LUKOIL Management Discussion and Analysis

Nine months ended September 30, 2002 compar ed to nine months ended
September 30, 2001

Resultsof operations

The table below details certain unaudited income and expense items from our consolidated statements of
income for the periods indicated. All items are presented in millions of US dollars, except for earnings
per share data and the items expressed as a percentage of revenues.

Nine months ended September 30,

2001 2002
Revenues
Sales (including excise and export tariffs).........ccevue. 10,395 99.0% 11,033 99.3%
Equity share in income of affiliates..........coorvrererinene. 103 1.0% 75 0.7%
Total FeVENUES ... e 10,498 100.0% 11,108  100.0%
Costsand other deductions
OpErating EXPENSES.....cvevererereierereiererersrererererererssesssesenes 1,465 14.0% 1,452 13.1%
Costs of purchased crude oil and petroleum products
and other operating COSES.......coummrmrmnerereeeeeererenenas 2,110 20.1% 2,125 19.1%
SElliNg EXPENSES......ovevereieieieieieie e 716 6.8% 1,028 9.3%
General and administrative expenses........c.occeoveveeees 944 9.0% 942 8.5%
Depreciation, depletion and amortization................... 676 6.4% 704 6.4%
Taxes other than iINCOME taXES.........covveeereeeiriveeeieenens 763 7.3% 1,436 12.9%
Excise and export tariffS........coovvnnnnnnnnenenencnenenns 1,170 11.1% 1,378 12.4%
EXPlOration eXPeENSE........ovevvirenenenesesenenesesesesesese s 64 0.6% 70 0.6%
Losson disposal and impairment of assets................. 50 0.5% 68 0.6%
Income from operating activities........ccoovevrervrinnnnn. 2,540 24.2% 1,905 17.1%
INEErESt EXPENSE.....cvivierererrrereririeere s (164) -1.5% (a75) -1.5%
Interest and dividend iNCOME.........cccvveveeerrenierennenenns 128 1.2% 103 0.9%
Currency trandation [0SS..........ocevveneninnseineneeeens 28 0.3% 36 0.3%
Other non-operating iNCOME.........coceeeeerereereiereieinens 43 0.4% 60 0.6%
MiINOFtY INTEIESE......cvvvvereereerrereee e (50) -0.5% (42) -0.4%
Incomebefor einCome taxes..........oovveerereneeseenenenns 2,525 24.1% 1,887 17.0%
CUrrent INCOMETAXES.......cvverererererereieieieie e rererererereneeas (706) -6.7% (627) -5.6%
Deferred income tax benefit..........cocooeeivnnecnnnennn, 87 0.8% 87 0.7%
NELINCOME.....iviieeeereie sttt ssnseses 1,906 18.2% 1,347 12.1%
Basic earnings per share of common stock................. 242 1.66
Diluted earnings per share of common stock.............. 2.39 1.66
Add back nontrecurring charges for settlement of tax
ClAIMS .o - 0.0% 103 0.9%
Net income excluding non-recurringitems 1,906 18.2% 1,450 13.0%
Basic EPS, excluding non-recurring items.................. 242 1.78
Diluted EPS, excluding nortrecurring items.............. 2.39 1.78



Sales

The following set out our sales volumes and realized prices for the nine months ended September 30,

2001 and 2002.

Sales breakdown

Total SAES...ceeeeeeeeeeeeeeeeeeeeee e

Salesvolumes

Crudeail

International Sales.......oocveveeeeveeeeenene
DOMeEStiC SAES......coov v

Refined products

International sales........coocveeeeeveeceeneee.
DOMESLIC SAES....cvvevieeeeeeeeee e

Realized average salesprices

Average realized price international

Crude il produced.........ccccvevvvvvrvrvvnnn.
Crude oil produced by affiliates

Crude oil purchased

Gas produced........ocvevenerenreninennenenns
Refined products produced on Group' s refineries
Refined products produced on associated refinery
(Nizhegorodnefteorgsintez)
Refined products purchased

Nine months ended September 30,
2001

2002

(millions of US dollars)

- refined products
Average realized price within Russia

- refined products

3,868 37.2% 3,551 32.2%
5711 54.9% 6,550 59.4%
816 7.9% 932 8.4%
10,395  100.0% 11033  100.0%

Nine months ended September 30,
2001
(thousands of barrels)

2002

149,592 33.7%
47549 10.7%

(thousands of tonnes)

19572 32.3%
14,069 23.3%

Nine months ended September 30,

137,657 321%
77,229 18.0%
16,174 27.7%
12,952 22.2%

2001
($/barrel)  ($/tonne)
2237
232.41
10.22
150.66
2001
(thousands  (thousands
barrels) tonnes)

378,140 51,588
51,105 6,972
42,955 5,860

3,04
22,048
3,398
3,183

2002
($/barrel)  ($/tonne)

21.32
231.58
7.61
143.40
2002

(thousands (thousands
barrels) tonnes)

388,945 53,062
47,153 6,433
44,185 6,028

2,978
23,414

5,567
4,721

Our sales increased by $638 million, or 6.1%, from the nine months of 2001 to the nine months of 2002.
Our revenues from sales of crude oil decreased by $317 million, or 8.2%, and our saes of refined
products increased by $839 million, or 14.6%. The main reason for the sales increase was the increase in
export and domestic prices of refined products and crude ail in the third quarter of 2002, as well as
increase of export volumes and volume of refined products as a percentage of total volume sold.
Furthermore, the total volume of crude oil and refined products sold reached 60.5 million tonnes, that is
3.6% more than for the same period of 2001. Other salesincreased by $116 million, or 14.2%.

The proportion of our sales volumes represented by refined products was 55.6% compared to 49.9% in
the 2001 period. Thisisthe result of the company’s strategy to increase the share of exports in the total



volume of sales, which was realized mainly through increase of refined products exports. The proportion
of our international sales volumes, including both crude oil and refined products, reached 66.0% for the
nine months of 2002 compared to 59.2% in the same period of 2001.

Theincrease in our saleswas principally due to the following:

International crude oil

Revenues from our crude oil sales outside Russia increased by $110 million, or 3.6%. A decrease in the
average realized prices from $22.37 per barrel in 2001 to $21.32 per barrel in 2002, or 4.6%, which
resulted from the decrease in the price of Urals blend, was offset by the increase in sales volumes of 11.9
million barrels, or 8.7%.

Domestic crude oil

Our revenues from crude oil sales on the domestic market decreased by $427 million, or 54%, as a result
of decreases in prices and volumes. The average realized price decreased by $2.61 per barrel, or 26%, to
$7.61 per barrel for the nine months of 2002. Volumes of domestic crude oil sales decreased by 29.7
million barrels, or 38.5%. This change primarily resulted from an increase in refining volumes, including
processing at “ LUKOIL-Nizhegorodnefteorgsintez”, and from an increase in export volumes.

International refined products

Our revenues from sales of refined products outside Russia increased by $773 million, or 20.6%. This
was aresult of an increase in volumes sold of 3.4 million tonnes, or 21%. The average realized prices on
refined products decreased slightly by $0.83 per tonne, or 0.4%.

Domestic refined products

Our revenues from sales of refined products on the domestic market increased by $66 million, or 3.4%.
Volumes of domestic refined products sales increased by 1.1 million tones, or 8.6%. The average
realized price on refined products sold within Russia decreased by $7.3 per tonne, or 4.8%.

Equity sharein income of affiliates

Our equity share in income of affiliates accounted for using the equity method was $75 million. This was
$28 million, or 27%, less than in the previous period. In general, this change was caused by a decrease in
oil pricesand an increase in expenses of affiliates.

Operating expenses

Nine monthsended

September 30,

2001 2002

(millions of US dollars)
OPEratinNg EXPENSES......cevererrrtrerisrieiresesestsssessssssssesesssessesessssssssesssssessesssssessssens 3,575 3577
Including: EXraction EXPENSES.......couvrerrnmersnsisrssssssssssssssssssssssssssssssssens 1,055 1,016
REFINING EXPENSES. ...t 331 305
Processing costs on the affiliated refinery.......ccovvvvvvvnnnnen, 79 131

Costs of purchased crude oil and petroleum products and

Other OPErating COSES.......vuvururrirereririririrererisseseseseseses st sseneens 2,110 2,125

Operating expenses primarily include the costs of purchased crude oil and petroleum products and direct
operating costs and labor costs associated with our exploration and production and refining, marketing
and distribution activities. Operating expenses increased dightly by $2 million, or less than 1%, in
comparison with the same period of 2001.

Our extraction expenses decreased by $39 million, or 3.7%. At the same time average extraction costs per
barrel decreased from $2.79 per barrel during nine months of 2001 to $2.61 per barrel during nine months
of 2002. The decrease in the average extraction costs per barrdl resulted from our cost reduction policy,
primarily from shutting-in unproductive wells and from increasing oil flows as a result of using artificia
stimulation and other technologies.



Volume of ail extracted during the nine months of 2002 was 53.1 million tonnes (389 million barrels),
while during nine months of 2001 it was 51.6 million tones (378 million barrels). Average daily
production in 2002 reached 1,425 thousand barrels per day, that is 2.9% more than in the same period of
2001 (average daily production for that period was 1,385 thousand bbls per day).

Our extraction expenses include expenditures on current repairs of extraction equipment, labor costs,
expenses of artificial stimulation of reservoirs, fuel and electricity costs and other costs. Starting from the
nine months of 2002 we changed our method of determining of our extraction expenses per barrel.
Beginning January 1, 2002, we excluded other operating expenses of our oil production companies from
extraction expenses. These other operating expenses are related to sale of other services and goods (such
as electricity power, heat, etc.) and are included in other operating asts. Extraction expenses for the
period ended September 30, 2001 were recalculated and are presented an a basis comparable with 2002.

Refining expenses at our refineries decreased by $26 million, or 7.9%, from the nine months of 2001 to
nine months of 2002. This was primarily caused by the closure of the Petrotel SA refinery in July 2001.
Operating expenses of Nizhegorodnefteorgsintez were included in our refining expenses starting from
August 2002, when it became a subsidiary.

Our processing costs on the affiliated refinery (Nizhegorodnefteorgsintez) increased by $52 million, or
66%, in comparison with the nine months of 2001. An increase in processing costs was caused by an
increase of volumes processed by 2.2 million tonnes, or 64%. During the nine months of 2002 processing
volumes on Nizhegorodnefteorgsintez increased to 7.4 million tones. Nizhegorodnefteorgsintez became a
consolidated subsidiary in August 2002.

Other operating expenses, including costs of purchased crude oil and petroleum products, increased by
$15 million, or 0.7%, in comparison with the prior period. Costs of purchased crude oil and petroleum
products increased due to increase in prices, as described above, and an increase in volumes purchased
(crude ail by 1.2 million barrels, refined products by 1.5 million tonnes).

Selling, general and administrative expenses

Our sdlling expenses, which include primarily transportation costs, increased by $312 million, or 43.5%,
in comparison with the nine months 2001. An increase in expenses was principally caused by an increase
of al transport tariffs, the increase in sales volumes described above and a change in product mix —
increase in volume of refined products sold as a percentage of total volume sold.

Our general and administrative expenses decreased by $2 million, or less than 1%, in comparison to the
nine months of 2001. The above-mentioned expenses include general business expenses, payroll costs
(excluding extraction entities’ and refineries’ production staff cost), insurance costs, costs of maintenance
of socid infrastructure and other expenses.

Depreciation, depletion and amortization

Depreciation, depletion and amortization expenses include depletion of assets fundamenta to production,
depreciation of other productive and non-productive assets, amortization of goodwill (for 2001 only) and
intangible assets and provision for abandonment and site restoration costs. Our depreciation, depletion
and amortization expenses increased by $28 million, or 4.1%, in comparison to the prior period. This
increase was caused by an increase in costs of the depreciable assets in comparison with the end of the
third quarter of 2001.

Taxesother than income taxes

Taxes other than income taxes include extraction tax, road user's tax, property tax and social taxes.
Beginning January 1, 2002 some taxes, including royalty tax, mineral replacement tax and excise on
crude oil sales, were canceled and replaced with a unified extraction tax. This unified extraction tax led to
an increase of these expenses by $499 million (including an effect of excise tax on sae of crude ail,
discussed below), or 92%, in comparison to the same period in 2001. Other taxes increased by $57
million.



Nine monthsended September 30,
2001 2002
Russian International Russian International
(millions of US dollars)

S 1 [0] 1 - - - 1,046 -
MRT ettt 168 - 14 -
(2007 |1 Y 262 - - -
Sacia security taxes and contributions............... 147 3 154 4
(20020 Nz (=T 74 - 86 -
Property taxes......cocovveennrneenere e, 59 8 66 9
Other taXES......cucvereeecre ettt 36 6 28 29

746 17 1,394 42
TOAl ..o, 763 1,436

Excisesand export tariffs

Our excise and export tariffs include duties on refined products sales, crude oil and refined products
export duties. Excises and export tariffs increased by $208 million, or 17.8%, compared to the prior
period (or, excluding the effect of excise tax on sale of crude ail, $397 million, or 38%). Theincreasein
total amount of excises and export tariffs expenses resulted mainly from increase of export duties rates,
primarily on crude oil. The increase in international excise taxes on refined products resulted from an
increase in excise taxes and fuel sales taxes due to increase in volumes of products sold across our
international group aswell astheincreasein our refining.

Nine months ended September 30,
2001 2002
Russian International Russian International
(millions of US dollars)

Excise tax on refined products............cccovvenienenn, 152 211 273 583
Excisetax on sale of crude oil ..........coovvevevenenens 117 - - -
EXPOrt dULIES ..o, 690 - 522 -

959 211 795 583
TOtAl oo 1,170 1,378

Nonrecurringitems

During the third quarter of 2002 our effective income tax rate increased as a result of a settlement of
claims with tax authorities in respect to income tax and other taxes relief received in 2001. The Company
agreed to settle these claims without prejudice and accrued a provision of $103 million in third quarter.
The whole amount was paid to the budget in December 2002. Management is not expecting any other
claimsfrom tax authorities related to tax relief received in prior periods.

Exploration expenses

Exploration expenses changed insignificantly in comparison with the prior period. The increase was $6
million.



Three months ended September 30, 2002 compar ed to three months ended
September 30, 2001

Company’ sresultsof operations

The table below details certain unaudited income and expense items of our consolidated statements of
income for the periodsindicated. All items are presented in millions of US dollars, except for earnings per
share data and the items expressed as a percentage of revenues.

Revenue
Sales (including excise and export tariffs) ...........
Equity share in income of affiliates..........ccouevne.

TOtal FEVENUES ...t s e sreneens

Costsand other deductions

Operating EXPENSES........cvuureerrerereeeserensesesesesesssessesesneees
Costs of purchased crude oil and petroleum products
and other operating COSES........verrrinerinreneneenesennens
SElliNG EXPENSES......cvevereieieieieieieiee et
General and administrative expenses..........occeveveeens
Depreciation, depletion and amortization...................
Taxes other than iNCoMe taxes..........ccovveveeeerrereeeennene
Excise and export tariffs.........cooeovvnneinnnnsnenenenns
EXPlOration XPENSE........ovevevenenenenesesesesesese s
Loss on disposal and impairment of assets.................

Income from operating activities........c.ccouevene.
INLErest EXPENSE.......cvvrerrereererie e
Interest and dividend inCOME..........ccooveneeerrenennenns
Currency trandation gain.........ccccoeveveenereseennen.
Other non-operating income (eXpense) ................
MiNOFty INTErESt......covivereerrerceeie v
Income beforeincometaxes........ccoovveereneenenns

CUITENt INCOME LAXES.....veeveeeeereereereeresresresreseesreseenns
Deferred income tax ben€fit........ocoovvvevevesieceenee,

NELINCOME.....oe ettt ettt se e sresreenas

Basic earnings per share of common stock...........
Diluted earnings per share of common stock........

Net income excluding non-recurringitems

Basic EPS, excluding non-recurring items............
Diluted EPS, excluding nonrecurring items........

Three months ended September 30,

2001 2002
3577 99.0% 4,392 99.1%
37 1.0% 40 0.9%
3614  100.0% 4432 100.0%
491 13.6% 479 10.8%
939 26.0% 947 214%
244 6.7% 403 9.1%
482 13.3% 351 7.9%
229 6.3% 226 5.1%
271 7.5% 628 14.2%
362 10.0% 593 13.4%
20 0.6% 20 0.4%
38 1.1% 42 0.9%
538 14.9% 743 16.8%
(35) -1.0% (49) -1.1%
46 1.3% 35 0.8%
45 1.2% 52 1.1%
31 0.9% (10) -0.2%
1 0.0% (11) -0.3%
626 17.3% 760 17.1%
(219) -6.0% (271) -6.1%
66 1.8% 18 0.4%
473 13.1% 507 11.4%
0.43 0.62
0.43 0.62
- 0.0% 103 0.9%
473 13.1% 610 12.3%
0.43 0.75
0.43 0.75



Sales
Thefollowing isabreakdown of our sales from the three months ended September 30, 2001 and 2002.

Three months ended September 30,
2001 2002
(millions of US dollars)

Sales of CrudeOil.......cooevveeeriecicc s 1,473 41.2% 1,333 30.4%
Sales of refined Products.........cvecennnnenneenens 1,800 50.3% 2,653 60.4%
Other SAlES.....ececeerrecie s 304 8.5% 406 9.2%
Total SAES.....cueveceeereer e 3577 100.0% 4,392 100.0%

Revenues. Our sales for the three months ended September 30, 2002 increased by $815 million, or 22.8%,
compared to the three months ended September 30, 2001. Our revenues from sales of crude oil decreased
by $140 million, or 9.5%, and our sales of refined products increased by $853 million, or 47.4%. The
increase in sales of refined products resulted from higher volumes of refined product sales internationally,
which increased by 12%, and higher volumes sold on the domestic market, which increased by 26%, as
well asan increase in sales prices. Other salesincreased by $102 million, or 33%.

Operating expenses. Our total operating expenses for the three months ended September 30, 2002
decreased by $4 million, or 0.3% as compared to the same period in 2001, primarily due to adecreasein
extraction expenses of $23 million. This decrease was partially offset by an increase in refining expenses,
caused by inclusion of Nizhegorodnefteorgsintez’'s operating expenses in our refining expenses, and
increasein volume of crude oil and refined products purchased.

Our average operating costs per barrel extracted decreased to $2.66 per barrdl for the three months ended
September 30, 2002 from $2.92 for the three months ended September 30, 2001 (see above).

Sling, general and administrative. Our selling expenses for the three months ended September 30, 2002
increased by $159 million, or 65%, as compared to the same period in 2001, primarily due to increasesin
transportation costs and port costs as aresult of higher volumes transported and higher tariffs.

Our general and administrative expenses for the three months ended September 30, 2002 decreased by
$131 million, or 27.4%, as compared to the same period in 2001. The reduction in expensesis mainly the
result of carrying out arestructuring program, including sale of non core business.

Taxes other than income taxes. Our taxes other than income taxes for the three months ended September
30, 2002 increased by $357 million, or 132%, due to changes in tax legidation that replaced royalty,
minera replacement tax and excise on crude oil with one unified extraction tax.

Excise and export tariffs. Excise and export tariffs increased by $231 million, or 64%, mainly due to an
increase in volume of petroleum products sold and the average excise tax on refined products in Russia
and Eastern Europe.



Liquidity and capital resources

The unaudited consolidated statement of cash flows excludes the effect of non-cash transactions. Non
cash transactions include barter t ransactions and mutual settlements.

Cash flows
For the ninemonthsended
September 30,
2001 2002
($ millions)

Net cash provided by operating aCtiVitieS..........cocvvvvvivnnnsnnssse e, 1,762 1,698
Net cash used iN INVESiNg 8CtIVITIES........cccerrreerreneeeresesie s (2,208) (1,752)
Net cash provided by financing aCtivities..........cccovvnenrnsninneee s, 756 57

Cash flows provided by operating activities

Our primary source of cash flow is funds generated from our operations. Net funds generated from our
operations for the nine months ended September 30, 2002 amounted to $1,698 million. $1,347 million of
these funds were generated by net income from our operations. Major items adjusting net income to
arrive at operating cash flow were depreciation of $704 million and a decrease of accounts payable of
$481 million.

Net funds generated from our operations for the nine months ended September 30, 2001 amounted to
$1,762 million. $1,906 million of these funds were generated by net income from our operations. Major
items adjusting net income to arrive at operating cash flow were depreciation d $676 million and a
decrease of accounts payable of $684 million.

Cash flowsused in investing activities

For the nine months ended September 30, 2002, net cash flows used in investing activities amounted to
$1,752 million, as compared to $2,208 million during the same period in 2001. This decrease was
primarily due to areduction in our capital expenditures program.

Cash flows provided by financing activities

For the nine months ended September 30, 2002 net cash flows provided by financing activities amounted
to $57 million, as compared to $756 million during the same period in 2001. This decrease was primarily
due to a reduction of our capital expenditures program to alevel that allowed the company to finance its
capital expendituresthrough cash flows from operations opposed to borrowings.

Working capital and liquidity

Our working capital (current assets less current liabilities) was $2.0 billion at September 30, 2002 and
$1.9 hillion at December 31, 2001. We believe that our liquidity reserves, including credit facilities
available, provide sufficient working capital to meet our requirements for at least the next twelve months.

Asof September 30, 2002 our short-term borrowings (including the current portion of long-term debt and
Customers accounts placed in banking subsidiaries) was $1.5 billion and our long-term debt (excluding
the current portion) was $2.1 billion.



Analysisof capital expenditures
Set forth below are our capital expenditures and investments for the nine months 2002 and 2001

Nine months ended September 30,

2001 2002
($ millions)

Exploration and production

= RUSSIA...ccciiiiiiinnssesse s 1,112 775

- Internationd.........coceevevecennecee e, 53 212
Total exploration and ProdUCTION...........cveeirrenerenenee s 1,165 987
Refining, marketing and distribution and other

= RUSSIA....cciicieiciricee s 536 392

- International.........oceeveneeeeenenesee e, 96 155
Total refining, marketing and distribution and other 632 547
Total cash and non-cash capital expenditures 1,797 1,534
Acquisitionsand investmentsin affiliates
Exploration and production

= RUSSIA....ccviciccircnees s 315 85

- Internationd..........cccceeveneceeneneeieee, - -
Total exploration and ProdUCLION............cvvvrrrnnnens s, 315 85
Refining, marketing and distribution and other

- RUSSIA..cocvere e, 9 16

- Internationa 34 30
Total refining, marketing and distribution and other............cccccoovvvnininne, 43 46
(IS o= 1S g I Voo [T = o PO (52) (3)
Total cash capital expenditures..........cocvvvvvvvnnnnnnss e, 306 128

Total capital expenditures for the nine months of 2002 decreased by $263 million, or 15%, compared to
the same period in 2001. Expenditures of exploration and production entities decreased by $178 million,
or 15%, to $987 million primarily due to a less intensive drilling program in mature oil fields. Capital
expenditures in refining, marketing and distribution decreased by $85 million, or 13%, to $547 million.

Cost of acquisitions (excluding the cash of the acquired companies) totaled $128 million during the nine
months of 2002 compared to $306 million during the nine months of 2001. In 2002 we purchased
minority interests in our subsidiaries from KOMITEK group and purchased a controlling interest in an
exploration company Nakhodkaneftegaz. The decrease of $178 million, or 58%, was primarily dueto an
absence of significant acquisitions during the nine months of 2002 compared to the same period in 2001.



