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Independent Accountants’ Report

The Board of Directors OAO LUKOIL:

We have reviewed the accompanying consolidated nbalasheet of OAO LUKOIL
and subsidiaries as of September 30, 2010, theedetnsolidated statements of income for the
three-month and nine-month periods ended Septer80er2010 and 2009 and the related
consolidated statements of stockholders’ equity aadhprehensive income and the related
consolidated statements of cash flows for the moeth periods ended September 30, 2010 and
2009. This interim financial information is the pessibility of OAO LUKOIL's management.

We conducted our reviews in accordance with statsdastablished by the American Institute
of Certified Public Accountants. A review of interifinancial information consists principally
of applying analytical procedures and making ingsirof persons responsible for financial and
accounting matters. It is substantially less inpgcthan an audit conducted in accordance with
auditing standards generally accepted in the Urtiiadles of America, the objective of which is
the expression of an opinion regarding the findnaf@rmation taken as a whole. Accordingly,
we do not express such an opinion.

Based on our reviews, we are not aware of any mht@odifications that should be made to
the accompanying interim financial information fimem to be in conformity with accounting
principles generally accepted in the United StafeSmerica.

ZAD  KPME-

ZAO KPMG
Moscow, Russian Federation
November 29, 2010

ZAO KPMG, a company incorporated under the Laws of the Russian
Federation, a subsidiary of KPMG Europe LLP, and a member firm of the
KPMG network of independent member firms affiliated with KPMG
International Cooperative (‘KPMG International”), a Swiss entity.



OAO LUKOIL
Consolidated Balance Sheets
(Millions of US dollars, unless otherwise noted)

As of September

30, 2010 As of December

Note (unaudited) 31, 2009
Assets
Current assets
Cash and cash equivalents 4 3,117 2,274
Short-term investments 168 75
Accounts and notes receivable, 5 7,187 5,935
Inventories 5,739 5,432
Prepaid taxes and other expenses 2,420 3,549
Other current assets 616 574
Total current assets 19,247 17,839
Investments 5,528 5,944
Property, plant and equipment 53,769 52,228
Deferred income tax assets 656 549
Goodwill and other intangible assets 8 1,560 1,653
Other non-current assets 1,079 806
Total assets 81,839 79,019
Liabilities and Equity
Current liabilities
Accounts payable 6,338 4,906
Short-term borrowings and current portion of loegat debt 9 3,285 2,058
Taxes payable 1,922 1,828
Other current liabilities 1,550 902
Total current liabilities 13,095 9,694
Long-term debt 10, 13 7,338 9,265
Deferred income tax liabilities 2,172 2,080
Asset retirement obligations 7 1,546 1,189
Other long-term liabilities 371 412
Total liabilities 24,522 22,640
Equity 12
OAO LUKOIL stockholders’ equity
Common stock 15 15
Treasury stock, at cost (3,683) (282)
Equity-linked notes (980) -
Additional paid-in capital 4,565 4,699
Retained earnings 57,026 51,634
Accumulated other comprehensive loss (68) (75)
Total OAO LUKOIL stockholders’ equity 56,875 55,991
Noncontrolling interests 442 388
Total equity 57,317 56,379
Total liabilities and equity 81,839 79,019

President of OAO LUKOI
Alekperov V.Y.

Chief acc

untant of QAO KOIL
Kozyrev |.R.

The accompanying notes are an integral part obthreerim consolidated financial statements.



OAO LUKOIL
Consolidated Statements of Income
(Millions of US dollars, unless otherwise noted)

For the three
months ended

For the three
months ended

For the nine
months ended

For the nine
months ended

September 30, Septemder 30, September 30, September 30,
2010 2009 2010 2009
Note (unaudited) (unaudited) (unaudited) (unaudited)

Revenues
Sales (including excise and export tariffs) 19 28,5 21,941 76,272 56,802
Costs and other deductions
Operating expenses (2,192) (1,907) (5,994) (5,015)
Cost of purchased crude oil, gas and products (10,898) (8,203) (31,173) (21,475)
Transportation expenses (1,389) (1,238) (4,169) (3,594)
Selling, general and administrative expenses (902) (878) (2,557) (2,398)
Depreciation, depletion and amortization (1,054) (998) (3,114) (3,001)
Taxes other than income taxes (2,173) (1,976) (6,522) (4,569)
Excise and export tariffs (4,732) (3,769) (14,072) (9,176)
Exploration expenses (29) (119) (175) (188)
Gain on disposals and impairments of assets 19 29 15
Income from operating activities 3,167 2,856 8,525 7,401
Interest expense (162) (169) (535) (503)
Interest and dividend income 46 40 144 105
Equity share in income of affiliates 6 99 88 335 027
Currency translation loss (59) (213) (101) (337)
Other non-operating income (expense) 300 225 37
Income before income taxes 3,391 2,578 8,593 6,973
Current income taxes (538) (593) (1,678) (1,430)
Deferred income taxes (26) 73 18 (123)
Total income tax expense 3 (564) (520) (1,660) (1,553)
Net income 2,827 2,058 6,933 5,420
Less: net income attributable to
noncontrolling interests (9) (2) (113) (135)
Net income attributable to OAO LUKOIL 2,818 2,056 6820 5,285
Basic and diluted earnings per share of
common stock (US dollars) attributable to
OAOQ LUKOIL: 12 3.46 2.43 8.16 6.24

The accompanying notes are an integral part obthreerim consolidated financial statements.



OAO LUKOIL
Consolidated Statements of Stockholders’ Equity an@€omprehensive Income (unaudited)
(Millions of US dollars, unless otherwise noted

Treasury Accumulated Total OAO
stock and  Additional other LUKOIL Noncontrol-
Common equity- paid-in Retained comprehensivestockholders’ ling Total
stock linked notes capital earnings loss equity interests equity

Nine months ended
September 30, 2010
Balance as of December
31, 2009 15 (282) 4,699 51,634 (75) 55,991 388 56,379
Net income - - - 6,820 - 6,820 113 6,933
Prior service cost - - - - 6 6 - 6
Unrecognized gain on
available for sale securities - - - - 1 1 - 1
Comprehensive income 6,827 113 6,940
Dividends on common
stock - - - (1,428) - (1,428) - (1,428)
Effect of stock
compensation plan - - 74 - - 74 - 74
New shares issued - - 1 - - 1 - 1
Stock and equity-linked
notes purchased - (4,644) - - - (4,644) - (4,644)
Stock disposed - 263 (70) - - 193 - 193
Changes in the
noncontrolling interests - - (139) - - (139) (59) (198)
Balance as of
September 30, 2010 15 (4,663) 4,565 57,026 (68) 56,875 442 57,317
Nine months ended
September 30, 2009
Balance as of December
31, 2008 15 (282) 4,694 45,983 (70) 50,340 670 51,010
Net income - - - 5,285 - 5,285 135 5,420
Prior service cost - - - - 9 9 - 9
Unrecognized loss on
available for sale securities - - - - 2 2 - 2
Comprehensive income 5,292 135 5,427
Dividends on common
stock - - - (1,360) - (1,360) - (1,360)
Effect of stock
compensation plan - - 77 - - 77 - 77
Changes in the
noncontrolling interests - - - - - - (316) (316)
Balance as of
September 30, 2009 15 (282) 4,771 49,908 (63) 54,349 489 54,838

Share activity (thousands of shares)

Common stock Treasury stock

Nine months ended September 30, 2010

Balance as of December 31, 2009 850,563 (3,836)
Purchase of treasury stock - (68,912)
Disposal of treasury stock - 3,540
Balance as of September 30, 2010 850,563 (69,208)
Nine months ended September 30, 2009

Balance as of December 31, 2008 850,563 (3,836)
Balance as of September 30, 2009 850,563 (3,836)

The accompanying notes are an integral part obthreerim consolidated financial statements.



OAO LUKOIL
Consolidated Statements of Cash Flows
(Millions of US dollars)

For the nine For the nine
months ended months ended
September 30, September 30,
2010 2009
Note (unaudited) (unaudited)
Cash flows from operating activities
Net income attributable to OAO LUKOIL 6,820 5,285
Adjustments for non-cash items:
Depreciation, depletion and amortization 3,114 3,001
Equity share in income of affiliates, net of dividks received 387 (205)
Dry hole write-offs 97 114
Gain on disposals and impairments of assets (29) (15)
Deferred income taxes (18) 123
Non-cash currency translation gain (24) 77)
Non-cash investing activities (28) (10)
All other items — net 290 112
Changes in operating assets and liabilities:
Accounts and notes receivable (1,252) (1,964)
Inventories (308) (1,306)
Accounts payable 1,438 128
Taxes payable 97 428
Other current assets and liabilities 1,048 459
Net cash provided by operating activities 11,632 6,073
Cash flows from investing activities
Acquisition of licenses (12) -
Capital expenditures (4,656) (4,631)
Proceeds from sale of property, plant and equipment 100 97
Purchases of investments (212) a77)
Proceeds from sale of investments 88 370
Sale of subsidiaries, net of cash disposed 123 5
Acquisitions of subsidiariesincluding advances related to acquisitions), ne
cash acquired (56) (2,031)
Net cash used in investing activities (4,625) (6,367)
Cash flows from financing activities
Net movements of short-term borrowings 725 (1,101)
Proceeds from issuance of long-term debt 18 5,070
Principal repayments of long-term debt (2,400) (3,387)
Dividends paid on Company common stock (817) (661)
Dividends paid to noncontrolling interest stockreskl (59) (50)
Financing received from related and third partyamntrolling interest
stockholders 16 14
Purchase of Company’s stock and equity-linked notes (4,644) -
Sale of Company’s stock 193 -
Purchases of noncontrolling interests (190) (353)
Net cash used in financing activities (6,158) (468)
Effect of exchange rate changes on cash and casvatnts (6) (24)
Net increase (decrease) in cash and cash equivakent 843 (786)
Cash and cash equivalents at beginning of year 2,274 2,239
Cash and cash equivalents at end of period 4 3,117 1,453
Supplemental disclosures of cash flow information
Interest paid 504 1,209
Income taxes paid 1,487 987

The accompanying notes are an integral part obthreerim consolidated financial statements. 6



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 1.0rganization and environment

The primary activities of OAO LUKOIL (the “Companyand its subsidiaries (together, the “Group”) are
oil exploration, production, refining, marketingdadistribution. The Company is the ultimate paremtity
of this vertically integrated group of companies.

The Group was established in accordance with Ree8al Decree 1403, issued on November 17, 1992.
Under this decree, on April 5, 1993, the Governnadrihe Russian Federation transferred to the Compa
51% of the voting shares of fifteen enterprisesdéfnGovernment Resolution 861 issued on September 1
1995, a further nine enterprises were transfercethé¢ Group during 1995. Since 1995, the Group has
carried out a share exchange program to increasshareholding in each of the twenty-four founding
subsidiaries to 100%.

From formation, the Group has expanded substantiabugh consolidation of its interests, acquisitpf
new companies and establishment of new businesses.

Business and economic environment

The Russian Federation has been experiencing qabléind economic change, that has affected and will
continue to affect the activities of enterprisesraping in this environment. Consequently, operetim the
Russian Federation involve risks, which do not ¢gfly exist in other markets. In addition, the mce
contraction in the capital and credit markets hathér increased the level of economic uncertaimtshe
environment.

The accompanying interim consolidated financialesteents reflect management’'s assessment of theimpa
of the business environment in the countries incivlthe Group operates on the operations and thadial
position of the Group. The future business envirent® may differ from management’'s assessment.

Basis of preparation

The accompanying interim consolidated financiatesteents and notes thereto have not been audited by
independent accountants, except for the balancet stee of December 31, 2009. In the opinion of the
Company’s management, the interim consolidatedntirsd statements include all adjustments and
disclosures necessary to present fairly the Grofipancial position, results of operations and cistvs

for the interim periods reported herein. These stdjents were of a normal recurring nature.

These interim consolidated financial statementshasen prepared by the Company in accordance with
accounting principles generally accepted in theté¢hiStates of America (“US GAAP") as applicable to
interim consolidated financial statements. Theserim consolidated financial statements shoulddael rin
conjunction with the Group’s December 31, 2009 ahconsolidated financial statements.

The results for the nine-month period ended Sepeerdd, 2010 are not necessarily indicative of gsults
expected for the full year.

Note 2. Summary of significant accounting policies
Principles of consolidation

These interim consolidated financial statementtude the financial position and results of the Canyp
controlled subsidiaries of which the Company diyeat indirectly owns more than 50% of the votimggrest,
unless minority stockholders have substantive @péiing rights, and variable interest entities ghthe
Group is determined to be the primary benefici@ther significant investments in companies of whioh
Company directly or indirectly owns between 20% &f@@o of the voting interest and over which it elsrs
significant influence but not control, are accodnfer using the equity method of accounting. Inwesits in
companies of which the Company directly or indigeoivns more than 50% of the voting interest buereh
minority stockholders have substantive particigatiights are accounted for using the equity methbd
accounting. Undivided interests in oil and gas tjorentures are accounted for using the proportenat
consolidation method. Investments in other comygaaie recorded at cost. Equity investments andiments
in other companies are included in “Investmentghim consolidated balance sheet.



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)
Use of estimates

The preparation of financial statements in confoymwith US GAAP requires management to make
estimates and assumptions that affect the repatedunts of assets and liabilities and disclosure of
contingent assets and liabilities at the date effifiancial statements, and the reported amountsveihues
and expenses during the reporting period. SigmifidGeems subject to such estimates and assumptions
include the carrying value of oil and gas propertad other property, plant and equipment, goodwill
impairment assessment, asset retirement obligatide$erred income taxes, valuation of financial
instruments, and obligations related to employaeefies. Eventual actual amounts could differ frdroge
estimates.

Revenue

Revenues from the production and sale of crudarall petroleum products are recognized when tithsgm
to customers at which point the risks and rewafdssmership are assumed by the customer and the fsri
fixed or determinable. Revenues include excise emofeum products sales and duties on export sdles
crude oil and petroleum products.

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

Foreign currency translation

The Company maintains its accounting records irsRnsrubles. The Company’s functional currencyés t
US dollar and the Group’s reporting currency istfg&dollar.

For the majority of operations in the Russian Fatien and outside the Russian Federation, the W&rds
the functional currency. Where the US dollar isfilmectional currency, monetary assets and liabgithave
been translated into US dollars at the rate priexpiit each balance sheet date. Non-monetary censéts
liabilities have been translated into US dollardiatorical rates. Revenues, expenses and cask flawe
been translated into US dollars at rates, whichr@pmate actual rates at the date of the transactio
Translation differences resulting from the usetwfse rates are included in the consolidated stateafe
income.

For certain other operations, where the US doBanadt the functional currency and the economy is no
hyperinflationary, assets and liabilities are ttarexl into US dollars at year-end exchange rates an
revenues and expenses are translated at averadp@ngec rates for the year. Resulting translation
adjustments are reflected as a separate compoheomprehensive income.

In all cases, foreign currency transaction gaind Esses are included in the consolidated statemient
income.

As of September 30, 2010 and December 31, 2009aexe rates of 30.40 and 30.24 Russian rublesto th
US dollar, respectively, have been used for traiosigpurposes.

The Russian ruble and other currencies of republiche former Soviet Union are not readily conimet
outside of their countries. Accordingly, the traigln of amounts recorded in these currencies Ufo
dollars should not be construed as a representttatrsuch currency amounts have been, could bdlan
the future be converted into US dollars at the argle rate shown or at any other exchange rate.

Cash and cash equivalents

Cash and cash equivalents include all highly ligoigestments with an original maturity of three rti@nor
less.



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)

Cash with restrictions on immediate use

Cash funds for which restrictions on immediate exgst are accounted for within other non-curresets
Accounts and notes receivable

Accounts and notes receivable are recorded at tfagisaction amounts less provisions for doubtélits.
Provisions for doubtful debts are recorded to tkterd that there is a likelihood that any of theoamts due
will not be obtained. Non-current receivables asealnted to the present value of expected castsfin
future periods using the original discount rate.

Inventories

The cost of finished goods and purchased prodsatietiermined using the FIFO cost method. The dost o
all other inventory categories is determined usingaverage cost” method.

Investments

Debt and equity securities are classified into ohthree categories: trading, available-for-saleheld-to-
maturity.

Trading securities are bought and held principédlly the purpose of selling in the near term. Held-t
maturity securities are those securities in whidBraup company has the ability and intent to haidilu
maturity. All securities not included in trading loeld-to-maturity are classified as available-fates

Trading and available-for-sale securities are @edrat fair value. Held-to-maturity securities sgeorded

at cost, adjusted for the amortization or accredbpremiums or discounts. Unrealized holding gand
losses on trading securities are included in thesglidated statement of income. Unrealized holdjains
and losses, net of the related tax effect, on abkatfor-sale securities are reported as a sepeoatponent

of comprehensive income until realized. Realizethgiaand losses from the sale of available-for-sale
securities are determined on a specific identiidcabasis. Dividends and interest income are reieegnin

the consolidated statement of income when earned.

A permanent decline in the market value of anylatée-for-sale or held-to-maturity security belowstis
accounted for as a reduction in the carrying amdontair value. The impairment is charged to the
consolidated statement of income and a new cost basthe security is established. Premiums and
discounts are amortized or accreted over the fith@related held-to-maturity or available-foresakecurity

as an adjustment to yield using the effective sgemethod and such amortization and accretioecisrded

in the consolidated statement of income.

Property, plant and equipment

Oil and gas properties are accounted for usingticeessful efforts method of accounting whereby@riy
acquisitions, successful exploratory wells, all @epment costs, and support equipment and faeildie
capitalized. Unsuccessful exploratory wells areegrged when a well is determined to be non-prodeictiv
Other exploratory expenditures, including geolob@ral geophysical costs are expensed as incurred.



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)

The Group continues to capitalize costs of exptoyaivells and exploratory-type stratigraphic welhs
more than one year after the completion of drillihnthe well has found a sufficient quantity of eeges to
justify its completion as a producing well and tt@mpany is making sufficient progress assessing the
reserves and the economic and operating viabilityhe project. If these conditions are not met for i
information that raises substantial doubt about ¢lsenomic or operational viability of the projest i
obtained, the well would be assumed impaired, gndasts, net of any salvage value, would be cllaige
expense.

Depreciation, depletion and amortization of capital costs of oil and gas properties is calculatgdg the
unit-of-production method based upon proved resefee the cost of property acquisitions and proved
developed reserves for exploration and developicests.

Production and related overhead costs are expassedurred.

Depreciation of assets not directly associated witlproduction is calculated on a straight-linesigaover
the economic lives of such assets, estimated to tte following ranges:

Buildings and constructions 5-40 Years
Machinery and equipment 5-20 Years

In addition to production assets, certain Group ganies also maintain and construct social assetthéo
use of local communities. Such assets are camthlonly to the extent that they are expected toltres
future economic benefits to the Group. If capitdizthey are depreciated over their estimated evmno
lives.

Significant unproved properties are assessed fgraimment individually on a regular basis and any
estimated impairment is charged to expense.

Asset retirement obligations

The Group records the fair value of liabilitiesateld to its legal obligations to abandon, dismantie
otherwise retire tangible long-lived assets in pleeiod in which the liability is incurred. A corganding
increase in the carrying amount of the related doreyl asset is also recorded. Subsequently, #imlitly is
accreted for the passage of time and the relatat ssdepreciated using the unit-of-productionhrodt

Goodwill and other intangible assets

Goodwill represents the excess of the cost of auieed entity over the net of the fair value amsunt
assigned to assets acquired and liabilities assultnsdassigned to reporting units as of the asitjon date.
Goodwill is not amortized, but is tested for impaént at least on an annual basis and between atasisl

if an event occurs or circumstances change thatdvowre likely than not reduce the fair value of a
reporting unit below its carrying amount. The impant test requires estimating the fair value of a
reporting unit and comparing it with its carryingnaunt, including goodwill assigned to the reportingt.

If the estimated fair value of the reporting usiteéss than its net carrying amount, including gatbdthen

the goodwill is written down to its implied fair hee.

Intangible assets with indefinite useful lives tasted for impairment at least annually. Intangéseets that
have limited useful lives are amortized on a strale basis over the shorter of their usefulewdl lives.

10



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)
Impairment of long-lived assets

Long-lived assets, such as oil and gas propenigm( than unproved properties), other propergnipland
equipment, and purchased intangibles subject tatamation, are assessed for impairment wheneventsve
or changes in circumstances indicate that the icgyrgmount of an asset group may not be recoverable
Recoverability of assets to be held and used isured by a comparison of the carrying amount cisset
group to the estimated undiscounted future castsflexpected to be generated by that group. If éneying
amount of an asset group exceeds its estimatedamdited future cash flows, an impairment charge is
recognized by writing down the carrying amount hie estimated fair value of the asset group, gelgeral
determined as discounted future net cash flowsetasto be disposed of are separately presenteukin t
balance sheet and reported at the lower of thejingramount or fair value less costs to sell, arelreo
longer depreciated. The assets and liabilities disposed group classified as held for sale arsemted
separately in the appropriate asset and liabiéttiens of the balance sheet.

Income taxes

Deferred income tax assets and liabilities aregeized in respect of future tax consequences attitle to
temporary differences between the carrying amoohexisting assets and liabilities for the purpostthe
consolidated financial statements and their reggedax bases and in respect of operating losstaxd
credit carryforwards. Deferred income tax assetd Babilities are measured using enacted tax rates
expected to apply to taxable income in the years/iich those temporary differences are expected to
reverse and the assets be recovered and liabitgdked. The effect on deferred income tax assets
liabilities of a change in tax rates is recognizedhe consolidated statement of income in the ntépp
period which includes the enactment date. The estidheffective income tax rate expected to be epiplié

for the full fiscal year is used in providing faxdome taxes on a current year-to-date basis.

The ultimate realization of deferred income taxetsss dependent upon the generation of futurebtaxa
income in the reporting periods in which the oraing expenditure becomes deductible. In asseskang
realizability of deferred income tax assets, managg considers whether it is more likely than matt tthe
deferred income tax assets will be realized. Inintathis assessment, management considers thewetied
reversal of deferred income tax liabilities, progetfuture taxable income, and tax planning stiateg

An income tax position is recognized only if thecartain position is more likely than not of being&ined
upon examination, based on its technical meritsed®dgnized income tax position is measured ataigebt
amount that is greater than 50% likely of beinglized. Changes in recognition or measurement are
reflected in the period in which the change in juégt occurs. The Company records interest and tiemnal
relating to income tax in income tax expense incesolidated statement of income.

Interest-bearing borrowings

Interest-bearing borrowings are initially recordadthe value of net proceeds received. Any diffeeen
between the net proceeds and the redemption valaenortized at a constant rate over the term of the
borrowing. Amortization is included in the consalidd statement of income each period and the oarryi
amounts are adjusted as amortization accumulates.

If borrowings are repurchased or settled beforeunigf any difference between the amount paid dred t

carrying amount is recognized in the consolidatatesent of income in the period in which the repase
or settlement occurs.

11



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)
Pension benefits

The expected costs in respect of pension obligatidrGroup companies are determined by an indepénde
actuary. Obligations in respect of each employeecaacrued over the reporting periods during whih t
employee renders service in the Group.

Treasury stock

Purchases by Group companies of the Company’'samastg stock are recorded at cost and classified as
treasury stock within Stockholders’ equity. Shaskewn as Authorized and Issued include treasumgksto
Shares shown as Outstanding do not include treasocy.

Earnings per share

Basic earnings per share is computed by dividingimeome available to common stockholders of the
Company by the weighted-average number of sharemwinon stock outstanding during the reporting
period. A calculation is carried out to establighthiere is potential dilution in earnings per shdre
convertible securities were to be converted intarsfi of common stock or contracts to issue shdres o
common stock were to be exercised. If there is slilation, diluted earnings per share is presented.

Contingencies

Certain conditions may exist as of the balance tstie&, which may result in losses to the Grouptbet
impact of which will only be resolved when one asma future events occur or fail to occur.

If a Group company’s assessment of a contingerdigates that it is probable that a material loss theen
incurred and the amount of the liability can bemeated, then the estimated liability is accrued einarged

to the consolidated statement of income. If theess®sent indicates that a potentially material Iessot
probable, but is reasonably possible, or is prabablut cannot be estimated, then the nature of the
contingent liability, together with an estimatetbé range of possible loss, is disclosed in thestd the
consolidated financial statements. Loss contingenconsidered remote or related to unasserted sckaien
generally not disclosed unless they involve guaesit in which case the nature of the guarantee is
disclosed.

Environmental expenditures

Estimated losses from environmental remediationigabibns are generally recognized no later than
completion of remedial feasibility studies. Grougmpanies accrue for losses associated with envieatah
remediation obligations when such losses are ptelaid reasonably estimable. Such accruals arstadju
as further information becomes available or circiamses change. Costs of expected future expensglitore
environmental remediation obligations are not disted to their present value.

Use of derivative instruments

The Group’s derivative activity is limited to cartgpetroleum products marketing and trading outsits
physical crude oil and petroleum products busiresse hedging of commodity price risks. Currentiis t
activity involves the use of futures and swaps @m$ together with purchase and sale contracts tha
qualify as derivative instruments. The Group actsufor these activities under the mark-to-market
methodology in which the derivatives are revaluexthe accounting period. Resulting realized and
unrealized gains or losses are presented in theotidated statement of income on a net basis. Uneea
gains and losses are carried as assets or liabibt the consolidated balance sheet.

12



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)

Share-based payments

The Group accounts for liability classified shaeséd payment awards to employees at fair valuden t
date of grant and as of each reporting date. Exgmease recognized over the vesting period. Equity
classified share-based payment awards to emplogeewvalued at fair value on the date of grant and
expensed over the vesting period.

Comparative amounts
Certain prior period amounts have been reclassiiebnform with the current period’s presentation.
Recent accounting pronouncements

In July 2010, the FASB issued Accounting Standatddate (“ASU”) No. 2010-20'Disclosures about the
Credit Quality of Financing Receivables and theoihnce for Credit Lossesyhich amends Accounting
Standards Codification (“ASC”) No. 31(Receivables.”This ASU provides financial statement users with
greater transparency about an entity’s allowancecfedit losses and the credit quality of its fiog
receivables and requires entities provide discksuinat facilitate financial statement users’ eatiin of
the following: 1) the nature of credit risk inheten the entity’s portfolio of financing receivalste2) how
that risk is analyzed and assessed in arrivingeatlowance for credit losses; 3) the changesreasons
for those changes in the allowance for credit lss$@ée ASU No. 2010-20 is effective for the Groapthe
reporting periods ending after December 15, 20His ASU encourages, but does not require, comparati
disclosures for earlier reporting periods that ehdefore initial adoption. However, an entity shbul
provide comparative disclosures for those reporpegods ending after initial adoption. The Growgp i
currently assessing the effect of adoption of AStJ RD10-20.

In February 2010, the FASB issued ASU No. 2010*@@&bsequent eventsivhich amends ASC No. 855
(former SFAS No. 165;Subsequent eventy’ issued in May 2009. The Group adopted ASC N& 85
starting from the second quarter of 2009. Thesedstas address accounting and disclosure requitsmen
related to subsequent events and require manag@mantentity which is an SEC filer or is a condadind
obligator for conduit securities that are traded ipublic market to evaluate subsequent eventsighréhe
date that the financial statements are issued.ti&ntthat do not meet these criteria should evaluat
subsequent events through the date the financit#rsents are available to be issued and are relgiare
disclose the date through which subsequent eveamte heen evaluated. The Group determined that it
should evaluate subsequent events through thetliatenancial statements are available to be issuneh
applied the requirements of ASU No. 2010-09 stgriitom the financial statements for 2009.

In January 2010, the FASB issued ASU No. 2010-06)proving Disclosures about Fair Value
Measurements,Which requires reporting entities to make new disgtes about recurring or nonrecurring
fair-value measurements including significant tfars into and out of Level 1 and Level 2 fair-value
measurements and information about purchases,, ssdemnces, and settlements on a gross basi®in th
reconciliation of Level 3 fair-value measuremeiiisis ASU also clarifies existing fair-value measueant
disclosure guidance about the level of disaggregatnputs, and valuation techniques. ASU No. 20&0s
effective for interim and annual reporting peridasginning after December 15, 2009, except for the
detailed Level 3 roll forward disclosures (whicle &ffective for the annual reporting periods stayifter
December 15, 2010 and for interim periods withiost annual reporting periods). The Group adopted th
requirements of ASU No. 2010-06 (except for theatdied Level 3 roll forward disclosures) startingrfr

the first quarter of 2010. This adoption did notda material impact on the Group’s results of apens,
financial position or cash flows.
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Note 2. Summary of significant accounting policieécontinued)

In January 2010, the FASB issued ASU No. 2010*BStractive activities— Oil and Gas (Topic 932): Oil
and Gas Reserve Estimation and Disclosurd@hé main provisions of ASU No. 2010-03 are thedwihg:

(1) expanding the definition of oil- and gas-proihgc activities to include the extraction of saleabl
hydrocarbons, in solid, liquid, or gaseous statemfoil sands, shale, coalbeds, or other nonrenewab
resources that are intended to be upgraded inthestym oil or gas, and activities undertaken withiew to
such extraction; (2) entities should use first-d&yhe-month price during the 12-month period (it
months average price) in calculating proved oil aa$ reserves and estimating related standardized
measure of discounted net cash flows; (3) requiemigies to disclose separately information alveseérves
quantities and financial statement amounts for gagc areas that represent 15 percent or moreowkd
reserves; (4) separate disclosure for consolidat¢ities and equity method investments. ASU No.0203

is effective for annual reporting periods endingavnafter December 31, 2009. The Group adopted ASU
No. 2010-03 starting from the financial statemdat2009. This adoption did not have a materialastpn

the Group’s reported reserves evaluation, restildperations, financial position or cash flows.

In January 2010, the FASB issued ASU No. 2010-@gcounting and Reporting for Decreases in
Ownership of a Subsidiary - A Scope Clarificatiotw’ clarify the scope of ASC Subtopic No. 810-10,
“Consolidation — Overall.” This ASU specifies that the guidance in ASC Suigtddo. 810-10 on
accounting for decreases in ownership of a subyidipplies to: (1) a subsidiary or group of assbét
constitutes a business or nonprofit activity; (Jubsidiary that is a business or a nonprofit &gtihat is
transferred to an equity method investee or a jeamture; and (3) an exchange of a group of ashats
constitute a business or nonprofit activity for ancontrolling interest in an entity. If a company’s
ownership interest in a subsidiary that is not siteess or nonprofit activity decreases, then adiceounting
guidance generally would be applied based on thereaf the transaction. The new pronouncement also
clarifies that the recent guidance on accountimglérreases in ownership of a subsidiary does pyay af

the transaction is a sale of in-substance reateestaa conveyance of oil and gas properties. ASb is
effective for interim and annual periods endingafecember 15, 2009 and the guidance should Heedpp
on a retrospective basis to the first period inahitthe company adopted ASC No. 810. The Group adopt
ASU No. 2010-02 starting from the financial statetsefor 2009. This adoption did not have a material
impact on the Group’s results of operations, finangosition or cash flows.

In January 2010, the FASB issued ASU No. 2010“Atcounting for Distributions to Shareholders with
Components of Stock and Casklwhich addresses how an entity should accounthferstock portion of a
dividend in certain arrangements when a sharehofddes an election to receive cash or stock, sutypec
limitations on the amount of the dividend to bauess in cash. The stock portion of the dividend #dhde
accounted for as a stock issuance upon distributiesulting in basic earnings per share being éeljus
prospectively. Prior to distribution, the entitydbligation to issue shares would be reflected inted
earnings-per-share based on the guidance in AS@®®.which addresses contracts that may be séttled
shares. This ASU is effective for interim and armexiods ending after December 15, 2009. The Group
adopted ASU No. 2010-01 starting from the finansitgtements for 2009. This adoption did not have a
material impact on the Group’s results of operatjdmancial position or cash flows.

In December 2009, the FASB issued ASU No. 2009-1mprovements to Financial Reporting by
Enterprises Involved with Variable Interest Enstie which amends the guidance on variable interest
entities (“VIE”) in ASC No. 810. This ASU changdsetapproach to determining VIE primary beneficiary
from a quantitative assessment to a qualitativessssent designed to identify a controlling finahcia
interest, and increases the frequency of requeadsessments to determine whether an entity {sritnary
beneficiary of a VIE. ASU No. 2009-17 also clar#fjdut does not significantly change, the charaties
that identify a VIE. ASU No. 2009-17 is effective af the beginning of a company’s first fiscal y#aat
begins after November 15, 2009, and for subsequeetim and annual reporting periods. The Group
adopted the requirements of ASU No. 2009-17 swftiom the first quarter of 2010. This adoption dit
have a material impact on the Group’s results @fratons, financial position or cash flows.

14



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)

In August 2009, the FASB issued ASU No. 2009:0feasuring Liabilities at Fair Value,”which amends
Subtopic No. 820-10Fair Value Measurements and Disclosures—Overddf the fair value measurements
of liabilities. ASU No. 2009-05 provides clarifiegan that in circumstances in which a quoted pritem
active market for the identical liability is notailable, a reporting entity is required to meadaie value
using one or more of the following techniques: atilbn based on the quoted price of the identiedlility
when traded as an asset; valuation based on qpotsss for similar liabilities or similar liabiliés when
traded as an asset, or another valuation techmirguies consistent with the principles of Topic §80ch as
present value technique or price for the identldility). This ASU also clarifies that an entitg not
required to include a separate input relating ®dkistence of a restriction that prevents thesferof the
liability. ASU No. 2009-05 is effective for the $irinterim or annual reporting periods after itblpzation.
The Group adopted the requirements of ASU No. Z®Starting from the financial statements for 2009.
This adoption did not have a material impact on@Gneup’s results of operations, financial posit@rcash
flows.

In March 2008, the FASB issued ASC No. 815 (forrB&AS No. 161,'Disclosures about Derivative
Instruments and Hedging Activities"This ASC improves financial reporting about dative instruments
and hedging activities by enhanced disclosureseif teffects on an entity’s financial position, dmcial
performance and cash flows. The Group adopted tbeigoons of ASC No. 815 starting from the first
quarter of 2009. This adoption did not have anydotpon the Group’s results of operations, financial
position or cash flows.

In December 2007, the FASB issued ASC No. 810 (#or®FAS No. 160;Noncontrolling Interests in
Consolidated Financial Statements — an amendmeARE No. 51). This ASC applies to all entities that
prepare consolidated financial statements (excefptan-profit organizations) and affects those whiave

an outstanding noncontrolling interest (or minoritterest) in their subsidiaries or which have to
deconsolidate a subsidiary. This ASC changes tissification of a noncontrolling interest; estatilig a
single method of accounting for changes in the mtatempany’s ownership interest that does not tesul
deconsolidation and requires a parent company togréze a gain or loss when a subsidiary is
deconsolidated. The Group prospectively adoptedptiogisions of ASC No. 810 in the first quarter of
2009, except for the presentation and disclosugeiirements which were applied retrospectively. This
adoption did not have any impact on the Group’slte®f operations, financial position or cash ftow

Note 3.Income taxes

Operations in the Russian Federation are subjextRederal income tax rate of 2.0% and a regiomame
tax rate that varies from 13.5% to 18.0% at therdison of the individual regional administratiofhe
Group’s foreign operations are subject to taxethatax rates applicable to the jurisdictions inchiithey
operate.

The Group’s effective income tax rate for the pesipresented differs from the statutory incomertag
primarily due to domestic and foreign rate differes and the incurrence of costs that are eithetaxot
deductible or only deductible to a certain limit.

Note 4.Cash and cash equivalents

As of September As of December

30, 2010 31, 2009
Cash held in Russian rubles 920 557
Cash held in other currencies 1,902 1,384
Cash of a banking subsidiary in other currencies 70 131
Cash held in related party banks in Russian rubles 206 174
Cash held in related party banks in other currencies 19 28
Total cash and cash equivalents 3,117 2,274
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Note 5. Accounts and notes receivable, net

As of September As of December

30, 2010 31, 2009
Trade accounts and notes receivabk ¢f provisions of $224 million and $191 millias of
September 30, 2010 and December 31, 2009, resplggtiv 5,797 4,389
Current VAT and excise recoverable 1,021 1,205
Other current accounts receivahiet(of provisions of $54 million and $41 million asSeptember
30, 2010 and December 31, 2009, respectively) 369 341
Total accounts and notes receivable, net 7,187 5,935

Note 6.lnvestments

As of September As of December

30, 2010 31, 2009
Investments in equity method affiliates and joiahtures 4,310 4,754
Long-term loans given by non-banking subsidiaries 1,197 1,176
Other long-term investments 21 14
Total long-term investments 5,528 5,944

Investments in “equity method” affiliates and jointentures

The summarized financial information below is irspect of equity method affiliates and corporatetjoi

ventures. The companies are primarily engaged udecroil exploration, production, marketing and
distribution operations in the Russian Federatmnde oil production and marketing in Kazakhstamd a

refining operations in Europe.

For the three months ended For the three months ended

September 30, 2010

September 30, 2009

Total Group’s share Total Group’s share
Revenues 5,603 895 1,363 663
Income before income taxes 2,099 137 236 121
Less income taxes (517) (38) (68) (33)
Net income 1,582 99 168 88
For the nine months ended  For the nine months ended
September 30, 2010 September 30, 2009
Total Group’s share Total Group’s share
Revenues 17,261 2,638 3,314 1,600
Income before income taxes 6,498 478 694 367
Less income taxes (1,817) (143) (195) (97)
Net income 4,681 335 499 270

As of September 30, 2010

As of December 31, 2009

Total Group’s share Total Group’s share
Current assets 6,534 1,263 6,796 1,524
Property, plant and equipment 18,483 4,956 18,877 5,284
Other non-current assets 783 300 607 240
Total assets 25,800 6,519 26,280 7,048
Short-term debt 1,278 175 442 274
Other current liabilities 2,878 565 3,982 817
Long-term debt 8,004 962 7,769 732
Other non-current liabilities 1,938 507 1,633 471
Net assets 11,702 4,310 12,454 4,754
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Note 6. Investments (continued)

In June 2009, a Group company entered into an agneewith Total S.A. to acquire a 45% interestha t
TRN refinery in the Netherlands. The transactiorns vimalized in September 2009 in the amount of
approximately $688 million (after completion adjuent). The Group supplies crude oil and markeneefi
products in line with its equity stake in the refip. The refinery has the flexibility to processaldrblend
crude oil as well as significant volumes of straigim fuel oil and vacuum gasoil, which allowed tBeoup

to integrate the plant into its crude oil supplylaefined products marketing operations. This pisitlh a
Nelson complexity index of 9.8 has an annual togmiapacity of 7.9 million tonnes and an annual capa
of a hydro-cracking unit of approximately 3.4 nali tonnes. This acquisition was made in accordarite
the Group’s plans to develop its refining capatitizurope.

Note 7.Property, plant and equipment and asset retiremenbbligations

At cost Net
As of September As of December As of September As of December
30, 2010 31, 2009 30, 2010 31, 2009
Exploration and Production:
Western Siberia 24,752 23,465 14,585 13,878
European Russia 25,883 24,908 17,796 17,761
International 7,029 6,371 5,572 5,170
Total 57,664 54,744 37,953 36,809
Refining, Marketing, Distribution and Chemicals:
Western Siberia 5 6 3 5
European Russia 10,794 10,009 7,052 6,717
International 7,064 6,849 4,751 4,783
Total 17,863 16,864 11,806 11,505
Other:
Western Siberia 186 186 94 94
European Russia 4,309 4,170 3,809 3,697
International 178 189 107 123
Total 4,673 4,545 4,010 3,914
Total property, plant and equipment 80,200 76,153 5369 52,228

As of September 30, 2010 and December 31, 2009asket retirement obligation amounted to $1,556
million and $1,199 million, respectively, of whi@10 million was included in “Other current liabids” in

the consolidated balance sheets as of each bakimest date. During the nine-month periods ended
September 30, 2010 and 2009, asset retirementatibing changed as follows:

For the nine months For the nine months
ended September 30,ended September 30,

2010 2009
Asset retirement obligations as of January 1 1,199 728
Accretion expense 91 44
New obligations 117 45
Changes in estimates of existing obligations 170 258
Spending on existing obligations (4) (5)
Property dispositions (2) (8)
Foreign currency translation and other adjustments (16) (23)
Asset retirement obligations as of September 30 1,556 1,039
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Note 8.Goodwill and other intangible assets

The carrying value of goodwill and other intangibksets as of September 30, 2010 and Decembed@®, 2
was as follows:

As of September As of Decembe

30, 2010 31, 2009

Amortized intangible assets
Software 380 419
Licenses and other assets 420 465
Goodwill 760 769
Total goodwill and other intangible assets 1,560 1,653

All goodwill amounts relate to the refining, markegt and distribution segment. During the nine-month
period ended September 30, 2010, there were ndisagrt changes in goodwill.

Note 9.Short-term borrowings and current portion of long-term debt

As of September As of Decembel

30, 2010 31, 2009
Short-term borrowings from third parties 1,677 442
Short-term borrowings from affiliated companies 60 77
13.50% Russian ruble bonds - 496
Current portion of long-term debt 1,548 1,043
Total short-term borrowings and current portion of long-term debt 3,285 2,058

Short-term borrowings from third parties are unseduand include amounts repayable in US dollars of
$1,616 million and $282 million, amounts repayaliieEuro of $26 million and $76 million, amounts
repayable in Russian rubles of nil and $18 millkord amounts repayable in other currencies of $3Hmi

and $66 million as of September 30, 2010 and Deeeritt, 2009, respectively. The weighted-average
interest rate on short-term borrowings from thiedtigs was 1.78% and 2.02% per annum as of Septembe
30, 2010 and December 31, 2009, respectively.

Russian ruble bonds

In June 2009, the Company issued 15 million sherttstock exchange bonds with a face value of 1,000
Russian rubles each. Bonds were placed at thevidoe with a maturity of 364 days. The coupon yisld
13.50% per annum and is paid at the maturity datéune 2010, the Company redeemed all issued honds
accordance with the conditions of the bond issue.
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Note 10.Long-term debt

As of September As of December

30, 2010 31, 2009
Long-term loans and borrowings from third parties 4,602 4,043
Long-term loans and borrowings from related parties - 1,939
6.375% US dollar bonds, maturing 2014 896 895
6.356% US dollar bonds, maturing 2017 500 500
7.250% US dollar bonds, maturing 2019 595 595
6.656% US dollar bonds, maturing 2022 500 500
7.10% Russian ruble bonds, maturing 2011 263 265
13.35% Russian ruble bonds, maturing 2012 822 827
9.20% Russian ruble bonds, maturing 2012 329 331
7.40% Russian ruble bonds, maturing 2013 197 198
Capital lease obligations 182 215
Total long-term debt 8,886 10,308
Current portion of long-term debt (1,548) (1,043)
Total non-current portion of long-term debt 7,338 9,265

Long-term loans and borrowings

Long-term loans and borrowings from third partieslude amounts repayable in US dollars of $2,445
million and $3,493 million, amounts repayable ir&of $431 million and $487 million, amounts rephlga

in Russian rubles of $1,704 million (including Isaftom ConocoPhillips) and $42 million, and amounts
repayable in other currencies of $22 million and $allion as of September 30, 2010 and December 31,
2009, respectively. This debt has maturity dates1f2010 through 2038. The weighted-average intea¢st

on long-term loans and borrowings from third partreas 4.42% and 2.77% per annum as of September 30,
2010 and December 31, 2009, respectively. A nurobkmg-term loan agreements contain certain firgnc
covenants which are being met by the Group. Appnaxely 10% of total long-term debt is secured by
export sales and property, plant and equipment.

Group companies have a number of loan agreemenimated in Russian rubles with ConocoPhillips with
an outstanding amount of $1,700 million as of Sepr 30, 2010. This amount includes $1,458 million
loaned by ConocoPhillips to our joint venture OOG@risinmarneftegaz (“NMNG”) (refer to Note 15.
Consolidation of Variable Interest Entity). Borrowgs under these agreements bear interest at fated r
ranging from 6.8% to 8.0% per annum and have nigtufates up to 2038. Financing under these
agreements is used to develop oil production asttiblution infrastructure in the Timan-Pechora oegof

the Russian Federation.

US dollar bonds

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

of 5 years at a price of 99.474% of the bond’s fealee. The resulting yield to maturity for thestitranche

is 6.500%. The second tranche totaling $600 miligthh a coupon yield of 7.250% per annum was placed
with a maturity of 10 years at a price of 99.127#4he bond’s face value. The resulting yield to uniy

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

In June 2007, a Group company issued non-convertibhds totaling $1 billion. $500 million were phaic
with a maturity of 10 years and a coupon yield &#56% per annum. Another $500 million were placed
with a maturity of 15 years and a coupon yield @56% per annum. All bonds were placed at faceevalu
and have a half year coupon period.
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Note 10. Long-term debt (continued)
Russian ruble bonds

In December 2009, the Company issued 10 millionksexchange bonds with a face value of 1,000 Rassia
rubles each. Bonds were placed at face value wittatrity of 1,092 days. The bonds have a 182 days’
coupon period and bear interest at 9.20% per annum.

In August 2009, the Company issued 25 million stegkkhange bonds with a face value of 1,000 Russian
rubles each. Bonds were placed at face value wittatrity of 1,092 days. The bonds have a 182 days’
coupon period and bear interest at 13.35% per annum

In December 2006, the Company issued 14 million-cmmvertible bonds with a face value of 1,000
Russian rubles each. Eight million bonds were mlaméh a maturity of 5 years and a coupon yield of
7.10% per annum and six million bonds were plac#ld avmaturity of 7 years and a coupon yield o0%4
per annum. All bonds were placed at face valuetevé a half year coupon period.

Note 11.Pension benefits

The Company sponsors a post employment and pastment benefits program that covers the majority o
the Group’s employees. The plan primarily consistsa defined benefit plan enabling employees to
contribute a portion of their salary to the plard at retirement to receive a lump sum amount frbe t
Company equal to all past contributions made byethployee. This lump sum amount could be up to 2% o
employee’s annual salary for the period before Batd, 2010 and up to 4% in further periods. T s ps
administered by a non-state pension fund, LUKOILEMNT, and provides pension benefits primarily
based on years of service and final remuneratigelde The Company also provides several long-term
employee benefits such as death-in-service beasfitlump-sum payments upon retirement of a defined
benefit nature and other defined benefits to cerdéd age and disabled pensioners who have notdesty
pensions under the pension plan.

Components of net periodic benefit cost were devid:

For the three For the three For the nine For the nine
months ended  months ended  months ended  months ended
September 30, September 30, September 30, September 30,
2010 2009 2010 2009
Service cost 4 4 12 12
Interest cost 6 5 19 16
Less expected return on plan assets 3) (2) (8) ©)
Amortization of prior service cost 3 2 10 8
Total net periodic benefit cost 10 9 33 29
Note 12.Stockholders’ equity
Common stock
As of September  As of December
30, 2010 31, 2009
(thousands of (thousands of
shares) shares)
Authorized and issued common stock, par value@®Russian rubles each 850,563 850,563
Common stock held by subsidiaries, not consideramlitsganding - (82)
Treasury stock (69,208) (3,836)
Outstanding common stock 781,355 846,645
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Note 12. Stockholders’ equity (continued)
Earnings per share

The weighted average number of outstanding comni@res was 814,427 thousand shares, 846,645
thousand shares, 836,177 thousand shares and B4&)6dsand shares for the three months ended
September 30, 2010 and 2009 and for the nine martded September 30, 2010 and 2009, respectively.
There is no potential dilution in earnings avaitatss common stockholders and as such diluted egsmar
share are not disclosed.

Dividends

At the annual stockholders’ meeting on June 2402@ividends were declared for 2009 in the amodint o
52.00 Russian rubles per common share, which atddie of the meeting was equivalent to $1.68.
Dividends payable of $656 million and $13 milliomeaincluded in “Other current liabilities” in the
consolidated balance sheets as of September 30,a&2@1December 31, 2009, respectively.

At the annual stockholders’ meeting on June 25920@0/idends were declared for 2008 in the amodint o
50.00 Russian rubles per common share, which atateeof the meeting was equivalent to $1.61.

Treasury shares

On July 28, 2010, the Group company signed a gtacthase agreement with ConocoPhillips’ subsidiary
purchase 64.6 million of the Company’s ordinaryrelaat $53.25 per share for the total amount of43,
million. This transaction was finalized in Augugi1®. Additionally, under this agreement the Groag A
60-day option to purchase any or all of the rermgjr8.7 million of the Company’s ordinary sharekd hizy
ConocoPhillips’ subsidiary for the price of $56 geare.

On September 26, 2010, the Group company exerdsegtion to acquire shares from ConocoPhillips by
sending a notice of exercise in respect of 42,35WD|AJKOIL ADRs (each representing one ordinary shar
of the Company). The Group company sold these ARdIniCredit Bank AG. These transactions were
completed on September 29, 2010 when 42,500,000QIUKADRs were directly transferred to UniCredit

Bank AG, and UniCredit Bank AG paid the purchadseepof $2.38 billion to ConocoPhillips’ subsidiary.

Simultaneously, UniCredit Bank AG issued a serie®quity-linked notes to a Group company that are
redeemable for 17,500,000 LUKOIL ADRs on or bef@eptember 29, 2011. These equity-linked notes
have been classified within OAO LUKOIL stockholdezquity.

UniCredit Bank AG also issued an option to the @reompany to purchase from UniCredit Bank AG an
additional 25,000,000 LUKOIL ADRs on or before Smpber 29, 2011. The option provides for the
purchase of LUKOIL ADRs at market price with a ftaaf $56 per ADR and is not valid if the marketqeri
per ADR is $50 or below. This option currently tzafair value of zero.

A related party of the Group has equity-linked sateat are redeemable for 25,000,000 ADRs on arrbef
September 29, 2011 should the Group company natisedts option or the option becomes invalidhi
Group company exercises the option the related pélt receive from UniCredit Bank AG the cash valu
of ADRs equivalent to that paid by the Group conypan

Note 13.Financial and derivative instruments
Fair value

The fair values of cash and cash equivalents, ocuaecounts and notes receivable, long-term rebkasa
and liquid securities are approximately equal teirttvalue as disclosed in the consolidated findncia
statements. The fair value of long-term receivamas determined by discounting with estimated ntarke
interest rates for similar financing arrangements.
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Note 13. Financial and derivative instruments (conhued)

The fair value of long-term debt differs from thm@unt disclosed in the consolidated financial stetets.

The estimated fair value of long-term debt as gftSmber 30, 2010 and December 31, 2009 was $8,941
million and $9,976 million, respectively, as a fési discounting using estimated market interesés for
similar financing arrangements. These amounts declall future cash outflows associated with thegion
term debt repayments, including the current poraod interest. Market interest rates mean the mites
raising long-term debt by companies with a simdeedit rating for similar tenors, repayment schedwnd
similar other main terms. During the nine monthslezh September 30, 2010, the Group did not have
significant transactions or events that would regulnonfinancial assets and liabilities measuredaa
value on a nonrecurring basis.

Derivative instruments

The Group uses financial and commodity-based di@rev@ontracts to manage exposures to fluctuations
foreign currency exchange rates, commodity prioegp exploit market opportunities. Since the Grasip
not currently using ASC Nos. 220, 310, 440 and @dEmer SFAS No. 133'Accounting for Derivative
Instruments and Hedging Activity'hedge accounting, all gains and losses, realwmednrealized, from
derivative contracts have been recognized in tnsadated income statement.

ASC No. 815 requires purchase and sales contractsoinmodities that are readily convertible to cash
(e.g., crude oil, natural gas and gasoline) to dsonded on the balance sheet as derivatives utiless
contracts are for quantities the Group expectséear sell over a reasonable period in the normalse of
business (i.e., contracts eligible for the normaichases and normal sales exception). The Group doe
apply the normal purchases and normal sales excepti certain long-term contracts to sell oil proidu
This normal purchases and normal sales exceptiapjtied to eligible crude oil and refined product
commodity purchase and sales contracts; howeverGtioup may elect not to apply this exception (e.g.
when another derivative instrument will be usednitigate the risk of the purchase or sale conthbadt
hedge accounting will not be applied, in which chsth the purchase or sales contract and the diegva
contract mitigating the resulting risk will be reded on the balance sheet at fair value).

The fair value hierarchy for the Group’s derivatassets and liabilities accounted for at fair vadnea
recurring basis was:

As of September 30, 2010 As of December 31, 2009
Level 1 Level 2 Level 3 Total Levell Level2 Level 3 Total

Assets

Commodity derivatives - 1,375 - 1,375 - 1,065 - 1,065
Total assets - 1,375 - 1,375 - 1,065 - 1,065
Liabilities

Commodity derivatives - (1,553) - (1,553) - (1,110) - (1,110)
Total liabilities - (1,553) - (1,553) - (1,110) - (1,110)
Net liabilities - (178) - (178) - (45) - (45)

The derivative values above are based on an asaysiach contract as the fundamental unit of atcasi
required by ASC No. 820; therefore, derivative tssad liabilities with the same counterparty ao¢ n
reflected net where the legal right of offset exibains or losses from contracts in one level begffset
by gains or losses on contracts in another leveyarhanges in values of physical contracts ortjoos that
are not reflected in the table above.
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Note 13. Financial and derivative instruments (conhued)
Commodity derivative contracts

The Group operates in the worldwide crude oil,nedi product, natural gas and natural gas liquidkeis

and is exposed to fluctuations in the prices fesethcommodities. These fluctuations can affecGitoeip’s
revenues as well as the cost of operating, invgstitd financing activities. Generally, the Groupdicy is

to remain exposed to the market prices of comnmexlitHowever, the Group uses futures, forwards, swap
and options in various markets to balance physigalems, meet customer needs, manage price exposure
on specific transactions, and do a limited, immatexmount of trading not directly related to theo@’s
physical business. These activities may move tloeiss profile away from market average prices.

The fair value of commodity derivative assets aalilities as of September 30, 2010 was:

As of September

30, 2010
Assets
Accounts receivable 1,375
Liabilities
Accounts payable 1,553

Hedge accounting has not been used for items itatie.

As required under ASC No. 815 the amounts showthémreceding table are presented gross (i.e.putith
netting assets and liabilities with the same caatdy where the right of offset and intent to eist).
Derivative assets and liabilities resulting fromgigdle commodity contracts have been netted in the
consolidated balance sheet and are recorded asirdascreceivable in the amount of $24 million and
accounts payable in the amount of $202 million.

The gains and losses from commaodity derivativesvileeluded in the consolidated statements of inciome
“Cost of purchased crude oil, gas and products” fandhe three and nine months ended September 30,
2010 were in the total amount of net loss of $18llian (of which realized gain was $15 million and
unrealized loss was $202 million) and net gain@d illion (of which realized gain was $192 milliamd
unrealized loss was $132 million), respectively.

As of September 30, 2010, the net position of antding commodity derivative contracts, primarily to
manage price exposure on underlying operations naasignificant.

Currency exchange rate derivative contracts

The Group has foreign currency exchange rate gsklting from its international operations. The @ro
does not comprehensively hedge the exposure t@royrrate changes, although the Group selectively
hedges certain foreign currency exchange rate exesssuch as firm commitments for capital projects
local currency tax payments and dividends.

The fair value of foreign currency derivatives assand liabilities open at September 30, 2010 wats n
significant.

The impact from foreign currency derivatives durthg three and nine months ended September 30, 2010
on the consolidated income statement was not ggnif. The net position of outstanding foreign eaagy
swap contracts as of September 30, 2010 also wasgmificant.

Credit risk

The Group’s financial instruments that are potdigtiaxposed to concentrations of credit risk consis
primarily of cash equivalents, over-the-counterwdgive contracts and trade receivables. Cash atpnts
are placed in high-quality commercial paper, momayket funds and time deposits with major inteoradl
banks and financial institutions.
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Note 13. Financial and derivative instruments (conhued)

The credit risk from the Group’s over-the-counteridative contracts, such as forwards and swaps/ete
from the counterparty to the transaction, typicalymajor bank or financial institution. Individual
counterparty exposure is managed within predetethicredit limits and includes the use of cash-call
margins when appropriate, thereby reducing the afskignificant non-performance. The Group alsosuse
futures contracts, but futures have a negligibleditrrisk because they are traded on the New York
Mercantile Exchange or the ICE Futures.

Certain of the Group’s derivative instruments confarovisions that require the Group to post celiat if
the derivative exposure exceeds a threshold amdtetGroup has contracts with fixed threshold an®un
and other contracts with variable threshold amotims$ are contingent on the Group’s credit ratifige
variable threshold amounts typically decline fowés credit ratings, while both the variable andeéix
threshold amounts typically revert to zero if theo@ falls below investment grade. Cash is the arym
collateral in all contracts; however, many contsaatso permit the Group to post letters of credit a
collateral.

There were no derivative instruments with such itmégk-related contingent features that were irahility
position on September 30, 2010. The Group post@dillion in collateral in the normal course of ness
for the over-the-counter derivatives. If the Graupredit rating were lowered one level from its ‘BB
rating (per Standard and Poors) on September 3@, 20hd it would be below investment grade, theu@ro
would be required to post additional collateratbéfmillion to the Group’s counterparties for theepthe-
counter derivatives, either with cash or letterx@dit. The maximum additional collateral basedtlom
lowest downgrade would be $16 million in total.

Note 14.Business combinations

In the first quarter of 2009, the Group acquired08% interest in OOO Smolenskneftesnab, OO0 IRT
Investment, OOO PM Invest and OOO Retaier Hous&288 million. These are holding companies, which
between them own 96 petrol stations and plotsrad ia Moscow, the Moscow region and other regions o
central European Russia. This acquisition was niadeder to expand the Group’s presence on the most
advantageous retail market in the Russian Federafioe Group allocated $165 million to goodwill, 181
million to property, plant and equipment, $15 oitlito other assets, $8 million to deferred taxiliigband

$47 million to other liabilities. The value of pregy, plant and equipment was determined by an
independent appraiser.

This business combination did not have a matemglact on the Group’s consolidated operations fer th
nine-month period ended September 30, 2009. Thexefm pro-forma income statement information has
been provided.

Note 15.Consolidation of Variable Interest Entity

The Group and ConocoPhillips have a joint ventuMNG which develops oil reserves in the Timan-
Pechora region of the Russian Federation. The GaodpConocoPhillips have equal voting rights ower t
joint venture’s activity and effective ownershigdrests of 70% and 30%, respectively.

The Group originally determined that NMNG is a @#ie interest entity as the Group’s voting rights ot
proportionate to its ownership rights and all of N&'s activities are conducted on behalf of the Grand
ConocoPhillips, its former related party. Basedtua requirements of ASC No. 810 the Group perfoams
qualitative analysis as to whether it is the priynbaeneficiary of this VIE. As a result the Groupsisll
considered to be the primary beneficiary of NMN@ aonsolidated it.

NMNG'’s total assets were approximately $5.6 billiand $5.9 billion as of September 30, 2010 and
December 31, 2009, respectively.
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Note 15. Consolidation of Variable Interest Entity(continued)

The Group and ConocoPhillips agreed to providenitieg to NMNG by means of long-term loans in
proportion to their effective ownership intereSthese loans mature from 2035 to 2038, with theoopto
be extended for a further 35 years with the agre¢mieboth parties. As of September 30, 2010, wimgs
under these agreements bear fixed interest irathgerof 6.8% to 8.0% per annum.

As of September 30, 2010, the amount outstandinGawocoPhillips from NMNG was $1,458 million,
which consists of a number of loans with a weigkdedrage interest rate of 7.75% per annum. Thisuamo
is presented within “Long-term loans and borrowifrgsn third parties.”

Note 16.Commitments and contingencies
Capital expenditure, exploration and investment grams

The Group owns and operates a number of assets whitgh it has commitments for capital expenditure
relation to its exploration and investment prograitgy mainly relate to existing license agreeméntbe
Russian Federation, production sharing agreememdsl@ng-term service contracts. The Group has a
commitment to execute the capital construction @ogof its power generation segment. In addition to
these, the Group has commitments to comply with rdguirements of European Union legislation in
relation to the quality of produced petroleum praduand environmental protection which requireoit t
upgrade its Bulgarian and Romanian refineries.

During the three-month period ended September 8@02there were no significant changes in these
commitments from those disclosed in the Group’ssotidated financial statements for the period ended
June 30, 2010.

Operating lease obligations

Group companies have commitments of $904 milliomarily for the lease of vessels and petroleum

distribution outlets. Operating lease expenses $é8million, $37 million, $113 million and $103 lvn

for the three months ended September 30, 2010 @0®@I &nd for the nine months ended September 3@, 201
and 2009, respectively. Commitments for minimuntaksnunder these leases as of September 30, 2610 ar
as follows:

As of September 30, 2010

For the three-months ending December 31, 2010 67
2011 fiscal year 215
2012 fiscal year 170
2013 fiscal year 127
2014 fiscal year 110
beyond 215
Insurance

The insurance industry in the Russian Federatiahcantain other areas where the Group has opesaition

in the course of development. Management belidvatsthe Group has adequate property damage coverage
for its main production assets. In respect of thpedty liability for property and environmental dage
arising from accidents on Group property or retatim Group operations, the Group has insuranceragee

that is generally higher than insurance limitstsethe local legal requirements. Management bedigkiat

the Group has adequate insurance coverage ofgke& rihich could have a material effect on the @imu
operations and financial position.
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Note 16. Commitments and contingencies (continued)

Environmental liabilities

Group companies and their predecessor entities tyaerated in the Russian Federation and other deant
for many years and, within certain parts of therapiens, environmental related problems have deezlo
Environmental regulations are currently under adesition in the Russian Federation and other areas
where the Group has operations. Group companiesnedyl assess and evaluate their obligations in
response to new and changing legislation.

As liabilities in respect of the Group’s environrterobligations are able to be determined, theychezged
against income. The likelihood and amount of liéies relating to environmental obligations under
proposed or any future legislation cannot be realsignestimated at present and could become material
Under existing legislation, however, managemerniele$ that there are no significant unrecordedliisds

or contingencies, which could have a materiallyeade effect on the operating results or financasiton

of the Group.

Social assets

Certain Group companies contribute to Governmerdnspred programs, the maintenance of local
infrastructure and the welfare of their employeeathiw the Russian Federation and elsewhere. Such
contributions include assistance with the consioactdevelopment and maintenance of housing, halspit
and transport services, recreation and other so&ats. The funding of such assistance is perilbglica
determined by management and is appropriatelyalggatl or expensed as incurred.

Taxation environment

The taxation systems in the Russian Federatiorodret emerging markets where Group companies aperat
are relatively new and are characterized by nunsetaxes and frequently changing legislation, whgh
often unclear, contradictory, and subject to intetgtion. Often, differing interpretations exist @mg
different tax authorities within the same juriséhals and among taxing authorities in differentgdictions.
Taxes are subject to review and investigation byumber of authorities, which are enabled by law to
impose severe fines, penalties and interest chahgehe Russian Federation a tax year remains @qen
review by the tax authorities during the three sagloent calendar years; however, under certain
circumstances a tax year may remain open longeerRevents within the Russian Federation sugbest t
the tax authorities are taking a more assertivatiposin their interpretation and enforcement ok ta
legislation. Such factors may create taxation riskéhe Russian Federation and other emerging rtsarke
where Group companies operate substantially mgrefiant than those in other countries where tiaxat
regimes have been subject to development andicktrdn over long periods.

The tax authorities in each region may have a whffeinterpretation of similar taxation issues whinay
result in taxation issues successfully defendedheyGroup in one region being unsuccessful in aroth
region. There is some direction provided from thatwal authority based in Moscow on particular texa
issues.

The Group has implemented tax planning and managfestrategies based on existing legislation atithe

of implementation. The Group is subject to tax attl audits on an ongoing basis, as is normahm t
Russian environment and other republics of the éor®oviet Union, and, at times, the authoritiesehav
attempted to impose additional significant taxesten Group. Management believes that it has adelyuat
met and provided for tax liabilities based on mgerpretation of existing tax legislation. Howevére
relevant tax authorities may have differing intetptions and the effects on the financial statespenthe
authorities were successful in enforcing theirnptetations, could be significant.
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Note 16. Commitments and contingencies (continued)
Litigation and claims

On November 27, 2001, Archangel Diamond CorporaftkDC”), a Canadian diamond development
company, filed a lawsuit in the District Court oever, Colorado against OAO Archangelskgeoldobycha
(*AGD”), a Group company, and the Company (togettiee “Defendants”). ADC alleged that the
Defendants interfered with the transfer of a diacherploration license to Almazny Bereg, a joint tuea
between ADC and AGD. ADC claimed total damages ppraximately $4.8 billion, including
compensatory damages of $1.2 billion and punitigenaiges of $3.6 billion. On October 15, 2002, the
District Court dismissed the lawsuit for lack ofrgenal jurisdiction. This ruling was upheld by the
Colorado Court of Appeals on March 25, 2004. On &olber 21, 2005, the Colorado Supreme Court
affirmed the lower courts’ ruling that no specifizisdiction exists over the Defendants. By virtafethis
finding, AGD (the holder of the diamond exploratiense) was dismissed from the lawsuit. The Supre
Court found, however, that the trial court made@cedural error by failing to hold an evidentiamahing
before making its ruling concerning general jumsidin regarding the Company, which is whether the
Company had systematic and continuous contactseirstate of Colorado at the time the lawsuit wigsl fi

In a modified opinion dated December 19, 2005, Glodorado Supreme Court remanded the case to the
Colorado Court of Appeals (instead of the Dist@cturt) to consider whether the lawsuit should hasen
dismissed on alternative grounds (i.e., forum nonveniens). On June 29, 2006, the Colorado Court of
Appeals declined to dismiss the case based on formmconveniens. The Company filed a petition for
certiorari on August 28, 2006, asking the Color&ilpreme Court to review this decision. On March 5,
2007, the Colorado Supreme Court remanded thetoae District Court. On June 11, 2007, the Dastri
Court ruled it would conduct an evidentiary hearong the issue of whether the Company is subject to
general personal jurisdiction in the State of Catlar. Discovery regarding jurisdiction was commendcaul
June 26, 2009, three creditors of ADC filed an lomtary Bankruptcy Petition putting ADC into
bankruptcy. ADC ultimately confirmed entry of and@r For Relief and the matter was converted to a
Chapter 11 Case by order dated September 29, ZDONovember 25, 2009, after adding a claim, ADC
removed the case from the Colorado District Canthe US Bankruptcy Court. On December 22, 2009, th
Company filed a motion seeking to have the casexneled to the Colorado District Court. On December
31, 2009, before there was a ruling on the moteeksg remand ADC filed a motion seeking withdrawfal
the reference to the Bankruptcy Court and requgshia case be heard by US District Court. On Febrga
2010, the US Bankruptcy Court ordered the Motion Withdrawal Of The Reference be transferred to the
US District Court for further action. All pendingations as well as discovery were stayed pendinipéur
order of the Court. On July 7, 2010, the Districtiu@ denied ADC’s Motion for Withdrawal of referenc
and returned the case to the Bankruptcy Courtierdetermination of the Company’s Motion for Remand
and Abstention seeking return of the case to tHer@do state court. On October 28, 2010, the Baptkyu
Court granted the Company’s Motion for Remand afténtion and remanded the case to the Denver
District Court (Colorado state court) where it imwnpending. ADC is expected to commence discovery
regarding general jurisdiction shortly. Managemiaténds to contest Jurisdiction and denies all nalte
allegations against the Company. Management doebeteve that the ultimate resolution of this reatt
will have a material adverse effect on the Grodi'ancial condition.

During the period from the second half of 2008 ludéte the financial statements were availabledo b
issued more than 100 claims in relation to a viotabf the anti-monopoly regulation were initiategainst
several Group companies in Russia and abroad. Toep&ompanies were accused of violations primarily
involving abuse of their dominant market positiord &xecution of coordinated actions in oil produetsiil
markets.

In 2008 and 2009, the Federal Anti-monopoly Servidethe Russian Federation (“FAS of Russia”)
considered two cases which resulted in decisionsgbissued against a number of major Russian oll
companies, including the Company and the Groumpeeyi plants, alleging abuse of their dominant posit

in the oil products wholesale market of the Rus&iaderation.
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Note 16. Commitments and contingencies (continued)

The Moscow Arbitration Court combined all the Grawgfinery plants’ appeals against the first decisio
The decision of the Moscow Arbitration Court dateohe 1, 2010 was to refuse the appeals. This dacisi
was confirmed by a decision of the court of appkded September 27, 2010. The court’s decisions hav
been appealed to the court of review. The heasrsgheduled for December 13, 2010.

The second decision of FAS of Russia was appeaglatieoGroup refinery plants in their local cou®@n
October 4, 2010, an agreement was signed betwees BA Russia and OOO LUKOIL-
Nizhegorodnefteorgsintez in the First Arbitratiomut of Appeal. Based on this agreement appeals on
FAS’s decisions and orders were withdrawn and damelously the assessed penalties were significantly
reduced. Other Group refinery plants are assunairsign similar agreements.

The total amount of administrative penalties whach possible to be claimed to the Group is $224anil
(including $94 million which probably will be remes after signing the agreement between FAS of Russi
and the Group refinery plants). The Group expduds the most probable penalties to be paid to tiugdt

will be $111 million out of $224 million. Therefotle provision on this amount was accrued in theu@'s
consolidated financial statements for the nine-tmergeriod ended September 30, 2010. These expenses
were included in “Other non-operating expense’hef tonsolidated statements of income.

The Group is involved in cost recovery disputeshiite Republic of Kazakhstan. The Group’s sharhef
initial claim is approximately $244 million. Managent is of the view that substantially all of thmaunts
subject to dispute are in fact recoverable under Rmal Production Sharing Agreement. Management
believes that the ultimate resolution of the clauili not have a material adverse impact on the @i®u
operating results or financial condition.

The Group is involved in various other claims aedal proceedings arising in the normal course of
business. While these claims may seek substarstmbdes against the Group and are subject to uimtgrta
inherent in any litigation, management does nakelelthat the ultimate resolution of such matteitshave

a material adverse impact on the Group’s operagnglts or financial condition.

Note 17.Related party transactions

In the rapidly developing business environmenthie Russian Federation, companies and individuais ha
frequently used nominees and other forms of intdiarg companies in transactions. The senior
management of the Company believes that the Graspappropriate procedures in place to identify and
properly disclose transactions with related partiesthis environment and has disclosed all of the
relationships identified which it deemed to be Higant. Related party sales and purchases of rall @il
products were primarily to and from affiliated commges and the Company’s shareholder ConocoPhillips.
Related party processing services were providedffiyated refineries. As a result of the purchasehe
Company’s shares by a Group company from Conocigbthiln September 2010 (refer to Note 12.
Stockholders’ equity), ConocoPhillips ceased t@abelated party of the Group as at the reportinig.da

Below are related party transactions not discladsewhere in the financial statements. Refer aid¢ates
4,6,9, 10,11, 12, 15 and 18 for other transastisith related parties.

Sales of oil and oil products to related partiesen®l,527 million, $253 million, $2,106 million ai%¥78
million during the three months ended September2800 and 2009 and during the nine months ended
September 30, 2010 and 2009, respectively.

Other sales to related parties were $57 milliorQ $2llion, $93 million and $49 million during théree
months ended September 30, 2010 and 2009 and dimengine months ended September 30, 2010 and
20009, respectively.
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Note 17. Related party transactions (continued)

Purchases of oil and oil products from relatedipanvere $173 million, $137 million, $461 milliome
$536 million during the three months ended SepterBbe2010 and 2009 and during the nine monthsaende
September 30, 2010 and 2009, respectively.

Purchases of processing services from relatedegaviere $181 million, $142 million, $529 milliondan
$359 million during the three months ended SepterBbe2010 and 2009 and during the nine monthsaende
September 30, 2010 and 2009, respectively.

Other purchases from related parties were $13anjll$7 million, $36 million and $18 million durirthe
three months ended September 30, 2010 and 2008wy the nine months ended September 30, 2010
and 2009, respectively.

Amounts receivable from related parties, includimens and advances, were $520 million and $59Iamill
as of September 30, 2010 and December 31, 200%atdgely. Amounts payable to related parties were
$48 million and $97 million as of September 30, 2@hd December 31, 2009, respectively.

Note 18. Compensation plan

In December 2009, the Company introduced a new easgiion plan to certain members of management
for the period from 2010 to 2012, which is basedassigned shares and provides compensation cogsisti
of two parts. The first part represents annual Besuhat are based on the number of assigned sirat¢ise
amount of dividend per share. The payment of thmEsrises is contingent on the Group meeting certain
financial KPIs in each financial year. The secorat@ds based upon the Company’s common stock
appreciation from 2010 to 2012, with rights vestafter the date of the compensation plan’s ternonat
The number of assigned shares is approximatelyrhilli®n shares.

For the first part of the share plan the Group geces a liability based on expected dividends #ed
number of assigned shares.

The second part of the share plan is classifiedcpsty settled. The grant date fair value of thenpis
estimated at $295 million. The fair value was eated using the Black-Scholes-Merton option-pricing
model, assuming a risk-free interest rate of 8.@gnnum, an expected dividend yield 3.09% per @mnu
expected term of three years and a volatility factfo34.86%. The expected volatility factor wasirested
based on the historical volatility of the Compangtsares for the previous five year period up toudan
2010.

As of September 30, 2010, there was $221 milliortadél unrecognized compensation cost related to
unvested benefits. This cost is expected to begrezed periodically by the Group up to December2201

During the period from 2007 to 2009, the Company A&@ompensation plan available to certain memtiers
management. Its conditions were similar to the d¢ants of the new compensation plan introduced in
December 2009. The number of assigned shares wasxaipately 15.5 million shares. Because of an
unfavorable market situation the conditions forreigng the second part of this share plan werenmeit
and therefore no payments or share transfers téogegs took place by the end of the compensatian. pl

Related to these plans the Group recorded $32omjll$s32 million, $97 million and $99 million of
compensation expenses during the three months edeleigmber 30, 2010 and 2009 and during the nine
months ended September 30, 2010 and 2009, resplgctdf which $25 million, $25 million, $74 million
and $77 million, respectively, are recognized asnanease in additional paid-in capital. As of Sepber

30, 2010 and December 31, 2009, $25 million and réon related to these plans are included inHéxt
current liabilities” of the consolidated balancests, respectively. The total recognized tax benefted to
these accruals during the three months ended SketeB®d, 2010 and 2009 and during the nine months
ended September 30, 2010 and 2009, is $6 millidmiflion, $19 million and $20 million, respectiyel
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Note 19.Segment information

Presented below is information about the Group’srating and geographical segments for the three and
nine months ended September 30, 2010 and 2008cordance with ASC No. 280 (former SFAS No. 131,
“Disclosures about Segments of an Enterprise andtBé Information’).

The Group has the following operating segments plogation and production; refining, marketing and
distribution; chemicals; power generation and otheisiness segments. These segments have been
determined based on the nature of their operatddasagement on a regular basis assesses the panfoem

of these operating segments. The exploration andustion segment explores for, develops and praduce
primarily crude oil. The refining, marketing andstlibution segment processes crude oil into refined
products and purchases, sells and transports aildend refined petroleum products. The chemicals
segment refines and sells chemical products. Thepgeneration segment produces steam and elégtrici
distributes them and provides related services.abtigities of the other business operating segnmshide
businesses beyond the Group’s traditional opersition

Geographical segments have been determined basttk @area of operations and include three segments.
They are Western Siberia, European Russia anchitienal.

Operating segments

For the three months ended September 30, 2010

Refining,
Exploration marketing and Power
and production distribution Chemicals generation Other Elimination Consolidated

Sales

Third parties 854 25,067 288 295 13 - 26,517

Inter-segment 8,319 200 50 327 115 (9,011) -
Total sales 9,173 25,267 338 622 128 (9,011) 26,517
Operating expenses 1,001 921 90 490 85 (395) 2,192
Depreciation, depletion
and amortization 727 242 9 46 30 - 1,054
Interest expense 206 244 11 10 87 (396) 162
Income tax expense 309 244 15 (5) 1 - 564
Net income (net loss) 1,895 641 65 (61) 308 (30) 2,818
Total assets 56,304 60,415 1,602 4,249 14,244 (54,975) 81,839
Capital expenditures 1,084 311 16 98 20 - 1,529
For the three months ended September 30, 2009

Refining,
Exploration marketing and Power
and production distribution Chemicals generation Other Elimination Consolidated

Sales

Third parties 671 20,701 292 258 19 - 21,941

Inter-segment 6,367 234 55 236 205 (7,097) -
Total sales 7,038 20,935 347 494 224 (7,097) 21,941
Operating expenses 865 951 81 351 156 (497) 1,907
Depreciation, depletion
and amortization 652 254 10 52 30 - 998
Interest expense 224 359 3 9 94 (520) 169
Income tax expense 269 220 3 3 40 (15) 520
Net income (net loss) 1,260 716 26 (83) 41 96 2,056
Total assets 52,083 54,366 1,109 4,041 13,177 (48,425) 76,351
Capital expenditures 1,227 295 28 67 26 - 1,643
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Note 19. Segment information (continued)

For the nine months ended September 30, 2010

Refining,
Exploration marketing and Power
and production distribution Chemicals generation Other Elimination Consolidated

Sales

Third parties 2,287 72,023 895 1,025 42 - 76,272

Inter-segment 24,409 623 176 936 385 (26,529) -
Total sales 26,696 72,646 1,071 1,961 427 (26,529) 76,272
Operating expenses 2,853 2,362 301 1,398 240 (1,160) 5,994
Depreciation, depletion
and amortization 2,126 728 28 139 93 - 3,114
Interest expense 680 885 24 25 306 (1,385) 535
Income tax expense 908 727 27 (12) - 9 1,660
Net income (net loss) 4,623 2,173 115 (101) 81 (72) 6,820
Total assets 56,304 60,415 1,602 4,249 14,244 (54,975) 81,839
Capital expenditures 3,474 843 59 298 45 - 4,719
For the nine months ended September 30, 2009

Refining,
Exploration marketing and Power
and production distribution Chemicals generation Other Elimination Consolidated

Sales

Third parties 1,635 53,663 692 754 58 - 56,802

Inter-segment 15,697 614 92 776 563 (17,742) -
Total sales 17,332 54,277 784 1,530 621 (17,742) 56,802
Operating expenses 2,486 1,979 282 1,015 380 (1,127) 5,015
Depreciation, depletion
and amortization 1,949 762 31 146 113 - 3,001
Interest expense 642 859 9 42 269 (1,318) 503
Income tax expense 950 602 3 4 9 (15) 1,553
Net income (net loss) 4,412 1,340 (34) (155) 77) (201) 5,285
Total assets 52,083 54,366 1,109 4,041 13,177 (48,425) 76,351
Capital expenditures 3,468 902 89 178 46 - 4,683
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Note 19. Segment information (continued)

Geographical segments

For the three
months ended
September 30,

For the three
months ended
September 30,

For the nine
months ended
September 30,

For the nine
months ended
September 30,

2010 2009 2010 2009
Sales of crude oil within Russia 225 429 706 472
Export of crude oil and sales of oil of foreign
subsidiaries 6,663 5,332 19,351 14,388
Sales of refined products within Russia 2,971 2,279 7,944 5,679
Export of refined products and sales of refined
products of foreign subsidiaries 14,985 12,503 a3.3 32,401
Sales of chemicals within Russia 170 162 520 338
Export of chemicals and sales of chemicals of gprei
subsidiaries 128 158 398 432
Other sales within Russia 661 525 2,112 1,535
Other export sales and other sales of foreign
subsidiaries 714 553 1,842 1,557
Total sales 26,517 21,941 76,272 56,802
For the three months ended September 30, 2010
European
Western Siberia Russia International Elimination Consolidated
Sales
Third parties 90 4,518 21,909 - 26,517
Inter-segment 4,170 6,822 5 (10,997) -
Total sales 4,260 11,340 21,914 (10,997) 26,517
Operating expenses 566 1,141 715 (230) 2,192
Depletion, depreciation and
amortization 262 591 201 - 1,054
Interest expense 9 97 88 (32) 162
Income tax expense 175 342 47 - 564
Net income 750 1,461 597 10 2,818
Total assets 19,146 47,141 29,326 (13,774) 81,839
Capital expenditures 442 774 313 - 1,529
For the three months ended September 30, 2009
European
Western Siberia Russia _ International Elimination Consolidated
Sales
Third parties 30 3,963 17,948 - 21,941
Inter-segment 3,069 7,388 4 (10,461) -
Total sales 3,099 11,351 17,952 (10,461) 21,941
Operating expenses 499 1,292 428 (312) 1,907
Depletion, depreciation and
amortization 244 559 195 - 998
Interest expense 11 201 93 (136) 169
Income tax expense 176 260 50 34 520
Net income (net loss) 907 1,110 (44) 83 2,056
Total assets 19,874 43,600 24,792 (11,915) 76,351
Capital expenditures 470 849 324 - 1,643
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Note 19. Segment information (continued)

For the nine months ended September 30, 2010

European
Western Siberia Russia  International Elimination Consolidated

Sales

Third parties 293 12,599 63,380 - 76,272

Inter-segment 12,360 20,079 18 (32,457) -
Total sales 12,653 32,678 63,398 (32,457) 76,272
Operating expenses 1,697 3,277 1,701 (681) 5,994
Depletion, depreciation and
amortization 771 1,755 588 - 3,114
Interest expense 29 421 327 (242) 535
Income tax expense 436 1,037 178 9 1,660
Net income 1,912 4,085 839 (16) 6,820
Total assets 19,146 47,141 29,326 (13,774) 81,839
Capital expenditures 1,416 2,222 1,081 - 4,719
For the nine months ended September 30, 2009

European
Western Siberia Russia  International Elimination Consolidated

Sales

Third parties 95 9,502 47,205 - 56,802

Inter-segment 8,072 19,043 15 (27,130) -
Total sales 8,167 28,545 47,220 (27,130) 56,802
Operating expenses 1,402 2,906 1,069 (362) 5,015
Depletion, depreciation and
amortization 716 1,711 574 - 3,001
Interest expense 35 469 295 (296) 503
Income tax expense 486 896 171 - 1,553
Net income 2,292 3,136 76 (219) 5,285
Total assets 19,874 43,600 24,792 (11,915) 76,351
Capital expenditures 1,401 2,265 1,017 - 4,683

The Group’s international sales to third partieslude sales in Switzerland of $12,976 million, 815
million, $38,710 million and $26,208 million forghthree months ended September 30, 2010 and 2@09 an
for the nine months ended September 30, 2010 aff, 28spectively. The Group’s international sates t
third parties include sales in the USA of $1,968iam, $1,949 million, $6,043 million and $5,697 lfimn

for the three months ended September 30, 2010 @0l @nd for the nine months ended September 3@, 201
and 2009, respectively. These amounts are attdbiatendividual countries based on the jurisdictioin
subsidiaries making the sale.

Note 20.Subsequent events

In accordance with the requirements of ASC No. 8SEbsequent eventsthe Group evaluated subsequent
events through the date the financial statemente @&eailable to be issued. Therefore subsequemtgve
were evaluated by the Group up to November 29, 2010

In November 2010, a Group company issued two tsaf non-convertible bonds totaling $1.0 billion
with a coupon yield of 6.125% and maturity in 20Z8e first tranche totaling $800 million was plaaddc
price of 99.081% of the bond’s face value with tesulting yield to maturity of 6.25%. The secorahtthe
totaling $200 million was placed at a price of X3®%6 of the bond’s face value with the resultingd/it
maturity of 5.80%. These tranches have a half geapon period.
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