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

The following report contains a discussion and ysialof the financial condition of PJISC LUKOIL a6 o
September 30, 2015 and the results of its opemation the three and nine month periods ended
September 30, 2015 and 2014, as well as signifitaotbrs that may affect its future performance. It
should be read in conjunction with our interim URA consolidated financial statements and notes
thereto.

References to “LUKOIL,” “the Company,” “the Groupive” or “us” are references to PJSC LUKOIL
and its subsidiaries and equity affiliates. Allldolamounts are in millions of US dollars, unletseowise
indicated. Tonnes of crude oil and natural gasidisiproduced are translated into barrels using ecmn
rates characterizing the density of crude oil freach of our oilfields and actual density of liquids
produced at our gas processing plants. Tonnes wfecoil purchased as well as other operational
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 — at the raté tfousand 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

3 quarter of Change, 9 months of Change,
2015 2014 % 2015 2014 %
(millions of US dollars)
SIS ..o 23,418 39,021 (40.0) 74,712 112,907 (33.8)
Net income attributable to LUKOIL............comeeeeeeiin 623 1,620 (61.5) 2,318 5,742 (59.6)
Adjusted net income attributable to LUKGH ............. 750 1,805 (58.4) 2,769 6,447 (57.0)
EBITDA .o 3,646 57338 (31.7) 10,025 14,770 (32.1)
Adjusted EBITDAY ......coiiieeieeeeee e, 3,773 5523 (31.7) 10,476 15475 (32.3)

Taxes other than income taxes, excise and expdfsta (4,600) (9,246) (50.2) (14,745)26,926) (45.2)

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

BASIC ©.veoevereeeeeeeeeeeeseeeeeeesee s 0.84 215 (61.1) 3.08 7.61 (59.4)
DIUED ..o eeee e esreseeees 084 211 (60.4) 3.07 7.46 (58.8)

Hydrocarbon production by the Group including our
share in equity affiliates (thousands of BQE)......... 218,141 215,746 1.1 647,670 625,486 3.5

Daily hydrocarbon production by the Group including
our share in equity affiliates (thousands of BQE)... 2,371 2,345 1.1 2,372 2,291 3.5
Crude oil and natural gas liquids produced by theu@r

including our share in equity affiliates (thousandls
DAITEIS) eiiiiiiiiiie e 190,072 187,234 1.5 560,081 539,110 3.9

Gas available for sale produced by the Group inctud
our share in equity affiliates (millions of cubieters) 4,769 4,844 (1.5) 14,883 14,677 1.4

Refined products produced by the Group including our
share in equity affiliates (thousands of tonnes)...... 16,507 16,678 (1.0) 45,300 47,772 (5.2)

WAdjusted for loss on disposal of assets and drg koite-offs.

During the nine months of 2015, net income attabig to LUKOIL decreased by $3,424 million, or by
59.6%, while our EBITDA decreased by $4,745 millian by 32.1%, compared to the nine months of
2014. Our net income was significantly affectedabtyvo-fold decrease in the hydrocarbon prices and b
dry hole write-off related to exploration projentRomania in the amount of $371 million and bysslon
disposal of our share in Caspian Investment Ressurtd. in the amount of $80 million. Our net ina@m
for the nine months of 2014 was affected by a msghe expected disposal of assets in the amount of
$358 million and write-offs related to our explaoat projects in West Africa in the total amount of
$347 million.




Business overview

The primary activities of LUKOIL and its subsidiesi are oil exploration, production, refining, mankg
and distribution. The Company is the ultimate paemity of a vertically integrated group of compemn

LUKOIL was established in accordance with Presi@émecree No. 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 No. 861 issued
on September 1, 1995, a further nine enterprises wansferred to the Group during 1995. Since 1995
the Group has carried out a share exchange prograncrease its shareholding in each of 24 founding
subsidiaries to 100%. From formation, the Group égganded substantially through consolidation of
interests, acquisition of new companies and estailent of new businesses. Now LUKOIL is a global
energy company operating through its subsidiarie®li countries on four continents.

In July 2015, the Company changed its legal forrRublic Joint Stock Company (“PJSC") following the
requirements of the amended Russian Civil Code.

LUKOIL is one of the world’s largest energy compasin terms of hydrocarbon reserves that amounted
to 17.6 billion BOE as of January 1, 2015 and cdsegr of 13.6 billion barrels of crude oil and
23.9 trillion cubic feet of gas.

Our operations are divided into four main busireesgments:

= Exploration and Production — which includes our exploration, development anolduction
operations relating to crude oil and gas. Theswities are primarily located within Russia,
with additional activities in Azerbaijan, KazakhstdJzbekistan, the Middle East, North and
West Africa, Norway and Romania.

= Refining, Marketing and Distribution — which includes refining and transport operatjons
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.

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

in the “Domestic crude oil and refined productes’ section on page 9, benchmarking crude oil stark
prices in Russia cannot be determined with cestaifiterefore, the prices set for inter-segment lpases

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

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

Changes in Group structure

On April 15, 2014, a Group company entered intmatract with a Sinopec group company, to sell the
Group’s 50% interest in Caspian Investment Ressutdd., an exploration and production company
operating in Kazakhstan. On June 3, 2015, a Grougpeny made a substitute transaction with a Sinopec
group company for the sale at a price of $1,06Tanil The transaction’s closing was subject to isitg
governmental consents and approvals and was cadpbet August 20, 2015.

In April 2015, in line with the strategy to optimiziownstream portfolio a Group company sold 100% of
interest in LUKOIL Ukraine, a distribution companperating in Ukraine, to AMIC Energy Management
GmbH. Also, in December 2014, Group companies 46l@% of shares in LUKOIL Slovakia s.r.o.,
LUKOIL Hungary Ltd. and LUKOIL Czech Republic s.r.m SlovnaftCeska Republica, Spol. s.r.o. and
Norm Benzink(t Kft at the price of €98 million (aqeimately $123 million).

In March 2015, a Group company closed a transadtioanter a project to develop the Etinde block
offshore the Republic of Cameroon in the Gulf ofii@a. The Etinde project is being executed under th
production sharing agreement. The project partaerd. UKOIL (30% interest), New Age (African Global
Energy) Ltd (30% interest, operator), Bowleven @R@% interest), and state-owned Societe Nationase d
Hydrocarbures of Cameroon (20% interest). The §eeio develop the Etinde area was issued on July 29
2014 and is valid for 20 years.




In December 2014, LUKOIL sold to Rosneft its 20%argh in National oil consortium (“NOC"),
established by Russian oil companies in 2008 wittéwelopment of economic cooperation between
Russia and Venezuela. In 2010, NOC and PDVSA, Mszlan state-owned oil company, established a
joint venture, PetroMiranda, to develop the “Juéirblock in the Orinoko river basin.

West Qurna-2 project

On December 12, 2009, a consortium of a Group cosnpad Statoil won the tender for development of
the West Qurna-2 field in Iraq, one of the largaside oil fields discovered in the world, with estited
recoverable oil reserves of 12.9 billion barrels8(billion tonnes). The service agreement for West
Qurna-2 field development and production was sigonedJanuary 31, 2010 and then ratified by the
Ministry cabinet of the Irag Republic. After Stdtaithdrew from the West Qurna-2 project in May 201
the parties of the project are Irag's state-ownedt!s Oil Company and a consortium of contractors,
consisting of a Group company (75% interest) aad'tr state-owned North Oil Company (25% interest).

The Group launched the “Mishrif Early Oil” stage tre West Qurna-2 field and reached the planned
production of 120 thousand barrels per day in M&@h4. According to the service agreement, costs ar

compensated after this level of production is agteand maintained during any 90 days within a 120-

day period. In June 2014, we met this term and ftbensecond quarter of 2014 started to receive cost
compensation.

Accounting for the cost compensation within the We€airna-2 project in the Group consolidated
statement of comprehensive income is as follows. drade oil sales revenue is recognized afterrtug |
party has approved the actual invoice for the sipgnguarter. The invoice total amount depends oder
oil production volumes and the market prices farder oil during the period. Subsequently, crude oil
purchases are recognized based on actual cruddipihents by the Iraqi party against its debt fostc
compensation. Then this crude oil is either solthial parties or supplied to the Group refineaes the
respective sales revenues are recognized.

In the nine months of 2015, the Group accrued re@drom the West Qurna-2 project in the total anmioun
of $2,423 million, consisting of cost recovery dt,327 million and remuneration fee of $96 million,
compared to the revenue of $2,629 million in theenmonths of 2014. This revenue was classified as
crude oil sales revenue. Attributable amount ob8,%housand tonnes, or 51,843 thousand barrels, of
crude oil was included in Group’s crude oil prodoictfor the nine months of 2015 (3,902 thousand
tonnes, or 26,761 thousand barrels in the nine hsoaf 2014) that represented approximately 52% of
total production from the field (58% in the nine mios of 2014). In the nine months of 2015, we neaxdi
7,009 thousand tonnes of crude oil from the Iraagtypas a debt settlement within the cost compéansat
This crude oil at cost of $2,267 million was recizgad in Cost of purchased crude oil, gas and products
Subsequently, we sold this crude oil to third padgtomers or delivered to our refineries. Durimg tine
months of 2015, the cost compensation increase@ibaep’s EBITDA by $1,779 million ($2,264 million

in the nine months of 2014).

The project’s target production level is 1.2 miflibarrels per day and the total term of the contiac
25 years.

The Group is exposed to political, economic andallegsks due to its operations in Irag. Management
monitors the risks associated with the projectian and believes that there is no adverse effedhe
Group’s financial position that can be reasonabtingated at present.

Sectorial sanctions against the Russian companies

In July-September 2014, the United States (“USHg European Union (“EU”) and other countries
imposed a number of sectorial sanctions on Rugsidities, including LUKOIL. These sanctions prohibi
the US and the EU companies and individuals froenpitovision of goods, services or technology (ekcep
for financial services to LUKOIL) that can be usmdthe territory of the Russian Federation in destpw
exploration and production of crude oil, exploratiand production of crude oil in Arctic offshoredan
shale projects. The Company considers these sanditioits activities, continuously monitors thendan
analyses the effect of the sanctions on the Comgpdimancial position and results of operations.

Transition to IFRS

In line with the requirements of the Russian legish, the Group’s consolidated financial stateradot
2015 will be prepared in accordance with Intermalo Financial Reporting Standards (“IFRS").
Presentation currency of our IFRS financial statesvill be Russian ruble.




Operational highlights

Hydrocarbon production

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

39 quarter of 9 months of
2015 2014 2015 2014
Crude oil and natural gas liquids productiorf? (thousand BOE per day)
Consolidated subsidiaries
Western Siberia......cccccovvvieiiiiiiiceeee s 901 966 923 972
Timan-Pechora..............ccoo oo 340 319 335 312
Ural region ........ccccevecueveeenen. 317 308 316 308
Volga region 136 136 139 135
Other in Russia.........cccceeeneeee. 38 38 37 38
Total in RUSSIA.......covieiiiieeiiiee e 1,732 1,767 1,750 1,765
120 235 158 190 98
Other outside RUSSIa...........cceeeeiiirieenne. 47 56 57 60
Total outside RuSSIa...............ccoeevivs e 282 214 247 158
Total consolidated subsidiaries............cccceceevunneee. 2,014 1,981 1,997 1,923
Our share in equity affiliates
INRUSSIA ...cveiiiiiiiee e 16 13 15 10
OUtSIde RUSSIA......eveveiiiiiiieiiiieee e 36 41 39 42
Total share in equity affiliates..............ccomerueenee 52 54 54 52
Total crude oil and natural gas liquids.................... 2,066 2,035 2,051 1,975
Natural gas production available for sal&
Consolidated subsidiaries
Western Siberia 169 183 174 185
Timan-Pechora 13 14 12 14
Ural region ........cccceeveevvvneennn. 15 15 20 17
Volga region........ 6 7 6 6
Total in RusSia.....ccccoeeeeiiiieeeennnne 203 219 212 222
Total outside RuSSIa...............ccoeeeivs e 94 82 100 85
Total consolidated subsidiaries.............ccccccovunuee. 297 301 312 307
Share in equity affiliates
IN RUSSIA ...ccevviveiiieieiiiiiiiveeeee e, 1 1 1 1
outside RUSSIA........ccoeeeeeviiiiiiiiieeeeeeceeeeeeee, 7 8 8 8
Total share in production of equity affiliates......... 8 9 9 9
Total natural gas available for sale......................... 305 310 321 316
Total daily hydrocarbon production ....................... 2,371 2,345 2,372 2,291
(US dollar per BOE)
Hydrocarbon extraction expenses 4.12 6.12 4.37 5.84
- INRUSSIA ...ceveeeeeiiie e 3.51 5.56 3.57 5.49
- OULSIdE RUSSIA ..oovvvveeeiiiiic e 7.15 9.80 8.78 8.69
(millions of US dollars)
Hydrocarbon extraction eXpenses...........ccccvvveeeen.. 883 1,288 2,767 3,558
SN RUSSIA o e 627 1,013 1,910 2,970
- outside RUSSIa.........cccevuveeenn. 256 275 857 588
Exploration expenses 164 207 552 476
- INRUSSIA ..o 18 21 103 144
- OULSIAE RUSSIA ..ovvvveeeiiieiee e 146 186 449 332
Mineral extraction tax ...........cccceeeeeeiiiimcseeeeeeeeeies 2,034 3,200 6,319 9,369
SN RUSSIA .ot e 2,031 3,187 6,307 9,323
- OULSIAE RUSSIB........eeeeiiiiiiciiiiae e 3 13 12 46

@ Natural gas liquids produced at the Group gas psieg plants.
@ Compensation oil that represented approximateBé 5 production from the West Qurna-2 field in thime

months of 2015 and 58% in the nine months of 2014.

® Including petroleum gas sold to third parties.




We undertake exploration for, and production afider oil and natural gas in Russia and internatipnial
Russia, our major oil producing subsidiaries are KOWL-Western Siberia, LUKOIL-Komi and
LUKOIL-PERM. Currently, the Group is restructurintg international upstream segment that includes
stakes in PSA's and other projects in Kazakhsta®rifaijan, Uzbekistan, Romania, Iraq, Saudi Arabia,
Egypt, Ghana, Cote d’lvoire, Norway, Cameroon angkNa.

Crude oil production. In the nine months of 2015, we produced (includimgCompany’s share in equity
affiliates) 75.3 million tonnes, or 550.5 milliomtvels, of crude oil.

The following table represents our crude oil prd@rcin the nine months of 2015 and 2014 by major
regions.
Change to 2014

9 months Change in Organic 9 months
(thousands of tonnes) of 2015 Total, %  structure change  of 2014
Western Siberia........ccceeeveiiiiiiiiiceeeec e 33,42¢ (4.9) - (1,705) 35,13¢
Timan-Pechora........cccoooiviiiiiii e, 12,64¢ 7.6 — 896 11,73
Ural region .......ovvveieeec e 11,21 3.2 - 351 10,86+
VOIga regioN ....ccoveiiiiiiiieee e e e e e e e e e 5,057 2.6 - 126 4,931
Other in RUSSIA.......uuiiiiiiiiiiiiee e 1,42¢ (0.4) - (6) 1,431
Crude oil produced in RUSSIa ................commmnrn 63,774 (0.5) - (338) 64,11:
2o SRR 7,558 93.7 - 3,656 3,90:
Other outside of RuSSIia...........c.vvvvevis e ee e 2,047 (5.1) (94) (15) 2,15¢
Crude oil produced internationally...................... 9,605 58.6 (94) 3,641 6,05¢
Total crude oil produced by consolidated
SUDSIdIANES ... 73,379 4.6 (94) 3,303 70,17(
Our share in crude oil produced by equity
affiliates:
INRUSSIA ..eooiiieec e 536 50.6 - 180 35€
0OUtSIdE RUSSIA ..eeveiieeiiiiiiiiiiieee e, 1,360 (6.3) - (92) 1,452
Total crude oil produced ...........ccccvvvvvvviccanne... 75,275 4.6 (94) 3,391 71,97¢

@ Compensation oil that represented approximateBt 5 production from the West Qurna-2 field in thime
months of 2015 and 58% in the nine months of 2014.

The main oil producing region for the Company issféen Siberia where we produced 45.6% of our
crude oil in the nine months of 2015 (50.1% inniee months of 2014).

Crude oil production in Western Siberia continuedlécline due to natural depletion of reservesand
increase in water cut. Nevertheless, this was cosgied for by the development of greenfields and
successful employment of new technologies.

The increase in our international production relate the West Qurna-2 oilfield in Irag where we
commenced commercial production in the second quartft 2014 (for details see p. 3). The structural
decrease in production elsewhere outside Russémsréd the sale of our share in Caspian Investment
Resources Ltd. in August 2015.

The increase in our share in crude oil produced eluity affiliates in Russia was due to the
commencement of production at the Trebs and Titthelds by Bashneft-Polus, where the Group holds a
25.1% interest.

In addition to our production, we purchase crudémoRussia and on international markets. In Ryss&a
primarily purchase crude oil from affiliated prodtug 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 internatiomefineries or for processing at third party refies.




39 quarter of

2015 2014
(thousand (thousand (thousand (thousan
of barrels) of tonnes) of barrels) of tonnes)
Purchases in RUSSIA.........ccuuuiiivenn e e 3,540 483 1,231 168
Purchases for trading internationally................ 24,240 3,307 27,994 3,819
Purchases for refining internationally................. 27,620 3,768 30,156 4,114
The West Qurna-2 compensation crude.oil...... 16,419 2,240 6,274 856
Total crude oil purchased...........cc...ccceveeeeeen... 71,819 9,798 65,655 8,957
9 months of
2015 2014
(thousand (thousand (thousand (thousan
of barrels) of tonnes) of barrels) of tonnes)
Purchases in RUSSIA..........ccuuiiveni e 10,394 1,418 4,493 613
Purchases for trading internationally................. 103,001 14,052 84,193 11,486
Purchases for refining internationally................. 65,567 8,945 68,653 9,366
The West Qurna-2 compensation crude.oil...... 51,376 7,009 6,274 856
Total crude oil purchased..............c..ccvvveeeennn.... 230,338 31,424 163,613 22,321

A significant part of our crude oil purchases is fefining. Compared to the nine months of 2014, ou
purchases for refining at international refinergecreased by 4.5%. The volume of our purchases for
trading increased by 22.3%. Moreover, in the nirentins of 2015, the Group received 7,009 thousand
tonnes of compensation crude oil from Irag’'s stateed South Oil Company as cost compensation
within the West Qurna-2 project (in the nine monih2014, the Group received 856 thousand tonnes).

Production of gas and natural gas liquidsDuring the nine months of 2015, we produced 14;888on
cubic meters (87.6 million BOE) of gas available $ale (including our share in equity affiliateg)at is
1.4% more than in the nine months of 2014.

Our major gas production field is the Nakhodkinskietl, where we produced 5,598 million cubic mster

of natural gas in the nine months of 2015 (6,15Miani cubic meters in the nine months of 2014). Our
international gas production increased by 15.8%mpared to the nine months of 2014, largely resgltin

from the increase in production in Uzbekistan azériaijan.

In the nine months of 2015, the output of natuea fiquids at the Group gas processing plants istévie
Siberia, Ural and Volgograd regions of Russia wé&smillion BOE, compared to 10.6 million BOE in the
nine months of 2014.

Refining, marketing and trading

Refining. We own and operate four refineries located in EeappRussia and three refineries located
outside of Russia — in Bulgaria, Romania and Itdpreover, we have a 45% interest in the Zeeland
refinery in the Netherlands.

Compared to the nine months of 2014, the total melwf refined products produced by the Group
(including our share in production at the Zeelaefinery) decreased by 5.2%. Production volumes
decreased by 8.9% at our Russian refineries, loutased by 2.9% internationally. In Russia, theehkse
was a result of amendments in the tax legislatian decreased the refining margins. At the same, tim
June 2015, we put in operation a preliminary d&tdn unit at our refinery in Volgograd with a cagity

of 6 million tonnes per year.

Along with our own production of refined producte wefine crude oil at third party refineries depegd
on market conditions and other factors. In theqairiconsidered, we processed our crude oil at garty
refineries in Belarus and Kazakhstan.

The following table summarizes key figures for cefining activities.




34 quarter of 9 months of

201¢ 201¢ 201F 201¢
(thousand barrels per day)
Refinery throughput at the Group refineries ....c.cccooeeueees 1,285 1,310 1,189 1,268
SN RUSSIA civeiiieiiiiee e e 891 926 842 916
- outside RUSSHR ..o 394 384 347 352
Refinery throughput at the Zeeland refin€ty......................... 97 84 97 68
Refinery throughput at third party refineries ..............ccccc....... 24 44 19 34
Total refinery throughput ...........oeeeeiiiiiiiiiim s 1,406 1,438 1,305 1,370
(thousands of tonnes)
Production of the Group refineries in Russia..............c........ 10,597 11,148 29,791 32,695
Production of the Group refineries outside Russia............... 4,698 4,476 11,923 12,535
Production of the Zeeland refinery.........ccccceviiviiimeeeennnen. 1212 1,054 3,586 2,542
Refined products produced by the Group including ou
share in the Zeeland refinery ..........ccccoieiiiiniiiiiieen e, 16,507 16,678 45,300 47,772
Refined products produced at third party refineries.............. 277 511 683 1,159
Total refined products produced ............cccceeeiiiiiiieniicininnnn 16,784 17,189 45,983 48,931
(millions of US dollars)
Refining expenses at the Group refineries. .. .. veeeeeeeene, 364 545 1,081 1,543
SN RUSSIA civvieciee e s 200 305 530 807
- OULSIAE RUSSIA ....uevviieiiiiiie it 164 240 551 736
Refining expenses at the Zeeland refinery ......cccceeeeeee. 42 44 121 134
Refining expenses at third party refineries..ccccee..ooooeeiieivien, 14 25 33 51
Capital expendituresS.........ccvvieiiieeieiieeeeeeier e 216 629 910 1,827
-INRUSSIA ... 174 482 694 1,296
- outside Russia 42 147 216 531

W Including refined product 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 oth@oregin Russia, we purchase refined products on
occasion, primarily to manage supply chain bottbise

The Group retails its refined products in 23 coestrthrough nearly 5.1 thousand petrol stations
(including franchisees). Most of the stations ofeetander the LUKOIL brand.

The table below summarizes figures for our tradiotivities.

3 quarter of 9 months of
2015 2014 2015 2014Y
(thousands of tonnes)
Retail SAIES .......eviiiiiiiie e 5,251 5,501 14,382 14,848
Wholesale SAlES........ccuviiiiiiiii e eeea 27,508 24,738 78,980 72,624
Total refined products sales ............coccvvvmeeeriiieiiieieeeeenn. 32,759 30,239 93,362 87,472
Refined products purchased in RusSia............ccccvvvvvemns 360 556 1,253 1,375
Refined products purchased internationally.................... 17,609 14,096 51,380 43,306
Total refined products purchased...............cccc.ccuuuvne..... 17,969 14,652 52,633 44,681

@ From the first quarter of 2015, our internationalumes of small wholesales are included in resaiiés. Figures for
2014 were adjusted accordingly.

In April 2015, in line with the strategy to optimiats downstream operations, a Group company sold
100% of the Group’s interest in LUKOIL Ukraine, sstiibution company operating in Ukraine. Also, in
December 2014, Group companies sold 100% of sharé&JKOIL Slovakia, LUKOIL Hungary and
LUKOIL Czech Republic that together operated appnately 140 petrol stations.




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

39 quarter of
2015 2014
(thousand (thousand (thousand (thousand
of barrels) of tonnes) of barrels) of tonnes)

Exports of crude oil to Customs Union..........ccccccceeeennn. 7,01¢ 957 6,890 940
Exports of crude oil beyond Customs Unian................. 48,29° 6,58¢ 48,686 6,642
Total crude Oil EXPOrtS ........cevieeeviiiiiitimn e e e e 55,31: 7,546 55,576 7,582
Exports of refined productS................ceeveeeieiiiceiiaaannnnns, 5,215 5,284
9 months of
2015 2014

(thousand (thousand (thousand (thousand
of barrels) of tonnes) of barrels) of tonnes)

Exports of crude oil to Customs Union..........ccccccceeeennn. 21,19¢ 2,892 20,370 2,779
Exports of crude oil beyond Customs Unian................. 168,22: 22,95( 143,067 19,518
Total crude Oil eXPOrtS ........cooeeeiiiiiiiiiiee e 189,42: 25,842 163,437 22,297
Exports of refined products............cccccvveeeiiiiieinieeinnnnn, 15,618 17,730

Following the amendments in tax legislation in Bgssian oil industry, we increased our exportsrofie

oil and decreased the refined products exportsinBuhe nine months of 2015, the volume of our erud
oil exports from Russia increased by 15.9%, ancéwsorted 40.5% of our domestic crude oil production
(34.8% — in the nine months of 2014), including0D,2housand tonnes of crude oil purchased from our
affiliates and third parties (485 thousand tonmethe nine months of 2014). The volume of our edin
products exports decreased by 12% compared tdartkemonths of 2014. Primarily, we export diesel fue
fuel oil and gasoil. These products accounted fipraximately 78% of our exported refined products
volumes.

Substantially, we use Transneft infrastructure xpogt our crude oil. Nevertheless, during the third
quarter and the nine months of 2015, we exporté@871lthousand tonnes and 5,626 thousand tonnes of
crude olil, respectively, through our own infrasture (1,662 thousand tonnes and 4,954 thousaneésonn
during the third quarter and the nine months of0&spectively) that represented approximately 20%
our total crude oil export in each of the periodssidered. All the volume of crude oil exportedtth
bypassed Transneft was routed beyond the CustorasUn

During the nine months of 2015, the Company expbitd 65 thousand tonnes of light crude oil through
the Eastern Siberia — Pacific Ocean pipeline. @lieved us to preserve the premium quality of craille
and thus increased the efficiency of exports, caeg#o exports to traditional Western markets.

During the nine months of 2015, our revenue frormpaeikof crude oil and refined products from Russia
both to Group companies and third parties amoutue$d,318 million and $5,894 million, respectively
($15,615million for crude oil and $12,98@illion for refined products in the nine months26f14).




Main macroeconomic factors affecting our results obperations

Changes in the price of crude oil and refined prodots

The price at which we sell crude oil and refineddurcts is the primary driver of the Group’s revenue
Compared to the nine months of 2014, crude oilepdpped nearly two-fold and in the nine months of
2015, the price for the Brent crude oil fluctuatedween $42 and $66 per barrel and reached itsnmogxi

of $66.7 in the middle of May.

Substantially all the crude oil the Group expogdrals blend. The following table shows the averag
crude oil and refined product prices in the perioolssidered.

3 quarter of Change 9 months of Change,
2015 2014 % 2015 2014 %
(in US dollars per barrel, except for figures imqaant)
Brent Crude.......cccoocvveeiiiieee i 50.47 101.93 (50.5) 55.31 106.5: (48.1)
Urals crude (CIF Mediterranedh)............... 49.92 101.53 (50.8) 55.01 105.3¢ (47.8)
Urals crude (CIF Rotterdartt .................. 49.19 100.73 (51.2) 54.20 104.6¢ (48.2)
(in US dollars per metric tonne, except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)................. 243.76  558.95 (56.4) 280.34 569.6( (50.8)
Diesel fuel 10 ppm (FOB Rotterdam)........ 482.89  878.57 (45.0) 529.98 907.9¢ (41.6)
High-octane gasoline (FOB Rotterdam)..... 599.02 974.15 (38.5) 605.51 984.3¢ (38.5)

Source: Platts.

@ The Company sells crude oil on foreign markets anious delivery terms. Thus, our average realizéel grice of
oil on international markets differs from the avggarices of Urals blend on Mediterranean and NortfEurope
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 bit is
produced but not refined or exported by one of vheically integrated oil companies is generally
determined on a transaction-by-transaction basithaga background of world market prices, but with
direct reference or correlation. At any time thaeray 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 determittedome extent by world market prices, but they ar
also directly affected by local demand and comioetit

The table below represents average domestic whelgsdces of refined products in the periods
considered.

39 quarter of  Change, 9 months of Change,
2015 2014 % 2015 2014 %
(in US dollars per metric tonne, except for figuirepercent)
FUel Ol e 116.73 281.00 (58.5) 118.94 274.60 (56.7)
Diesel fuel......ccceevvvieeiiiie e 475.54 777.32 (38.8)  490.27 79451 (38.3)
High-octane gasoline (Regular) .................... 565.84 929.47 (39.1) 539.57 868.88 (37.9)
High-octane gasoline (Premium) .................. 584.4* 940.9¢ (37.9) 560.02 892.53 (37.3)

Source: InfoTEK (excluding VAT).

Changes in the US dollar-ruble exchange rate and flation

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

US dollar crude oil prices, while most of our costshe Russian Federation are settled in Russibles.
Therefore, ruble inflation and movements of excleangtes can significantly affect the results of our
operations. In particular, a depreciation of thbleuagainst the US dollar generally causes ourscist
decrease in US dollar terms, and vice versa. Theegfation of the purchasing power of the US dalar
the Russian Federation calculated on the basiseofitble-dollar exchange rates and the level ddtioh

in Russia was 30.8% in the nine months of 2015,p@ad to the nine months of 2014, while the nominal
ruble depreciation against the US dollar was 40 83tmpared to the nine months of 2014.




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

39 quarter of 9 months of
2015 2014 2015 2014
Ruble inflation (CPI1), %0 ......cooiiiiiiiiiis e 1.7 1.4 104 6.3
Average exchange rate for the period (ruble to Bi&ag .......... 62.98 36.19 59.2¢ 35.3¢
Exchange rate at the end of the period (ruble tabl&)......... 66.2£ 39.3¢ 66.2¢ 39.39

Tax burden

Starting from January 1, 2015, the method for datmn of certain tax and duty rates applied to oil
companies in Russian Federation is amended. Theratiextraction tax rate increased significanthynal
with simultaneous decrease in export duty ratesexoises.

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

39 quarter of

Change, %
2015 2014
Export tariffs on crude Oil ...........oociieeeciiieiie, $/tonne 128.68 380.54 (66.2)
Export tariffs on refined products
Light and middle distillates...........cccccceevviiiiiiiieneeen. $/tonne 61.70 251.12 (75.4)
FUEI Ol .o e $/tonne 97.73 251.12 (61.1)
GaASOlINE ..o e $/tonne 100.33 342.43 (70.7)
Straight-run gasoline ...........ccueeeeiiiiiieeecee e $/tonne 109.34 342.43 (68.1)
Diesel fuel......ooie e $/tonne 61.70 247.29 (75.0)
Mineral extraction tax
Crude Ol coveeieeiiie e, RUR/tonne 6,263.0( 5,839.9( 7.2
CrUAE Ol ..o eeeeeeeeeeeeeeeeen $/tonné? 99.45 161.3¢ (38.4)
@ Translated to US dollars using average exchartgefaathe period.
9 months of Change, %
2015 2014
Export tariffs on crude Oil ...........occuieeecciiiiiee $/tonne 129.75 384.59 (66.3)
Export tariffs on refined products
Light and middle distillates...........ccccccceeiviiiiiiiiieeneenn. $/tonne 62.22 253.80 (75.5)
FUEI Ol .o e $/tonne 98.57 253.80 (61.2)
GASOINEG ..o e $/tonne 101.17 346.08 (70.8)
Straight-run gasoline ...........cccovvveviiieeecceie e $/tonne 110.25 346.08 (68.1)
DieSel fuel......oooee e $/tonne 62.22 250.38 (75.2)
Mineral extraction tax
Crude Ol ..ceeeiiiiiiiiiic e RUR/tonne 6,721.17 6,017.0¢ 11.7
CIUAE Ol ... $/tonné? 113.3¢ 170.0¢ (33.3)

@ Translated to US dollars using average exchartgefaathe period.

The rates of taxes specific to the oil industrjRimssia 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 is determined byadjusting the base rate depending on the intemmltio
market price of Urals blend and the ruble-dollacl@ange rate. The tax rate is zero when the avéJeaje
blend international market price for a tax perisdesss than or equal to $15.00 per barrel. Eadb0®der
barrel increase in the international Urals blenidepover the threshold ($15.00 per barrel) resultan
increase in the tax rate by $2.93 per tonne extdadr $0.40 per barrel extracted using a conversio
factor of 7.33) above the base rate.

During the nine months of 2015, the base rate \@&sridbles per metric tonne extracted (493 rublaken
nine months of 2014).

The crude oil extraction tax rate varies dependingthe development, depletion and complexity of a
particular oilfield. The tax rate is zero for extraavy crude oil and for crude oil produced in @iert
regions of Eastern Siberia, the Caspian Sea, tmetisley Autonomous District and some other regions,
depending on the period and volume of production.
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The Group produces crude oil in the Caspian Seaeatrd-heavy crude oil in Timan-Pechora, where a
zero extraction tax rate is currently applied.

Natural gas extraction tax rate. The mineral extraction tax on natural gas produogdndependent
producers in Russia was calculated using a flat watil July 1, 2014. During the first half of 2Q1tfhe
rate was 471 rubles per thousand cubic meters.

Starting from July 1, 2014, the base rate amoun®@5trubles per thousand cubic meters and is adjust
depending on average wholesale natural gas priBigsia, share of gas production in total hydromarb
production of particular taxpayer, and complexifyparticular gas field. In the nine months of 2015,
actual average natural gas extraction tax rateulzdtd for our major gas field — Nakhodkinskoe in
Western Siberia amounted to 159.97 rubles per #r@lisubic meters. (134.68 rubles per thousand cubic
meters in the third quarter of 2014).

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 bleia pver $15.00 results in an increase in the it
export duty rate by $0.35 per barrel exportedhéf Urals blend price is between $20.00 and $25€00 p
barrel ($182.50 per metric tonne), each $1.00 perebincrease in the Urals blend price over $20.00
results in an increase in the crude oil export datg by $0.45 per barrel exported. Each $1.0(bpeel
increase in the Urals blend price over $25.00 jpereb resulted in an increase in the crude oil exgoty
rate no more than by $0.65 per barrel exportedmFdanuary 1, 2014 to December 31, 2014, the
maximum increase in export duty rate was $0.5%perel for each $1.00 per barrel increase in thedUr
blend price. From January 1, 2015, the maximume@®e in export duty rate is $0.42 per barrel fahea
$1.00 per barrel increase in the Urals blend price.

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

A special export duty regime is in place for certgieenfields. The list of the oilfields where tleeluced
rate is applied includes our Yu. Korchagin and VWarovsky oilfields located in the Caspian Sea and
extra-heavy crude oil fields in Timan-Pechora.

Export duty rates on refined products are to be calculated by multiplying the currentde oil export
duty rate by a coefficient according to the tatdéoly.

From January 1, 2015 From January 1, 2014
to December 31, 2015 to December 31, 2014

Multiplier for:
Light and middle distillates...........ccccceeevveviiiiiiieiiee e, 0.48 0.66
DieSel fUBL ...ueeeccece e 0.48 0.65
(7= 1510 ] [ 01 0.78 0.90
Straight-run gasoline ...........ccviviiiiiieeeeee e 0.85 0.90
L 1= 01 PPt 0.76 0.66

Crude oil and refined products exports from Russi& subject to two steps of customs declaration and
duties payments: temporary and complete. Tempodacfaration is submitted based on preliminary
exports volumes and the duty is paid in rublessia@ted from US dollars as at the date of the teanyor
declaration. Complete declaration is submittedrafteeiving the actual data on the exported volyrnes

not later than six months after the date of thepmary declaration. The final amount of the expluty is
adjusted depending on the actual volumes, US dellehange rate as at the date of the complete
declaration (except for pipeline deliveries whee #xchange rate as at the temporary declarati@nislat
used) and the export duty rate. If temporary anchplete declarations are submitted in the different
reporting periods, the final amount of the expautydis adjusted in the period of submission of the
complete declaration. The high volatility of thebkerdoll