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

The following report represents management’s dsonsand analysis of the financial condition and
results of operations of OAO LUKOIL as of SeptemB@r 2010, and for the three and nine months ended
September 30, 2010 and 2009, and significant trématsmay affect its future performance. It sholodd
read in conjunction with our interim US GAAP coridated financial statements and notes thereto.

References to “LUKOIL,” “the Company,” “the Groupive” or “us” are references to OAO LUKOIL
and its subsidiaries and equity affiliates. Allldolamounts are in millions of US dollars, unletseowise
indicated. Tonnes of crude oil produced are traedlanto barrels using conversion rates charadteyiz
the density of oil from each of our oilfields. Tamof crude oil purchased as well as other operatio
indicators expressed in barrels were translatedbatrels using an average conversion rate of Gad®Is
per tonne. Translations of cubic meters to cub@t feere made at the rate of 35.31 cubic feet pkiccu
meter. Translations of barrels of crude oil intorbks of oil equivalent (‘“BOE”) were made at theeraf

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

This report includes forward-looking statements erdg such as “believes,” “anticipates,” “expects,”

“estimates,” “intends,” “plans,” etc. — that reflecmanagement’s current estimates and beliefs, bat a

not guarantees of future results.

Key financial and operational results

9 months of Change, & quarter of Change,

2010 2009 % 2010 2009 %

Sales (millions of US dollars) ..............oeceeeeeeenne. 76,272 56,802 34.3 26,517 21,941 20.9
Net income attributable to OAO LUKOIL (titibns

of US dollars) ......cooovieiiiiiiiiieii e 6,820 5,285 29.0 2,818 2,056 37.1
EBITDA (millions of US dollars)..........c..ccceene.e. 11,985 10,237 171 4,552 3,703 22.9
Taxes other than income taxes, excise and export

tariffs (millions of US dollars)..............ccuvvveee. (20,594) (13,745) 49.8 (6,905) (5,745) 20.2
Basic and diluted earning per share of common

stock attributable to OAO LUKOIL (US dollars) 8.16 6.24 30.7 3.46 2.43 42.4

Hydrocarbon production by the Group including
our share in equity affiliates (thousands of BOE) 614,036 604,378 1.6 204,663 202,648 1.0

Crude oil production by the Group including our
share in equity affiliates (thousands of tonnes) 72,270 73,278 (1.4) 24,130 24,645 (2.2)

Gas available for sale produced by the Group

including our share in equity affiliates (millions

of cubic meters)........ccoooiviiiiiii 13,789 10,937 26.1 4,547 3,581 27.0
Refined products produced by the Group including

our share in equity affiliates (thousands of

EONNES) . uuiiiiiie it 47,792 44,409 7.6 16,695 15,641 6.7

During the nine months of 2010, our net income $&820 million, which is $1,535 million, or 29.0%,
more than in the same period of 2009. Our net ircéon the third quarter of 2010 amounted to $2,818
million, which is $762 million, or 37.1%, more thanthe third quarter of 2009.

Positive dynamic of our net income for the nine-thoperiod of 2010 was mainly due to a sharp in&@eas
in hydrocarbon prices, compared to the respectareog of 2009. Also, in the third quarter of 201
recognised a $438 million gain resulting from acassful completion of the legal dispute regarding o
of our joint ventures in Kazakhstan. At the sammeeti our results were affected by increased extmacti
taxes and export tariff rates, appreciation ofRussian ruble and increase in operating and tratatjmn
expenses.




Business overview

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

The Group was established in accordance with R¥esal Decree 1403, issued on November 17, 1992.
Under this decree, on April 5, 1993, the Governmehtthe Russian Federation transferred to the
Company 51% of the voting shares of fifteen entegst Under Government Resolution 861 issued on
September 1, 1995, a further nine enterprises wansferred to the Group during 1995. Since 1986, t
Group has carried out a share exchange programctease its shareholding in each of 24 founding
subsidiaries to 100%. From formation, the Group égsanded substantially through consolidation of
interests, acquisition of new companies and estaflent of new businesses. Now LUKOIL is a global
energy company operating through its subsidiariedvicountries on four continents.

LUKOIL is one of the world's largest energy compamsiin terms of hydrocarbon reserves.
The Company’s proved reserves as of January 1, a6idunted to 17.5 billion BOE and comprised of
13.7 billion BOE of crude oil and 22.9 trillion cigkfeet of gas.

Our operations are divided into four main busireesggments:

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

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

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

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

Other businesses include banking, finance and adletivities. Each of our four main segments is
dependent on the other, with a portion of the reesnof one segment being a part of the costs of the
other. In particular, our Refining, Marketing ands®bution segment purchases crude oil from our
Exploration and Production segment. As a resuttesfain factors considered in the “Domestic craie
and refined products prices” section on page 16¢t@arking crude oil market prices in Russia caieot
determined with certainty. Therefore, the prices fer inter-segment purchases of crude oil refeect
combination of market factors, primarily internaté crude oil market prices, transportation costs,
regional market conditions, the cost of crude efining and other factors. Accordingly, an analysis
either of these segments on a stand-alone basid goxe a misleading impression of those segments’
underlying financial position and results of opi&nas. For this reason, we do not analyze eitheouf
main segments separately in the discussion thiawel However, we present the financial data fahea
in Note 19 “Segment information” to our interim smtidated financial statements.




Recent development and changes in the Group struatel

On 28 July, 2010, the Group company signed a stockhase agreement with ConocoPhillips’ subsidiary
to purchase 64.6 million of the Company’s ordinghares at $53.25 per share for the total amount of
$3,442 million. This transaction was finalized irugust 2010. Additionally, under this agreement the
Group had a 60-day option to purchase any or ah®femaining 98.7 million of the Company’s ordina
shares held by ConocoPhillips’ subsidiary for thize of $56 per share. On September 26, 2010, the
Group company exercised its option to acquire shiioen ConocoPhillips by sending a notice of exsci

in respect of 42,500,000 LUKOIL ADRs (each repréisgnone ordinary share of the Company).
The Group company sold these ADRs to UniCredit Btk These transactions were completed on
September 29, 2010 when 42,500,000 LUKOIL ADRs wgirectly transferred to UniCredit Bank AG,
and UniCredit Bank AG paid the purchase price of382billion to ConocoPhillips’ subsidiary.
Simultaneously, UniCredit Bank AG issued a serieequity-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 stockholdeegjuity. UniCredit Bank AG also issued an
option to the Group company to purchase from UrdErBank AG an additional 25,000,000 LUKOIL
ADRs on or before September 29, 2011. The opti@mviges for the purchase of LUKOIL ADRs at
market price with a floor of $56 per ADR and is matid if the market price per ADR is $50 or below.

In January 2010, the Company signed an agreemeetviglop the West Qurna-2 field located in the lsout
of Iraq. The parties to the agreement are the Istate-owned South Oil Company and the contracting
consortium formed by the Iragi state-owned North ©ompany, the Company and Norway’'s Statoil
ASA. The Company’s share in the project is 56.2%%e West Qurna-2 field has recoverable reserves of
about 12.9 billion barrels.

In December 2009, the Group acquired the remaindg0% interest in its equity affiliate
LUKARCO B.V. (“LUKARCO") for $1.6 billion, therebyincreasing the ownership stake to 100%.
LUKARCO is a holding company, which owns a 5.0%rshim Tengizchevroil, a joint venture which
develops the Tengiz and Korolevskoe fields in Kégskn, and a 12.5% share in Caspian Pipeline
Consortium (“CPC”), which carries Kazakhstani ands&an oil to Novorossiysk marine terminal.
Therefore the Group increased the ownership in izehgvroil from 2.7% to 5.0% and the ownership in
CPC from 6.75% to 12.5%. The first installment maunt of $300 million was paid in December 2009.
$800 million should be paid no later than Decemb@tO and the remaining amount — no later than
December 2011.

In June 2009, a Group company entered into an agneewith Total S.A. to acquire a 45.0% interest in
TRN refinery in the Netherlands (“TRN”"). The trantan was finalized in September 2009 in the amount
of approximately $688 million (after completion asiment). The Group provides crude oil and market
refined products in line with its equity stake hetrefinery. The refinery has the flexibility togmess
Urals blend crude oil as well as significant volwred straight-run fuel oil and vacuum gasoil, which
allowed us to integrate the plant into the Groupfade oil supply and refined products marketing
operations. This plant with a Nelson complexityeraf 9.8 has an annual topping capacity of 7.%anil
tonnes and an annual capacity of a hydro-cracking of approximately 3.4 million tonnes. This
acquisition was made in accordance with the Groplgias to develop its refining capacity in Europe.

In the first quarter of 2009, the Group acquire@%0interests in OOO Smolenskneftesnab, OO0 IRT
Investment, OOO PM Invest and OOO Retaier Houseb#38 million. These are holding companies,
which between them own 96 petrol stations and pd¢tand in Moscow, the Moscow region and other
regions of central European Russia. This acqursitias made in order to expand the Group’s presence
the most advantageous retail market in the Russaeration.

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

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

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




In June 2008, a Group company signed an agreemémtBRG S.p.A. to establish a joint venture to
operate the ISAB refinery complex (“ISAB”) in Pralitaly. In December 2008, the Group completed the
acquisition of a 49.0% stake in the joint ventuse €1.45 billion (approximately $1.83 billion) apéid
€600 million (approximately $762 million) as a firmistallment. The remaining amount was paid in
February 2009. The seller has a put option, thecefff which would be to increase the Group’s stiake
the company operating ISAB up to 100%. The agre¢rstates that each partner is responsible for
procuring crude oil and marketing refined produntfine with its equity stake in the joint ventutSAB

has the flexibility to process Urals blend crudk imicludes three jetties and storage tanks tajaBijy00
thousand cubic meters and has an annual refinipgcity of 16 million tonnes.

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




Operational highlights

Hydrocarbon production

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

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

9 months of 3 quarter of
2010 2009 2010 2009
Daily production of hydrocarbons, including the
Company’s share in equity affiliates (thousand BOE pe
day), iINCIUdING: .....ovveeiiieie e 2,249 2,214 2,225 2,203
e (0o [N 1| SRR 1,952 1,978 1,934 1,974
- natural and petroleum d&S...........cocovovoveeeeeceeemnn. 297 236 201 229
Hydrocarbon extraction expenses (US dollar per BQE) 4.04 3.39 4.08 3.67
(millions of US dollars)
Hydrocarbon extraction eXpenses.............eeeemeveeveees 2,388 1,989 804 722
SN RUSSIA .o s 2,238 1,850 747 671
- 0UtSIdE RUSSIA .....uveieiiiaeieiiiiiiiieiee e 150 139 57 51
EXPloration EXPEeNSES. ......c.vvveirvveiesiemmm e 175 188 29 119
SN RUSSIA c.evivie et e 70 56 20 22
- OULSIAE RUSSIA .. .vvvieieiiieeiiiiiee e 105 132 9 97
Mineral extraction tax ...........ccceeeeeiiiiiivee e 5,664 3,790 1,907 1,720
AN RUSSIA .. 5,611 3,751 1,888 1,704
- OULSIAE RUSSIA .. .vvvieieiieee e 53 39 19 16

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

Crude oil production. In the nine months of 2010, we decreased our caidproduction by 1.4%,
compared to the same period of 2009, and produ@i95million barrels, or 72.3 million tonnes
(including the Company’s share in equity affiligtes

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

9 months Change t°_ 2009 __ 9 months
of 2010 Total 9 Changein Organic  of 2009

(thousands of tonnes) ’ structure change
Western Siberia.........cccoeviiiiiiiiicece e 38,273 (4.1) - (B23 39,896
Timan-Pechora 16,185 (0.2) - (31) 16,216
Ural region......cccccceeevivvvineenn 9,233 3.7 - 333 8,900
Volga region ........cccccceeeueeee 2,174 - - (2) 2,175
Other in Russia 1,536 (4.1) - (66) 1,602
Crude oil produced in RuSSia................. e 67,401 (2.0) - (B88 68,789
Crude oil produced internationally...................... 2,552 (2.8) - (78 2,625
Total crude oil produced by consolidated
SUBSIAIANES ..oeoeeiieiiiiiieee e 69,953 (2.0) - (1,491 71,414
Our share in crude oil produced by equity
affiliates:
INRUSSIA ... eeemme e 249 9.7 - 22 227
outsSide RUSSIA ....vvvvvvieeeeiiiiiiiiceeeeee e 2,068 26.3 437 (6) 1,637
Total crude oil produced ...........cccceeveeviiieennnnn., 72,270 (1.4) 437 (1,495 73,278




The main oil producing region of the Company is ¥Weas Siberia where we produced 54.7% of our crude
oil in the nine months of 2010 (55.9% in the ninentihs of 2009). A significant impact on our prodoit

in Western Siberia was caused by increased fighdetlen rate as well as a reduced drilling footabjee
reduction in driling footage was due to implemeista of the Company’s strategy aiming at
strengthening its financial position through foaigson high return projects and boosting cash flows.

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

In August 2008, we began commercial production e Yuzhaya Khylchuya oil field, located in the
Timan-Pechora region. We produced 5.4 million tenfrem this field in the nine months of 2010,
compared to 5.1 million tonnes in the nine montHs 2009. This oil field is developed by
OO0 Narianmarneftegaz, our joint venture with Caifullips.

In December 2009, we started production drillingtlee Yu. Korchagin field in the Caspian Sea. IniApr
2010, we began commercial production at the fidlidximum annual production from this field is
expected to be 2.5 million tonnes of crude oil gad condensate, and 1.0 billion cubic meters af \¢a&s
expect that starting from December 2010, incergeort tariff rate will be applied to crude oil phaced
and exported from this field. According to the euntrlegislation, mineral extraction tax rate foistfield

is zero.

The structural growth of our share in equity adfidis’ production outside of Russia is explainedthsy
increase of our effective share in Tengizchevrailjoint venture which develops the Tengiz and
Korolevskoe fields in Kazakhstan, to 5.0% as a Itestiacquiring the remaining 46.0% interest in
LUKARCO.

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

9 months of
2010 2009
(thousand of (thousand of (thousand of (thousand of
barrels) tonnes) barrels) tonnes)
Crude oil purchases in Russia........... 1,437 196 1,840 251
Crude oil purchases internationally... 117,727 16,061 117,001 15,962
Total crude oil purchased................. 119,164 16,257 118,841 16,213

39 quarter of

2010 2009
(thousand of (thousand of (thousand of (thousand of
barrels) tonnes) barrels) tonnes)
Crude oil purchases in Russia.......... 1,056 144 1,349 184
Crude oil purchases internationally... 40,117 5,473 40,043 5,463
Total crude oil purchased................. 41,173 5,617 41,392 5,647

Significant part of our crude oil purchases is usgdorocessing at our and at third party refingria the
nine months of 2010, we purchased 8,629 thousammeto of crude for processing (including
3,279 thousand tonnes at ISAB and 1,542 thousamtetoat TRN), compared to 8,520 thousand tonnes in
the nine months of 2009 (including 4,029 thousamhés at the ISAB refinery complex and 169 thousand
tonnes at the TRN refinery complex).

Gas production. In the nine months of 2010, we produced 13,78%anilcubic meters of gas available
for sale (including our share in equity affiliateah increase of 26.1%, compared to the nine maoiths
20009.

Our major gas production field is the Nakhodkinskme field, where we produced 6,072 million cubic
meters of natural gas in the nine months of 20b&pared to 4,208 million cubic meters in the same
period of 2009. This 44.3% increase in gas producfrom the field resulted from the increase of
purchases of our gas by OAO Gazprom (“Gazprom'itistafrom the second half of 2009. Also, during

the nine months of 2010, we increased utilizatates of petroleum gas in Western Siberia.




International gas production by our subsidiaried dbt change significantly. Production from the
Khauzak gas field in Uzbekistan was 1,966 milliavic meters of natural gas, compared to 1,936 anilli
cubic meters in the same period of 2009. In the mmonths of 2010, our share in production from the
Shakh-Deniz field in Azerbaijan was 419 million aulneters, compared to 377 million cubic meters in
the nine months of 2009. As a result of acquisititbmemaining share in LUKARCO we increased our
share in production of petroleum gas from Tengidfby 237 million cubic meters.

Refining, marketing and trading

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

Compared to the nine months of 2009, productiaruaiconsolidated and affiliated refineries increblsg
7.6%. Russian refineries increased their produdtipnl.3%. Production of our international refinerie
including our share of production at ISAB and TRi¢reased by 23.9%. The increase was a result of
acquisition of TRN. The production at our Bulgargmd Ukrainian refineries was lower due to perfatme
overhauls.

In the nine months of 2010, our share of refineatdpcts produced at ISAB amounted to 4,749 thousand
tonnes (4,572 thousand tonnes in the nine montB9@P) and our share in production of TRN amounted
to 3,469 thousand tonnes (371 thousand tonneinitie month of 2009).

In Russia, LUKOIL holds the leading position in guztion and sales of European standards motor fuel
being ahead of the official terms of their obliggtamplementation in the country. At our Russian
refineries we produced 6,456 and 5,417 thousange®of Euro 4 and Euro 5 diesel fuel, and 4,074 and
3,512 thousand tonnes of Euro 3 gasoline in the-month periods of 2010 and 2009, respectively.

Along with our own production of refined producte wan refine crude oil at third party refineries
depending on market conditions and other factoefoi® 2010, we processed crude oil at third party
refineries in Russia primarily to supply our netkam the Ural region and for export sales. In 20d/@,

sell our crude oil to these refineries and purchiaieed products from them. In order to supply catail
networks in Eastern Europe, we refined crude oiBélarus and Serbia. Refined products processed in
Belarus were used for supplying our local retativeek and for wholesale export. In the end of 2008,
ceased refining of crude oil in Belarus due to dased profitability of such operations as a restilt
certain amendments in the customs legislation. kkewen the third quarter of 2010, we began refinin
our crude oil at third party refinery in Kazakhstan




The following table summarizes key figures for cefining activities.

9 months of 39 quarter of
201( 200¢ 2010 2009
(millions of US dollars)
Refining expenses at the Group refineries............. 778 670 263 235
=N RUSSIA c.vviieeiiiiee e, 570 484 189 175
- oUtSide RUSSIA .....ccevviiiiieiiiiee e 208 186 74 60
Refining expenses at ISAB and TRN..................... 531 361 182 143
Refining expenses at third party refineries............. 3 132 1 22
S INRUSSIA .., 1 104 - 12
- outside RUSSIA .....ccevieeiiiiiiiiiiiieeeee e 2 28 1 10
Capital expenditures.........cccceeeiiiiiiiiceceaneea e 513 592 177 181
SN RUSSIA c.vviieiiieece e, 385 356 147 119
- outside RUSSIA ......ccovvviiieiiiieeeieiee e 128 236 30 62
(thousand barrels per day)
Refinery throughput at the Group refineries.......... 1,103 1,113 1,138 1,138
=N RUSSIEY oo, 908 898 932 930
- outSide RUSSIA .....ccevviiieeeiiiiee e 195 215 206 208
Refinery throughput at ISAB and TEAN® .............. 221 133 220 155
Refinery throughput at third party refineries.......... 1 75 4 46
S INRUSSIA .o, - 44 - 17
- outside RUSSIA ......cevieeiieiiiiiiiiiieieee e 1 31 4 29
Total refinery throughput ..., 1,325 1,321 1,362 1,339
(thousand of tonnes)
Refined products produced at the Group refineries 39,574 39,466 13,923 13,706
=N RUSSIE <o, 32,452 32,024 11,258 11,194
- outside RUSSIA.......c.ccuviiiiiiiiiiieeeieeees 7,122 7,442 2,665 2,512
Production of ISAB and TRRI ..........ccocoeveviveeee 8,218 4,943 2,772 1,935
Refined products produced at third party refineries 51 2,500 47 528
SN RUSSIA v e, - 1,426 - 183
- ouUtSide RUSSIA .....cveviiiiiieiiiiee e 51 1,074 47 345
Total refined products produced............................ 47,843 46,909 16,742 16,169

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

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

The Group retails its refined products in 27 coiestthrough approximately 6 thousand petrol station

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

9 months of 39 quarter of
2010 2009 2010 2009
(thousand of tonnes)
Retail Sales .......ccoviiiiiiiii e 10,488 10,495 3,803 3,767
Wholesale Sales.........ccccoiiiiiiiiiiii e e 67,911 63,727 23,587 20,979
Total refined products sales ..........ccccuveeeieeeeeeiciiniene. 78,399 74,222 27,390 24,746
Refined products purchased in Russia...................... 1,374 350 519 133
Refined products purchased internationally............... 33,826 29,482 10,811 9,099
Total refined products purchased................cccc......... 35,200 29,832 11,330 9,232
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The increase in volumes of refined products puretias Russia was due to termination of refining
operations at domestic third party refineries ite [2009. In 2010, we commenced sales of crudeooil t
these third party refineries and started purchasfiigfined products from them.

Exports of crude oil and refined products from Rusg. In the nine months of 2010, our export of crude
oil from Russia was 4.1% less than in the sameodeof 2009, and we exported 45.2% of our total
domestic crude oil production (46.2% in the ninenths of 2009).

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

9 months of
2010 2009
(thousand (thousand  (thousand (thousand of
of barrels) of tonnes)  of barrels) tonnes)
Exports of crude oil using Transneft export routes.... 172,196 23,492 182,671 24,921
Exports of crude oil bypassing Transneft.................. 51,207 6,986 50,232 6,853
Total crude Oil eXPOrtS.........cceeecvveeeeiiiameeeaen. 223,403 30,478 232,903 31,774

39 quarter of

2010 2009
(thousand  (thousand (thousand (thousand of
of barrels)  of tonnes) of barrels) tonnes)
Exports of crude oil using Transneft export routes.... 55,546 7,578 53,890 7,352
Exports of crude oil bypassing Transneft.................. 18,288 2,495 18,970 2,588
Total crude Oil eXPOrtS...........ccocvvvvvviiiommceiviiiienennn. 73,834 10,073 72,860 9,940

The overall decrease of our export from Russiaavessult of decreased crude oil production, tertiona
of processing operations in Belarus and respedigeease of export to CIS. At the same time, exjoort
far-abroad increased by 1,795 thousand tonnes, a@udo the nine months of 2009.

In the nine months of 2010, the crude oil exportadough our own export infrastructure was
6,767 thousand tonnes, or 2.4% more than in the months of 2009, due to increased export of caide
produced from the Yuzhga Khylchuya oil field through our export terminal in Varandey.

In the nine months of 2010, we exported from Ru48i& million tonnes of refined products, a deceeas
of 8.3%, compared to the same period of 2009. iais mainly due to decreased export to CIS. Released
volumes were sold on domestic market. We exporhfRussia primarily diesel fuel, fuel oil and gasoil
These products account for approximately 90% ofrefined products export volumes.

In the nine months of 2010, our revenue from expbdrude oil and refined products from Russia koth
the Group companies and third parties amountedl&084 million and $10,445 million, respectively
($12,318 million for crude oil and $8,137 millioarfrefined products in the nine months of 2009).




Main macroeconomic factors affecting our results obperations

Changes in the price of crude oil and refined prodats

The price at which we sell crude oil and refineddurcts is the primary driver of our revenues. Dgittime
nine months of 2010, the Brent crude oil price tlhated between $67 and $86 per barrel and reathed i
peak of $86.79 in the end of April 2010.

During 2009, crude oil prices were in an upwardhdrand in the second half of the year crude oiepri
stabilized around $70 per barrel. In 2008, the eroitl prices were the highest ever in real terntarti®g
from July 2008, crude oil prices began to descerdlley the end of the year crude oil price droppgd b
more than $100 per barrel down to $37 per barreédrby the world economic downturn.

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

9 months of Change, K3 quarter of  Change,
2010 2009 % 2010 2009 %
(in US dollars per barrel, except for figures imqaant)
Brent crude.........cocoveiveieniii e, 77.14 57.32 34.6 76.86 68.08 12.9
Urals crude (CIF Mediterraneaf¥............. 75.92 56.80 33.7 75.55 67.88 11.3
Urals crude (CIF Rotterdarft).................. 75.92 56.72 33.9 75.58 67.76 11.6
(in US dollars per metric tonne, except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)............... 434.12 316.13 37.3 425.47 395.29 7.6
Diesel fuel 10 ppm (FOB Rotterdam)...... 665.28 505.15 31.7 667.67 569.84 17.2
High-octane gasoline (FOB Rotterdam)... 717.42 546.74 31.2 694.38 641.92 8.2

Source: Platts.

@ The Company sells crude oil on foreign markets anious delivery terms. Thus, our average realizéessprice of
oil on international markets differs from the awggarices of Urals blend on Mediterranean and NorntHEurope
markets.

Domestic crude oil and refined products prices

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

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

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

9 months of  Change, 39 quarter of Change,
2010 2009 % 2010 2009 %
(in US dollars per metric tonne, except for figuirepercent)
FUEI Ol 230.71 144.44 59.7 244.71 172.00 342
Diesel fuel.......c.ccoceeiiiiiii e 534.03 438.97 21.7 508.83 456.27 11.5
High-octane gasoline (Regular) .................... 5.90 552.11 27.9 732.28 747.07 (2.0)
High-octane gasoline (Premium).................. 132 596.17 22.8 775.18 771.87 0.4

Source: InfoTEK (excluding VAT).

Changes in the US dollar-ruble exchange rate and flation

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

US dollar crude oil prices, while most of our costshe Russian Federation are settled in Russibles.
Therefore, ruble inflation and movements of excleangtes can significantly affect the results of our
operations.
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In particular, the devaluation of the ruble agaih&t US dollar generally causes our costs to dserea
US dollar terms, and vice versa. The devaluatiothefpurchasing power of the US dollar in the Rarssi
Federation calculated on the basis of the rublé&adexchange rates and the level of inflation irs&a
was 14.3% in the nine months of 2010, compareddesame period of 2009.

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

9 months of & quarter of

2010 2009 2010 2009
Ruble inflation (CPI1), % ......ccuvviiiiiiieiieeeeee e 6.2 8.2 1.7 0.6
Change of the ruble-dollar exchange rate,.%............ (0.5) (2.4) 25 3.8
Average exchange rate for the period
(ruble to US dollar) ........cccoeeeiiiiie e 30.25 32.48 30.62 31.33
Exchange rate at the end of the period
(ruble to US dollar) ..........cccccceveeiiiiiiiiaaiiiiiiiieeee. 30.40 30.09 — -
Tax burden

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

9 months of Change,
2010Y 2009V %

Export tariffs on crude oil .............cvvvviceiie e $/tonne 269.04 157.05 713
Export tariffs on refined products

Light distillates (gasoline), middle distillateg{j

fuel), diesel fuel and gasoilS............ccceeeccvvvveeeennn. $/tonne 193.57 118.12 63.9

Liquid fuels (fuel 0il) ......cocoeeiiieiiii e $/tonne 104.28 63.62 63.9
Excise on refined products

Straight-run gasoline..........ccccceeeeiiiccieeee s RUR/tonne 4,290.00 3,900.00 10.0

High-octane gasoline...........ccccccvveei s iemeemeciiiieen. RUR/tonne 3,992.00 3,629.00 10.0

Low-octane gasoling ........cccccceevvvvviiieeeeeesciieeeen. RUR/tonne 2,923.00 2,657.00 10.0

DieSel fUBI .....eiieeeeiee e RUR/tonne 1,188.00 1,080.00 10.0

MOLOT OilS...ccivieieiiiie e e RUR/tonne 3,246.10 2,951.00 10.0
Mineral extraction tax

Crude Ol c.ceveiieeieeeeee e RUR/tonne 2,948.68 2,139.57 37.8

NALUFAl G8S ..evveeieiieeeeiieee e eeeee e RUR/1,000 M 147.00 147.00 -
@ Average values.

39 quarter of Change,
2010Y  2009Y %

Export tariffs on crude oil ..........ccuuvieioccciie $/tonne 261.91 224.25 16.8
Export tariffs on refined products

Light distillates (gasoline), middle distillateg{(j

fuel), diesel fuel and gasoilS............ccceeecvvvveeeenn. $/tonne 188.72 163.40 155

Liquid fuels (fuel Oil) ........cccoovivieiiiiiceeee e $/tonne 101.69 88.01 15.5
Excise on refined products

Straight-run gasoline ...........cccccoeiiiiiccoene e RUR/tonne 4,290.00 3,900.00 10.0

High-octane gasoline...........cccccvvvei v iemeemeciiieen. RUR/tonne 3,992.00 3,629.00 10.0

Low-octane gasoling ..........cccoooiiuieiiieeeeeeeiiieeeeen. RUR/tonne 2,923.00 2,657.00 10.0

Diesel fuel ..o RUR/tonne 1,188.00 1,080.00 10.0

1Y/ o] (o] S0 | £ RUR/tonne 3,246.10 2,951.00 10.0
Mineral extraction tax

Crude Oil .ccccvviieiiiiii e RUR/tonne 2,987.65 2,662.89 12.2

NELUFAL GAS ...t RUR/1,000 m 147.00 147.00 -

W Average values.
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Tax rates set in rubles and translated at the geexachange rates are as follows:

9 months of Change,
201" 2009" %

Excise on refined products

Straight-run gasoline ...........cccceeeiiiiiceceerieeeeee e $/tonne 141.80 120.07 18.1

High-octane gasoline..........cccueeiiiiiiiicccce e $/tonne 131.95 111.73 18.1

Low-octane gasoling ...........cooouiiiiiiiiieeeniiiiieieeeeen $/tonne 96.62 81.80 18.1

DiIeSEl fUBI ...iiiiiieiiii e $/tonne 39.27 3325 81

MOTOT OilS....vvieieiie ettt $/tonne 107.30 90.85 18.1
Mineral extraction tax

CrUE Oil .ouveiiiciecie ettt $/tonne 97.46 65.87 .048

NATUFAl GBS ..o, $/1,000°m 4.86 453 7.2

W Average values.

39 quarter of  Change,

2010 2009" %

Excise on refined products

Straight-run gasoline.........ccccceeeeiiiiiccccecieree e $/tonne 140.10 124.49 125

High-octane gasoline...........cccccvveei e iceeeee e $/tonne 130.37 115.84 125

Low-octane gasoling ........c.ccceevvviiiiieecesiiiieinee e $/tonne 95.46 84.81 125

DI =YT] I (V1= R $/tonne 38.80 3447 251

/0] o] o1 = $/tonne 106.01 94.20 125
Mineral extraction tax

Crude Ol .ocvveeiiie i $/tonne 97.57 85.00 .814

NELUFAL GAS ...t $/1,000°m 4.80 4.69 2.2

W Average values.

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

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

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

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

Natural gas extraction tax rate.The mineral extraction tax on natural gas proaucts calculated using
a flat rate. The current rate of 147 rubles peuslamd cubic meters of natural gas extracted has ibee
effect since January 1, 2006.
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Crude oil export duty rate is calculated on a progressive scale. The rateris when the average Urals
blend international market price is less than anadédo approximately $15.00 per barrel ($109.50 per
metric tonne). If the Urals blend price is betw&d5.00 and $20.00 per barrel ($146.00 per metringp
each $1.00 per barrel increase in the Urals bleiw pver $15.00 results in an increase of the it
export duty rate by $0.35 per barrel exportedthéf Urals blend price is between $20.00 and $2pe00
barrel ($182.50 per metric tonne), each $1.00 perebincrease in the Urals blend price over $20.00
results in an increase of the crude oil export datg by $0.45 per barrel exported. Each $1.0(bpeel
increase in the Urals blend price over $25.00 pereb results in an increase of the crude oil exgaty
rate by $0.65 per barrel exported.

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

Starting from the end of 2009, zero export duty nafs set for crude oil produced at certain fiefds
Eastern Siberia. However, in July 2010, a zero fateahese fields was substituted for special reduc
export duty rate. Effective from December 2010, libieof the oilfields where reduced rate appligh be
extended by our Yu. Korchagin and V. Filanovskyieldls. Both are located in the Caspian Sea.

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

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

In 2010, under the agreement between the Russidgr&teon and Belarus, crude oil exported from Russi
to Belarus up to total amount of 6.3 million tonnemot subject to export duty. Volumes of crude oi
export above this limit are taxed at a regular.rate

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

Starting from 2011, excise rates on refined praslictRussia will be amended as follows taking into
account ecological class of fuel. Excise tax ré&de®2011 are below:

Gasoline
BEIOW EUIO 3 ..ottt ettt eveenreas RUR/tonne 4,624.60
T o T R RUR/tonne 4,302.20
EUIMO 4 @GN0 5.uocviiieicieee ettt eteeete et RUR/tonne 3,773.00
Diesel fuel
BEIOW EUIO 3 ..ottt eva et eveenreas RUR/tonne 1,573.00
EUIO 3ottt ettt et emmmmmne e ettt eteeeteesteeereeeaeeereeareens RUR/tonne 1,304.40
EUIMO 4 @Nd 5..ocviciieciee ettt sttt ettt et RUR/tonne 1,067.20
LY o e oo 11 L= RUR/tonne 3,570.00
Straight-run gasoliNe............c.cccueeuiiieeeeerieiieieeceeeeeeve e RUR/tonne 4,719.00

Income tax. Starting from January 1, 2009, the Federal inctamerate is 2.0% and the regional income
tax rate varies between 13.5% and 18.0%. The Gsofigpéign operations are subject to taxes at tke ta
rates applicable to the jurisdictions in which tloperate.

Transportation of crude oil and refined products in Russia

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

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

As the activities of the above mentioned comparfidisunder the scope of natural monopolies, the
fundamentals of their tariff policies are defingdthe state authorities to ensure the balancetefdsts of
the state and all participants in the transpomagimcess. Transportation tariffs of natural moriggcare
set by the Federal Service for Tariffs of the Raisdrederation (“FST”). The tariffs are dependent on
transport destination, delivery volume, distanc&rafisportation, and several other factors. Changts
tariffs depend on inflation forecasts by the Minjstf Economic Development of the Russian Fedenatio
the investment needs of owners of the transpomtastfucture, other macroeconomic factors, and
compensation of economically reasonable expensarrigd by entities of the natural monopolies. Tarif
are revised by the FST at least annually.
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Nine months ended September 30, 2010, compared toin@ months ended
September 30, 2009

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

9 months of
2010 2009
(millions of US dollars)
Revenues
Sales (including excise and export tariffS) .....ccc.....eeiiiiiiiiiii e, 76,272 56,802

Costs and other deductions

OPEratiNng EXPENSES ....eiiieeiiiiiitiiieee e eeieeae e e et e et brar e e e e e e s s sssrtraereaaeessennsreees (5,994) (5,015)
Cost of purchased crude 0il, gas and ProdUCES e .o vvveeeeereeeiiiiiiieeeaaeeennn (B13) (21,475)
Transportation EXPENSES ......ccuiieiiiiuutieeeeeaeeeeaaeesaaaieereeeeaaeeaaaanreeeeeeaaeaaaae (4,169) (3,594)
Selling, general and administrative EXPENSES........c.vvvvevieeeiiiiiiiiiieereeeeeesiiens ,387) (2,398)
Depreciation, depletion and amortization .. 3,114) (3,001)
Taxes other than income taxes................. (6,522) (4,569)
Excise and exXport tariffS ............uiiii i ccmeeiiicee e (14,072) (9,176)
EXPIOration @XPENSE......ccciiiiiiiiieiiis s cemmmee sttt e e e e st e e e (175) (188)
Gain on disposals and impairments of assets.. 29 15
Income from operating aCtiVIiti®S ............cccmmmrrrrerieee e 8,525 7,401
INEEIEST EXPENSE ...t et e e e e e e e e e ennneeeeaeas (535) (503)
Interest and dividend INCOME ..........ooiiiceeeee e 144 105
Equity share in income of affiliates .........ccoomvviiiiiiieiiiiiiie e 335 270
Currency translation (0SS ...........ooiiuiiiieereeee e (101) (337)
Other non-operating income 225 37
Income before income taxes 8,593 6,973
CUIMENT INCOME TAXES .....eeeeeieiieeee ettt a2 e e e e ettt et e e e e e e e s annbeneeeeaaeaanns (1,678) (1,430)
Deferred INCOME tAXES ......iiiiiiiiiiiiees e e e e e ettt e e e e e e e e e e enebeeeeeeaeeaeaees 18 (123)
Total INCOME taX EXPENSE .....uvvviiiiiieeeeieiiirrer e e e e e e e s e e e e e e e e s stbrreereeaeaeaans (1,660) (1,553)
L= AT (010 1 4 [T 6,933 5,420
Less: net income attributable to noncontrollin@msts..............ccccvvvvieeeeeeiis (113) (135)
Net income attributable t0 OAO LUKOIL........oouuvioiiiieeieee e 6,820 5,285
Basic and diluted earning per share of common sittckutable to

OAO LUKOIL (in US dOIlars) ......ccooocuuriiiiirmmeciiiiiee e e e s eeiivveee e e e e e esssveees 8.16 6.24

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

Sales breakdown 9 months of
2010 2009
(millions of US dollars)
Crude oil
Export and sales on international markets other Gi& 18,628 13,199
Export and sales to CIS..........covveeiiiiimcemeeeeee e 723 1,189
DOMESHIC SAIES ... ————————————— 706 472
20,057 14,860
Refined products
Export and sales on international markets
Wholesale 36,437 25,905
RETAIL ...ttt 6,962 6,496
Domestic sales
ATA 10 (ST T= 1 3,937 2,692
RETAIL ...t 4,007 2,987
51,343 38,080
Petrochemicals
Export and sales on international Markets ... .eeeereeeeiiiiiiieieeeeeeseeeivenen. 398 432
DOMESTIC SAIES ..ccciiiiie ettt ceereme ettt s e e 520 338
918 770
Gas and gas products
Export and sales on international Markets ... .eeeeeeeeeiiiiiiiiiieee e eesiveeen. 1,137 792
DOMESEIC SAIES ..cccutiiie ittt reeeeme ettt e s b e e ae 588 367
1,725 1,159
Sales of energy and related SErVICES.......ccccrcerrrreeeiiiiie e 1,025 754
Other
Sales on international markets 701 764
Domestic sales 503 415
1,204 1,179
TOAl SAIES ... 76,272 56,802
9 months of
Sales volumes 2010 2009

Crude oil (thousands of barrels)
Export and sales on international markets othar @& ...............ccccoeeevivienennnn, 248,186 236,774
EXport and SaleS 10 CIS.... ... eeeee e 17,174 29,056
DOMESHIC SAIES ... ettt e e e et e e e e e e s e e ennnees 20,502 14,462

285,862 280,292

Crude oil (thousands of tonnes)
Export and sales on international markets other Gi& 33,859 32,302
Export and sales to CIS..........cooveiiiiiivceeemeee e 2,343 3,964
[B10]1 4 1STS ([0 Y= | [T 2,797 1,973

38,999 38,239

Refined products
Export and sales on international markets

(thousands of tonnes)

Wholesale 59,749 56,405

RETAI. ... e e e e s 5,328 5,975
Domestic sales

WHOIESAIE.....ciiiii i e e e 8,162 7,322

RETAI. ... e e e e e e 5,160 4,520

78,399 74,222

Total sales volume of crude oil and refined products..................ccccvvvvveecnnnnn... 117,398 112,461
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Realized average sales prices
9 months of
2010 2009
($/barrel) ($/tonne) ($/barrel) ($/tonne)

Average realized price international

Oil (excluding CIS) ....cevvviriiieeiiiiee e meeeee e 75.06 550.18 55.74 408.60
Ol (CIS) et e 42.09 308.55 40.93 300.02
Refined products
Wholesale ... 609.84 459.26
Retall....cccooiiiiiiiiee e 1,306.79 1,087.19
Average realized price within Russia
Ol s 34.43 252.34 32.66 239.41
Refined products
Wholesale ........cccooviiiiiiiiii e, 482.22 367.65
Retail.......ccouiiiiiiiieiiiieeee e 776.59 660.85

During the nine months of 2010, our revenues irsgddy $19,470 million, or by 34.3%, compared ® th
same period of 2009. Our revenues from crude ddssimcreased by $5,197 million, or by 35.0%. Our
revenues from sales of refined products increage$ll3,263 million, or by 34.8%. The increase iresal
revenue was a result of a sharp increase in hydvonaprices, compared to the nine months of 2009.
Moreover, the appreciation of the ruble againstWsdollar also increased the US dollar value af ou
sales revenue denominated in Russian rubles.

Sales of crude oil

Our total crude oil sales revenues increased b§98pmainly due to growth of crude oil prices.

Cease in crude oil refining at third party refimsrin Russia and Belarus released crude oil volifores
sales on domestic markes a result, our crude oil sales raised by 2.0%rim$ of volumes.

Sales of refined products

In the nine months of 2010, our revenue from theoledale of refined products outside of Russia
increased by $10,532 million, or by 40.7%, compatedhe same period of 2009, due to increased
average realized price by 32.8%. Despite the dsergmaoutput at our refineries in Bulgaria and litkea
due to overhaul, commencement of crude oil refimh@RN and expansion of trading activities lecio
increase in wholesales volumes by 5.9%.

In the nine months of 2010, our revenue from iraéomal retail sales increased by $466 millionbgr
7.2%, compared to the nine months of 2009. Poséffect from average retail prices increase by #0.2
was offset by 10.8% sales volumes decrease, thi@ttserestructuring of our retail network in th&A.

In the nine months of 2010, our revenue from theledale of refined products on the domestic market
increased by $1,245 million, or by 46.2%, compdcethe nine months of 2009, mainly due to an ineeea

in the average realized price by 31.2%. Sales vetuincreased by 840 thousand tonnes, or by 11.5%.
This was primarily due to a decrease in refinedipots export from Russia. Decrease in refining nas

at third parties refineries in Russia was partiathynpensated by purchases from these refineries.

In the nine months of 2010, our revenue from retales in Russia increased by $1,020 million, or by
34.1%, compared to the nine months of 2009, dwntmcrease both in volumes, being a result ofdrigh
average daily sales per petrol station, and inegri¢tn the nine months of 2010, our retail salesmae
was 50.4% of total refined products sales in Ru@sithe nine months of 2009 — 52.6%).

Sales of petrochemical products

In the nine months of 2010, our revenue from safgsetrochemical products increased by $148 million
or by 19.2%, compared to the nine months of 2008si@e of Russia, decrease in sales volumes due to
decreased refining and trading was partially corspted by price growth. The growth of domestic sales
revenue was largely a result of increase in redligeces and the effect of the real ruble appremiat
against the US dollar.
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Sales of gas and gas products

In the nine months of 2010, sales of gas and daseteproducts increased by $566 million, or bys48,
compared to the nine months of 2009. Gas prodadts sevenue increased by $352 million, or by 50.4%
primarily as a result of an increase in sales pri&etail gas product revenue increased up to 880n,

or by 21.5%, due to price growth. Retail revenysresented 37.6% and 46.9% of our total gas product
revenue in the nine months of 2010 and 2009, réispéc

Natural gas sales revenue amounted to $636 milian increase of 43.6%, compared to the same period
of 2009. Our domestic natural gas sales revenusifisigntly increased as a result of increased gas
production. Natural gas sales revenue outside sbitncreased in the nine month of 2010 as atresul

a revision of sale prices related to the Shakh-Déaid for 2008-2010 which led to additional reuenof
$101 million, recognized in the third quarter oftl20

The major purchaser of our natural gas producethénRussian Federation is Gazprom. In the nine
months of 2010, we sold 6,072 million cubic metefsnatural gas to Gazprom (4,208 million cubic
meters in the nine months of 2009). The averagéizeeh price increased by 7.4% to $35.00 per
1,000 cubic meters as a result of the ruble apatieai.

Sales of energy and related services

We have been developing our power generation bssiamce the acquisition of TGK-8 in 2008. As a
result, in the nine months of 2010, our revenuenfeales of electricity, heat and related servineseased

by $271 million, or by 35.9%. The ruble appreciatialso contributed to the increase of this revenue.
Substantially we sell energy and related servicesnastically. International sales are relatively
insignificant.

Sales of other products

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

In the nine months of 2010, our other sales ing@asy $25 million, or by 2.1%. A decrease of
transportation services provided abroad was congtedsy higher non-petroleum retail revenue. During
the nine months of 2010, sales of goods and othedusts from our retail stations amounted to
$467 million, an increase of $48 million from tlevél of the nine months of 2009.

Operating expenses

Operating expenses include the following:

9 months of
2010 2009
(millions of US dollars)

Hydrocarbon extraction EXPENSES ..........ciieccmmmrrrrerreeeeeeiiiiiiirereeeeeessassireeraeesesans 2,388 1,989
OWN TefiNING EXPENSES ....ciiiiiiiiiiitiiee s ecmmmmme et e e e e e e s e e e e e s e e st b e reaaaessssrbrraeeeas 778 670
Refining expenses at third party and affiliatedmefies .............ccccoeeiiiiiii e 534 493
Expenses for crude oil transportation to refineries..........cccccovviiiiiccieniee, 802 709
Power generation and distribution EXPENSES ........cccccvvvivieiieee i 452 313
PetrochemiCal EXPENSES ...........eiiiiiii i s ettt e e e e et ee e e e e e e s ninneeeaeeeeaannnees 138 90
Other OPErating EXPENSES .........uueeiiee e e e e e eentteeeeaaaeaasaannsseeeeaaeaaaanseeeeaeaaaaaan 1,073 1,016
6,165 5,280

Change in operating expenses in crude oil and rfmeducts inventory originating
WIthIN the GIOUMY ... (171) (265)
Total OPErating EXPENSES .cccieeeiiieiieee e eeee ettt e e e e eeeet et eeeaaeaeaseeteereesaeesaainnenes 5,994 5,015

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

Compared to the nine months of 2009, our operakmenses increased by $979 million, or by 19.5%,
which is mainly explained by general increase irrafing expenses in Russia due to the real ruble
appreciation against the US dollar by 14.3%, ineee&n hydrocarbon extraction expenses, refining
expenses and power generation and distributionresqzse
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Hydrocarbon extraction expenses

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

In the nine months of 2010, our extraction expemsa®ased by $399 million, or by 20.1%, compared t
the nine months of 2009. This was mainly a restithe real ruble appreciation against the US dpllar
increased expenses for power supply, artificiahstation of reservoirs, labor costs and an incréase
other expenses. Our average hydrocarbon extractishincreased from $3.39 to $4.04 per BOE, or by
19.2%, compared to the nine months of 2009.

Own refining expenses

In the nine months of 2010, our own refining exgenmicreased by $108 million, or by 16.1%, compared
to the nine months of 2009.

Refining expenses at our domestic refineries irm@edy 17.8%, or by $86 million, mainly as a resflt
the real ruble appreciation against the US doitamease in power supply costs and higher consampti
of additives.

Refining expenses at our international refinemesaased by 11.8%, or by $22 million, mainly agsuft
of increased power supply costs.

Refining expenses at third party and affiliatedrrefies

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

As opposed to 2009, we did not process crude oihivd party refineries during the nine months 612

in Russia and Belarus. Nevertheless, as a resutonfmencement of crude oil refining at TRN we
increased our throughput at third party and aféliarefineries by 6.7%, compared to the nine moaths
2009 (including refined products processed). Thughe nine months of 2010, refining expenses iadl th
party and affiliated refineries increased by 8.8%mpared to the nine months of 2009. Processingatos
our refineries in Western Europe is higher thathatrefineries in Russia or Belarus.

Petrochemical expenses

In the nine months of 2010, operating expensesuofetrochemical plants increased by $48 millian, o
by 53.3%, compared to the nine months of 2009. Bsg® in Russia were impacted by increased
production, increased cost of raw materials anderappreciation to the US dollar. Despite petrodieam
capacity downtime in Bulgaria and Ukraine in thaenmonths of 2010, the decrease of our interndtiona
petrochemical operating expenses compared to tieemonths of 2009 was insignificant due to sizeable
share of fixed costs.

In the fourth quarter of 2010, we commenced prddadh our petrochemical plant Karpatnaftochim Ltd.
in Ukraine after modernization and constructioraathlorine and caustic production line. Some ojpayat
expenses related to undertaken pre-start works rgeognized in the third quarter of 2010.

Expenses for crude oil transportation to refineries

Expenses for crude oil transportation to refinenieseased in the nine months of 2010 by $93 nmillior
by 13.1%, compared to the nine months of 2009,tdwmn increase in transportation tariff rates anc a
result of the real ruble appreciation in Russia (Beansportation expenses below). Moreover, in 20&0
commenced supplying our crude oil to the TRN refine

Power generation and distribution expenses

Power generation and distribution expenses incdebgeb139 million, or by 44.4%, reflecting expamsio
of our power generating business and as a resthieafeal ruble appreciation in Russia.
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Other operating expenses

Other operating expenses include expenses of thap&r upstream and downstream enterprises that do
not relate to their core activities, namely salégransportation services, other goods, etc., dpgya
expenses of our gas processing plants, costs ef ethrvices provided and goods sold by our margetin
companies, and of non-core businesses of the Group.

In the nine months of 2010, our other operatingeeses increased by $57 million, or by 5.6%, contbare
to the nine months of 2009.

Cost of purchased crude oil, gas and products

Cost of purchased crude oil, gas and products @seck by $9,698 million in the nine months of 20410,
by 45.2%, compared to the same period of 2009, tduen increase in crude oil and refined products
prices and increase in volumes of refined prodpatshases.

Cost of purchased crude oil, gas and productsdesldhe result of hedging of international crudeand
refined products sales. In the nine months of 204®,recognized a $60 million gain from hedging,
compared to a $525 million expense in the nine hwof 2009.

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

Transportation expenses

In the nine months of 2010, our transportation egps increased by $575 million, or by 16.0%,
compared to the nine months of 2009. This was piiyndue to increase of ruble denominated pipeline
and railway transportation tariffs in Russia, whighs emphasized by the ruble appreciation.

Our actual transportation expenses related to coildend refined products deliveries to various @xp
destinations, weighted by volumes transported, gédrin the nine months of 2010, compared to the nin
months of 2009, as follows: crude oil pipeline ffarincreased by 24.2%, railway tariffs for refined
products transportation increased by 25.7%, crutldreight rates decreased by 13.4% and refined
products freight rates increased by 7.5%.

Selling, general and administrative expenses

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

In the nine months of 2010, our selling, genera administrative expenses increased by $159 mjlbon
by 6.6%, compared to the nine months of 2009, sulisily due to the effect of ruble appreciation on
selling, general and administrative expenses insRuBesides, our selling, general and adminiseati
expenses were affected by an increase in expenispsrsonnel compensation.

Depreciation, depletion and amortization

Depreciation, depletion and amortization expenselide depletion of assets fundamental to prodagctio
depreciation of other productive and non-producéissets and certain intangible assets.

Our depreciation, depletion and amortization expsriacreased by $113 million, or by 3.8%, compared
to the nine months of 2009.

Exploration expenses

During the nine months of 2010, exploration expetasereased by $13 million, or 6.9%, compared to the
nine months of 2009. Dry hole costs decreased Byndillion to $97 million.

Interest expense
In the nine months of 2010, interest expense isa@dy $32 million, which is 6.4% more than in the

respective period of the previous year. This inseemainly relates to discounting of the VAT recaide
of our refinery in Ukraine as a result of the rasturing of this receivable.
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Equity share in income of affiliates

The Group has investments in equity method affi§aind corporate joint ventures. These companges ar
primarily engaged in crude oil exploration, prodoist marketing and distribution operations in the

Russian Federation, crude oil production and marggeh Kazakhstan and refining operations in Europe

Our largest affiliates are Turgai Petroleum, an levgiion and production company operating in

Kazakhstan, and ISAB and TRN refineries.

At the end of 2009, we increased our share in LUICARfrom 54% to 100%, thus increasing our stake in
Tengizchevroil, an exploration and production jeiehture in Kazakhstan, to 5%. As a result, ouresia
income of affiliates increased by $65 million, gr4.1%.

Other non-operating income

In the nine months of 2010, other non-operatingine included a $438 million gain related to sucitgss
settlement of a corporate dispute between a Groopany and a CNPC group company regarding Turgai
Petroleum, and an $111 million expense relatedréwigions accrued in respect of claims to the Group
companies by Federal Anti-monopoly Service of thesdfan Federation (FAS of Russia). All these
amounts were recognized by the Group in the thirattgr of 2010.

Taxes other than income taxes

9 months of

2010 2009

(millions of US dollars)
In Russia
Mineral EXIracCtioN tAXES.........oiivuieieit ceme et e e et e e e e e s et e e e enaas 5,611 3,751
Social security taxes and contributions ......cccceeeeeiiiiiiiiiiiiiee e, 286 727
PIOPEITY 18X . 1eiiieiiieieiiiiiiiiietiesisises s e eeeeeeeeeeaeeeeeeseeeeeessessssssessnrnrnnnes 359 311
(O] g 1T g = 3 (=TSP 69 63
TOtAl IN RUSSIA...ccuuiiiii it e et e et e e e e e e e 6,325 4,402
International
Mineral eXtraCtion taXES .. .cccoeeeiieieee e e s e eee e e 53 39
Social security taxes and contributions ......cccceeeeeiiiiiiiiiiiiiee e, 75 48
PIOPEITY 18X . 1etiieiiieieeiiiiiieiiitenintses s e e e eeesaeeeeeetesesereeeeesessssssesennnrnnnes 31 24
(O] 01T g = 3 (=SSP SR 38 56
Total iINternatioNally ............eeeiiiiiiie e 197 167
1= L 6,522 4,569

In the nine months of 2010, taxes other than incéaxes increased by 42.7%, or by $1,953 million,

compared to the nine months of 2009, mainly duentencrease in mineral extraction taxes in Ruddiés

is explained by an increase in the tax rate follgvihe increase of international crude oil prices.

Application of zero tax rate for crude oil producedTiman-Pechora and decreased rate for depleted
oilfields led to approximately $1,010 million tarduction (in the nine months of 2009 — about $630
million).

Excise and export tariffs

9 months of
2010 2009
(millions of US dollars)

In Russia
Excise tax on refined ProduUCES .............. e e eseeeeiiieieee e 58 559
Crude oil eXport tariffS...........ooi i 7,896 4,268
Refined products export tariffS..........ccccieeeeeeee et 620 1,623
TOtAl IN RUSSIA...ccuuiiiii it et e e et e e et e e e e e 11,261 6,450
International
Excise tax and sales taxes on refined produCtS......ccoevrevreeeeeeiiiinnnns 2,722 2360
Crude oil eXport tariffS..........ccoiiiiiiiireeie e 85 64
Refined products export tariffS............oiiceeeeere i 4 59
Total internatioNally ............eveeiiieiiiiiii e 2,811 2,726
1= 14,072 9,176
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In spite of a decrease in crude oil and refineddpets export volumes, export tariffs increased by
$4,651 million, or by 77.3%, compared to the ninenths of 2009, due to an increase in tariff rates i
Russia as a result of international crude oil @rigeowth. The increase in excises in Russia resfiltan

the ruble appreciation, increase of excise rateirgrgase in sales volumes.

Starting from the end of 2009, for crude oil proeld@t certain fields in Eastern Siberia a reducgube
duty rate was set. Currently this benefit does apily to crude oil production at our new oilfielas
Caspian Sea and the Nenetsky Autonomous Distriet.e®pect that starting from December, 2010 the
Group will apply reduced export duty rate for thmade oil produced from the Yu. Korchagin field.

Income taxes

In the nine months of 2010, our total income taypense increased by $107 million, or by 6.9%,
compared to the nine months of 2009. Income beifloceme tax increased by $1,620 million, or by
23.2%.

In the nine months of 2010, our effective income tate was 19.3%, compared to 22.3% in the nine
months of 2009, while the maximum statutory ratetfi@ Russian Federation is 20%. Relatively lovelev
of the effective income tax rate in the nine mor@h2009 was attributable mostly to a $438 milliwon-
taxable gain related to successful settlementanirporate dispute between a Group company and &2CNP
group company regarding Turgai Petroleum.

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

9 months of
2010 2009
(millions of US dollars)
Net income attributable to OAO LUKOIL .......ccooovieiiiiiiieiieeeeeeeeeen, 6,820 5,285
Add back:
INCOME 1aX EXPENSE ...t iiii i ettt 1066 1,553
Depreciation and amortization ...............occceeeeeiiiiiiiieeeeee e 3,114 3100
INTEIESE EXPENSE ..ttt eeemee e e e e e e e eeeas 3% 503
Interest and dividend iINCOME ...........ooiiiiemmemeee e (144) (105)
EBITDA ..ot 11,985 10,237

EBITDA is a non-US GAAP financial measure, EBITD#& defined as net income before interest, taxes
and depreciation and amortization. The Companyetet that EBITDA provides useful information to
investors because it is an indicator of the stiermgid performance of our business operations, divoju
our ability to finance capital expenditures, acdiges and other investments and our ability toumand
service debt. While depreciation and amortizatiom eonsidered as operating costs under US GAAP,
these expenses primarily represent the non-caskrtuoeriod allocation of costs associated withgton
lived assets acquired or constructed in prior pisrid he EBITDA calculation is commonly used as sida
for some investors, analysts and credit rating eigsnto evaluate and compare the periodic and dutur
operating performance and value of companies withénoil and gas industry. EBITDA should not be
considered in isolation as an alternative to nebiime, operating income or any other measure of
performance under US GAAP, EBITDA does not inclade need to replace our capital equipment over
time.
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Three months ended September 30, 2010, compared tbree months ended
September 30, 2009

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

39 quarter of
2010 2009
(millions of US dollars)

Revenues
Sales (including excise and export tariffS) .....ccc.....eeveiiiiiiiiii e, 26,517 21,941

Costs and other deductions

OPEratiNng EXPENSES ...ceiiieeiiiitiieieeeeeeaaaamme e e e e e e aatteeeeeaaeaaaaannebeeeeaaeeaaaannnees (2,192) (2,907)
Cost of purchased crude oil, gas and products (298) (8,203)
Transportation eXPENSES ........cevveeeeeiviieereeenenenes (1,389) (1,238)
Selling, general and administrative eXPeNSES...........ueieeieeaiiiiiiiieieeaeee e 0® (878)
Depreciation, depletion and amortization ... .. ...eeeeeeeeeer e 1,@54) (998)
Taxes other than income taxes................. (2,173) (1,976)
Excise and export tariffS ............oooii oo (4,732) (3,769)
EXPIOration @XPENSE....cccoii ittt e e ea s (29) (119)
Gain on disposals and impairments Of ASSEtS . eeeeeiiiiirriiirieeeeesiiieieene. 19 3
Income from operating aCtiVIiti®S ............ccumumrrrriiieee e e e 3,167 2,856
INEEIEST EXPENSE ...t et e et e e e e e e e e eeaeas (162) (169)
Interest and dividend INCOME ..........c.oitimmmmeeee et 46 40
Equity share in income of affiliates ... 99 88
Currency translation [0SS ..............cccuuvieeee. (59) (213)
Other non-operating income (expense) 0B (24)
Income before INCOME TAXES ......cuvviiiiiiiiie e 3,391 2,578
CUIMENT INCOME TAXES .. .uvvviiiiiieeeeeeee s i e e e e e e e e eenbbtaaeaeaeaesssenabeneeeeeessaanns (538) (593)
Deferred income taxes............cceeeuveee (26) 73
Total income tax expense (564) (520)
NETINCOIME ...ttt e e s sbree e 2,827 2,058
Less: net income attributable to noncontrollin@mests. ..., 9) (2)
Net income attributable to0 OAO LUKOIL..........coimiiiiiiiiiiieiiieee e 2,818 2,056
Basic and diluted earning per share of common sittckutable to

OAO LUKOIL (in US dOlIArS) .......ceeeiiieresiicenc e eeeieeeeaiieeeeeeeeeeesneeeesseeeeeennees 3.46 2.43

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

Sales breakdown

39 quarter of
2010 2009
(millions of US dollars)

Crude oil
Export and sales on international markets other Gi& 6,453 4,924
Export and sales to CIS..........covveiiiiiiscemeeeeee e 210 408
DOMESEIC SAIES ... e 225 429
6,888 5,761
Refined products
Export and sales on international markets
Wholesale 12,487 9,997
RETAIL ... e 2,498 2,506
Domestic sales
VA 1] (ST Y= 1T 1,463 1,047
=7 1 RO SURRPPRRP 1,508 1,232
17,956 14,782
Petrochemicals
Export and sales on international Markets ... ..eieeeeeieeeeeeeesiciiiieeeeeenn 128 158
DOMESHIC SAIES ...ttt et e e e e e e e e e e e snrae e e 170 162
298 320
Gas and gas products
Export and sales on international Markets ... .eeieeeeiieeeeeeeeisciiiieeeeeenn 492 298
DOMESHIC SAIES ...t e et e e e e e e e e e e e e e snnraeam e 202 148
694 446
Sales of energy and related SErVICES.......cceuriiiiiiieiiiea e 295 229
Other
Sales on international markets 218 254
Domestic sales 168 149
386 403
TOMAI SAIES .. a e e e e aaaaan 26,517 21,941

Sales volumes

39 quarter of
2010 2009

Crude oil (thousands of barrels)
Export and sales on international markets other @& ................ccceeeeenneee. 85,394 72,553
EXport and SaleS t0 CIS........ooiiii e e 5,101 8,891
DOMESHIC SAIES ...t ettt e et e e e e e e e e sneeeam e 6,223 13,231

96,718 94,675

Crude oil (thousands of tonnes)
Export and sales on international markets other Gi& 11,650 9,898
Export and sales to CIS..........cooveiiiiiivceeemeee e 696 1,213
[B10]1 4 1STS ([0 Y= | [T 849 1,805

13,195 12,916

Refined products
Export and sales on international markets

(thousands of tonnes)

Wholesale 20,554 18,517

RETAI....ee e e e e e e e e 1,908 2,051
Domestic sales

WHOIESAIE.....eeiiiiee et 3,033 2,462

RETAIL ...t 1,895 1,716

27,390 24,746

Total sales volume of crude oil and refined products..................ccccvvvveeennens, 40,585 37,662
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Realized average sales prices
39 quarter of

2010 2009
($/barrel) ($/tonne) ($/barrel)  ($/tonne)
Average realized price international
Oil (excluding CIS) ......coovvviiiieiriiiiimmene e 75.57 553.91 67.87 497.46
Ol (CIS) it 41.21 302.08 4591 336.49
Refined products
Wholesale ..., 607.56 539.86
Retall......cooviiiiieiiic e 1,309.77 1,222.21
Average realized price within Russia
Ol 36.11 264.68 32.46 237.92
Refined products
Wholesale ........cccocvviiiiiiiiiiree e, 481.69 425.28
Retall........coooviviiiiiiiiiieeee 796.48 718.16

During the third quarter of 2010, our revenueseased by $4,576 million, or by 20.9%, comparedo t
same period of 2009. Our revenues from crude ddssimcreased by $1,127 million, or by 19.6%. Our
revenues from sales of refined products increagedi3l 74 million, or by 21.5%. The increase in sale
revenue was a result of an increase in hydrocapbimes and volumes, compared to the third quarter o
2009. Moreover, the appreciation of the ruble agjatine US dollar also increased the US dollar value
our sales revenue denominated in Russian rubles.

Sales of crude oil

Our total crude oil sales revenues increased b§% ue to growth of crude oil prices. Sales volumes
were 2.2% higher, compared to the respective perid@D09. The increase of international sales velsim
resulted from a decrease of crude oil stock intttkel quarter of 2010, whereas in the third quader
2009 crude oil stock increased. The decreasele$ s@lumes in Russia is explained by relativelghhi
sale volumes in the third quarter of 2009 when wahied our domestic sales in order to benefit from
current market conditions.

Sales of refined products

In the third quarter of 2010, our revenue from thieolesale of refined products outside of Russia
increased by $2,490 million, or by 24.9%, compatedthe same period of 2009, primarily due to
increased sales volumes and prices. The volumesased by 11.0% as a result of a commencement of
crude oil refining at TRN, an increase in outpubat refineries in Bulgaria and Ukraine and inceghs
trading activities. The sales prices increasedh$%.

In the third quarter of 2010, our revenue from fingional retail sales remained on the level ofttiiel
quarter of 2009. Average retail prices increased/[2¢6. However, sales volumes decreased by 7.0%
mainly due to restructuring of our retail netwonkthe USA.

In the third quarter of 2010, our revenue from Welesale of refined products on the domestic ntarke
increased by $416 million, or by 39.7%, compareth®third quarter of 2009, due to an increasén t
average realized price by 13.3% and in sales vadumyes71 thousand tonnes, or by 23.2%, as a result
lower volumes of refined products export from Rasaid increased production of domestic refineries.

In the third quarter of 2010, our revenue from itetales in Russia increased by $276 million, or by
22.4%, compared to the third quarter of 2009, duantincrease both in volumes, being a result gifidr
average daily sales per petrol station, and arease in prices. In the third quarter of 2010, etail sales
revenue was 50.8% of total refined products salé&ussia (in the third quarter of 2009 — 54.1%).

Sales of petrochemical products

In the third quarter of 2010, our revenue from salé petrochemical products decreased by $22 millio
or by 6.9%, compared to the third quarter of 2008s resulted from a decrease in sales volumegaue
lower level of trading activities that outweighdub teffect of price growth.
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Sales of gas and gas products

In the third quarter of 2010, sales of gas andrgfised products increased by $248 million, or ByG8%,
compared to the third quarter of 2009. Gas prodsatess revenue increased by $94 million, or by %0.9
as a result of increase in sales prices and volurRegail gas product revenue increased up to
$138 million, or by 11.7%, due to price growth. &ktevenue represented 37.9% and 44.8% of our tota
gas product revenue in the third quarters of 201D2009, respectively.

Natural gas sales revenue amounted to $282 millian increase of 108.9%, compared to the samedperio
of 2009. Our domestic natural gas sales revenusfisigntly increasedas a result of increased gas
production. Natural gas sales revenue outside esiauncreased in the third quarter of 2010 asaltref

a revision of sale prices related to the Shakh-Déaeid for 2008-2010 which led to additional reuenof
$101 million.

In the third quarter of 2010, we sold 1,962 millicubic meters of natural gas to Gazprom (1,258anill
cubic meters in the third quarter of 2009). Therage realized price increased by 1.7% to $34.55 per
1,000 cubic meters.

Sales of energy and related services

In the third quarter of 2010, our revenue from salé electricity, heat and related services inadasy
$66 million, or by 28.8%, as a result of expansiérour power generation and distribution segmehe T
ruble appreciation also contributed to an incredgéis revenue. Substantially we sell energy asidted
services domestically. International sales ardively insignificant.

Operating expenses

Operating expenses include the following:

39 quarter of
2010 2009
(millions of US dollars)

Hydrocarbon extracCtion EXPENSES .........ee i crccceeeiieieaae e e ee e e e e e e eeeneeeeeeeeeaeaas 804 722
OWN TefiNING EXPENSES .....iiiiiiiiiiiiiie e s cmmmmmme et e e e e e st e e e e e s e e st e e e e e e e s snrbrraeeeas 263 235
Refining expenses at third party and affiliatedmefies ..o e, 183 165
Expenses for crude oil transportation to refineries..........cccccooviiiiiiienie, 261 244
Power generation and distribution EXPENSES ........ccccuvviiieiieeeeeiiiiireer e 159 113
Petrochemical expenses ............cccceeee v 58 36
Other operating expenses 403 365
2,131 1,880

Change in operating expenses in crude oil and mfomeducts inventory originating
WIthIN the GIOUEY ... 61 27
Total OPErating EXPENSES .ccciueeivieiieee e eeee ettt e e e e eeeee et eeeeeaeaeaseeeeereeeaaasaainneres 2,192 1,907

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

Compared to the third quarter of 2009, our opegatixpenses increased by $285 million, or by 14 8856,
a result of general increase in operating expeims&iissia due to the ruble appreciation againstufe
dollar, increase in hydrocarbon extraction expeasespower generation and distribution expenses.

Hydrocarbon extraction expenses

In the third quarter of 2010, our extraction exgngcreased by $82 million, or by 11.4%, compaced
the third quarter of 2009. The increase was maintgsult of the real ruble appreciation againstUise
dollar, increased expenses for power supply, aidifistimulation of reservoirs, labor costs, and an
increase in other expenses. Our average hydrocarkioaction cost increased from $3.67 to $4.08 per
BOE, or by 11.1%, compared to the third quarte2@i9.

Own refining expenses

In the third quarter of 2010, our own refining erpes increased by $28 million, or by 11.9%, congbare
to the third quarter of 2009.

Refining expenses at our domestic refineries irsgaady 8.0%, or by $14 million, mainly as a resdilt
the real ruble appreciation against the US dollacreased expenses for power supply and higher
consumption of additives.
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Refining expenses at our international refinerieeased by 23.3%, or by $14 million, as a resfilt o
increased production in the third quarter of 2010.

Refining expenses at third party and affiliatedrrefies

As opposed to 2009, we did not process crude oihod party refineries in Russia and Belarus ie th
third quarter of 2010. However, we commenced croitleefining at TRN that compensated decrease in
processing volumes at third party refineries. la tthird quarter of 2010, we also started crudeedihing

at third party refinery in Kazakhstan, though pssesl volumes and associated cost were not sigmifica

As a result of commencement of crude oil refinihnd BN refining expenses at third party and afféit
refineries increased by 10.9%, compared to the dnirarter of 2009.

Petrochemical expenses

In the third quarter of 2010, operating expensesusfpetrochemical plants increased by $22 millimn,
by 61.1%, compared to the third quarter of 200@ assult of increased cost of raw materials anderub
appreciation to the US dollar.

In the fourth quarter of 2010, we commenced prddndn our petrochemical plant Karpatnaftochim Ltd.
in Ukraine after modernization and constructioraathlorine and caustic production line. Some ojpegat
expenses related to undertaken pre-start works rgeognized in the third quarter of 2010.

Expenses for crude oil transportation to refineries

Expenses for crude oil transportation to refineneseased in the third quarter of 2010 by $17iamill or
by 7.0%, compared to the third quarter of 2009, wuan increase in transportation tariff rates aad
result of the real ruble appreciation in Russia (Seansportation expenses below). Besides, expdoises
crude oil transportation to refineries in the thipgarter of 2010 included expenses for supplyingcoude
oil to TRN.

Power generation and distribution expenses

Power generation and distribution expenses inciebg&46 million, or by 40.7%, reflecting expansimin
our power generation business emphasized by theutda appreciation in Russia.

Other operating expenses

In the third quarter of 2010, our other operatingpenses increased by $38 million, or by 10.4%,
compared to the third quarter of 2009.

Cost of purchased crude oil, gas and products

Cost of purchased crude oil, gas and products asew by $2,695 million in the third quarter of 20a0
by 32.9%, compared to the same period of 2009, tduen increase in crude oil and refined products
prices and increase in volumes of purchased refimeducts.

Cost of purchased crude oil, gas and productsdesldhe result of hedging of international crudeand
refined products sales. In the third quarter of ®0de recognized a $187 million loss from hedging,
compared to a $17 million gain in the third qua&2009.

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

Transportation expenses

In the third quarter of 2010, our transportatiorpenses increased by $151 million, or by 12.2%,
compared to the third quarter of 2009. This wamaprily due to an increase in volumes of crude od a
products transported outside of Russia and an aseran ruble denominated pipeline and railway
transportation tariffs in Russia, which was emphregiby the ruble appreciation.
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Selling, general and administrative expenses

Despite the adverse effect of ruble appreciatiam,selling, general and administrative expensesndid
change significantly. The increase to the thirdrtgraof 2009 amounted to $24 million, or 2.7%, avab
largely due to higher expenses for personnel cosgiam.

Depreciation, depletion and amortization

Our depreciation, depletion and amortization expsriscreased by $56 million, or by 5.6%, compaced t
the third quarter of 2009.

Interest expense

In the third quarter of 2010, interest expense eksd by $7 million, or by 4.1% compared to respect
period of the previous year.

Equity share in income of affiliates

Compared to the third quarter of 2009, our sharmdéome of affiliates increased by $11 million, oy
12.5%. This was primarily due to the changes iiliatis structure.

Other non-operating income

In the third quarter of 2010, other non-operatimgpime included a $438 million gain related to sestd
settlement of a corporate dispute between a Groopany and a CNPC group company regarding Turgai
Petroleum and a $111 million expense related tawipians accrued in respect of claims to the Group
companies by FAS of Russia.

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

In Russia

Mineral EXIraCtioN TAXES.........ciivuieeeit ceme et e e et eea e e e e et e e eenaas 1,888 1,704
Social security taxes and contributions .......ccceeoooiiiiiiiiiiee e 83 76
Property taX......ccccvevvvvvvvvevennnnnnn 121 114
Other taxes .......ccoevevvvveeeennneenn. 11 25
TOtAl IN RUSSIA...ceiiiiiiee ittt 2,103 1,919
International

Mineral eXtraCtion taXES .. ..cceeeeeiiieie e e s e e ee e e 19 16
Social security taxes and contributions .......cccccoooiiiiiiiiiiiee e 27 17
PIOPEITY 18X . 1etiieviieieiiiiiiiiriiiesiscses e e e e eeeeaeeeeeeeeeeseeeseeesessssssenenrnrnnnes 13 9
(O] 01T g = 3 (= PSR 11 15
Total internatioNally ............eeeeiiieiiiiiii e 70 57
TOMAD et 2,173 1,976

In the third quarter of 2010, taxes other than ineotaxes increased by 10.0%, or by $197 million,
compared to the third quarter of 2009, mainly due increase in mineral extraction taxes in Russia
This is explained by an increase in the tax ratlviong the increase of international crude oiloas.
Application of zero tax rate for crude oil producedTiman-Pechora and decreased rate for depleted
oilfields led to approximately $332 million tax nmgxtion (in the third quarter of 2009 — about
$280 million).
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Excise and export tariffs

39 quarter of
2010 2009
(millions of US dollars)

In Russia

Excise tax on refined ProduUCES .............. e e eeeeeiiiieieee e @5 207
Crude oil eXport tariffS.........ccccooiiiiiiiireeii e 2,533 1,898
Refined products export tariffS.............oeeeeeeee et 82 696
TOtAl IN RUSSIA....ceiiiviiiiiiciiic e 3,711 2,801
International

Excise tax and sales taxes on refined products. 990 923
Crude oil export tariffs..........cccoooiiiiiicceiiieen 31 24
Refined products export tariffS............ooiceeeeeee i - 21
Total iINternatioNally .............eoiiiiiiiie e 1,021 968
TOTA Lottt e e 4,732 3,769

In spite of a decrease in crude oil and refineddpets export volumes, export tariffs increased by
$853 million, or by 32.3%, compared to the thirdagar of 2009, due to an increase in tariff rates i
Russia as a result of international crude oil grigeowth. The increase in excises in Russia wadaltiee
ruble appreciation, increase of excise rate anease in sales volumes.

Starting from the end of 2009, for crude oil proeld@t certain fields in Eastern Siberia a reducgubm
duty rate was set. Currently this benefit does apily to crude oil production at our new oilfielas
Caspian Sea and the Nenetsky Autonomous Distriet.e®pect that starting from December, 2010 the
Group will apply reduced export duty rate for tmade oil produced from the Yu. Korchagin field.

Income taxes

In the third quarter of 2010, our total income &xpense increased by $44 million, or by 8.5%, corgha
to the third quarter of 2009. Income before incdeeincreased by $813 million, or by 31.5%.

In the third quarter of 2010, our effective incotag rate was 16.6%, compared to 20.2% in the third
quarter of 2009. Maximum statutory rate for the $tas Federation is 20%. Relatively low level of the
effective income tax rate in the nine months of20@&s attributable mostly to a $438 million nonahbe

gain related to successful settlement of a corpatepute between a Group company and a CNPC group
company regarding Turgai Petroleum, and effectusfency translation differences taxable accordng t
Russian legislation.

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

39 quarter of

2010 2009
(millions of US dollars)

Net income attributable to OAO LUKOIL .......ccooovieiiiiiieiieeeeeeeeen, 2,818 2,056
Add back:

INCOME 1AX EXPENSE ...t ii i ieee et 564 520

Depreciation and amortization ...............occcceeeiiiiiiiieeee e 1,054 998

INTEIESE EXPENSE ...evvvviiiiiiiiiiiiiiiiiieereree bbb e e e e e e e eeeeas 621 169

Interest and dividend iINCOME ...........cooiiiemmemeeee e (46) (40)
EBITDA ..ot e s 4,552 3,703
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Liquidity and capital resources

9 months of
2010 2009
(millions of US dollars)
Net cash provided by operating actiVities ... .coccvvrrieiieeeiiiiiiiiiee e 11,632 6,073
Net cash used in investing activities (4,625) (6,367)
Net cash used in financing actiVitieS ........ccceeecveeeeiiiiiiiiiiiiiiee e, (6,158) (468)

Operating activities

Our primary source of cash flow is funds generditech our operations. During the nine months of 2010
cash generated by operating activities was $11n6i8dn, which is nearly twice as much as in thensa
period of 2009, mainly due to a decrease in worlkdagital by $1,023 million, compared to January 1,
2010 (as opposed to the nine months of 2009, whenvorking capital increased by $2,255 million).
Besides, our cash provided by operating activitias impacted by increase in revenue

The decrease of working capital was mainly caused b

a $440 million net decrease in tax accounts rebétya

a $628 million net decrease in VAT accounts redd&a

a $112 million net decrease in trade accountsvab# and payable.
a $151 million net decrease in other assets ahdities

At the same time, the effect from the above mesetibiactors was partly offset by an increase inritwey
of $308 million.

Investing activities

The decrease in cash used in investing activigeslted from a decrease in payments for acquisitinpn
$1,975 million.

In the nine months of 2009, we paid the remainimpant of $1,066 million for the acquisition of a%9
stake in the ISAB refinery complex, approximateB0® million within the acquisition of 45% interast
the TRN refinery, and settled a $150 million liglilwithin the acquisition of Akpet. Other acquisits
refer to advances for downstream assets in Russia.

Financing activities

In the nine months of 2010, net movements of steortr and long-term debt generated an outflow of
$657 million, compared to an inflow of $582 milliamthe nine months of 2009.

In August 2010, we raised a $1.5 billion loan faagifrom a group of banks. The facility was patiial
prepaid in November 2010 in amount of $1.0 billion.

In August 2010, we purchased approximately 7.599%uo shares at $53.25 per share for approximately
$3.44 billion from ConocoPhillips.

As a part of Company’s shares purchase option ff@omocoPhillips, in September 2010 a Group
company purchased a series of equity-linked notesamgeable for 17,500,000 LUKOIL ADRs issued by
UniCredit Bank AG for approximately $980 million.

In November 2010, we completed the issuance ofa-tdanche offering of 6.125% notes due 2020 in
aggregate principal amount of $1 billion. The notese issued in two tranches at the same time @md f
part of the same series. $800 million of the netese issued at a price of 99.081% of their faceieal
resulting in a yield to maturity of 6.25%, and $2@0lion of the notes were issued at a price of.48%

of their face value, resulting in a yield to matyiof 5.80%.

In June 2009, we completed offering of three sesfestock exchange bonds on MICEX, altogether worth
15 billion rubles. Coupon rate for each of the ésswas set at 13.5%. The bonds had maturity pefiod
364 days and were repaid in June 2010.

In February 2009, we received short-term loans5ff0$million and 17 billion rubles from Sberbank to
finance our working capital. Also, in the first gqtex of 2009, we received a long-term loan of
€1,000 million from Gazprombank. All these loangeveepaid in 2009.
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Analysis of capital expenditures

9 months of & quarter of
2010 2009 2010 2009

(millions of US dollars)

Capital expenditure<?
Exploration and production

RUSSIB. ..ec ittt 2,712 2,939 874 1,040
INEEINALIONA ...t e 762 529 210 187
Total exploration and production .............ceeeeeveeeiiceiiiiciiiiiieeeeen 3,474 3,468 1,084 1,227

Refining, marketing and distribution

Russia.......ccoeevnnee. 617 558 238 215

International 226 345 73 81
Total refining, marketing and distribution................ccccviieeeenen. 843 903 311 296
Chemicals

RUSSIB...ee ittt 17 9 5 3

INEEINALIONAL ......evviiiiiiiii e e e e e e e eaaeaeas 42 80 11 25
Total ChEMICAIS ....uvvieiiicicce e 59 89 16 28
Power generation and distribution...........co.eee e o cecviiveereeeeeennn 298 177 98 66
(13 T PR 45 46 20 26
Total capital eXPENItUIES ....cccei i ee e e e e s esiivivreaaeaaeas 4,719 4,683 1,529 1,643
Acquisitions of subsidiaries®
Exploration and production

RUSSIB. ..ec ittt 3 - - -

g1 C=T g = LT = | U - - - -
Total exploration and production .............cceeeeieeeiiceiiicciiieiieeeeen 3 - - -
Refining, marketing and distribution

RUSSIB. ..ee ittt 50 210 - 2

INEEINALIONA ...t e 3 1,820 3 256
Total refining, marketing and distribution... 53 2,030 3 258
Power generation and diStribution...........ce.ceeeemecieieeeeeeeeenn. - 10 - -
Less cash acquired .........cceeeevieeiiiiiiiiieee e - 9) - -
Total ACUISIEIONS ...eeceiiiiiiiiiiiee et a e 56 2,031 3 258

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

During the nine months of 2010, our capital expemds, including non-cash transactions, remained on
the level of the respective period of the previgesr. Our capital expenditures in exploration and

production also did no change, compared to theemis@ period of 2009. The decrease in capital

expenditures in exploration and production segnmemtew regions was compensated by the increase in
such capital expenditures in European Russia anohdb Our capital expenditures in Iraq for the nine

months of 2010 included payment of $112 million menoverable signature bonus for entering West
Qurnah-2 project.

Capital expenses of our power generation and bligtan entities related to fulfilment of their iastment
program.

The table below shows our exploration and produactiapital expenditures in promising new production
regions. In April 2010, we started commercial pretéhn on the Yu. Korchagin field in the Caspian Sea
Maximum annual production from this field is expetto be 2.5 million tonnes of oil and gas condensa
and 1.0 billion cubic meters of gas.

9 months of 39 quarter of
2010 2009 2010 2009
(millions of US dollars)
185 307 56 74
126 106 35 24
252 438 87 230
563 851 178 328

@ Russian and international projects.
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