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 March 2010, and for the three months ended March 31,
2010 and 2009, and significant trends that maychffts future performance. It should be read in
conjunction with our interim US GAAP consolidatédancial 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

3 months of

Change, %
2010 2009

Sales (millions of US dollars) ...........evieeeeeieieee e 23,902 14,745 62.1
Net income attributable to OAO LUKOIL (millions &fS dollars)........ 2,053 905 126.9
EBITDA (millions of US dollars) ...........ccccieeeereeeeeeiiiiiiiiiiieee e 3,729 2,414 54.5
Taxes other than income taxes, excise and expifsta

(Millions Of US dOIlarS).......uueveiiiiieeiimeeme et (6,658) (3,717) 79.1
Basic and diluted earning per share of common sattckutable to

OAQO LUKOIL (US dollars)..........uuueeiieeiiiiieeeeeiiiiiiiieeeeeseeciiiieeeeann 2.42 1.07 126.
Hydrocarbon production by the Group including duare in equity

affiliates (thousands of BOE).........cuuueiicioiieeeeieeeee e 205,191 283 2.5
Crude oil production by the Group including our ghir equity

affiliates (thousands of tONNES) ...........veeeeeeiei e 24,055 j22i74 (0.3)
Gas produced by the Group including our share uitgq

affiliates (millions of cubic MeterS).........cccoovovveeeieeeeeeeeeeeeee e, 4,721 3,810 23.9

Refined products produced by the Group includingshare in equity
affiliates (thousands of tONNES) ...........vieececcieeiiiiiiieceeee e 14,703 913 8.3

M) Gas available for sale.

During the first quarter of 2010, our net incomesv#2,053 million, which is $1,148 million, or 12669
more than in the same period of 2009.

Positive dynamics of our net income were mainly ttua sharp increase in hydrocarbon prices inithe f
quarter of 2010, compared to the respective pesfd2D09. At the same time our results were affetted
increase in extraction taxes and export tariff ga@ppreciation of the Russian ruble and increase i
transportation expenses.




Business overview

The primary activities of OAO LUKOIL and its subsdes 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 égganded 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 compamiin terms of hydrocarbon reserves. The
Company’s proved reserves as of January 1, 201Qumted to 17.5 bilion 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 @efohed products.

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

= Energy — which includes generation, transportation anéssalff 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 8clwearking crude oil market prices in Russia careot
determined with certainty. Therefore, the prices fer inter-segment purchases of crude oil refeect
combination of market factors, primarily internatg 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.

Changes in the Group structure

In January 2010, the Company signed an agreemefgvielop West Qurna-2 field located in the south of
Irag. The parties of the agreement are: Iragi stateed 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 56.258d as at the day of the agreement it had a
commitment in the amount of approximately $375 imill The West Qurna-2 field has recoverable
reserves of about 12.9 billion barrels.

In December 2009, the Group acquired the remaidB§% interests in its equity affiliate LUKARCO
B.V. (“LUKARCOQ”) for $1.6 billion, thereby increasg the ownership stake to 100%. LUKARCO is a
holding company, which owns a 5.0% share in Tergizooil, a joint venture which develops the Tengiz
and Korolevskoe fields in Kazakhstan, and a 12.6&besin Caspian Pipeline Consortium (“CPC"), which
carries Kazakhstani and Russian oil to Novorossiyiskine terminal. Therefore the Group increased the
ownership in Tengizchevroil from 2.7% to 5.0% ahé pwnership in CPC from 6.75% to 12.5%. The
first installment in amount of $300 million was gan December 2009. $800 million should be paid no
later than December 2010 and the remaining amountlater than December 2011.




In June 2009, a Group company entered into an agnetewith Total to acquire a 45.0% interest in TRN
refinery in the Netherlands (“TRN”"). The transaativas finalized in September 2009 in the amount of
approximately $700 million. The Group provides @udil and market refined products in line with its
equity stake in the refinery. The refinery has tlegibility to process Urals blend crude oil as vas
significant volumes of straight-run fuel oil andcuam gasoil, which allows to integrate the plamt ithe
Group’s crude oil supply and refined products manigoperations. This plant with a Nelson complexit
index of 9.8 has an annual topping capacity of Miion tonnes and an annual capacity of a hydro-
cracking unit of approximately 3.4 million tonneEhis acquisition was made in accordance with the
Group’s plans to develop its refining capacity ur@pe.

In the first quarter of 2009, the Group acquire@%0interests in OOO Smolenskneftesnab, OO0 IRT
Investment, OOO PM Invest and OOO Retaier House$#88 million. These are holding companies,
which between them own 96 petrol stations and pétand 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, Mioscow 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: thegfaginent in amount of $250 million was paid atdage

of finalization, the second payment in amount o5Gillion was paid in April 2009, and the remaigin
amount was paid in October 2009. The Akpet grougrated 689 petrol filling stations on the basis of
dealer agreements and owned eight refined produratinals, five LNG storage tanks, three jet fuel
terminals and a lubricant production plant in Tyrke

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) apeid
€600 million (approximately $762 million) as a fir;istallment. The remaining amount was paid in
February 2009. The seller has a put option, thecefff which would be to increase the Group’s siake
the company operating ISAB up to 100%. The agreémstaies that each partner is responsible for
procuring crude oil and marketing refined produntfine with its equity stake in the joint ventuiSAB

has the flexibility to process Urals blend crude and the Group integrated its share of ISAB cépac
into its crude oil supply and refined products negirkg operations. ISAB includes three jetties aodage
tanks totaling 3,700 thousand cubic meters andhhasnual refining capacity of 16 million tonnes.

In March 2008, a Group company entered into aneagesit with a related party, whose management and
directors include members of the Group’s managerna@dt Board of Directors, to acquire a 64.31%
interest in OAO UGK TGK-8 (“TGK-8") for approximale $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 interedtG#-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 Astaakh
Volgograd and Rostov regions, Krasnodar and StalrDstricts, 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 are IQJK-Western Siberia, LUKOIL-Komi and
LUKOIL-Perm. Also we have a consolidated joint waetwith ConocoPhillips, Narianmarneftegaz, in the
Northern Timan-Pechora region. Exploration and potidn outside of Russia is performed by our 100%
subsidiary LUKOIL-Overseas, that has stakes in BS#id other projects in Kazakhstan, Azerbaijan,
Uzbekistan, Iraq, Saudi Arabia, Columbia, Ghana@att d’lvoire.

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

3 months of

2010 2009

Daily production of hydrocarbons, including the Camp's share in
equity affiliates (thousand BOE per day), including:............c.occcvvveeeenee 2,280 2,225
o7 (0o (<3N0 | 1,971 1,976
- natural and Petroleum daS............coovoieeeeeeeeeeeeeeeeeeeeerere e 309 249
Hydrocarbon extraction expenses (US dollar per BQE)..............c.c..uv..... 3.97 3.10
(millions of US dollars)
Hydrocarbon extraction EXPENSES..........u amcereereaaaeaaaiiieeeeaae e e e eeees 784 602
=M RUSSIA ettt e e e e e e e e e e 738 563
- OULSIAE RUSSIB .....eeiiviiiiiiiiiiie it oremmmnr e se st 46 39
EXPIOration @XPENSES. ......ueiiiiieei ittt e e e et e e e e e e e e s aneneeeeeeas 117 37
=M RUSSIA et ettt e e e e e e e e e e e 36 15
- OULSIAE RUSSIB .....eeiiriiiiiiiiiiie it ormmmmer e se e 81 22
MinEral EXIrACHION TAX ......civeeiiii e et e e e e e e e e e e e e e eens 1,766 920
R [ AU 13 = N 1,750 911
- OUESIOE RUSSIB.....eciviiiiiiiiiieei e 16 9

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

Crude oil production. In the first quarter of 2010, we decreased oulydaude oil production by 0.3%,
compared to the same period of 2009. We produecmdu@ing the Company’s share in equity affiliates)
177.4 million barrels, or 24.1 million tonnes.

The following table represents our crude oil prdaucin the first quarters of 2010 and 2009 by majo
regions.

Change to 2009

3 months Change in Organic 3 months
(thousands of tonnes) of 2010 Total, %  structure change of 2009
Western Siberia.........cccoeviiiiiiiiicece e 12,720 (4.5) - (595) 13,315
Timan-Pechora 5,414 4.2 — 220 5,194
Ural region......ccccceeeviivvineenn 3,036 3.7 - 107 2,929
Volga region .......ccccceeeeveinnnns 715 2.6 - 18 697
Other in Russia 505 (3.1) - (16) 521
Crude oil produced in RuSSia................. e 22,390 1.2) - (266) 22,656
Crude oil produced internationally...................... 895 3.6 - 31 864
Total crude oil produced by consolidated
SUBSIAIANES ...ooeeeiiciiiiiec e 23,285 (1.0) - (235) 23,520
Our share in crude oil produced by equity
affiliates:
IN RUSSIA ..ooiiiiieeieee e e 81 8.0 - 6 75
outSide RUSSIA .....coveiviiiiiiiiiiee e 689 29.5 148 9 532
Total crude oil produced .............ccvveeeeiiiannn.... 24,055 (0.3) 148 (220) 24,127




The main oil producing region of the Company is ¥Weas Siberia where we produced 54.6% of our crude
oil in the first quarter of 2010 (56.6% in the firguarter of 2009). In 2010, the Western Siberian
producing assets continued to mature resulting ipr@duction decline and water cut increase. A
significant impact on our production in the periwds caused by a lack of sufficient power generation
capacities to meet the growing demand for extragodwom a wide range of oil producers in Western
Siberia as they faced the need to scale up punggegations supporting crude oil production. In oride
overcome this problem, which arose in the regiores® years ago, the Group is continuously increasi
its own power generation capacity by constructiowgr plants in the oil fields.

In line with our strategy the Company is developimew 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 Yuzhnoye Khylchuyu oil field, located in the
Timan-Pechora region. We produced 1.8 million t@nfrem this field in the first quarter of 2010 and
1.5 million tonnes in the first quarter of 2009.iF bil field is developed within our strategic p@atship
with ConocoPhillips. In December 2009, we starteatdpction drilling on the Yu. Korchagin field ingh
Caspian Sea. In April 2010, we started commerciatipction at the field. We plan to produce about
340 thousand tonnes from the field in 2010, whitet maximum annual production from this field is
expected to be 2.5 million tonnes of oil and gasdemsate, and 1.0 billion cubic meters of gas.

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 crudémRussia and on international markets. In Russa
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.

3 months of
2010 2009
(thousand of (thousand of (thousand of (thousand of
barrels) tonnes) barrels) tonnes)
Crude oil purchases in Russia........... 147 20 147 20
Crude oil purchases internationally.... 34,216 4,668 34,063 4,647
Total crude oil purchased................. 34,363 4,688 34,210 4,667

Significant part of our crude oil purchases is ffwocessing. In the first quarter of 2010, we puselth
1,517 thousand tonnes of crude oil to process mtind at third party refineries (including 918 teand
tonnes at ISAB and 451 thousand tonnes at TRN)peaoad to 1,925 thousand tonnes in the first quarter
of 2009 (including 969 thousand tonnes at ISAB).

Gas production. In the first quarter of 2010, we produced 4,721lioni cubic meters of gas available for
sale (including our share in equity affiliates),inorease of 23.9%, compared to the first quart@069.

Our major gas production field is the Nakhodkinskes field, where we produced 2,099 million cubic
meters of natural gas in the first quarter of 20ddnpared to 1,566 million cubic meters in the same
period of 2009. The 34.0% increase in gas prodocfiom this field resulted from the increase of
purchases of our gas by OAO Gazprom (“Gazpromflietafrom the second half of 2009.

Our international gas production did not changaifizantly. Production from the Khauzak gas fiefd i
Uzbekistan was 628 million cubic meters of natgas, compared to 687 million cubic meters in thaesa
period of 2009. In the first quarter of 2010, olnae in production from the Shakh-Deniz field in
Azerbaijan was 159 million cubic meters, which dgdao the amount of the first quarter of 2009.

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 49.0% stake in the ISAB
refinery complex in Italy and a 45% interest in TRNinery in the Netherlands.

Compared to the first quarter of 2009, productibow consolidated and affiliated refineries inced by
8.3%. Russian refineries increased their produchiprl.0%. Production of our international refinerie
including our share of production at ISAB and TRidreased by 32.1%, despite lower production at our
Bulgarian and Ukrainian refineries due to perforrogdrhauls.




In the first quarter of 2010, our share of refiprdducts produced at ISAB amounted to 1,328 thalisan
tonnes (1,208 thousand tonnes in the first quaft@009) and our share in production of TRN amodinte
to 1,213 thousand tonnes.

In Russia LUKOIL holds the leading position in pugtion and sales of European standards motor fuel
being ahead of the official terms of their obliggtomplementation in the country. At our Russian
refineries we produced 2,084 and 1,693 thousandeswf Euro 4 and Euro 5 diesel fuel in the first
quarters of 2010 and 2009, respectively. In thet fijuarters of 2010 and 2009, our production obEur
gasoline amounted to 1,287 and 1,083 thousand sonespectively.

Along with our own production of refined producte wan refine crude oil at third party refineries
depending on market conditions and other factansRussia we processed crude oil at third party
refineries primarily to supply our network in thedlregion and for export sales. To supply ourireta
networks in Eastern Europe we refined crude oiBélarus and Serbia. Refined products processed in
Belarus were used for supplying our local retatiwoek and for wholesale export. In the first quaé
2010, we did not process our crude oil at thirdypeafineries.

The following table summarizes key figures for oefining activities.

3 months of
2010 2009
(millions of US dollars)
Refining expenses at the Group refineries. .. vveeieeeeieiiiieiieee e 263 202
SN RUSSIA e et e a e 192 143
- OULSIAE RUSSIA ....eveeieiieeie ettt 71 59
Refining expenses at ISAB and TRN..........ooiiiiiiiiiiiiieee e 177 99
Refining expenses at third party refineries....cceee.oocoiivieiiiece e, 2 60
S AN RUSSIA .ttt e+ 1 52
- OUESIAE RUSSIA ...eveeiiiiiiie ittt emmmmmr e mne e 1 8
Capital XPENUITUIES. ......ueeiiiiee it eeeeee e e e e e 170 202
SN RUSSIA e e e e e 119 103
- OULSIAE RUSSIA ....eveeieiieee ettt 51 99
(thousand barrels per day)
Refinery throughput at the Group refineries ... ..occvivieiiemeee e, 1,038 1,073
SN RUSSIEY L. s 894 886
- OULSIAE RUSSIA ....eveeieiieeee ettt et 144 187
Refinery throughput at ISAB and TER® ..o, 208 98
Refinery throughput at third party refineries............cccccee i, - 89
S AN RUSSIA .ttt - 61

- OULSIAE RUSSIA ... .oeiviiiiiiiiiiii et semcmme e ere e - 28
1,246 1,260
(thousand of tonnes)

Total refinery throughput

Refined products produced at the Group refineries............cccovvvemeeneeeenn. 12,162 12,370
SN RUSSIEY ..o e 10,510 10,403
- OUESIAE RUSSIA ...eveeiiiiiiie ettt ecmmmme et mne e 1,652 1,967
Production of ISAB and TRRI..........cocoiiiiriirieis e 2,541 1,208
Refined products produced at third party refineries..........cc.cccoeevvvveeeeennn, 4 979
SN RUSSIA e et a e e - 664

010 (=) (o (SR U [T T 4 315

Total refined products ProduCed ...............eeecciueiiiiiiaeaaiieeeee e 14,707 14,557
W Excluding mini refineries.

@ Group’s share.

® Including refined product processed.

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




The Group retails its refined products in 26 caestthrough 6.3 thousand petrol stations. Mosthef t
stations operate under the LUKOIL brand. We comtiraly develop our retail business and LUKOIL
brand by expanding our retail network.

The table below summarizes figures for our tradiotivities.

3 months of

2010 2009

(thousand of tonnes)
RELAIl SAIES ....eeiiiiieiie s 3,216 3,200
WhOIESAIE SAIES.......e ittt e e e e e e e e eaaaas 20,538 20,264
Total refined products SalesS ..........ooceeiiiiiieii e 23,754 23,464
Refined products purchased in RUSSIA...........cccccvivivmmeiiieiieee e, 292 86
Refined products purchased internationally .............ccccvvvvieciienieeeeeennnen, 11,231 9,687
Total refined products purchased..............ccccecvuuiiiiieeiiiiiiiiiiiiiee e 11,523 9,773

Exports of crude oil and refined products from Rusga. In the first quarter of 2010, our export of crude
oil from Russia was 4.5% less than in the sameodeof 2009, and we exported 46.3% of our total
domestic crude oil production (48.0% in the firaagter of 2009).

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

3 months of
2010 2009
(thousand ¢ (thousand o (thousand ¢ (thousand c
barrels) tonnes) barrels) tonnes)
Exports of crude oil using Transneft export routes 59,893 8,171 65,288 8,907
Exports of crude oil bypassing Transneft............ 16,170 2,206 14,389 1,963
Total crude oil eXPortsS..........ccccvvvvevieseomvenn. 76,063 10,377 79,677 10,870

In the first quarter of 2010, the crude oil expdrtéhrough our own export infrastructure was
2,206 thousand tonnes or 13.2% more than in teedirarter of 2009. This increase was due to exgfort
crude oil produced from the Yuzhnoye Khylchuyu fadid through our export terminal in Varandey
(1.8 million tonnes in the first quarter of 2010nwared to 1.5 million tonnes in the first quadél009).

In the first quarter of 2010, we exported from Raigs3 million tonnes of refined products, a deseeaf
8.0%, compared to the same period of 2009. Thixjdained by a decrease in export sales to CIS. We
export from Russia primarily diesel fuel, fuel aihd gasoil. These products account for approximatel
91.2% of our refined products export volumes.

In the first quarter of 2010, our revenue from axmd crude oil and refined products from Russi¢htio
the Group companies and third parties amounted5td4% million and $3,318 million, respectively
($3,236 million for crude oil and $2,015 millionrfeefined products in the first quarter 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
first quarter of 2010, the Brent crude oil pricectuated between $70 and $80 per barrel and reathed
peak of $80.5 in the mid-March of 2010.

In 2008, the crude oil prices were the highest @veeal terms. Starting from July 2008, crudepuites
began to descend and by the end of the year cilgeae dropped by more than $100 per barrel déovn
$37 per barrel driven by the world economic downtiuring 2009 crude oil prices were in an upward
trend and in the second half of the year crudenigke stabilized around $70 per barrel.

Substantially all crude oil we export is Urals kdefhe following table shows the average crudeand
refined product prices in the first quarters of @@hd 2009.

3 months of

2010 2009 Change, %

(in US dollars per barrel, except for figures imqaant)
Brent Crude..........eeeeeerieeiieee e 76.36 44.46 71.8
Urals crude (CIF Mediterraneaf)............ccccoccueun.. 75.40 43.73 72.4
Urals crude (CIF Rotterdartt) .............cocoovvevveieen. 75.31 43.65 725
(in US dollars per metric tonne, except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)............c.cvcenenn. 442.64 228.49 93.7
Diesel fuel 10 ppm (FOB Rotterdam)..................... 644.02 437.23 47.3
High-octane gasoline (FOB Rotterdam)................. 726.31 409.98 77.2

Source: Platts.

@ The Company sells crude oil on foreign markets anious delivery terms. Thus, our average realizéel grice of
oil on international markets differs from the awgggrices of Urals blend on Mediterranean and NortlEurope
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 domesikeh price for crude oil. The price of crude bt is
produced but not refined or exported by one of Yeeically 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 thaeray exist significant price differences betweenarg
for similar quality crude oil as a result of thengmetition and economic conditions in those regions.

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

The table below represents average domestic wHelesizes of refined products in the first quartefs
2010 and 2009.

3 months of Change, %
2010 2009
(in US dollars per metric tonne, except for figuirepercent)
FUel Ol 207.92 111.56 86.4
Diesel fu€l......cccoeeceveiiee e 563.50 433.75 29.9
High-octane gasoline (Regular) .................... 64.89 393.79 68.7
High-octane gasoline (Premium) .................. 83.29 472.88 445

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, the devaluation of thble against the US dollar generally causes ouisdos
decrease in US dollar terms, and vice versa. Thaldation of the purchasing power of the US daittar
the Russian Federation calculated on the basiseofitble-dollar exchange rates and the level ddtioh

in Russia was 21.8% in the first quarter of 2010npared to the first quarter of 2009.




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

3 months of

2010 2009
Ruble inflation (CP1), %0 ... 3.2 5.5
Change of the ruble-dollar exchange rate, % ..ccceeeeevveeeeeiiiciiiiieeeee e 29 (15.8)
Average exchange rate for the period
(ruble t0 US dOlIAr) ........eeeiieeieeeeeee et 29.89 33.93
Exchange rate at the end of the period
(ruble to US dollar) .............cuiiiiiiiiiiiiiiiiiiie e 29.36 34.01
Tax burden

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

3 months of Change,

2010 2009 %

Export tariffs on crude oil .............ovvvvimcceiie e $/tonne 263.54 112.13 135.0
Export tariffs on refined products

Light distillates (gasoline), middle distillateg{(j

fuel), diesel fuel and gasoilS............cccceeevvvvveeennn. $/tonne 189.88 87.88 116.1

Liquid fuels (fuel 0il) ......cocoeeiiiiiiii e $/tonne 102.28 47.33 116.1
Excise on refined products

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

High-octane gasoline............cccccvveei v iemeemeciiiee. RUR/tonne 3,991.90 3,629.00 10.0

Low-octane gasoling ..........cccoeviiiiiiieeeeeeeiiieeeeenn RUR/tonne 2,922.70 2,657.00 10.0

Diesel fuel......cooviiiiiii e RUR/tonne 1,188.00 1,080.00 10.0

1Y/ 0] (o] S 0] | £ RUR/tonne 3,246.10 2,951.00 10.0
Mineral extraction tax

Crude Oil ..ccovviieiiiiii e RUR/tonne 2,879.93 1,542.89 86.7

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

W Average values.

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

2010Y 2009 %

Excise on refined products

Straight-run gasoline ...........ccccceeiiiiiiceceeeieeeeeeen $/tonne 143.52 114.94 24.9

High-octane gasoline...........ccueeieeiiiiicccce e $/tonne 133.55 106.95 24.9

Low-octane gasoling ...........cooovieiiiiiiieeeniiiiieieaeeen $/tonne 97.78 78.31 24.9

DiIeSEl fUBI ...eeiiiieiiii et $/tonne 39.75 31.83 24.9

Motor oils $/tonne 108.60 86.97 24.9
Mineral extraction tax

Crude Ol ...oooeiii e $/tonne 96.35 45.47 111.9

NALUFAl g8S ...t $/1,000°m 4.92 4.33 135

W Average values.

The rates of taxes specific to the oil industr\Rimssia are linked to international crude oil prieesl are
changed in line with them. The methods to deterrtiieerates 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 §Jtaend 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 increadbd international Urals blend price over the shred
($15.00 per barrel) resulted in an increase otaleate by $1.61 per tonne extracted (or $0.22perel
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 aiertilfields 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.

Crude oil export duty rate is calculated on a progressive scale. The raters 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 bleim pver $15.00 results in an increase of the it
export duty rate by $0.35 per barrel exportedthdf Urals blend price is between $20.00 and $2p630
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 $1.00bpeel
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 crudgaite monitoring.

Starting from the end of 2009, the Russian Govemnirget a zero export duty rate for crude oil pralic
at certain fields in Eastern Siberia. This benddiés not apply to crude oil production at our nélfietds
in Caspian Sea and the Nenetsky Autonomous District

Export duty rates on refined products are set by the Russian Government. The rate orexfuty
depends on internal demand for refined products@tedhational 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&eon and Belarus, crude oil exported from Russi
to Belarus up to total amount of 6.3 million tonwéh not be subject to export duty. Volumes of deuoil
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 dpsra
excises are paid either by producers or retailepedding on the local legislation.

Income tax. Starting on January 1, 2009, the Federal incomeati is 2.0% and the regional income tax
rate varies between 13.5% and 18.0%. The Group&dio operations are subject to taxes at the tsra
applicable to the jurisdictions in which they opera

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 produat@mmpanies to the markets is dependent on the eatent
diversification of the transport infrastructure aadcess to it. As a result, transportation cosans
important macroeconomic factor affecting our nebime.
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Transportation of crude oil produced in Russiagfineries and export destinations is performed grilp
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 ailde
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 isSqraned 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 comparfiédisunder 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 transpomastfucture, 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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Three months ended March 31,2010, compared to thee months ended
March 31, 2009

The table below details certain income and expéeses from our consolidated statements of income fo
the periods indicated.

3 months of
2010 2009
(millions of US dollars)
Revenues
Sales (including excise and export tariffS) ..cccce.vvvviieeiie i, 23,902 14,745

Costs and other deductions

OPEratiNng EXPENSES ....eiiieeiiiiiiiiiieee e eesernar e e e s e e st ereaeeessaasbrraereeaeesssansaeees (1,770) (1,232)
Cost of purchased crude 0il, gas and ProdUCES e «ocvvveereereeeiiiiiiiieeeaaeeennn 2® (5,362)
Transportation expenses (1,351) (1,169)
Selling, general and administrative EXPENSES........c.uvvievieeeiiiiiiiiieereeeeeeniiens (0]7:] (729)
Depreciation, depletion and amortization 1,@30) (994)
Taxes other than INCOME tAXES ..............ommeeeeeeeeeiiiiieee e e e eeae e (2,080) (1,198)
Excise and exXport tariffS ............eiiiiiiiccmeeiiicece e (4,578) (2,519)
EXPIOration @XPENSE....c.ccciiiiiiiiieiiee s cemmmme ettt e e e e e a e e e e (117) 37)
(Loss) gain on disposals and impairments of assets........ccccccceeeeniiiiiiieeenn. 3) 27
Income from operating acCtiVIitieS............oicmeeriiiiiiee e 2,651 1,532
INEErESE EXPENSE ... et e et e e e e e e e e eeaeas 177) (163)
Interest and dividend INCOME ..........oo i iceeeee e 53 38
Equity share in income of affiliates .........ccoovvviiiiieiiiiii e 107 111
Currency translation (0SS ...........ooviuuiiiieereeee e e e (40) (15)
Other NON-0perating EXPENSE .......ceoiiiiueeeccee ettt ee e e e e e e eeeaaaeeeeanees (29) (1)
INCOME DEfOre INCOME tAXES .. .ceveiiee e e e e e eaaas 2,565 1,502
CUIMENT INCOME TAXES .....eteeeeeiieeee et e e a2 e e e ettt et e e e e e e e s annbeneeeeeeeaanns (556) (300)
Deferred INCOME tAXES .....eiiiiiiiiiiiieiee e e ettt e e e e e e e e e enebeeeeeeaeeaaees 34 (90)
Total INCOME taX EXPENSE .....vvvvriiiiieeeeiiiiirer e e e e e es s e e e e e e e e s sibereereeaeaeaans (522) (390)
L= AT (010 1 4 [T 2,043 1,112
Less: net loss (income) attributable to noncoritrglinterests.........cccccceeeein. 10 (207)
Net income attributable t0 OAO LUKOIL........ocuuvimiiiieiee e 2,053 905
Basic and diluted earning per share of common saticlbutable to

OAQO LUKOIL (in US dOIlars) .......cooocuuiiiiiisammeciiiiiee e e e esiiireee e e e e e enseveees 2.42 1.07

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

Sales breakdown 3 months of
2010 2009
(millions of US dollars)
Crude oil
Export and sales on international markets other Gi& 6,293 3,439
EXPort and SaleS 10 CIS.......uuiiiiiiiiiiiceeeie e e e e e s 286 324
DOMESEIC SAIES ... 186 5
6,765 3,768
Refined products
Export and sales on international markets
Wholesale 11,035 6,404
RETAIL ...t e 2,105 1,796
Domestic sales
VA 1] [STT= 1 T 1,160 817
RETAIL. ..ot e 1,186 800
15,486 9,817
Petrochemicals
Export and sales on international Markets ... .....eeeereeeeieiiiiiiieeeee e eessieens 132 128
DOMESTIC SAIES ..ottt ettt e et 169 76
301 204
Gas and gas products
Export and sales on international Markets ... ....vveeereeeeiiiiiiiiiieeree e eessinenes 291 186
DOMESTIC SAIES ..ttt e ettt e e et 191 102
482 288
Domestic sales of energy and related SErviCeS .o cuveiieiieeiiiiiiiiei e 448 304
Other
Sales on international markets 238 245
Domestic sales 182 119
420 364
TOAl SAIES ..viieieie e 23,902 14,745
3 months of
Sales volumes 2010 2009
Crude oil (thousands of barrels)
Export and sales on international markets othar @& ...............ccccoeeeveiiiiiiieneeenn. 84,654 79,391
EXport and SaleS t0 CIS........ooiiiiii o ceeeee et 6,538 10,057
DOMESEIC SAIES ... 5,373 293
96,565 89,741
Crude oil (thousands of tonnes)
Export and sales on international markets other Gi& 11,549 10,831
EXPort and Sales t0 CIS.......uuiiiiiiiiiicereee et e e s 892 1,372
DOMESEIC SAIES ......ccce i 733 40
13,174 12,243
Refined products (thousands of tonnes)
Export and sales on international markets
Wholesale 18,135 17,743
RETAIL ... e 1,623 1,888
Domestic sales
WHOIESAIE......eeiii e e et 2,403 2,521
RETAIL ... 1,593 1,312
23,754 23,464
Total sales volume of crude oil and refined products...............cccccvvvveeeeeeiieinnnnnn... 36,928 35,707
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Realized average sales prices

3 months of
2010 2009
($/barrel) ($/tonne) ($/barrel) ($/tonne)
Average realized price international
Oil (excluding CIS) ......covcveiiiiiiiiic e 74.34 544.91 43.31 317.47
Ol (CIS) it 43.70 320.33 32.22 236.21
Refined products
Wholesale ... 608.53 360.91
Retall......cooiiiiiiiiiiei e 1,296.73 951.57
Average realized price within Russia
Ol 34.56 253.31 18.40 134.86
Refined products
Wholesale ........ccccooiiiiiiiniicreeececs 482.82 323.93
Retall........covoviiiiciiiiiieeee 744.42 610.20

During the first quarter of 2010, our revenues @ased by $9,157 million, or by 62.1%, comparecé t
same period of 2009. Our revenues from crude ddssimcreased by $2,997 million, or by 79.5%. Our
revenues from sales of refined products increage®sh669 million, or by 57.7%. The increase in sale
revenue was a result of a sharp increase in hydronaprices, compared to the first quarter 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§%9due to growth of crude oil prices and increased
sales volumes.

Cease in crude oil refining at third parties refieg in Russia and Belarus released crude oil vetufar
marketing. As a result, our crude oil sales ralsed.6% in terms of volumes.

In the first quarter of 2010, we increased the mw@uof domestic sales by the crude oil, which in the
previous year we put on processing at Russian tiarty refineries. In 2010, we commence sellingleru
oil to these refineries.

Sales of refined products

In the first quarter of 2010, our revenue fromwelesale of refined products outside of Russiaciased

by $4,631 million, or by 72.3%, compared to the sgariod of 2009, due to increased average realized
price by 68.6%. Despite the decrease in outpuuatefineries in Bulgaria and Ukraine due to ovetha
commencement of crude oil refining at TRN and esam of trading activities led to an increase in
wholesales volumes by 2.2%.

In the first quarter of 2010, our revenue from in&ional retail sales increased by $309 millionbg
17.2%, compared to the first quarter of 2009, nyathle to an increase in average retail prices b$%6
Sales volumes decreased by 14.0%, reflecting ating of our retail network in the USA.

In the first quarter of 2010, our revenue from thigolesale of refined products on the domestic ntarke
increased by $343 million, or by 42.0%, comparedht first quarter of 2009, due to an increasehe t
average realized price by 49.1%. Sales volumesdsed by 118 thousand tonnes, or by 4.7%.

In the first quarter of 2010, our revenue fromitetales in Russia increased by $386 million, 04By3%,
compared to the first quarter of 2009, due to aneiase in prices and volumes. In the first quart&010,
our retail sales revenue was 50.6% of total refipextiucts sales in Russia (in the first quarte2@d9 —
49.5%).

Sales of petrochemical products

In the first quarter of 2010, our revenue from sa&petrochemical products increased by $97 millar

by 47.5%, compared to the first quarter of 2009s Tasulted from an increase in prices by 95.1%that
same time sales volumes decreased by 24.4% duectease of production volumes. Production growth
at our Russian plants was outweighed by a decrehgwoduction at our Bulgarian plant, at which
petrochemical units where temporarily shutdown.
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Sales of gas and gas products

In the first quarter of 2010, sales of gas andrgfieed products increased by $194 million, or By486,
compared to the first quarter of 2009. Gas prodsakss revenue increased by $138 million, or bl %4.
as a result of increase in sales volumes and pritatsiral gas sales revenue amounted to $168 milio
an increase of 40.2%, compared to the same pefipd0®.

The major purchaser of our natural gas producelarRussian Federation is Gazprom. In the firsttqua
of 2010, we sold 2,099 million cubic meters of matwas to Gazprom (1,566 million cubic metersha t
first quarter of 2009). The average realized pmzeeased by 13.5% to $35.4 per 1,000 cubic meteis
result of the ruble appreciation.

Domestic sales of energy and related services

We develop energy business since 2008 after thaisitign of TGK-8. As a result, in the first quartef
2010, our revenue from sales of electricity, hea eelated services increased by $144 million, wyr b
47.4%. The ruble appreciation also contributedntinarease of this revenue.

Sales of other products

Other sales include non-petroleum sales throughretail network, and revenue from other services
provided and goods not related to our primary @@ (such as transportation, etc.) sold by our
production and marketing companies.

In the first quarter of 2010, our other sales iasexdl by $56 million, or by 15.4%. The increase was
result of increase of non-petroleum sales, supfddiyeappreciation of the ruble.

During the first quarter of 2010, sales of goodd ather products from our retail stations amourited
$148 million, an increase of $36 million from thev¢l of the first quarter of 2009, mainly due torgase
of such sales in Russia and Eastern Europe.

Operating expenses

Operating expenses include the following:

3 months of
2010 2009
(millions of US dollars)

Hydrocarbon extraction EXPENSES ..........ciieccmmmrrrrrrreeeeeeiiiiiiirereeeeeessasssieeeraesessans 784 602
OWN refiNING EXPENSES .....iiiiiiiiiiiiii s cmmmmmme et e e e e e st e e e e e s e e et b e e e e e e s s ssrbrraeeeas 263 202
Refining expenses at third party and affiliatedmefies ..o e 179 159
Expenses for crude oil transportation to refineries..........ccccccooviiiiic e, 266 209
Power generation and distribution EXPENSES .......cccccvvviiieiiieeeiiiciier e 148 97
PetrochemiCal EXPENSES ...........eiiiiii i s ettt e e e e e ettt ee e e e e e e e anineeeeaeeesaannnees 40 29
Other OPErating EXPENSES .........uuueiiee e e e e e eaineteeeeaaaeeasaannsaeeeeaaeaaaanseeeeaaaaaaaas 308 279
1,988 1,577
Change in operating expenses in crude oil and mfmeducts inventory originating
WIthIN the GIOUY ... (218) (345)
Total OPErating EXPENSES .cccieeeiiieiieee e eeeetet et e e e e ee ettt eeeaeeeaseeeeereeeaassaainnenes 1,770 1,232

@ 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 dutire reporting
period, but not sold to third party.

Compared to the first quarter of 2009, operatingemses increased by $538 million, or by 43.7%, lhic
is mainly explained by general increase in opega¢ixpenses in Russia due to the real ruble appi@tia
against the US dollar, increase in hydrocarboraeekitsn expenses, expenses for crude oil transpmrtat
refineries and refining expenses, energy generatghdistribution expenses.

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.
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In the first quarter of 2010, our extraction exgEngcreased by $182 million, or by 30.2%, compaoed
the first quarter of 2009. The increase was mainhgsult of the real ruble appreciation againstUise
dollar, increased expenses for power supply in Rusd artificial stimulation of reservoirs. Oureaage
hydrocarbon extraction cost increased from $3.163®7 per BOE, or by 28.1%, compared to the first
quarter of 2009.

Own refining expenses

In the first quarter of 2010, our own refining erpes increased by $61 million, or by 30.2%, conghéwe
the first quarter of 2009.

Refining expenses at our domestic refineries irsgddy 34.3%, or by $49 million, mainly as a resflt
the real ruble appreciation against the US doltaliacrease in power supply and overhaul costs.

Refining expenses at our international refinemesaased by 20.3%, or by $12 million, mainly agsutt
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

We did not process crude oil on third party refiegrin the first quarter of 2010. Nevertheless, thue
commencement of crude oil refining at TRN we inseshprocessing volumes by 11.5%, compared to the
first quarter of 2009 (including refined productogessed). Thus, in the first quarter of 2010 nief
expenses at third party and affiliated refinerieseased by 12.6%, compared to the first quart@0o®.

Petrochemical expenses

In the first quarter of 2010, operating expensesufpetrochemical plants increased by $11 millmmhy
37.9%, compared to the first quarter of 2009. Egpsrin Russia were impacted by increased production
and ruble appreciation. Moreover, despite petrodtencapacity downtime in Bulgaria and Ukraine, our
international petrochemical operating expensesedsed insignificantly due to sizeable share ofdfixe
costs.

Expenses for crude oil transportation to refineries

Expenses for crude oil transportation to refineneseased in the first quarter of 2010 by $57 ionil) or
by 27.3%, compared to the first quarter of 200% thuan increase in transportation tariff rates and
result of the real ruble appreciation in Russi& (Beansportation expenses below).

Power generation and distribution expenses

Power generation and distribution expenses inciebg&51 million, or by 52.6%, reflecting expansimin
our power generation business and as a resuleaktl ruble appreciation in Russia.

Other operating expenses

Other operating expenses include expenses of thapGr upstream and downstream enterprises that do
not relate to their core activities, namely salemndportation services, other goods, etc., operatin
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 first quarter of 2010, our other operatingenses increased by $29 million, or by 10.4%, cmexb
to the first quarter of 2009.

Cost of purchased crude oil, gas and products

Cost of purchased crude oil, gas and products asee by $4,158 million in the first quarter of 2010
by 77.5%, compared to the same period of 2009,tduen increase in crude oil and refined products
prices and increase in volumes of purchased refineducts.

Cost of purchased crude oil, gas and productsdesldhe result of hedging of international crudeand
refined products sales. In the first quarter of @0dee recognized a $72 million expense from hedging
compared to a $55 million expense in the first tprasf 2009.

16



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

Transportation expenses

In the first quarter of 2010, our transportatiopexses increased by $182 million, or by 15.6%, ceg
to the first quarter of 2009. This was primarilyedo increase of ruble denominated pipeline arld/agi
transportation tariffs in Russia, which was emphediby the ruble appreciation.

Our actual transportation expenses related to coildend refined products deliveries to various @xp
destinations, weighted by volumes transported, gbddrin the first quarter of 2010, compared to frst f
quarter of 2009, as follows: crude oil pipelineiffarincreased by 29.6%, railway tariffs for refthe
products transportation increased by 32.5%, crutara refined products freight rates decreased by
34.6% and 22.8%, respectively.

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 first quarter of 2010, our selling, geneaat administrative expenses increased by $73 milbo

by 10.0%, compared to the first quarter of 2009lecting the effect of ruble appreciation on sejlin
general and administrative expenses in Russiararddse in selling expenses in Russia and abrdad. A
the same time, decreased expenses on debt pravamhlower labor costs partly compensated theeabov
mentioned effect.

Depreciation, depletion and amortization

Depreciation, depletion and amortization expensekide depletion of assets fundamental to prodogctio
depreciation of other productive and non-productissets and certain intangible assets.

Our depreciation, depletion and amortization expsriscreased by $36 million, or by 3.6%, compaced t
the first quarter of 2009.

Exploration expenses

During the first quarter of 2010, exploration expemncreased by $80 million, or tripled, compar@the
first quarter of 2009. Dry hole costs increasedB@ million to $87 million.

In the first quarter of 2010, we charged to expeheecost of an exploratory well in Cote d’lvoidling
$65 million. Dry hole costs in Russia amounted 1@ #illion, primarily relating to Timan-Pechora.

Interest expense

In the first quarter of 2010, interest expenseaased by $14 million, which is 8.6% more than ia th
respective period of the previous year.

Equity share in income of affiliates

The Group has investments in equity method affi§aind corporate joint ventures. These companéges 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. Moreovetha end of 2009, we increased our share in
LUKARCO from 54% to 100%, thus increasing our stake Tengizchevroil, an exploration and
production joint-venture in Kazakhstan, to 5%.

Compared to the first quarter of 2009, our share@ome of affiliates decreased by $4 million, gr b
3.6%.
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Taxes other than income taxes

3 months of
2010 2009
(millions of US dollars)
In Russia
Mineral eXtraCtion tAXES.........uuuviiiieeescmmmmeireireeee e e e esiirarr e e e e e e e e snerraeeeeeas 1,750 911
Social security taxes and contributions ......cccceeeeeoiiiiiiiiiiiiee e, 108 104
PIOPEITY 18X .. ieiiiiieiiiiiiiiiiiiiiiitettes e+ oo e e et e e e e e eeeeeeeeeeeeeesesesnennnsnnnnnnees 121 94
(01 =T r= N (=TSO PPRRR 53 30
TOtAl IN RUSSIA...ccuniiiiei it ettt e e e e e e e e s e e 2,032 1,139
International
Mineral eXtraCtion tAXES.........uuuiiiieeeeimmmeeieeieeeee e e e esirre e e e e e e e sairraeeeeeas 16 9
Social security taxes and contributions ......cccceeeeeoiiiiiiiiiiine e, 16 16
PIOPEITY 18X .. ieiiiiieiiiiiiiiiiiiiitttetee s e+ e et et e e et et e eeeeeeeeeeeesesesnsnnnennnnnnnes 7 7
(01 =T r= N (=TSO PPRRR 9 27
Total iINternatioNally .............ooiiiiii e 48 59
LI = T PP PPPPPPPPR 2,080 1,198

In the first quarter of 2010, taxes other than meotaxes increased by 73.6%, or by $882 million,
compared to the first quarter of 2009, mainly duan increase in mineral extraction taxes in RuJsies

is explained by an increase in the tax rate follmvihe increase of international crude oil prices.
Application of zero tax rate for crude oil producewinly in Timan-Pechora and decreased rate for
depleted oilfields led to approximately $335 mitlitax reduction (in the first quarter of 2009 — atbo
$100 million).

Excise and export tariffs

3 months of
2010 2009
(millions of US dollars)

In Russia
Excise tax on refined ProduUCES .............. e e e s eesiniiieiieee e e sesiivieeeeee e 21 16¢
Crude oil export tariffs 2,678 1,061
Refined products export tariffS...........cccoceeeeee e B3 474
TOtAl IN RUSSIA....ceiiviiiiii it emeere e e 3,732 1,70%
International
Excise tax and sales taxes on refined products. 814 78C
Crude oil export tariffs..........cccoooiiiiiicceiiieen 28 22
Refined products export tariffS............ooicceeeeee i 4 14
Total iINternatioNally .............ooiiii i 846 81¢
TOLA Lottt e e 4,578 2,51¢

In spite of a decrease in crude oil and refineddpets export volumes, export tariffs increased by
$1,976 million, or by 125.8%, compared to the fojstarter of 2009, due to an increase in tariffgate
Russia as a result of international crude oil grigeowth. The increase in excises in Russia wagaltiee
ruble appreciation and increase of excise rate.

The Russian Government set a zero export raterémtecoil produced at certain fields in Eastern B&e
starting from the end of 2009. This benefit doesapply to crude oil production at our new oilfiglth
Caspian Sea and the Nenetsky Autonomous District.

Income taxes

In the first quarter of 2010, our total income texpense increased by $132 million, or by 33.8%,
compared to the first quarter of 2009, due to tluedase in income before income tax by $1,063 anilli
or by 70.8%.

In the first quarter of 2010, our effective inconax rate was 20.4%, compared to 26.0% in the first
guarter of 2009, which was higher than the maxinstatutory rate for the Russian Federation (20%).
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Reconciliation of net income to EBITDA (earnings bfore interest, income taxes, depreciation and
amortization)

3 months of
2010 2009
(millions of US dollars)
Net income attributable to OAO LUKOIL ........ccooviueiiiieeiniiiieeiiieen, 2,053 905
Add back:
INCOME TAX EXPENSE ... 522 390
Depreciation and amortization ...............occcceeeiiiiiiiieeeee e 1,030 994
INTEIESE EXPENSE ..cevvvvviiiiiiiiiiiiiiiii i rereree bbb a e e e e e eeeaas 771 163
Interest and dividend INCOME .........o.ooiiiieecemeee e (53) (38)
EBITDA ..ot e e eeeeas 3,729 2,414

EBITDA is a non-US GAAP financial measure. EBITD# defined as net income before interest, taxes
and depreciation and amortization. The Companyebesd that EBITDA provides useful information to
investors because it is an indicator of the stieragid performance of our business operations, divodu
our ability to finance capital expenditures, acigiges and other investments and our ability taumand
service debt. While depreciation and amortizatiom eonsidered as operating costs under US GAAP,
these expenses primarily represent the non-casbrtuperiod allocation of costs associated withgton
lived assets acquired or constructed in prior gexid he EBITDA calculation is commonly used as siha
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 nebiine, operating income or any other measure of
performance under US GAAP. EBITDA does not inclade need to replace our capital equipment over
time.
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Liquidity and capital resources

3 months of
2010 2009
(millions of US dollars)
Net cash provided by operating actiVities ... .coooeiviiieiieeeiiiiiiiiiieneeeen. 2,798 1,663
Net cash used in investing activities........cu. (1,515) (2,643)
Net cash (used in) provided by financing activities (321) 2402

Operating activities

Our primary source of cash flow is funds generditeth our operations. During the first quarter ofl20
cash generated by operating activities was $2,748®m which is 68.3% more than in the same peridd
2009, mainly due to the increase in sales revenDesthe contrary, in the first quarter of 2010, our
operating cash inflows were affected by an increafsevorking capital by $417 million, compared to
January 1, 2010. This was mainly caused by:

= an increase in inventory of $899 million, resultin@inly from increased hydrocarbons prices
and increased volumes of trading
= a$256 million net increase in other assets arulitias.

At the same time, the negative effect from the abmentioned factors was partly offset by a $61 lignil
net increase in tax accounts payable, and an $ii@mmet increase in trade accounts receivablé an
payable.

Investing activities

The decrease in cash used in investing activigeslted from a decrease in payments for acquisitinpn
$1,125 million.

In the first quarter of 2010, we made an advangeneat of $235 million for potential acquisitions of
downstream assets in Russia.

In the first quarter of 2009, we paid the remainargount of $1,066 million for the acquisition 0f%49
stake in ISAB.

Financing activities

In the first quarter of 2010, net movements of stemm and long-term debt generated an outflow of
$315 million, compared to an inflow of $2,032 naiti in the first quarter of 2009.

In February 2009, we received short-term loans5&f0$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

3 months of
2010 2009
(millions of US dollars)

Capital expenditures?
Exploration and production

RUSSIB. ettt ettt et e e e s e e 862 960
INEEINALIONA ...t 255 158
Total exploration and ProdUCLION ...........iiceeeee e e a e 1,117 1,118
Refining, marketing and distribution
RUSSIA. ... iiiiiiiieieeeeeee e e e e e e e e e e e e eeeeeeeeeeeeeeeeeeeeeeee e s e sararararaannnnnnnnns 160 154
INEEINALIONAL ... e 68 149
Total refining, marketing and distribUtion.............ccoooviiiiiiieiee e, 228 303
Chemicals
2 3
21 26
23 29
89 -
11 16
1,468 1,466
Acquisitions of subsidiaries and minority shareholéhg interest®
Exploration and production
RUSSIB. .ttt e ettt e e e s e e 3 80
INEEINALIONA ... - -
Total exploration and production 3 80
Refining, marketing and distribution
RUSSIB. .ttt ettt e s bt e e e s e e e 235 206
International - 1,066
Total refining, marketing and distribution 235 1,272
(O 1T PP PP PP PPPPPPPPI - 20
LeSS CaSh aCQUITEA .........uviiiiiiie e e enre s - 9)
TOtal ACQUISTEIONS ..eeeiiiiiiiiiiii et e ettt e e e e e s eeaaaeseinreeaeeas 238 1,363

Wncluding non-cash transactions and prepayments.
@ Including prepayments related to acquisitions dfsédiaries and minority shareholding interests aod-cash
transactions.

During the first quarter of 2010, our capital exgitures, including non-cash transactions, amouited
$1,468 million, which is roughly equal to the lewélthe first quarter of 2009. Our capital expeurdt in
exploration and production were also at the levieth® same period of 2009. The exploration and
production capital expenditures in new regions eased by $85 million. In the traditional explorat&nd
production regions of Western Siberia and EurofRassia capital expenditures increased by $4 million
and decreased by $29 million, respectively. Theretse in the domestic capital expenditures was
compensated by an increase in our internationaitatapxpenditures (excluding the Caspian region)
amounted to $109 million and was primarily relatedur projects in Uzbekistan and Western Africa.

Capital expenses of our power generation and kligidn related to fulfillment of the investment
programm of our power generation segment entities.

The table below shows our exploration and productiapital expenditures in promising new production
regions. In April 2010, we started commercial prctéhn on the Yu. Korchagin field in the Caspian Sea
We plan to produce about 340 thousand tonnes fitmnfield in 2010, whilst the maximum annual
production from this field is expected to be 2.3liom tonnes of oil and gas condensate, and 1lbil
cubic meters of gas.

3 months of
2010 2009
(millions of US dollars
Northern TiMan-PECNOTA...........cooiiiiiiitce et aeeees 57 144
= 11T | PPN 57 25
CASPIAN FEGIOM ...ttt ettt ettt et ee et 65 95
QLo LI O P PP PP PPPPP 179 264

W Russian and international projects.
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