16,257

Significant part of our crude oil purchases is foocessing. In the nine months of 2011, we purahase
9,823 thousand tonnes of crude oil to process ratod at third party refineries (including 3,258ukand
tonnes at ISAB and 1,178 thousand tonnes at TRdjpared to 8,629 thousand tonnes in the nine
months of 2010 (including 3,279 thousand tonne$S&B and 1,542 thousand tonnes at TRN). Our
purchases for trading significantly decreased.

Gas production. In the nine months of 2011, we produced 13,75@ianilcubic meters of gas available
for sale (including our share in equity affiliateff)at is approximately on the same level as inrtine
months of 2010.

Our major gas production field is the Nakhodkinsketl, where we produced 6,192 million cubic meter
of natural gas in the nine months of 2011 (6,07®ioni cubic meters in the nine months of 2010). Our
international natural gas production decreased.BY5ollowing a decrease of demand from our main
customers.

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 RomaMoreover, we have a 60% stake in the ISAB
refinery complex in ltaly (49% before April 1, 201and a 45% interest in the TRN refinery in the
Netherlands.

Compared to the nine months of 2010, productiomuat consolidated refineries decreased by 3.7%.
Russian refineries decreased their production 5%0Qwhile international refineries’ production deased

by 17.9% as a result of the shutdown of the Odesfi@ery. The production of our affiliated refinesi
ISAB and TRN increased by 6.0% resulting from theréase of Group’s share in the ISAB refinery.

We invested, and continue to invest, significasioteces in our refineries aiming at taking the ilegd
position in Russia in producing ecological fuelldh quality standards. Thus, in December 2010, we
launched a catalytic cracking complex at our refinen Nizhny Novgorod that enabled us to start
production of gasoline fully compliant to the Eutoguality standard. Related investments amounted to
approximately $1 billion.




In Russia, LUKOIL holds the leading position in guztion and sales of European standards motor fuel
being ahead of the official terms of their obliggtomplementation in the country. At our Russian
refineries we produced 6,599 and 6,456 thousandewof Euro-4 and Euro-5 diesel fuel and 4,733 and
4,074 thousand tonnes of Euro-3 and Euro-4 gasaiitiee nine months of 2011 and 2010, respectively.
We commenced production of Euro-4 gasoline in tieb @& 2010.

The share of Euro-3 and Euro-4 gasoline exceeds&the share of Euro-4 and Euro-5 diesel exceeds
70% of our total domestic production. We have tedbgical capacity to produce all our gasoline in
compliance with the Euro-4 standards. Productiolowkr quality gasoline is stipulated by the neitgss

to supply the federal customers. We will be ablentwease the share of Euro-4 and Euro-5 dies@f %

of our total domestic diesel production after therich of the new fuel hydrorefining unit at ourimefy in
Volgograd scheduled for the second half of 2012.

Along with our own production of refined products wean refine crude oil at third party refineries
depending on market conditions and other factarghé nine months of 2011, we only processed our
crude oil at a third party refinery in Kazakhstan.

The following table summarizes key figures for oefining activities.

3 quarter of 9 months of
2011 201(C 2011 201(C
(millions of US dollars)
Refining expenses at the Group refineries............. 383 269 1,069 801
SN RUSSIA . 307 189 821 570
- outside RUSSIA ........uuveeieeeiiiiiiieeeee e 76 80 248 231
Refining expenses at ISAB and TRN..................... 226 182 648 531
Refining expenses at third party refineries............. 2 1 7 3
Capital expenditures.........cccvveiieeeeesicceeemeeee e e 225 177 524 513
=N RUSSIA .o, 193 147 407 385
- outside RUSSIA ........cvveeieeeiiiiiiiceeee e 32 30 117 128
(thousand barrels per day)
Refinery throughput at the Group refineries.......... 1,084 1,142 1,078 1,106
SN RUSSIA i 912 936 912 911
- outside RUSSIA ......cceeeviieieiniieeeeieec e 172 206 166 195
Refinery throughput at ISAB and TRN® .............. 247 220 230 221
Refinery throughput at third party refineries.......... 6 4 7 1
Total refinery throughput ...........ccccoiiiiiiiiee. 1,337 1,366 1,315 1,328
(thousand of tonnes)
Refined products produced at the Group refineries 12,962 13,970 38,247 39,701
SN RUSSIA v 10,934 11,305 32,401 32,579
- outside RUSSIA ......ccoeeviieieiiieeeeieec e 2,028 2,665 5,846 7,122
Production of ISAB and TR .............c.coovevrvrvrnnee. 3,153 2,772 8,713 8,218
Refined products produced at third party refineries 72 47 241 51
Total refined products produced............................ 16,187 16,789 47,201 47,970

W Group’s share.
@ Including refined product processed.

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

The Group retails its refined products in 27 coestthrough nearly 5.6 thousand petrol stationsst\dd
the stations operate under the LUKOIL brand. Thereesse in number of petrol stations compared to the
beginning of the year (over 6 thousand stations) dge to restructuring of our retail network in th8A.




The table below summarizes figures for our tradiotivities.

39 quarter of 9 months of
2011 2010 2011 2010
(thousand of tonnes)
Retail SaleS .......vvviiiiiie e 4,204 3,847 11,152 10,615
Wholesale sales..........occoviiiiiiiii e 21,932 23,543 65,257 67,784
Total refined products sales ..........ccooiiieeciiinnninnenn. 26,136 27,390 76,409 78,399
Refined products purchased in RusSia...................... 643 519 1,539 1,374
Refined products purchased internationally............... 10,295 10,811 32,755 33,826
Total refined products purchased...............cccccc......... 10,938 11,330 34,294 35,200

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

39 quarter of

2011 2010
(thousand (thousand (thousand (thousand of
of barrels)  of tonnes) of barrels) tonnes)
Exports of crude oil using Transneft export routes.... 54,059 7,375 55,546 7,578
Exports of crude oil bypassing Transneft................... 9,917 1,353 18,288 2,495
Total crude Oil eXPOrts..........cceeevveiuuiiieeeciiiiieeeeen. 63,976 8,728 73,834 10,073
9 months of
2011 2010
(thousand (thousand  (thousand (thousand of
of barrels) of tonnes) of barrels) tonnes)
Exports of crude oil using Transneft export routes.... 158,556 21,631 172,196 23,492
Exports of crude oil bypassing Transneft................... 31,145 4,249 51,207 6,986
Total crude Oil eXPOrtS.........ccceeeeiieiuueieeciieeaeen. 189,701 25,880 223,403 30,478

In the nine months of 2011, our export of crudefrmim Russia was 15.1% less than in the same pefiod
2010, and we exported 40.7% of our total domestide oil production (45.2% in the nine months of
2010).

The reduction of our export was mainly caused bgealine in production (mainly from Yuzhnoye
Khylchuyu oilfield) as well as by an increase ofrtstic crude oil sales.

In the first nine months of 2011 and 2010, almdktohthe volume of crude oil exported bypassing
Transneft was routed through our own export infrattire.

In the nine months of 2011, we exported from Ru48i@ million tonnes of refined products, a deceeas
of 4.2%, compared to the nine months of 2010, assalt of the increase of domestic sales volumes.
Primarily we export from Russia diesel fuel, fudland gasoil. These products account for approteiga
89% of our refined products export volumes.

In the nine months of 2011, our revenue from expbdrude oil and refined products from Russia Hoth
Group companies and third parties amounted to $¥8@illion and $13,887 million, respectively
($16,084 million for crude oil and $10,445 millifor refined products in the nine months of 2010).

Power generation

In the nine months of 2011, we continued to devél@pnew power generation sector of our business as
part of our strategic development program. This reagtor encompasses all aspects of the power
generation business, from generation to transmmisaitd sale of heat and electrical power. Our power
generation business sector now includes OO0 LUKRUbanenergo, OO0 LUKOIL-Astrakhanenergo,
OO0 LUKOIL-Volgogradenergo, OO0 LUKOIL-Rostovenerg@OO LUKOIL-TTK (all spun off from
000 UGK TGK-8),000 LUKOIL-Ecoenergo (former OO0 UGK TGK-8), our owmwer generating
facilities at our oil and gas fields and power gatwrs in Bulgaria, Romania and Ukraine.




Main macroeconomic factors affecting our results obperations

Changes in the price of crude oil and refined prodots

The price at which we sell crude oil and refineddurcts is the primary driver of the Group’s reveiue
During the nine months of 2011, the Brent crudepdie fluctuated between $93 and $126 per bangl| a
reached its peak of $126.7 in the beginning of IAqfr2011.

The crude oil price growth that started in Decen@t0 and continued during the first half of 2014sw
caused mainly by speculative factors as a consegueh political instability in the Middle East and
Northern Africa. In the third quarter of 2011, ceudil prices stabilized, however financial tensioms

Europe and the USA caused some price correction.

Substantially all the crude oil the Group expogdrals blend. The following table shows the averag
crude oil and refined product prices in the respeqteriods of 2011 and 2010.

39 quarter of Change, 9 months of Change,
2011 2010 % 2011 2010 %
(in US dollars per barrel, except for figures imqamt)
Brent crude.......cccoccvveiiieei i, 113.41 76.86 47.6 111.89 77.14 45.1
Urals crude (CIF Mediterraneafh......... 111.43 75.55 47.5 109.24 75.92 43.9
Urals crude (CIF Rotterdarfy................ 111.52 75.58 47.6 109.22 75.92 43.9
(in US dollars per metric tonne, except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)............ 630.62 425.47 48.2 604.56 434.12 39.3
Diesel fuel 10 ppm (FOB Rotterdam)... 967.33 667.67 449 953.94 665.28 43.4
High-octane gasoline (FOB Rotterdam) 1,026.87 694.38 47.9 1,001.82 717.42 39.6

Source: Platts.

) The Company sells crude oil on foreign markets anious delivery terms. Thus, our average realizéel grice of
oil on international markets differs from the awgggrices of Urals blend on Mediterranean and NorttEurope
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 betwegliaigd 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 ¥eetically 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 theray exist significant price differences betweerniarg
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 the respectivequbr
of 2011 and 2010.

39 quarter of  Change, 9 months of Change,
2011 2010 % 2011 2010 %
(in US dollars per metric tonne, except for figuirepercent)
U= o | 333.73 244,71 36.4 321.90 230.71 395
Diesel fuel.....cooveeeiiiii 700.23 508.83 37.6 740.35 534.03 38.6
High-octane gasoline (Regular) ................... 929.99 732.28 27.0 870.58 705.97 23.3
High-octane gasoline (Premium) .................. 7789 775.18 26.2 911.30 732.11 24.5

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 castshe Russian Federation are settled in Russibles.
Therefore, ruble inflation and movements of excleangtes can significantly affect the results of our
operations. In particular, the appreciation of thiele against the US dollar generally causes oatscio
increase in US dollar terms, and vice versa. Thaldation of the purchasing power of the US daithar
the Russian Federation calculated on the basiseofuble-dollar exchange rates and the level ddtioh

in Russia was 14.6% in the nine months of 2011,paoed to the nine months of 2010. At the same time,
in the third quarter of 2011, the Russian rublerdejated by 3.5%, compared to the second quarter of
2011, that significantly affected the financialuks of the Group.

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

39 quarter of 9 months of

2011 2010 2011 2010
Ruble inflation (CPI1), %6 ......ccooiiiiiiiiiii e (0.3) 1.7 4.7 6.2
Change of the ruble-dollar exchange rate,.%............ (13.5) 2.5 (4.6) (0.5)
Average exchange rate for the period
(ruble to US dollar) ........cccvveeiieeeiiiiiieeee e 29.05 30.62 28.77 30.25
Exchange rate at the end of the period
(ruble toUS dollar) ..........ccceevveeeiiiiiieesciciiiiieeee 31.88 30.40 — —
Tax burden

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

39 quarter of Change,
20110 2010V %
Export tariffs on crude Oil ...........oooiiiieeaciiiiiiiis $/tonne 442.45 261.91 68.9
Export tariffs on refined products
Middle distillates (jet fuel), diesel fuel and gésa... $/tonne 296.42 188.72 57.1
Light distillates
QaSOlNE ..ooiiiiii e $/tonne 398.18 188.72 111.0
straight-run gasoline...........ccccovveivieeeccceee e, $/tonne 398.18 188.72 111.0
Liquid fuels (fuel Oil) ........ccceeeeviiiiiiiceeeneee e $/tonne 206.59 101.69 103.2
Mineral extraction tax
Crude Oil ...ccviiiiiiiiic e RUR/tonne 4,544.85 2,987.65 52.1
NALUFAl G8S ..eveeeeiiiiieeeeiiiee e e RUR/1,000 M 237.00 147.00 61.2
W Average values.
9 months of Change,
2011 2010V %
Export tariffs on crude Oil ............coocvveeeceeie e, $/tonne 411.01 269.04 52.8
Export tariffs on refined products
Middle distillates (jet fuel), diesel fuel and gésa... $/tonne 276.91 193.57 43.1
Light distillates
gaASOlINE ..o $/tonne 334.72 193.57 72.9
straight-run gasoline ............ccccceeiiiiniceneee $/tonne 322.87 193.57 66.8
Liquid fuels (fuel Oil) ........ccoeeeiiiiiiicee e $/tonne 188.92 104.28 81.2
Mineral extraction tax
Crude Ol coeeeieeiiiee s RUR/tonne 4,368.40 2,948.68 48.1
NALUFAL GAS ..ot ee s RUR/1,000 M 237.00 147.00 61.2

W Average values.




Tax rates set in rubles and translated at the geezachange rates are as follows:
3Y quarter of  Change,

2011% 2010Y %
Mineral extraction tax
(o1 0 To Lo | R $/tonne 156.47 97.57 60.4
NELUFAL GAS ..ottt $/1,000 8.16 4.80 70.0

W Average values.

9 months of Change,

2011Y 2010V %
Mineral extraction tax
(40 To Lo | $/tonne 151.86 97.46 55.8
NALUIAL GAS ..ottt eesseneeans $/1,000 8.24 4.86 69.6

W Average values.

The rates of taxes specific to the oil industrRimssia are linked to international crude oil priees 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 tonne extlaand it is adjusted
depending on the international market price of §Jt@lend and the ruble exchange rate. The tax sate i
zero when the average Urals blend internationalketgprice for a tax period is less than or equal to
$15.00 per barrel. Each $1.00 per barrel increashd international Urals blend price over the shrdd
($15.00 per barrel) results in an increase of dxerate by $1.61 per tonne extracted (or $0.22bperel
extracted using a conversion factor of 7.33).

The base rate for 2012 and 2013 is currently sétt@trubles and 470 rubles per metric tonne exdact
respectively. However, the rate may be amendetidwatithorities later on.

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 regiafs
Eastern Siberia, the Caspian Sea and the Nenetsigndmous District, depending on the period and
volume of production.

The Group produced crude oil from certain oilfieldsthe Caspian Sea and the Nenetsky Autonomous
District and benefited from the application of zdex rate. However, in early December 2010, we
exceeded the accumulated production limit of 18ioniltonnes at Yuzhnoye Khylchuyu oilfield eligible
for the incentive. Thus, starting from December @0de pay mineral extraction tax at a regular edte
this field.

Natural gas extraction tax rate.The mineral extraction tax on natural gas proaucts calculated using
a flat rate. During the period from January 1, 2006l December 31, 2010, the rate of 147 rubles pe
thousand cubic meters of natural gas extractedinvaffect. However, the rate was raised to 237e&sibl
per thousand cubic meters on January 1, 2011.

Crude oil export duty rate is calculated on a progressive scale. The ratens when the average Urals
blend international market price is less than auadédo approximately $15.00 per barrel ($109.50 per
metric tonne). If the Urals blend price is betw&d5.00 and $20.00 per barrel ($146.00 per metringp
each $1.00 per barrel increase in the Urals bleie pver $15.00 results in an increase of the emitl
export duty rate by $0.35 per barrel exportedhé Urals blend price is between $20.00 and $25&00 p
barrel ($182.50 per metric tonne), each $1.00 ereb increase 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 perdb results in an increase of the crude oil exdaty
rate no more than by $0.65 per barrel exportedtiSgafrom October 1, 2011, the maximum increase of
export duty rate is $0.60 per barrel for each $p@&0barrel increase in the Urals blend price.

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

A special export duty regime is in place for certgieenfields. Effective from December 2010, tise dif
the oilfields where the reduced rate applies aletudes our Yu. Korchagin and V. Filanovsky oilfisl
located in the Caspian Sea.

Export duty rates on refined products prior to 2011 were set by the Russian governmEme. rate of
export duty depended on internal demand for refipedducts and international crude oil market
conditions. Starting from 2011, export duty rates a@ude oil refined products are calculated by
multiplying the current export duty rate by a cimént according to the table below.
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Before October After October,

1% 2011 1% 2011
Multiplier for:

Light distillates (except for gasolinesniddle distillates (jet fuel), diesel fuel ¢
i 0.670 0.660
0.467 0.900
Liquid fuels (fUBl Ol) ..veeeerieei it 0.467 0.660
MOtor and OtNEr OIS ........oceiiiiiiiiiit e 0.467 0.660
(@1 =T g (o Lo 11 ol £ 0.467 0.660

@ Starting from May 2011, a special gasoline expaty date is set at 0.9.

Crude oil and refined products exported to CIS coutries, other than Ukraine, are not subject to export
duties.

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

Starting from 2011, excise rates on refined pragliuctRussia were increased and tied to the ecabgic
class of fuel. Excise tax rates for the respegtiegods of 2011 and 2010 are listed below:

3 quarter of Change
2011 2010 %
Gasoline
Low-octane gasoline not compliant to Euro-3 ............ RUR/tonne 5,995.00 2,923.00 105.1
High-octane gasoline not compliant to Euro-3................ RUR/tonne 5,995.00 3,992.00 50.2
U] 0 T J RUR/tonne B®0  3,992.00 42.1
EUro-4 and -5 ......ccociiiiiiiiiec e RUR/tonne 5,148.0 3,992.00 28.8
Diesel fuel
BelOW EUIO-3 ...t rrrmr e RUR/tonne 2,753.001,188.00 131.7
BUMO-3 oot e e e RUR/tonne &an0 1,188.00 109.2
BUF0-4 @nd =5 .....coeeiiie e RUR/tonne 2,247.0 1,188.00 89.1
/0] (0] G0 = RUR/tonne 4,681.00 3,246.10 44.2
Straight-run gasoline...........cccuvviiiiieeeeeeeeiiiiccciiceeee e RUR/tonne 6,@80. 4,290.00 41.9
3 quarter of Change,
2011 2010 %
Gasoline
Low-octane gasoline not compliant to Eura-3................... $/tonne 206.40 95.46 116.2
High-octane gasoline not compliant to Euro-3.................. $/tonne 206.40 130.37 58.3
BUIO-3 oot emmmeet e e st e e et e e $/tonne 195.28 130.37 49.8
BUr0-4 and -5 ......cooviiiiiiiiii e $/tonne 177.06 130.37 35.8
Diesel fuel
BelOW EUI0-3 ... e $/tonne 94.78 38.80 144.3
L 0 R $/tonne 85.55 38.80 120.5
$/tonne 77.36 38.80 99.4
$/tonne 161.16 106.01 52.0
$/tonne 209.63 140.10 49.6
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9 months of Change

2011 2010 %
Gasoline

Low-octane gasoline not compliant to Euro-3 ........... RUR/tonne 5,995.00 2,923.00 105.1
High-octane gasoline not compliant to Euro-3............. RUR/tonne 5,995.00 3,992.00 50.2
BUMO-3 oot RUR/tonne 67&.00 3,992.00 42.1
BUF0-4 and =5 .....cooeiiie e RUR/tonne 5D68. 3,992.00 28.8

Diesel fuel
BelOW BUIO-3 ...t e RUR/tonne 2,753.001,188.00 131.7
BUMO-3 oot RUR/tonne 485.00 1,188.00 109.2
EUro-4 and -5 ......ccouiiiiiiiei e RUR/tonne 2,20/, 1,188.00 89.1
1Y o)1 (o o | PR PPPPPPR RUR/tonne 4,681.00 3,246.10 44.2
Straight-run gasoling ...........cc.uuuiiiiiieiieaeieiiiiiiic e RUR/tonne 6,080 4,290.00 41.9
9 months of Change,
2011 2010 %

Gasoline

Low-octane gasoline not compliant to Euro-3 ........... $/tonne 208.40 96.62 115.7
High-octane gasoline not compliant to Euro-3................ $/tonne 208.40 131.95 57.9
TN o T S $/tonne 7107 131.95 49.4
EUuro-4 and-5.........ccooooiiiiii e, $/tonne 178.79 131.95 35.5

Diesel fuel
BEIOW EUIO-3 ..ot eeeme e $/tonne 95.70 39.27 143.7
BUIO-3 oot emmmeet e et e e e $/tonne BB 39.27 120.0
Euro-4 and -5.......ccoooiiiiiiii e, $/tonne 78.11 39.27 98.9
1Y) (o] o <SR $/tonne 162.72 107.30 51.7
Straight-run gasoling ...........c..uuviiiiiieiieaeieiiiiiciieaeeeee $/tonne 2171.6 141.80 49.3

Income tax. Starting from January 1, 2009, the Federal inctamerate is 2.0% and the regional income
tax rate varies between 13.5% and 18.0%. The Gsofigpéign 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 by crude oil produd@mpanies 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.

Transportation of crude oil produced in Russiagfineries and export destinations is performed ariiy
through the trunk oil pipeline system of state-od/@AO AK Transneft or by railway transport.

Transportation of refined products in Russia isqrened 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-ownedtraieport the major part of our refined products by
railway transport.

In Russia, the gas is mostly sold at the wellhe=dl then transported through the Unified Gas Supply
System (“UGSS”). The UGSS is responsible for gatigertransporting, dispatching and delivering
substantially all natural gas supplies in Russid @nowned and operated by OAO Gazprom. The FST
regulates natural gas transportation tariffs. \wéerent able to sell our gas other than through UGSS.
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Three and nine months ended September 30, 2011, goaned to three and nine
months ended September 30, 2010

The table below presents our consolidated statesmadrihcome for the periods indicated.

3 quarter of 9 months of
2011 2010 2011 2010
(millions of US dollars)

Revenues
Sales (including excise and export tariffs)...................... 34,563 26,517 99,101 76,272
Costs and other deductions
Operating EXPENSES .....uvviiiieeeeiiiiriieereseeirerreeee e e s esnneraees (2,280) (2,131) (6,858) (6,165)
Cost of purchased crude oil, gas and products.............. (15,051) (10,959) (43,058)  (31,002)
Transportation eXPENSES ..........eeeieeeivicccceeeee e eiieieeenns (1,604) (1,389) (4,677) (4,169)
Selling, general and administrative expenses................ (1,043) (902) (2,845) (2,557)

Depreciation, depletion and amortizatian.. (1,137) (1,054) (3,345) (3,114)
Taxes other than iNCOMEe taxes.............ccmrveeeeeeenennns (3,442) (2,173) (9,811) (6,522)
Excise and export tariffs .............ccovieeeeee i (6,128) (4,732) (16,519) (14,072)
EXplOration @XPeNSEe.......ccceeiiviuiiieiiiieemme e eeiiiiereeaa e (196) (29) (309) (175)
(Loss) gain on disposals and impairments of assets...... (11) 19 (171) 29
Income from operating activities ..........c.ccceeeeeeiiiiimeennn. 3,671 3,167 11,508 8,525
INEEreSt EXPENSE ..vvvviieeeiiiciiiieie e cmeeree et (182) (162) (532) (535)
Interest and dividend inCOmMe ............oooieceieiiieeenens 53 46 144 144
Equity share in income of affiliates ........cccoo e 168 929 510 335
Currency translation [0SS ...........ccceoviiimeeeciciiiiiiiieeeeen (154) (59) (312) (101)
Other non-operating (expense) income........ (48) 300 287 225
Income before iNCOME taxesS .......ccuuveviviieeeieiieieeeeeis 3,508 3,391 11,605 8,593
CUrrent iNCOME taXES .....ccoevuvviiiiireee s smmmmmmvereeeeeeeeesiaens (1,091) (538) (2,071) (1,678)
Deferred INCOME taXeS ........eeiiieereiiicieieieee e e (27) (26) (500) 18
Total iNCome taX EeXPENSE ......cccvvvvvviereeeicicieceiirereee e (1,118) (564) (2,571) (1,660)
N =Y AT g To o LSS 2,390 2,827 9,034 6,933
Net income attributable to noncontrolling inter.............. (146) (9) (22) (113)
Net income attributable to OAO LUKOIL .........ccccevune... 2,244 2,818 9,012 6,820
Earning per share of common stock attributable to
OAO LUKOIL (in US dollars):
BASIC ..eeiiiiiiiii e 2.88 3.46 11.55 8.16
DilUted ...t 2.83 3.46 11.31 8.16

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

Sales breakdown 39 quarter of 9 months of
2011 2010 2011 2010
(millions of US dollars)
Crude oil
Export and sales on international markets other Gi&... 8,056 6,453 21,827 18,628
Export and sales to CIS..........ccvveviee i 654 210 1,885 723
DOMESLIC SAIES ....enieeeieie et 366 225 1,209 706
9,076 6,888 24,921 20,057
Refined products
Export and sales on international markets
WhOIESAIE......coeeie et 16,160 12,437 48,426 36,306
REtAIl....eeiiiiiiiei e 3,055 2,548 8,489 7,093
Domestic sales
WhOIESAIE ... 2,033 1,463 5,530 3,937
REtAIl....oeiiiiiiiee e 2,324 1,508 5,694 4,007
23,572 17,956 68,139 51,343
Petrochemicals
Export and sales on international markets................... 277 128 849 398
DOMESHIC SAIES ...eeveiiiiieeiiiiiee e e 241 170 744 520
518 298 1,593 918
Gas and gas products
Export and sales on international markets................... 475 492 1,356 1,137
DOMESHIC SAIES ..coeiiiiiiiiiiieiee e 261 202 732 588
736 694 2,088 1,725
Domestic sales of energy and related services.............. 229 295 1,137 1,025
Other
Sales on international markets 243 218 666 701
Domestic sales 189 168 557 503
432 386 1,223 1,204
TOtAl SAIES ... 34,563 26,517 99,101 76,272
39 quarter of 9 months of
Sales volumes 2011 2010 2011 2010
Crude oil (thousands of barrels)
Export and sales on international markets other Gi&... 71,871 85,394 199,743 248,186
Export and sales to CIS 12,608 5,101 35,507 17,174
DOMESLIC SAIES ....eniieeieiee et mmns 7,858 6,223 25,047 20,502
92,337 96,718 260,297 285,862
Crude oil (thousands of tonnes)
Export and sales on international markets other €i&... 9,805 11,650 27,250 33,859
Export and sales to CIS 1,720 696 4,844 2,343
DOMESLIC SAIES ....eneieeieeee et e e 1,072 849 3,417 2,797
12,597 13,195 35,511 38,999
Refined products (thousands of tonnes)
Export and sales on international markets
WhOIESAlE......coiiiiiiiie e e 18,859 20,510 56,926 59,622
REtAIl....eeiiiiiiieee e 1,840 1,952 5,181 5,455
Domestic sales
WhHOIESAIE ... 3,073 3,033 8,331 8,162
REtAIl....ooviiiiiiiei e 2,364 1,895 5,971 5,160
26,136 27,390 76,409 78,399
Total sales volume of crude oil and refined products...... 38,733 40,585 111,920 117,398
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Realized average sales prices "Fyuarter of 9 months of

2011 2010 2011 2010
Average realized price international
Oil (excluding CIS) .....ccoeeeeiiiiiiiiiiiiiicens ($/barrel) 112.09 75.57 109.28 75.06
(O] I (@115 ) I ($/barrel) 51.96 41.21 53.10 42.09
Refined products
Wholesale .......cccccoiiiiiiiiiiiiiieees ($/tonne) 856.90 606.45 850.69 608.94
Retail.......coeiviiiieiii e ($/tonne) 1,660.38 1,305.41 1,638.55 1,300.29
Average realized price within Russia
Ol ($/barrel) 46.67 36.11 48.28 34.43
Refined products
Wholesale .......cccccooiiiiiiiiiiiiiieee ($/tonne) 661.60 481.69 663.73 482.22
Retail..........ccooveieiiiiiiiieeeiii e, ($/tonne) 982.81  796.48 953.57 776.59

During the third quarter of 2011, our revenueseased by $8,046 million, or by 30.3%, comparedo t
same period of 2010, crude oil sales increased2)¥88 million, or by 31.8%, refined products sales
increased by $5,616 million, or by 31.3%.

During the nine months of 2011, our revenues irsgddy $22,829 million, or by 29.9%, compared o th
same period of 2010. Our revenues from crude dgssimcreased by $4,864 million, or by 24.3%. Our
revenues from sales of refined products increagekilb,796 million, or by 32.7%.

The increase in sales revenue was a result ofra gia@ease in hydrocarbon prices, compared tanihe
months of 2010. Moreover, the appreciation of tif@e against the US dollar also increased the U&rdo
value of our sales revenue denominated in Russizles.

Sales of crude oil

Our total crude oil sales revenues increased by882million, or by 31.8%, in the third quarter @14
and by $4,864 million, or by 24.3%, in the nine tenof 2011. This increase was a result of the grow
of crude oil prices.

At the same time, our sales volumes decreased39y,4r by 598 thousand tonnes, in the third quater
2011 and by 8.9%, or by 3,488 thousand tonnedi@mine months of 2011. The reasons for this were a
decrease of production and lower scale of tradjpeyations.

Compared to 2010, we significantly increased croilsupplies to Belarus, while sales to the fareaior
decreased correspondingly.

In the third quarter and the nine months of 201t,revenue from export of crude oil from Russiahbiot
the Group companies and third parties amounte® @868 million and $18,607 million, respectively.

Sales of refined products

Our revenue from the wholesale of refined prodectiside of Russia increased by $3,723 million, yr b
29.9%, in the third quarter of 2011 and by $12,bd@0ion, or by 33.4%, in the nine months of 2011,
compared to the same periods of 2010. This wagalaa increase in the average realized price b3%41.

in the third quarter of 2011 and by 39.7% in theenmonths of 2011. At the same time, in the third
qguarter and in the nine months of 2011, the whédssaolumes decreased by 8.0% and by 4.5%,
respectively.

Our revenue from international retail sales inceeldsy $507 million, or by 19.9%, in the third quesrof
2011 and by $1,396 million, or by 19.7%, in theenmonths of 2011 also due to an increase in average
prices by 27.2% in the third quarter of 2011 and26y0% in the nine months of 2011. Retail sales
volumes decreased by 112 thousand tonnes, or B, Snrthe third quarter of 2011 and by 274 thousand
tonnes, or by 5.0%, in the nine months of 201 lofeihg restructuring of our retail network in the AIS

At the same time, this was partially compensatethbreased retail sales volumes in Europe.

Our revenue from the wholesale of refined prodoctshe domestic market increased by $570 million, o
by 39.0%, in the third quarter of 2011 and by $3,58llion, or by 40.5%, in the nine months or 2011,
mainly due to an increase in the average realizieg py 37.3% and 37.6%, respectively. The incredse
sales volumes was not significant in the consideeibds.
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Our revenue from retail sales in Russia increase®816 million, or by 54.1%, in the third quartefr o
2011 and by $1,687 million, or by 42.1%, in theenmonths of 2011, due to an increase in prices and
sales volumes.

In the third quarter and the nine months of 201k, revenue from the export of refined products from
Russia both to Group companies and third partiesuated to $4,399 million and $13,887 million,
respectively.

Sales of petrochemical products

In the third quarter of 2011, our revenue from sa&petrochemical products increased by $220onilli

or by 73.8%, and in the nine months of 2011, ouemnee increased by $675 million, or by 73.5%, mainl
as a result of an increase in international satdgmes. In the fourth quarter of 2010, we commenced
production at our petrochemical plant Karpatnafbochitd. in Ukraine after modernization and
construction of a chlorine and caustic productioe.lOur realized prices increased by 7.5% and%2.8
respectively.

Sales of gas and gas products

Sales of gas and gas refined products increaseiiBynillion, or by 6.1%, in the third quarter of120
and by $363 million, or by 21.0%, in the nine mantii 2011.

Gas products sales revenue increased by $124 miioby 31.1%, in the third quarter of 2011 and by
$375 million, or by 35.7%, in the nine months ofl2Qorimarily as a result of an increase in salésepr
Retail gas products revenue increased to $164omijllor by 18.8%, in the third quarter of 2011 aad t
$457 million, or by 26.9%, in the nine months ofl20due to price growth. Retail revenue represented
approximately one-third of our gas products sategmnue.

Natural gas sales revenue decreased by $87 milhoiby 30.7%, in the third quarter of 2011 and by
$32 million, or by 5.0%, in the nine months of 20The decrease of natural gas sales revenue cothpare
to 2010 was a result of a recognition in the thjudrter of 2010 of an additional revenue of $10Mioni

as a result of a revision of sale prices relatetti¢oShakh-Deniz field in Azerbaijan for 2008-2010.

Domestic sales of energy and related services

We sell substantially all our energy and relatenvzises domestically. International sales are reddyi
insignificant.

In the third quarter of 2011, our revenue from saiéelectricity, heat and related services deemtédny
$66 million, or by 22.4%, while in the nine monibis2011, this revenue increased by $112 millionbyr
10.9%. This growth was a result of an increasauiiiffrates and the ruble appreciation. At the sdime,

in the third quarter of 2011, the revenue of ouergg segment decreased significantly due to the
reduction of resale operations.

Sales of other products

Other sales include transportation services, ndrefeaim sales through our retail network, crude oil
extraction services, rental revenue, and othermaéwef our production and marketing companies from
sales of goods and services not related to ourgpyimctivities.

In the third quarter of 2011, other sales incredse46 million, or by 11.9%, and in the nine mantf
2011, other sales increased by $19 million, or 164
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Operating expenses

Operating expenses include the following:

3 quarter of 9 months of
2011 2010 2011 2010
(millions of US dollars)

Hydrocarbon extraction eXPENSES ............cemmmemeeeeimerivnvvvennns 889 804 2,666 2,388
OWN refiNiNg EXPENSES ......ceiiiiiiiiet e 383 269 1,06¢ 801
Refining expenses at third party and affiliatednefies.......... 228 183 65E 534
Expenses for crude oil transportation to refineries.............. 267 261 807 802
Power generation and distribution expenses ............ccccoc..... 108 159 477 452
Petrochemical eXPenSes .............eiiiiiiimmecciiiiieeee e 81 58 229 138
Other operating expenses 324 397 955 1,050
Total operating expenses 2,280 2,131 6,858 6,165

The method of allocation of operating expensesis table differs from the approach used in prejwari
the data for Note 19 “Segment information” to auterim consolidated financial statements. Expemnegu

in the segment reporting are grouped dependindherségment to which a particular company belongs.
Operating expenses for the purposes of this asadysi grouped based on the nature of the costgéacu

In the third quarter of 2011, our operating expsrieereased by $149 million, or by 7.0%, and innhe
months of 2011, operating expenses increased bg #tilion, or by 11.2%, as a result of the ruble
appreciation by 14.6% and of the increase in hyahtman extraction expenses and refining expenses.

Hydrocarbon extraction expenses

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

In the third quarter of 2011, our extraction expenisicreased by $85 million, or by 10.6%, and @rime
months of 2011, they increased by $278 millionpprl1.6%. Our average hydrocarbon extraction cost
increased from $4.08 per BOE in the third quarfe2G10 to $4.76 per BOE in the third quarter of 201
or by 16.7%, and from $4.04 per BOE in the nine therof 2010 to $4.74 per BOE the nine months of
2011, or by 17.3%.

The increase was mainly a result of the real rugereciation against the US dollar and increased
expenses for power supply, repairs and labor costs.

Own refining expenses

Our own refining expenses increased by $114 millmmby 42.4%, in the third quarter of 2011 and by
$268 million, or by 33.5%, in the nine months ofL.20

Refining expenses at our domestic refineries irm@dady 62.4%, or by $118 million, in the third dear

of 2011 and by 44.0%, or by $251 million, in th@eimonths of 2011. This increase was a result of an
increase in consumption and cost of additives,eimsed power supply costs, higher expenses on sepair
and the ruble appreciation against the US dollar.

Refining expenses at our international refineriesrdased by 5.0%, or by $4 million, in the thircuder

of 2011 and increased by 7.4%, or by $17 millienthe nine months of 2011. The decrease of expenses
compared to the third quarter of 2010 was largely t the shutdown of our refinery in Odessa amgkto
production volumes at our Bulgarian and Romanidmeées. In spite of the shutdown, there was no
corresponding impact on expenses as we had to feejuction facilities on line. The increase for the
nine month period ended September 30, 2011 wasljadye to higher power supply costs and expenses
for repairs as well as additional accruals for oartlioxide emission quotas.

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
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In the third quarter and the nine months of 20&fining expenses at third party and affiliated mefies
increased by $45 million and $121 million, or by.&3% and 22.7%, respectively. This was due to
increased energy costs, appreciation of euro tJ®eollar, overhauls performed at the ISAB compiex
the first quarter of 2011 and the increase of dares in ISAB from 49% to 60% since April, 2011,
resulting in the increase of our share of costs.

Petrochemical expenses

In the third quarter of 2011, operating expensesusfpetrochemical plants increased by $23 millimn,

by 39.7%, and in the nine months of 2011, thesersgs increased by $91 million, or by 65.9%, due to
an increase in production volumes as a result @fcdmmencement of production at our petrochemical
plant Karpatnaftochim Ltd. in Ukraine in the fourharter of 2010 after modernization and constoncti
of a chlorine and caustic production line. Additdip, the increased consumption of raw materials tu
the changes in product mix and ruble appreciat@rirduted to the increase of expenses. Some dpgrat
expenses related to pre-start works undertakenaspafnaftochim Ltd. were recognized in the third
quarter of 2010, therefore the increase of expeosemared to the nine months of 2010 was higher tha
compared to the third quarter of 2010.

Expenses for crude oil transportation to refineries

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

Expenses for crude oil transportation to refineifieshe third quarter and in the nine months of 201
didn’'t change significantly. The increase in traorsgtion tariffs compared to 2010 was compensabed f
by a decrease in volumes of own supply to refigerie

Power generation and distribution expenses

Power generation and distribution expenses deatdas®51 million, or by 32.1%, in the third quartdr
2011 as a result of decrease in the resale volamésncreased by $25 million, or by 5.5%, in theeni
months of 2011 reflecting the real ruble appreciatn Russia.

Other operating expenses

Other operating expenses include expenses of tbapGr upstream and downstream enterprises that do
not relate to their core activities, namely rendgrof transportation and extraction services, dpeya
expenses of our gas processing plants, costs ef e#vices provided and goods sold by our margetin
companies, and of non-core businesses of the Group.

In the third quarter of 2011, other operating exggsndecreased by $73 million, or by 18.4%, andhén t
nine months of 2011, other operating expenses dsedeby $95 million, or by 9.0%. The decrease was a
result of a lower volume of transportation servipesvided outside of Russia and the restructurihguo
retail network in the USA.

Cost of purchased crude oil, gas and products

Cost of purchased crude oil, gas and productsdeslicost of crude oil and refined products purdhése
trading or refining, gas and fuel oil to supply quower generation entities and the result of heglgih
international crude oil and refined products sales.

Cost of purchased crude oil, gas and products asext by $4,092 million in the third quarter of 20ad

by 37.3%, and by $12,056 million, or by 38.9%, lie nine months of 2011, due to an increase in crude
oil and refined products prices. The effect of @azed prices was partially offset by a decreasmading
volumes.

In the third quarter of 2011, we recognized a $2#llon gain from hedging, compared to a $177 roili
expense in the third quarter of 2010. At the saimme,tin the nine months of 2011, we recognized a
$422 million expense from hedging, compared to@$élion gain in the nine months of 2010.

Transportation expenses
Our transportation expenses increased by $215omjltir by 15.5%, in the third quarter of 2011 and b

$508 million, or by 12.2%, in the nine months ofL20This increase was primarily related to Russid a
resulted from the ruble appreciation, increaseiffsaand change in supply directions.
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Our actual transportation expenses related to coildend refined products deliveries to various @xp
destinations, weighted by volumes transported, gbdrin the nine months of 2011, compared to the nin
months of 2010, as follows: crude oil pipeline ffarincreased by 15.1%, railway tariffs for refined
products transportation increased by 8.9%, crudefreight rates decreased by 16.2%, and refined
products freight rates decreased by 10.6%.

Selling, general and administrative expenses

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

Our selling, general and administrative expenseseased by $141 million, or by 15.6%, in the third
guarter of 2011 and by $288 million, or by 11.3%the nine months of 2011. The reasons for thiswer
an increase of selling expenses and the effedteofdal ruble appreciation on our expenses in Russi
the same time, the above mentioned factors wet@lhaicompensated by decrease of provisions fal ba
debts.

Depreciation, depletion and amortization

Our depreciation, depletion and amortization expsrniscreased by $83 million, or by 7.9%, in thedhi
quarter of 2011 and by $231 million, or by 7.4%the nine months of 2011.

Exploration expenses

Our exploration expense increased by $167 millammearly seven-fold, during the third quarter 642
and by $134 million, or by 76.6%, during the ninenths of 2011. Dry hole costs amounted to
$165 million in the third quarter of 2011 and $2mBlion in the nine months of 2011. In the thirdagter
and in the nine months of 2010, dry hole costs artezlito $3 million and $97 million, respectively.

In the first half of 2011, we charged to expense dbst of an exploratory well in the Komi Repuliic
Russia in the amount of $28 million and in Kaza&hsin the amount of $17 million, and in the third
quarter of 2011, we charged to expense $161 mitifazosts related to two exploratory wells in Ghana

In the first quarter of 2010, we charged to expahsecost of an exploratory well in Cote d'lvoiadling
$65 million. In the second and third quarters cf@Qthere were no individually significant writefsf

Equity share in income of affiliates

The Group has investments in equity method aféiaend 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 and giarhevroil, exploration and production companies
operating in Kazakhstan, and ISAB and TRN refirerie

Our share in income of affiliates increased by 86iion, or by 69.7%, in the third quarter of 20aad by
$175 million, or by 52.2%, in the nine months of120 mostly due to increase in income of
Tengizchevroil.
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Taxes other than income taxes

39 quarter of 9 months of
2011 2010 2011 2010
(millions of US dollars)

In Russia
Mineral extraction taxes..........coeeevvvescceeemevneeeennnnns 3,094 1,888 8,706 5,611
Social security taxes and contributions................. 112 83 410 286
PrOPEITY tAX . ..uvueeieiiiiiiiii e et 137 121 406 359
Other taxes ........cccovveeeeeeeeeninnes 23 11 60 69
Total in RUSSIA.....ciiiiiiiiieiiiiee e 3,366 2,103 9,582 6,325
International
Mineral extraction taxes...........cccuuvveeacccameeeeeeins 28 19 73 53
Social security taxes and contributions................. 25 27 76 75
PrOPEILY tAX . .uvvvvvvevernieiiiiiins e eeeeeeeeeeeeesm 5 13 29 31
Other taXeS .. .veeiiiiiiiiiiee e 18 11 51 38
Total internationally ............ccccveiiiiiiiiim e, 76 70 229 197
TOAl e e 3,442 2,173 9,811 6,522

In the third quarter of 2011, taxes other than meadaxes increased by 58.4%, or by $1,269 million,
compared to the third quarter of 2010. In the mmanths of 2011, taxes other than income taxes asect
by 50.4%, or by $3,289 million, compared to theeninonths of 2010. This was mainly due to an ina@eas
in mineral extraction taxes in Russia as a resiithe rise of the tax rate following the increade o
international crude oil prices.

Application of decreased rate for depleted oilfeld the third quarter of 2011 led to $301 millitax
reduction ($332 million in the third quarter of Z)1In the nine months of 2011, application of dased
rate for depleted oilfields led to $867 million teeduction ($1,010 million in the nine months ofl2).
The major oilfield where we benefited from zeroragtion tax rate was the Yuzhnoye Khylchuyu fiéid.
early December 2010, accumulated volume of prodadtiom this field exceeded the incentive level of
15 million tonnes and since that moment we have Ipaging extraction tax in full.

Excise and export tariffs

39 quarter of 9 months of
2011 2010 2011 2010
(millions of US dollars)

In Russia
Excise tax on refined products .............comeeeeeenee 458 250 1,282 685
Crude oil export tariffs 3,302 2,533 8,630 7,896
Refined products export tariffs...........c.ccceeevvvveenns 1,337 928 3,738 2,680
Total iN RUSSIA....ccveiiiiiieeciiie e, 5,097 3,711 13,650 11,261
International
Excise tax and sales taxes on refined products..... 945 990 2,624 2,722
Crude oil export tariffs ..........cccccviiiiicieanee e, 85 31 244 85
Refined products export tariffs...........cccccccevvieeenns 1 - 1 4
Total internationally ...........ccccvvveeeeeeiiieme i, 1,031 1,021 2,869 2,811
TOMAl et 6,128 4,732 16,519 14,072

Export tariffs increased by $1,233 million, or by.3%, in the third quarter of 2011 and by
$1,948 million, or by 18.3%, in the nine month<26f.1. The effect of increase of crude oil taritesawas
partially compensated for by a significant decrems&xport volumes. Our crude oil export volumes
decreased by 13.4% in the third quarter of 2011k@and5.1% in the nine months of 2011. In spite of a
decrease in refined products export volumes in 28ighificant increase in export duty rates ledato
increase of export tariffs expenses. Moreoverhathird quarter of 2011, an additional increasexport
tariffs expenses was due to sale of refined pradsitick, produced in the second quarter, when expor
tariffs rates were at their maximums.

Starting from 2011, excise rates on refined pragliuctRussia were increased and tied to the ecabgic
class of fuel. Despite the fact that the Compargdpcees high quality ecological motor fuel subjerct t
lower excise rates compared to fuel of lower qualdverage excise rates roughly doubled for us
compared to the respective periods of 2010.
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Other non-operating income (expense)

In the nine months of 2011, other non-operatingine included the effect of the recalculation of the
extraction tax incentive by certain Group compaimoesprior periods in the total amount of $433 roit,
mainly related to the first half of 2011.

In the nine months of 2010, other non-operatingime included a $438 million gain related to sucitgss
settlement of a corporate dispute between a Groopany and a CNPC group company regarding Turgai
Petroleum, and an $111 million expense relatedrévigions accrued in respect of claims to the Group
companies by Federal Anti-monopoly Service of thusdfan Federation (FAS of Russia). Both amounts
were recognized by the Group in the third quarf&204.0.

Income taxes

In the third quarter of 2011, our total income taxpense increased by $554 million, or two-fold,
compared to the third quarter of 2010. At the séime, our income before income tax only increasgd b
$117 million, or by 3.5%.

In the nine months of 2011, our total income tapense increased by $911 million, or by 54.9%,
compared to the nine months of 2010. Income beiloceme tax increased by $3,012 million, or by
35.1%.

In the third quarter of 2011, our effective incotag rate was 31.9%, compared to 16.6% in the third
quarter of 2010, while in the nine months of 2044y, effective income tax rate was 22.2%, compaoed t
19.3% in the nine months of 2010. The maximum &tayurate for the Russian Federation is 20%. The
high level of the effective income tax rate in thied quarter and the nine months of 2011 was ryaink

to income tax expense related to taxable curreranskation gains reported by Russian subsidiani¢kea
third quarter of 2011. Our effective income taverat the third quarter and the nine months of 2048
influenced by a $438 million non-taxable gain rethto successful settlement of a corporate dispute
between a Group company and a CNPC group compaaydieg Turgai Petroleum, and a $111 million
non-deductable expense related to provisions addrueespect of claims to the Group companies b$ FA
of Russia.

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

3 quarter of 9 months of
2011 2010 2011 2010
(millions of US dollars)
Net income attributable to OAO LUKOIL .............. 2,244 2,818 9,012 6,820
Add back:
INCOME taX EXPENSE.....ccivvvviiiiiiiiiiiriereree e 1,118 564 2,571 1,660
Depreciation and amortization.............cccceeereennn. 1,137 1,054 3,345 3,114
INtEreSt EXPENSE .....uueiiiieeee e e 182 162 532 535
Interest and dividend income (53) (46) (144) (144)
EBITDA i 4,628 4,552 15,316 11,985

EBITDA is a non-US GAAP financial measure. EBITD#&defined as net income before interest, taxes
and depreciation and amortization. The Companyebet that EBITDA provides useful information to
investors because it is an indicator of the stiermgtd performance of our business operations, divoju
our ability to finance capital expenditures, acigiges and other investments and our ability toumand
service debt. While depreciation and amortizatiod eonsidered as operating costs under US GAAP,
these expenses primarily represent the non-caskrdyperiod allocation of costs associated withglon
lived assets acquired or constructed in prior pisid he EBITDA calculation is commonly used as sida
for some investors, analysts and credit rating eigsnto evaluate and compare the periodic and dutur
operating performance and value of companies witidnoil 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

9 months of
2011 2010
(millions of US dollars)
Net cash provided by operating activi ........cccccceeeeiiiiiiiiiieece e, 13,299 11,632
Net cash used in iINVeStiNg aCtiVil..........c..uueeiiiiiiiii e (7,620) (4,625)
Net cah used in fiNaNCING ACHVItIES .............. o eeeeeeiaiiiiiiiieaae e (3,398) (6,158)

Operating activities

Our primary source of cash flow is funds generditeth our operations. During the nine months of 2011
cash generated from operating activities was $B328lion, which is 14.3% more than in the same
period of 2010, mainly due to the increase in sed@snues. On the other hand, our operating casvsfl
were affected by an increase in working capita$B97 million, compared to January 1, 2011.

The increase of working capital was mainly causgds®07 million increase in inventory. At the same
time, this negative effect was partially offsetd0$497 million net decrease in tax accounts recégvahd
payable and a $81 million net decrease in VAT redele and payable.

Investing activities
The increase in cash used in investing activigssiited from an increase in payments for acquisstio

In the nine months of 2011, we made an advance ealyof $1,778 million for expected acquisition of
certain upstream assets and a payment of $342mflir 11% share in ISAB.

Capital expenditures increased by $925 millionhyad9.9%, compared to the nine months of 2010.
Financing activities

In the nine months of 2011, net movements of stawsrtr and long-term debt generated an outflow of
$1,393 million, compared to an outflow of $657 moifl in the nine months of 2010.
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Analysis of capital expenditures

39 quarter of 9 months of
2011 2010 2011 2010

(millions of US dollars)

Capital expenditures?

Exploration and production
T T - PSS 1,146 870 3,581 2,696
International 419 210 908 762
Total exploration and production 1,565 1,080 4,489 3,458

Refining, marketing and distribution

LT T - S 293 238 667 617
International 61 73 185 226
Total refining, marketing and distribution 354 311 852 843

Chemicals
L U1 - USSR 14 5 33 17
INtErNALIONA .....ooiiiiiieiiiie e e 7 11 16 42
Total CheMICAIS ........oiiiiiiiiiiee e e 21 16 49 59
Power generation and distribution.......... e ...eevm e, 39 98 117 298
ONET ..ot 55 24 141 61
Total capital eXPENItUrES ......eiiiieeiiiiiiime e e e 2,034 1,529 5,648 4,719
Acquisitions of subsidiaries®
Exploration and production
L (U1 T- SRR - - 18 3
INEEINALIONAL ... e e e mm e e a e e e - — 1,760 -
Total exploration and production ............cccccevvvvivimeiiiiiiiiiieeeeeenn - - 1,778 3
Refining, marketing and distribution
L (U1 T- SR - - 10 50
International .........cccooeeiiiiiiiii e e - 3 342 3
Total refining, marketing and distribution - 3 352 53

Less cash acquired ...........ccccvvveviieiicciinineeneenn, - - - -
TOtal ACQUISTEIONS ..eeeiieeieieeeiee e — 3 2,130 56

W ncluding non-cash transactions and prepayments.
@ Including prepayments related to acquisitions disiliaries and non-cash transactions.

Our capital expenditures, including non-cash tretieas, amounted to $5,648 million, which is 19.7%
more than in the nine months of 2010. Capital egjiares in exploration and production segment
increased by $1,031 million, or by 28.9%. The ffet ruble appreciation affected our capital
expenditures in Russia. The investments in drillidigld development and construction of gas
transportation facilities in Western Siberia andrgleum gas utilization program in Komi Republicdan
Western Siberia also contributed to the increasmiotapital expenditures.

The table below shows our exploration and productiapital expenditures in promising new production
regions.

39 quarter of 9 months of
2011 2010 2011 2010
(millions of US dollars)

30 52 103 169

64 35 260 126

106 87 325 252

130 4 177 56

16 3 28 77

53 16 128 141

TOMAl e e 399 197 1,021 821

W Russian and international projects.
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