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 Decemb&t, 2010, and each of the years ended
December 31, 2010, 2009 and 2008, and significamds that may affect its future performance. It
should be read in conjunction with our US GAAP aditated financial statements and notes and
supplemental oil and gas disclosure.

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 atrédite of 6 thousand cubic feet per BOE.

” o ” o

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 resulRlease see “Forward-looking statement” on page 804 discussion of

some of the factors that could cause actual resaltiffer materially.

Key financial and operational results

Change to Change ta
2010 2009, % 2009 2008, % 2008

Sales (millions of US dollars) ...........c..vieeeeeeeennnees 104,956 294 81,083 (24.7) 107,680
Net income attributable to OAO LUKOIL (millions

Of US dollars) .......ccocvvevcieiiniiiesi e 9,006 28.5 7,011 (23.3) 9,144
EBITDA (millions of US dollars)..............ccveeernnn... 16,049 19.1 13,475 (14.7) 15,797
Taxes other than income taxes, excise and export

tariffs (millions of US dollars) ...........ccceeeeerernnens (27,856) 426  (19,532) (43.9) (34,804)
Basic earning per share of common stock attributable

to OAO LUKOIL (US dollars).........cccceevveerennenes 10.95 32.2 8.28 (23.9) 10.88
Diluted earning per share of common stock

attributable to OAO LUKOIL (US dollars).......... 10.94 32.1 8.28 (23.9) 10.88
Hydrocarbon production by the Group including our

share in equity affiliates (thousands of BQE).... 817,335 1.2 807,301 0.5 803,109
Crude oil production by the Group including our

share in equity affiliates (thousands of tonnes).. 95,992 2.7) 97,615 2.5 95,240
Gas available for sale produced by the Group

including our share in equity affiliates (millioo$

CUDIC MELEIS) ..o 18,554 24.5 14,898 (12.5) 17,020
Refined products produced by the Group including

our share in equity affiliates (thousands of topnes 63,596 6.2 59,879 12.9 53,033
Hydrocarbon proved reserves including our share in

equity affiliates (millions of BOE)....................... 17,254 (1.4) 17,504 (9.5) 19,334

In 2010, our net income was $9,006 million, whislt$iL,995 million, or 28.5%, more than in 2009.

Positive dynamic of our net income for the 2010 wesnly due to a sharp increase in hydrocarborepric
compared to 2009. Also, in the third quarter of @0de recognized a $438 million gain resulting fram
successful completion of the legal dispute reggrdine of our joint ventures in Kazakhstan. At taene
time, our results were affected by increased etitnadaxes and export tariff rates, which growtkesa
were even higher than those of our revenue, amireciof the Russian ruble, increase in operatimg) a
transportation expenses and impairment lossestah amount of $306 million recognized in the fourth
quarter of 2010.




Business overview

The primary activities of OAO LUKOIL and its subgdes are crude oil exploration, production,
refining, marketing and distribution. The Compasythe ultimate parent entity of a vertically inteigd
group of 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 eniegst Under Government Resolution 861 issued on
September 1, 1995, a further nine enterprises wansferred to the Group during 1995. Since 1988, t
Group has carried out a share exchange programctease its shareholding in each of 24 founding
subsidiaries to 100%. From formation, the Group égsanded substantially through consolidation of
interests, acquisition of new companies and estaflent of new businesses. Now LUKOIL is a global
energy company operating through its subsidiariedicountries 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, 201Llised to 17.3 billion BOE and comprised of 13.3
billion BOE of crude oil and 23.6 trillion cubicdeof 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 operatjons
marketing and trading of crude oil, natural gas @efohed products.

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

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

Other businesses include banking, finance and adletivities. Each of our four main segments is
dependent on the other, with a portion of the reesnof one segment being a part of the costs of the
other. In particular, our Refining, Marketing ands®bution segment purchases crude oil from our
Exploration and Production segment. As a resuttenfain factors considered in the “Domestic craile
and refined products prices” section on page 16¢t@arking crude oil market prices in Russia caieot
determined with certainty. Therefore, the prices fer inter-segment purchases of crude oil refeect
combination of market factors, primarily internaté crude oil market prices, transportation costs,
regional market conditions, the cost of crude efining and other factors. Accordingly, an analysis
either of these segments on a stand-alone basid goue a misleading impression of those segments’
underlying financial position and results of opemas. For this reason, we do not analyze eithepusf
main segments separately in the discussion thiamwel However, we present the financial data fahea
in Note 22 “Segment information” to our consolidhfmancial statements.

Recent developments and outlook

The following has been achieved in 2010:
Exploration and production
= 11 new oil and gas fields were brought into proiunc{2009: 8 oil and gas fields).

= On April 28, 2010, first oil was extracted at tha.Korchagin oilfield in the Russian offshore of
the Caspian Sea.

= Consortium of LUKOIL and Vanco won a tender to expl and develop Est Rapsodia and
Trident blocks in the Romanian offshore of the BlI&ea.

= LUKOIL sighed a contract for exploration and deysient of West Qurnah-2 field in Irag.




Refining

= In 2010, we launched a catalytic cracking complesua refinery in Nizhny Novgorod. With this
complex in operation, the refinery’s productionhigh-octane gasoline and diesel fuel increases
by 1.4 million tonnes per year and 0.4 million tearper year, respectively. The whole volume of
motor fuels produced will be fully compliant to Bu4 and Euro-5. Light distillates output is
increased by 12% and refinery’s Nelson complexitjeix is increased by two points.

Marketing
= 64 new petrol stations were brought into operation.
= Retail sales of Euro-5 diesel fuel commenced onektim market.

Other achievements in 2010 are described in detdliler in this report.

Changes in the Group structure

In January 2011, the Company received notice thatBoard of Directors of ERG S.p.A. (“ERG")
resolved to sell to the Company 11% in the joirituee to operate the ISAB refining complex (“ISAB”)
located in Priolo (Italy). This is a partial exexeiof ERG’s option to sell its stake. Thus, the upis
ownership will be increased from 49% to 60%. Tlamsaction is expected to be finalized at the ertteof
first quarter of 2011 and the amount payable wall€205 million ($283 million), excluding inventory.
The notice was received in accordance with théirdigreement on creation of the joint venture stym
2008. Based on the agreement ERG has a put optieeffect of which would be to increase the Grsup’
stake in the company operating the ISAB refinerynplex up to 100%. In December 2008, the Group
completed the acquisition of a 49.0% stake in thmtjventure for €1.45 billion (approximately
$1.83 billion) and paid €600 million (approximatedy62 million) as a first installment. The remamin
amount was paid in February 2009. The agreemetwssthat each partner is responsible for procuring
crude oil and marketing refined products in linghwits equity stake in the joint venture. ISAB hhas
flexibility to process Urals blend crude oil, indies three jetties and storage tanks totaling 3ti@@sand
cubic meters and has an annual refining capacifysahillion tonnes.

On July 28, 2010, a Group company signed a stookhpge agreement with a ConocoPhillips’ subsidiary
to purchase 64.6 million of the Company’s ordinahares at $53.25 per share for the total amount of
$3,442 million. This transaction was finalized iugust 2010. Additionally, under this agreement the
Group had a 60-day option to purchase any or ahh@®femaining 98.7 million of the Company’s ordina
shares held by the ConocoPhillips’ subsidiary far price of $56 per share. On September 26, 20#0, t
Group company exercised its option to acquire shfimm the ConocoPhillips’ subsidiary by sending a
notice of exercise in respect of 42,500,000 LUK@IDRs (each representing one ordinary share of the
Company). The Group company sold these ADRs to ki€ Bank AG. These transactions were
completed on September 29, 2010 when 42,500,000 QIUKADRs were directly transferred to
UniCredit Bank AG, and UniCredit Bank AG paid tharrghase price of $2.38 bhillion to the
ConocoPhillips’ subsidiary. Simultaneously, Unidtdslank AG issued a series of equity-linked notes t
the Group company that are redeemable for 17,50@,0KOIL ADRs on or before September 29, 2011.
These equity-linked notes have been classified iwiAO LUKOIL stockholders’ equity. UniCredit
Bank AG also issued an option to the Group compgampurchase from UniCredit Bank AG an additional
25,000,000 LUKOIL ADRs on or before September 2812 The option provides for the purchase of
LUKOIL ADRs at market price with a floor of $56 pADR and is not valid if the market price per ADR
is $50 or below. As of February 7, 2011, Conocdipiilrealized the remainder of its holding in LUKOI

in the open market and thereby fully quit LUKOILash capital.

In January 2010, the Company signed an agreemeietviglop the West Qurna-2 field located in the lsout
of Iraq. The parties to the agreement are the Istate-owned South Oil Company and the contracting
consortium formed by the Iragi state-owned North ©ompany, the Company and Norway's Statoil
ASA. The Company’s share in the project is 56.23%e West Qurna-2 field has recoverable crude oil
reserves of about 12.9 billion barrels.

In December 2009, the Group acquired the remaing0% interest in its equity affiliate
LUKARCO B.V. (“LUKARCO") for $1.6 billion, therebyincreasing the ownership stake to 100%.
LUKARCO is a holding company, which owns a 5.0%rshim Tengizchevroil, a joint venture which
develops the Tengiz and Korolevskoe fields in Kégsén, and a 12.5% share in Caspian Pipeline
Consortium (“CPC"), which carries Kazakhstani ands8lan oil to Novorossiysk marine terminal.
Therefore, the Group increased the ownership irgieehevroil from 2.7% to 5.0% and the ownership in
CPC from 6.75% to 12.5%. The first installment maant of $300 million was paid in December 2009.
$800 million were paid in December 2010 and theaiemg amount should be paid no later than
December 2011.




In accordance with the Group’s plans to develogéfming capacity in Europe, in June 2009, a Group
company entered into an agreement with Total SoAadquire a 45.0% interest in TRN refinery in the
Netherlands (“TRN"). The transaction was finalizedSeptember 2009 in the amount of approximately
$688 million (after completion adjustment). The Gpgorovides crude oil and market refined products i
line with its equity stake in the refinery. Theinefry has the flexibility to process Urals blendae oil as
well as significant volumes of straight-run fuel ahd vacuum gasoil, which allowed us to integthg
plant into the Group’s crude oil supply and refing@ducts marketing operations. This plant with a
Nelson complexity index of 9.8 has an annual togpiapacity of 7.9 million tonnes and an annual
capacity of a hydro-cracking unit of approximat&l¢ million tonnes.

In order to expand the Group’s presence on the radstintageous retail markets in the Russian
Federation, in the fourth quarter of 2008, the @racquired for $493 million 100% interests in
ZAO Association Grand and OOO Mega Oil M, owningl18etrol stations in Moscow, the Moscow
region and other regions of central European RuBsithe first quarter of 2009, the Group acquit®d%
interests in OOO Smolenskneftesnab, OO0 IRT InvesttOOO PM Invest and OOO Retaier House for
$238 million, which between them own 96 petrol istag and plots of land in Moscow, the Moscow
region and other regions of central European Russia

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

In accordance with the Company’s plans to devetsppower generation business, in March 2008,
a Group company entered into an agreement withlaterk party to acquire a 64.31% interest in
OAO UGK TGK-8 (“TGK-8") for approximately $2,117 tfion. The transaction was finalized in May
2008. From May 2008 to June 2009, a Group compaqguieed the remaining interest in TGK-8 for a
total of $1,202 million, increasing the Group’s ewship to 100%. In September 2009, TGK-8 was
reorganized into a limited liability company. TGKi8 one of the major gas consumers in the Southern
Federal District with an annual consumption of lidn cubic meters per year. Its power plants are
located in Astrakhan, Volgograd and Rostov regi¢masnodar and Stavropol Districts, and the Republi
of Dagestan of the Russian Federation with totatipctive capacity of 3.6 GW. By purchasing TGK-8
LUKOIL expects significant synergies through natwas supplies from the Company’s gas fields latate
in the Northern Caspian and in Astrakhan regionictwhwill allow the Company to reach efficient gas
price.




Resource base

The table below summarizes the net oil-equivalent/@d reserves of consolidated subsidiaries and our
share in equity affiliates under SEC standardsil(tiné economic limit of commercial production is
reached) that have been derived or extracted frenreéports of Miller and Lents, Ltd., our indepemde
reservoir engineers, dated as at January 1, 204 2Gi0.

Changes in 2010

January Extensions, discoverie Revision of January
1, 2011 production® and changes il previous ~ 1,2010
(millions of BOE) structure  estimates
Western Siberia........cccccccoevviviiienn... 9,861 (451 423 138 9,751
Timan-Pechora.........ccccccooiiiiiimn. 2,533 (160 80 (122) 2,735
Ural region .......ccccooeviiiiiiienieccen. 2,033 (97) 64 (58) 2,124
Volga region .........eeeeeeeieeieivees 845 27) 17 (40) 895
Other in RUSSI@.........ccovvviiviiiieri i 223 (16) 14 (6) 231
Outside RUSSIA .....ceeeviiiiiiiiieiieeeene 1,760 (83) 89 (14) 1,768
Proved oil and gas reserves......... 17,255 (834 687 (202) 17,504
Probable oil and gas reserves...... 8,455 9,820
Possible oil and gas reserves....... 3,167 5,054

W Gas production shown before own consumption.

The Company’s proved reserves as at January 1, @8@lnt to 17,255 million BOE and comprise of
13,319 million BOE of crude oil and 23,615 billicabic feet of gas.

In 2010, proved reserves growth as a result ofaggodl exploration, production drilling and acqticans,
totaled 687 million BOE of which geological expltoa and production drilling accounted for
625 million BOE, while acquisitions accounted f& million BOE. The increment of the gas reserves wa
mainly caused by continued development of the Babbtskaya Depression and the commencement of
drilling at Pyakyakhinskoye field.

The adoption of the law on the adjustment of ratiethe mineral extraction tax for oil and gas, tstey
from 2011, resulted in the cutting of our proveseryes by 118 million BOE.




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 areGDKAJKOIL-Western Siberia, OO0 LUKOIL-Komi
and OOO LUKOIL-Perm. Also we have a consolidatedntjoventure with ConocoPhillips,
OO0O Narianmarneftegaz (“NMNG”), in the Northern EmPechora region. Exploration and production
outside of Russia is performed by our 100% subsidi&/KOIL-Overseas, that has stakes in PSA’s and
other projects in Kazakhstan, Azerbaijan, Uzbekist&audi Arabia, Columbia, Iraq, Ghana and
Cote d'lvoire.

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

2010 2009 2008
(thousand BOE per day)

Daily production of hydrocarbons, including the Camp's share in

equity affiliates, INCIUAING:...........cooiii i 2,239 2,212 2,194
S CPUAR Ol e 1,940 1,972 1,921
- natural and PetroleUM dHS...........oveieeeeeeeeeeeeeeeeeee e, 299 240 273
(US dollar per BOE)
Hydrocarbon extraction EXPENSES............cocmmmerererreeeeeeiiiirireeeeeeesesssnnns 412 3.56 412
S AN RUSSIA vttt 4.11 3.53 4.11
- OULSIAE RUSSIA ....eeeeiieieeei ettt 4.29 3.99 4.32
(millions of US dollars)
Hydrocarbon extraction EXPENSES.......... i accereereaaeeeaaiiieeeeaeaeseeeeees 3,241 2,787 3,208
B T {0 1 - SRS 3,023 2,592 3,006
- OULSIAE RUSSIB ...evviiiiiiieeeiiiiie e ecmmmnr et mne et 218 195 202
EXPIOration @XPENSES. ......ueiiiiieei it e e e e e e e nteeee e e s amme e e e e eneneeeeeeas 336 218 487
=M RUSSIA ettt e e e e e e e e e e e 96 71 131
- OULSIAE RUSSIB ...evviiiiiiiie ettt ecmmmnr et mre et 240 147 356
Mineral EXIrACHION TAX ......iiveeeiii e e e et e e e e e e e e e e e eens 7,864 5,452 12,267
B T {0 T - SO 7,795 5,399 12,267
= OULSIAE RUSSIB ....vviiiiiiiiiiiiiiiie et 69 53 —

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

Crude oil production. In 2010, our daily crude oil production decreabgd..6%, compared to 2009. The
Group produced (including our share in equity &fds) 708.1 million barrels, or 96.0 million torsnef
crude oil.

The following table represents our crude oil prdaucin 2010 and 2009 by major regions.

Change to 2009

Change in Organic
(thousands of tonnes) 2010 Total, %  structure change 2009
Western Siberia.........ccoceviiiiiiiicecec e 50,934 (3.8) - (2,028) 52,962
Timan-Pechora 21,175 (2.2) - (487) 21,662
Ural region......cccccceeevvvvvneenn 12,385 3.6 - 427 11,958
Volga region .......cccceeeeeveinnnns 2,916 2.4 - 68 2,848
Other in Russia 2,021 (5.1) - (109) 2,130
Crude oil produced in RuSSia................. e 89,431 (2.3) - (2,129) 91,560
Crude oil produced internationally...................... 3,460 (1.6) - (55) 3,515
Total crude oil produced by consolidated
SUBSIAIANES ...ooeeeeiiiiiiieee e 92,891 (2.3) - (2,184) 95,075
Our share in crude oil produced by equity
affiliates:
IN RUSSIA ..ooiiiieeieee e e 336 9.1 - 28 308
outside RUSSIA .....vvvviieeeeiiiiiiiiceeeeee e, 2,765 23.9 575 (42) 2,232
Total crude oil produced ..............ccvveeeeiiiannn.... 95,992 (1.7) 575 (2,198) 97,615




The main oil producing region of the Company is Weas Siberia where we produced 54.8% of our crude
oil in 2010 (55.7% in 2009 and 60.5% in 2008). gnsficant impact on our production in Western Siher
was caused by increased field depletion rate asasel reduced drilling footage. The reductionriiflidg
footage was due to implementation of the Comparsgtategy aiming at strengthening its financial
position through focusing on high return projectd &oosting cash flows.

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

In August 2008, we began commercial production e Yuzhnoye Khylchuyu oil field, located in the
Timan-Pechora region. We produced 6.9 million tenftem this field in 2010, compared to 7.0 in 2009.
This oil field is developed by NMNG, our joint veme with ConocoPhillips.

In December 2009, we started production drillingtlee Yu. Korchagin field in the Caspian Sea. IniApr
2010, we began commercial production at the fididximum annual production from this field is
expected to be 2.5 million tonnes of crude oil gad condensate, and 1.0 billion cubic meters of gas
Starting from December 2010, a reduced exportfteatt is applied to crude oil produced and expbrte
from this field. According to the current legistati extraction tax for this field is zero. In 2019
produced 55 thousand tonnes from that field antethecouldn't benefit a lot from above mentionex ta
incentives.

The structural growth of our share in equity adfidis’ production outside of Russia is explainedthsy
increase in 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 Russta
primarily purchase crude oil from affiliated produg companies and other producers. Then we either
refine or export purchased crude oil. Crude oilcpased on international markets is used for trading
activities, for supplying our international refifes or for processing at third party refineries.

2010 2009 2008

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

Crude oil purchases in Russia........ 2,243 306 4,442 606 1,730 236
Crude oil purchases internationally. 156,759 21,386 150,25¢ 20,49¢ 76,078 10,379
Total crude oil purchased............... 159,002 21,692 154,700 21,105 77,808 10,615

Substantial part of crude oil purchased on theriatigonal market was made for refining. In 2010, we
purchased 12,516 thousand tonnes of crude oildogss at our and at third party refineries (incigdi
4,574 thousand tonnes at ISAB and 2,292 thousamietoat TRN), compared to 11,313 thousand tonnes
in 2009 (including 5,116 thousand tonnes at ISAB @88 thousand tonnes at TRN refinery complex).

Gas production. In 2010, we produced 18,554 million cubic metefrgas available for sale (including
our share in equity affiliates), an increase ob24,.compared to 2009.

Our major gas production field is the Nakhodkinsk@e field, where we produced 8,146 million cubic
meters of natural gas in 2010, compared to 5,98&mcubic meters in 2009. This 37.2% increasgas
production from the field resulted from the incream purchases of our gas by OAO Gazprom
(“Gazprom”) starting from the second half of 20@9so, during 2010, we increased utilization ratés o
petroleum gas in Western Siberia.

Our international gas production increased by 16.Pfoduction from the Khauzak gas field in
Uzbekistan was 2,655 million cubic meters of ndtgas, compared to 2,227 million cubic meters in
2009. In 2010, our share in production from thekBh@eniz field in Azerbaijan was 545 million cubic
meters, compared to 518 million cubic meters in@@% a result of acquisition of the remaining ghiar
LUKARCO we increased our share in production ofgetum gas from Tengiz field by 300 million cubic
meters.

Refining, marketing and trading

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




Compared to 2009, production at our consolidated a&filiated refineries increased by 6.2%. Russian
refineries increased their production by 1.8%. Bodidn of our international refineries includingrou
share of production at ISAB and TRN increased byY%6 The increase was a result of acquisition of
TRN in September 2009. The production at our Budgaand Ukrainian refineries was lower due to
performed overhauls. The Odessa refinery was stbppéhe fourth quarter of 2010 due to unfavorable
economic conditions in Ukraine. In 2010, our shafeefined products produced at ISAB amounted to
6,540 thousand tonnes (6,153 thousand tonnes @) 20@l our share in production of TRN amounted to
4,468 thousand tonnes (1,528 thousand tonnes #)200

We invested, and continue to invest, significargoteces in our refineries aiming at taking leading
position in Russia in producing ecological fuelldh quality standards. Thus, in December 2010, we
launched a catalytic cracking complex at our refingn Nizhny Novgorod that enabled us to start
production of gasoline fully compliant to Euro-4aljity standard. Related investments amounted to
approximately $1 billion.

In Russia, LUKOIL holds the leading position in gduztion and sales of European standards motor fuel
being ahead of the official terms of their obliggtamplementation in the country. At our Russian
refineries we produced 8,429, 7,266 and 7,224 #misonnes of Euro 4 and Euro 5 diesel fuel, and
5,373, 4,746 and 4,191 thousand tonnes of Euros8lige in 2010, 2009 and 2008, respectively. In the
end of 2010 we commenced production of Euro-4 gasol

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

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

2010 2009 2008
(millions of US dollars

OWN refiNiNg EXPENSES....coii it et 1,088 923 1,115
| (U ESTT T N 806 671 780

- OULSIAE RUSSIA ...uvviiiiiiiiiiiiiiiiie s cmmmmmma e e 282 252 335

Refining expenses at ISAB and TRN..........ccoouiiiiiiiiiiieee e mens 719 543 39
Refining expenses at third party refineries......c.....occieceieiiiiiiieee. 5 170 400
- in Russia 1 126 341

- OULSIAE RUSSIA ...uvviiiiiiiiiiiiiiiiie e cmmmmmma e e e s 4 44 59
Capital EXPENAITUIES......uvviiiiie et ieeerer e e e e e e e enareaeees 702 828 1,023
| (U ESTT T SN 542 520 688

010 7o (o3 U T - N 160 308 335

(thousand barrels per d

Refinery throughput at the Group refineries ... .ccovvieiiiecceeeiiciiiee. 1,103 1,099 1,112
AN RUSSIE oo 904 889 881

010 7o (ST U T - N 199 210 231
Refinery throughput at ISAB and TR ..o, 222 155 13
Refinery throughput at third party refineries....c.c......ooooeiiiiii e, 2 77 110
- in Russia - 41 64

= OULSIAE RUSSIA . .uuuiiieiei e i e i e i e e e e eee e e e e e e e eeeeeaees 2 36 46

Total refinery throughpUL ..........cooiiiiii e 1,327 1,331 1,235

(thousand of tonne

Refined products produced at the Group refineries.............ccccveeeevnneeen. 52,588 52,198 52,455
AN RUSSIE oot 43,172 42,408 42,067

- OULSIAE RUSSIA ...uvviiiiiiiiiiiiiiiiie e cmmmmmma e e 9,416 9,790 10,388
Production of ISAB and TR .....vevee e ee e en e o 11,008 7,681 578
Refined products produced at third party refineries..........ccccccooviieneen. 107 3,485 5,004
O [ R AU 11T = - 1,873 2,881

- outside RUSSI@.......ccceeeviinnnnns 107 1,612 2,123

Total refined products produced 63,703 63,364 58,037

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




Marketing and trading. Our marketing and trading activities mainly includbolesale and bunkering
operations in Western Europe, South-East Asia,@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 27 coiestthrough 6 thousand petrol stations. Most of the
stations operate under the LUKOIL brand. We comursly develop our retail business and the LUKOIL
brand by expanding our retail network.

The table below summarizes figures for our tradiotivities.

2010 2009 2008
(thousand of tonnes)

] = T ST 1S 14,336 14,079 14,164
WhOIESAIE SAIES.......uiieiieiie e et e et e e e e e e e s enaa e 91,020 86,681 80,983
Total refined products SAlES ..........cccuvviiiieieeiiiie e 105,356 100,760 95,147
Refined products purchased in RUSSIA.........cccoaiiiiiiiiiiiaiiiiieieee e 1,853 625 1,635
Refined products purchased internationally .............cccceeiiievieiiieniininns 45,816 41,445 38,743
Total refined products purchased..............ccccecvuiiiiieeiiiiiiiiiiiiiee e 47,669 42,070 40,378

Refined products purchases in Russia increased0if®D Zompared to 2009 due to termination of
processing activities at third-party refineries. Wegan to sell our crude oil to these refineried an

purchased refined products back from them. In 2(h@se purchases amounted to approximately
870 thousand tonnes. Our international purchasggased due to expansion of trading activities and
increased purchases for refining at ISAB and TRivheeies.

Exports of crude oil and refined products from Rusg&. In 2010, our export of crude oil from Russia
was 3.4% less than in 2009, and we exported 45 #8tirototal domestic crude oil production (45.9% in
2009 and 43.8% in 2008).

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

2010 2009 2008
(thousanc (thousanc (thousanc (thousanc (thousanc (thousant
of barrels) of tonnes) of barrels) of tonnes) of barrels) of tonnes)

Exports of crude oil using Transneft

EXPONt FTOULES ..veevveeeiiiieiieesieeseneac e 231,525 31,586 241,890 33,000 264,393 36,070
Exports of crude oil bypassing

Transneft......ccceeveee e e, 65,999 9,004 66,109 9,019 23,639 3,225
Total crude oil exports....................... 297,524 40,590 307,999 42,019 288,032 39,295

The overall decrease of our export from Russia avassult of decreased crude oil production, cefse o
processing operations in Belarus and respectivaedse of export to CIS. However, export to
far-abroad increased by 2,984 thousand tonnes; 8496, compared to 2009.

In 2010, the crude oil exported through our ownagkinfrastructure amounted to 8,732 thousand tenne
and was on the level of 2009.

In 2010, we exported from Russia 25.8 million tosoé refined products, a decrease of 6.9%, compared
to 2009. This was mainly due to decreased expol€I®. Released volumes were sold on domestic
market. Primarily, we export from Russia diesell fuael oil and gasoil. These products account for

approximately 92% of our refined products expottuwres.

In 2010, our revenue from export of crude oil aefined products from Russia both to the Group
companies and third parties amounted to $22,178iomiland $14,088 million, respectively
($17,485 million for crude oil and $11,414 milliéor refined products in 2009).

Power generation.In 2010, we continued to develop the new power geitn sector of our business as
part of our strategic development program. This remgtor encompasses all aspects of the power
generation business, from generation to transnmisaizd sale of heat and electrical power. Our power
generation business sector now includes OOO “LUKRilbanenergo”, OOO “LUKOIL-
Astrakhanenergo”, 000 “LUKOIL-Volgogradenergo”, OO0 “LUKOIL-Rostovenergo”,
OO0 “LUKOIL-TTK” (all spun off from TGK-8), our owrpower generating facilities at our oil and gas
fields and power generators in Bulgaria, Romanid dRraine. Our total output of electrical energyswa
13.2 billion kW-h in 2010 and 13.1 billion kW-h i2009. Our total output of heat energy was
approximately 15.3 million Gceal in 2010 (15.1 nati Geal in 2009).




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 our revenues. Dgrin
2010, the Brent crude oil price fluctuated betw86éi and $94 per barrel and reached its peak 00$94.
in late December 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 ciligeae dropped by more than $100 per barrel déovn
$37 per barrel driven by the world economic downtiespite that, average international crude adesr
for 2008 were almost $100 per barrel.

During the second half of 2009, the crude oil pratabilized around $70 per barrel and since then
fluctuated within sloping upward trend. At the satime, average international crude oil prices f602
were about $60 per barrel, which was significatdlyer compared to 2008.

Substantially all crude oil we export is Urals ke he following table shows the average crudeand
refined product prices products in 2010, 2009 @B2

Change ta Change to
2010 200%’ % 2009 20098’ w 2008
(in US dollars per barrel, except for figures imqaat)

Brent Crude........oooveeveeeiiec e 79.50 28.9 61.67 (36.6) 97.26
Urals crude (CIF Mediterranea®)................. 78.29 27.9 61.22 (35.4) 94.76
Urals crude (CIF Rotterdarfl) ...................... 78.26 28.0 61.15 (35.5) 94.83
(in US dollars per metric tonne, except for figuirepercent)

Fuel oil 3.5% (FOB Rotterdam)................... 442.35 28.0 345.72 (24.8) 459.74
Diesel fuel 10 ppm (FOB Rotterdam).......... 688.46 28.7 534.84 (43.6) 948.11
High-octane gasoline (FOB Rotterdam)...... 735.24 27.0 579.01 (30.8) 836.79

Source: Platts.

@ The Company sells crude oil on foreign markets anious delivery terms. Thus, our average realizel 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 Russialisduced by vertically integrated oil companies sash
ours. As a result, most transactions are betwegliatgfd entities within vertically integrated grnos.
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 basitaga background of world market prices, but with
direct reference or correlation. At any time theray 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 wHelpsaes of refined products in 2010, 2009 and800

Change from Change from

2010 2009, % 2009 2008, % 2008

(in US dollars per metric tonne, except for figuirepercent)
FUel Oil....oceeiieeeee e 245.27 51.3 162.12 (32.2) 238.87
Diesel fuel......cccoeeveveeiiiee e 557.36 20.5 462.65 (37.8) 744.07
High-octane gasoline (Regular)............ 714.26 22.1 584.87 (22.2) 751.95
High-octane gasoline (Premium).......... 743.17 16.8 636.24 (26.0) 860.07

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.

10



In particular, the devaluation of the ruble agathst US dollar generally causes our costs to dserea
US dollar terms, and vice versa. The devaluatiothefpurchasing power of the US dollar in the Rarssi
Federation calculated on the basis of the rublé&adexchange rates and the level of inflation irs&a
was 11.6% in 2010, compared to 2009.

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

2010 2009 2008
Ruble inflation (CPI1), %0 ... 8.7 8.9 13.3
Change of the ruble-dollar exchange rate, % ...................... (0.8) (2.9) (19.7;
Average exchange rate for the period
(ruble to US dollar) .........eeeieiiaiiiieeeeeeee e 30.37 31.72 24.86
Exchange rate at the end of the period
(ruble to US dollar) ............cceeeiiiiiiiiiiiiiiiieeeecccciiiiiiee e 30.48 30.24 29.38
Tax burden

Given the relative size of our activities in Russiar tax profile is largely determined by the tsupayable

in Russia (based on records maintained under Ru$siaslation — not US GAAP). In 2010, 2009 and
2008, the tax charge on the operations in Russg@apgroximately 85%, 81% and 86% of our total tax
charge, respectively.

Apart of income tax, fundamental taxes specifith® oil industry in Russia are mineral extractian, t
excise and export tariffs. In addition to above titared taxes, we are subject to a number of otrarst
in Russia, including social taxes, property tax,Vand other local and regional taxes.

The effective rates of total taxes and tariffs dkabxes, including income taxes, taxes other than
income and excise and export tariffs, divided lypome before taxes and tariffs) for 2010, 2009 0@B2
respectively, were 77%, 75% and 81%. In 2010, tpenses in Russia were about 49% of the domestic
and export sales revenue of Russian companie® @thup.

The measures that we use for tax planning and remmaigt strategies have been based on our
understanding of tax legislation existing at thredtiof implementation of these measures. We areesubj
to tax authority audits on an ongoing basis, asoignal in the Russian environment, and, at times, t
authorities have attempted to impose significanditexhal taxes on us. We believe that we have
adequately met and provided for tax liabilities dth®n our interpretation of existing tax legislatio
However, the relevant authorities may have difigiimerpretations and the effects could be sigaiftc

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

20109 Cg%%%?(f/f)’ 2009 Cg%%gs‘? s 2008"

Export tariffs on crude oil................. $/tonne  273.55 52.0 179.93 (49.3) 355.08
Export tariffs on refined products

Light distillates (gasoline), middle

distillates (jet fuel), diesel fuel and

QASOIIS .. $/tonne  196.60 47.2 133.54 (46.9) 251.53

Liquid fuels (fuel oil)...................... $/tonne  105.91 47.2 71.93 (46.9) 135.51
Excise on refined products

Straight-run gasoline..................... RUR/tonne 4,290.0C 10.0 3,900.0C 46.8 2,657.00

High-octane gasoline.................... RUR/tonne 3,992.0C 10.0 3,629.0C - 3,629.00

Low-octane gasoline.................... RUR/tonne 2,923.0(C 10.0 2,657.0C - 2,657.00

Diesel fuel.......cocoveiiiiiiiiiiieeee, RUR/tonne 1,188.0( 10.0 1,080.0C — 1,080.00

MOtOr OilS.......eeeeeeiiiieeeeiii e, RUR/tonne 3,246.1( 10.0 2,951.0C - 2,951.00
Mineral extraction tax

Crude Oil ....ocvvveiiiiiiiiiiceee RUR/tonne 3,075.7¢ 33.6 2,302.85 (30.8) 3,328.35

Natural gas........ccccccevveeeeeiiicinnnenn.. RUR/1,000 M 147.0C - 147.0C - 147.00

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

Change to Change ta
2010”2009 % 2009Y 2008 %  2008"
Excise on refined products
Straight-run gasoline..................... $/tonne  141.26 14.9 122.94 15.0 106.90
High-octane gasoline.................... $/tonne  131.45 14.9 114.40 (21.7) 146.01
Low-octane gasoline..................... $/tonne 96.25 14.9 83.76 (21.7) 106.90
Diesel fuel........cccoveeeviiiiiiiieene. $/tonne 39.12 14.9 34.04 (21.7) 43.45
Motor OilS..........oeevevieeiiiee e $/tonne  106.89 14.9 93.02 (21.7) 118.73
Mineral extraction tax
Crude Ol .....veeveiiiiiiiieeeee $/tonne  101.28 39.5 72.59 (45.8) 133.91
Natural gas..........ccccecvveeeeeiienannes, $/1,000 ni 4.84 4.5 4.63 (21.7) 5.91

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 deterrttieerates for such taxes are presented below.

Crude oil extraction tax rate. The base rate is 419 rubles per metric tonne eetlaand it is adjusted
depending on the international market price of §taend and the ruble exchange rate. The taxisate
zero when the average Urals blend internationaketgorice for a tax period was less than or eqoal t
$15.00 per barrel. Each $1.00 per barrel increadbkd 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 base rate for 2012 and 2013 is currently sétt@trubles and 470 rubles per metric tonne exdact
respectively. However, the rate may be amendetidwatithorities later on.

The crude oil extraction tax rate varies dependingthe development and depletion of a particular
oilfield. The tax rate is zero for extra-heavy ceudil and for crude oil produced in certain regiaris
Eastern Siberia, the Caspian Sea and the Nenetstgndmous District, depending on the period and
volume of production. For crude oil produced inesthegions the tax rate calculation described above
should be multiplied by a coefficient characterigthe depletion of a particular oilfield. The coeiint is
equal to 1.0 for oilfields with depletion below 80#%ach 1% increase of depletion of a particuldiedd
above 80% results in a decrease of the coeffidigria.035. The minimum value of the coefficient i8.0
The depletion level assessment is based on crligeaniuction and reserves information reportedhis t
Russian government.

In 2010, the Group produced crude oil from certailfields in the Caspian Sea and the Nenetsky
Autonomous District and benefited from the applmatof zero tax rate. However, in beginning of
December 2010, we exceeded the accumulated produtithit of 15 million tonnes at Yuzhnoye
Khylchuyu oilfield eligible for the incentive. Thusstarting from December 2010, we pay mineral
extraction tax at a regular rate at this field.

Natural gas extraction tax rate.The mineral extraction tax on natural gas proaucts calculated using
a flat rate. During the period since January 1,6260 December 31, 2010, the rate of 147 rubles pe
thousand cubic meters of natural gas extractedmeffect. However, the rate was raised up to 2®fes
per thousand cubic meters since January 1, 2011.

Crude oil export duty rate is calculated on a progressive scale. The rateris when the average Urals
blend international market price is less than anakédo 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 exportedthéf Urals blend price is between $20.00 and $2p00
barrel ($182.50 per metric tonne), each $1.00 perebincrease in the Urals blend price over $20.00
results in an increase of the crude oil export datg by $0.45 per barrel exported. Each $1.0(bpeael
increase in the Urals blend price over $25.00 pereb results in an increase of the crude oil exgaty
rate by $0.65 per barrel exported.

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

Starting from the end of 2009, zero export dute nas set for crude oil produced at certain fiéids
Eastern Siberia. However, in July 2010, a zero fatehese fields was substituted for special reduc
export duty rate. Effective from December 2010, ltkeof the oilfields where reduced rate appli¢soa
includes our Yu. Korchagin and V. Filanovsky oilfie located in the Caspian Sea.
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Export duty rates on refined products prior to 2011 were set by the Russian governniEme. rate of
export duty depended on internal demand for refipedducts and international crude oil market
conditions. Starting from 2011, export duty ratescoude oil refined products are calculated aovest
export duty rate on refined products equals curcemtle oil export duty rate multiplied by a coeffiat
according to the table below.

2011 2012 2013

Multiplier for:
Light distillates (gasoline), middle distillateef(jfuel), diesel fuel and gasails........ 0.670 0.640 0.600
Liquid fuels (fUl Ol) ....ooeeeiee et 0.467 0.529 0.600
Motor @and Other OIS ... 0.467 0.529 0.600
(@1 =T g Lo 18 od £ PP 0.467 0.529 0.600

Equivalent average ratios calculated for 2010 wdagd).719 for light and middle distillates, diefgsl
and gasoils and 0.387 for liquid fuels and motts. oi

Crude oil and refined products exported to CIS coutries, other than Ukraine and Belarus, are not
subject to export duties.

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 tonwess not subject to export duty. Volumes of crude o
above this limit were taxed at a regular exporydate.

In 2009, crude oil exported from Russia to Belarus was subjecexport duties calculated with the
application of a coefficient 0.356 (0.335 in 20G8)the regular export duty rate set by the Russian
government.

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.

Starting from 2011, excise rates on refined praslicRussia are increased and now depend on ecalogi
class of fuel. Excise tax rates for 2011 are listelbw:

Gasoline
BEIOW EUIO 3 ..ottt ettt eveenreas RUR/tonne 5,995.00
T o T TSR RUR/tonne 5,672.00
EUIMO 4 @GN0 5.oovicceicieee ettt ete e ae e RUR/tonne 5,143.00
Diesel fuel
BEIOW EUIO 3 ..ottt ettt eveenreas RUR/tonne 2,753.00
EUIO 3ottt ettt et emmmmmre e ettt e eteeeteesteesteeeaeenraeereens RUR/tonne 2,485.00
EUIMO 4 AN 5...cviiiieciee ettt ettt ettt eve v RUR/tonne 2,247.00
LY o e oo 11 =T RUR/tonne 4,681.00
Straight-run gasoline..............ouiiiiiiiiiaeaaiiiieeeeee e RUR/tonne 6,089.00

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

Transportation of crude oil, gas and refined produts in Russia

The main Russian crude oil production regions areate from the main crude oil and refined products
markets. Therefore, access of crude oil produatmmpanies to the markets is dependent on the eatent
diversification of the transport infrastructure aadcess to it. As a result, transportation cosaris
important macroeconomic factor affecting our nebime.
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Transportation of crude oil produced in Russiagfineries and export destinations is performed arily
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 queafit 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 admapacity 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
and it can be expanded up to 15 million tonnesypar.

Transportation of refined products in Russia iSqraned by railway transport and the pipeline systdm
OAO AK Transnefteproduct. The Russian railway isfracture is owned and operated by OAO Russian
Railways. Both these companies are state-owned.id8&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 balancetefasts of
the state and all participants in the transpomagimcess. Transportation tariffs of natural moriggcare
set by the Federal Service for Tariffs of the Raisdrederation (“FST”). The tariffs are dependent on
transport destination, delivery volume, distanc&rafisportation, and several other factors. Changts
tariffs depend on inflation forecasts by the Minjstf Economic Development of the Russian Fedenatio
the investment needs of owners of the transpomtastfucture, other macroeconomic factors, and
compensation of economically reasonable expensarrigd by entities of the natural monopolies. Tarif
are revised by the FST at least annually.

In Russia, most of gas is sold at the wellheadthed transported through the Unified Gas Supplyesys
(“"UGSS"). The UGSS is responsible for gatheringnsiporting, dispatching and delivering substantiall
all natural gas supplies in Russia and is ownedogadated by Gazprom. The FST regulates natural gas
transportation tariffs. We do not have any posisjbib sell our gas other than through UGSS.
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Year ended December 31, 2010, compared to years eddDecember 31, 2009 and
December 31, 2008

The table below presents our consolidated statesmadrihcome for the periods indicated.

2010 2009 2008
(millions of US dollars)

Revenues
Sales (including excise and export tariffS) ....ccccocvvvvierieeeeiniiiiinen. 104,956 81,083 107,680
Costs and other deductions
OPErating EXPENSES ....ccieeiiieiiirieiiee e eecenrae e e e s e et e e e e e e s s enabrrarraaaeas (7,969) (7,124) (8,126)
Cost of purchased crude oil, gas and producCtS e ...cccuvveeeeeeeeenn. (43,579) (31,977) (37,851)
Transportation expenses (5,608) (4,830) (5,460)
Selling, general and administrative eXpenses..........cccccceeevevvvveennn. (3,558) (3,306) (3,860)
Depreciation, depletion and amortization ..........cccceeeereineneenen. (4,154) (3,937) (2,958)
Taxes other than income taxes................. (8,978) (6,474) (13,464)
Excise and export tariffS .............eviiiicoccmeiiiiiiir e (18,878) (13,058) (21,340)
EXPIOration @XPENSE........cciviiiiiiiiiie s ettt e e s e e e e e e e (336) (218) (487)
Loss on disposals and impairments of aSSetS..cceaaacviiiiciiiiieieneennnn. (363) (381) (425)
Income from operating actiVitieS............oociceeivieieenieei e 11,533 9,778 13,709
INEErESE EXPENSE ...t e e e e e e e e (712) (667) (391)
Interest and dividend INCOME .........oooicemeee e 174 134 163
Equity share in income of affiliates .........ceuvvveeieiieiiiiiiiiieeeee, 472 351 375
Currency translation [0SS ...........ococuiiiieereenee e (122) (520) (918)
Other non-operating income (expense) 125 (13) (244)
Income before INCOME taXES ......cvvviiiiiiiieeiiee e 11,470 9,063 12,694
CUMENt INCOME TAXES .....iieieiiieeee e e e et e e e e e e e et eeeeaaeeeeaannes (2,104) (1,922) (4,167)
Deferred INCOME tAXES ......coiiiiiiiiiiiiee et e e e e e (247) (72) 700
Total INCOME taX EXPENSE .....vvvviieeeieeiiiiireeee e e e e e e e e e (2,351) (1,994) (3,467)
L= AT (010 1 4 [T 9,119 7,069 9,227
Less: net income attributable to noncontrollingiests...................... (113) (58) (83)
Net income attributable to OAO LUKOIL........ccoeeiviiviiiiiieeeeieee, 9,006 7,011 9,144
Basic earning per share of common stock attributable
OAO LUKOIL (in US dollars) ........ccoocuvvrrierm e ieiiiiieree e 10.95 8.28 10.88
Diluted earning per share of common stock attriblet¢o
OAO LUKOIL (in US dOlIars) ........cceeevereeiiceeneeseeeeessiieeesneeeeesnneens 10.94 8.28 10.88

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

Sales breakdown

2010 2009 2008
(millions of US dollars)

Crude oil
Export and sales on international markets other €& 25,251 18,276 22,382
Export and salesS t0 CIS........ciiiiiiiiiiii e 1,091 1,638 1,625
DOMESLIC SAIES .....ccceeeeeiiiiiiiiieeeeeeee s 956 735 600
27,298 20,649 24,607
Refined products
Export and sales on international markets
WHROIESAIE.......ccco ittt 50,340 38,023 50,553
1= | N 9,678 8,865 11,989
Domestic sales
Wholesale 5,427 3,820 8,049
] ¢= | N 5,501 4,281 5,823
70,946 54,989 76,414
Petrochemicals
Export and sales on international Markets ... ...ccccceeerinniiiieneee.n. 642 574 1,232
DOMESLIC SAIES ......cceeeeeiiiiiiiiiieeeeeee e 728 514 880
1,370 1,088 2,112
Gas and gas products
Export and sales on international Markets ... ....ccccceeeeriniiiiieeeen.n. 1,565 1,091 926
DOMESLIC SAIES ......cceeeeeeiiiiiieieeeeeee s 786 548 985
2,351 1,639 1,911
Sales of energy and related SErViCEeS.......ccceeeiiiiiiiiiiiieee e 1,416 1,087 654
Other
Export and sales on international Markets ... ...ccccceeeeriniiiiieeeen.n. 890 1,030 1,286
DOMESHIC SAIES ... .ceevieee e e e e e aeeens 685 601 696
1,575 1,631 1,982
L0 = IRz 1= 104,956 81,083 107,680
Sales volumes 2010 2009 2008

Crude oil (thousands of barrels)
Export and sales on international markets othar @& ......................... 326,669 305,273 242,784
Export and SaleS t0 CIS........ooiiiiiiiceeee et 23,280 39,106 31,629
DOMESLIC SAIES ......cceeeeeiiieiiiiiiieeeeee s 26,637 21,909 15,408

376,586 366,288 289,821

Crude oil (thousands of tonnes)
Export and sales on international markets other @& ......................... 44,566 41,647 33,122
Export and SaleS t0 CIS........ooiiiiiiceeee et 3,176 5,335 4,315
DOMESLIC SAIES ......cceeeeeiiiiiiiiiieeeeeee e 3,634 2,989 2,102

51,376 49,971 39,539

Refined products
Export and sales on international markets

(thousands of tonnes)

Wholesale 80,043 76,885 67,669

] = | N 7,314 7,863 8,200
Domestic sales

WHROIESAIE........cciiieiiieiiieee et 10,977 9,796 13,314

] = | N 7,022 6,216 5,964

105,356 100,760 95,147

Total sales volume of crude oil and refined products............................ 156,732 150,731 134,686
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Realized average sales prices
2010 2009 2008
($/barrel) ($/tonne)  ($/barrel) ($/tonne) ($/barrelp/ténne)

Average realized price international

Oil (excluding CIS)........ccocovveernnenn. 77.30 566.60 59.87 438.84 92.19 675.76
Ol (CIS) eveeieiiiieeeeie e 46.84 343.35 41.89 307.05 51.38 376.58
Refined products
Wholesale ........ccoooiiiiiiiiiiicees 628.91 494.55 747.06
Retail.......cccoviiieee e 1,323.31 1,127.44 1,462.14
Average realized price within Russia
O | RSP 35.90 263.18 33.56 245.97 38.97 285.66
Refined products
Wholesale ........cccocovveiiiiiiiieeenen. 494.37 389.92 604.55
Retail........ccoooevviiiiiiiiiaeiicccs 783.49 688.74 976.40

During 2010, our revenues increased by $23,873iamjllor by 29.4%, compared to 2009 (in 2009
decreased by $26,597 million, or by 24.7%, compared®008). Our revenues from crude oil sales
increased by $6,649 million, or by 32.2% (in 20@2mased by $3,958 million, or by 16.1%, compaoed t
2008). Our revenues from sales of refined prodintieeased by $15,957 million, or by 29.0% (in 2009
decreased by $21,425 million, or by 28.0%, comp&e2D08). In 2010, the increase in sales reverage w
due to sharp increase in hydrocarbon prices, cozdpr 2009. Moreover, the appreciation of the ruble
against the US dollar also seriously affected aerage realized prices in Russia.

Sales of crude oil

2010 vs. 2009

Our total crude oil sales revenues increased bg4®6million, or by 32.2%, mainly due to growth of
crude oil prices.

Cease in crude oil refining at third party refimsrin Russia and Belarus released crude oil voldores
marketing. As a result, our crude oil sales ralse@.8% in terms of volumes.

In 2010, revenue from export of crude oil from Radsoth to the Group companies and third parties
amounted to $22,178 million.

2009 vs. 2008

Our total crude oil sales revenues decreased pd6MNe sold crude oil to third parties mostly odesi
Russia and the CIS. The international sales revemh&h accounted for approximately 88.5% of our
total crude oil sales revenue in 2009 and 91.0%2008, decreased by 18.3% due to a decrease in sales
prices by 35.1%. At the same time, the volume tdrimational crude oil sales increased by 25.7%tdue
increased crude oil trading and export from Russia.

In 2009, we increased the volume of domestic dalégnefit from current market conditions.

In 2009, revenue from export of crude oil from Radsoth to the Group companies and third parties
amounted to $17,485 million.

Sales of refined products

2010 vs. 2009

In 2010, our revenue from the wholesale of refinpebducts outside of Russia increased by
$12,317 million, or by 32.4%, due to increased agerrealized price by 27.2%. The decrease in oatput
our refineries in Bulgaria due to overhaul and ikrdine due to refinery stand-by and termination of
processing activities in Russia were almost fultynpensated by commencement of crude oil refining at
TRN in September 2009. At the same time, expansidrading activities led to an increase in wholesa
volumes by 4.1%.

In 2010, our revenue from international retail salecreased by $813 million, or by 9.2%. Positiffec
from the increase of average retail prices by 17wi&$ partially offset by 7.0% sales volumes de@gas
that reflects restructuring of our retail netwonkthe USA.
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In 2010, our revenue from the wholesale of refipgdducts on the domestic market increased by
$1,607 million, or by 42.1%, mainly due to an irase in the average realized price by 26.8%. Sales
volumes increased by 1,181 thousand tonnes, oR@@4. This was primarily due to a decrease in egfin
products export to Belarus.

In 2010, our revenue from retail sales in Russ@edased by $1,220 million, or by 28.5%, due to an
increase both in volumes, being a result of higharage daily sales per petrol station, and inegri¢n
2010, our retail sales revenue was 50.3% of tefaded products sales in Russia (in 2009 — 52.8%).

In 2010, our revenue from export of refined produtbm Russia both to Group companies and third
parties amounted to $14,088 million.

2009 vs. 2008

In 2009, our revenue from the wholesale of refingebducts outside of Russia decreased by
$12,530 million, or by 24.8%, due to decreased ayerrealized price by 33.8%. At the same time,
commencement of crude oil refining at ISAB and TRMN expansion of trading activities led to an
increase in volumes sold by 13.6%.

In 2009, our revenue from international retail salecreased by $3,124 million, or by 26.1%, mathlg
to a decrease in average retail prices by 22.9%sSalumes also decreased following the negative
economic situation.

In 2009, our revenue from the wholesale of refipgdducts on the domestic market decreased by
$4,229 million, or by 52.5%, compared to the presigear, due to a decrease in the average regirxed

by 35.5%, and a decrease in volumes sold by 3fad@sand tonnes, or by 26.4%. The decrease in volume
sold was a result of decreased domestic purchamkimereased refined product exports from Russia by
7.7%.

In 2009, our revenue from retail sales in Russieresed by $1,542 million, or by 26.5%, due to a
decrease in prices. In 2009, our retail sales neavas 52.8% of total refined products sales insRu@n
2008 — 42.0%).

In 2009, our revenue from export of refined produtbm Russia both to Group companies and third
parties amounted to $11,414 million.

Sales of petrochemical products
2010 vs. 2009

In 2010, our revenue from sales of petrochemicaldpcts increased by $282 million, or by 25.9%.
Outside of Russia, decrease in sales volumes ddedeased refining and trading was compensated by
price growth. At the same time, in the fourth gearbf 2010, we commenced production at our
petrochemical plant Karpatnaftochim Ltd. in Ukraiafer modernization and construction of a chlorine
and caustic production line. The growth of domestdes revenue was largely a result of increase in
realized prices and the effect of the real rublerepiation against the US dollar.

2009 vs. 2008

In 2009, our revenue from sales of petrochemicadipcts decreased by $1,024 million, or by 48.5%s Th
resulted from a decrease in prices by 35.8% anéceedse in sales volumes by 19.7%. The decrease in
volumes resulted from general overhauls at our iRosplants and a temporary shutdown of our
petrochemical plant Karpatnaftochim Ltd. in Ukrgin@hich was stopped for modernization and
construction of a chlorine and caustic productioe in May 2008. Besides, the overall negativeagitin

on the world petrochemical markets led to a deer@asales volumes.

Sales of gas and gas products
2010 vs. 2009

In 2010, sales of gas and gas refined producteased by $712 million, or by 43.4%. Gas produdisssa
revenue increased by $424 million, or by 40.8%mprily as a result of an increase in sales prieesail
gas product revenue increased up to $506 millionbyo 22.2%, due to price growth. Retail revenue
represented 37.8% and 44.0% of our total gas ptaduenue in 2010 and 2009, respectively.

Natural gas sales revenue amounted to $835 millican increase of 46.2%, compared to 2009. Our
domestic natural gas sales revenue significantlyeased as a result of increased sales to Gazpinem,
major purchaser of our natural gas produced inRhssian Federation. In 2010, we sold 8,146 million
cubic meters of natural gas to Gazprom (5,936 anilGubic meters in 2009). The average realizecepric
increased by 4.5% to $34.9 per 1,000 cubic metessrasult of the ruble appreciation.
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In 2010, natural gas sales revenue outside of Russreased by $174 million mostly as a result of a
revision of sale prices related to the Shakh-Déieid for 2008-2010 which led to additional reverfe
$101 million, recognized in the third quarter ofLPO

2009 vs. 2008

In 2009, sales of gas and gas refined productedsed by $272 million, or by 14.2%. Gas produdisssa
revenue decreased by $158 million, or by 13.2%marily as a result of decrease in prices. Natuaal g
sales revenue amounted to $571 million — a decref$&.2%, compared to 2008. Decrease in domestic
sales volumes and selling prices were partly corsgied by an increase in realized selling price in
Uzbekistan.

In 2009, we sold 5,936 million cubic meters of matwas to Gazprom (7,856 million cubic meters in
2008). The average realized price decreased by®106$33.4 per 1,000 cubic meters as a result®f th
ruble devaluation.

Sales of energy and related services

We have been developing our power generation bssiemce the acquisition of TGK-8 in May 2008.
Substantially we sell energy and related servicesnastically. International sales are relatively
insignificant.

2010 vs. 2009

In 2010, our revenue from sales of electricity,thaad related services increased by $329 milliorhyo
30.3%, as we continued to develop the new poweergdéion segment as part of our strategic developmen
program. The ruble appreciation also contributethéoincrease of this revenue.

2009 vs. 2008

In 2009, our revenue from sales of electricity,themad related services increased by $433 milliorhyo
66.2%. Our power generation and distribution bussnemerged in May 2008 and substantially expanded
in 2009 that was reflected in sales growth.

Sales of other products

Other sales include transportation services, ndrelgaim sales through our retail network, crude oil
extraction services, rental revenue, and othermaexef our production and marketing companies from
sales of goods and services not related to ourgpyimctivities.

2010 vs. 2009

In 2010, our other sales decreased by $56 millanby 3.4%. A decrease of transportation services
provided abroad was partially compensated by higberpetroleum retail revenue. During 2010, safes o

goods and other products from our retail statiomewnted to $606 million, an increase of $38 million

compared to 2009.

2009 vs. 2008

In 2009, our other sales decreased by $351 milborhy 17.7%. Other sales in Russia were affected b
devaluation of the ruble. Outside of Russia we hadecrease of transportation services provided and
volumes of non-petroleum sales from our retailictest

During 2009, sales of goods and other products foam retail stations amounted to $568 million, a
decrease of $45 million from the level of 2008. sThias mainly because of an overall decrease of such
sales outside of Russia as a result of the adveaseoeconomic environment.
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Operating expenses

Operating expenses include the following:

2010 2009 2008
(millions of US dollars)

Hydrocarbon extraction eXPENSES ..........oiwccceveeeeiueiieeeeaeaea e, 3,241 2,787 3,208
OWN refiNiNg EXPENSES......ccoviiiiiiiiee et e e e e 1,088 923 1,115
Refining expenses at third parties and affiliatdthegies................ 724 713 439
Expenses for crude oil transportation to refineries................... 1,048 955 1,072
Power generation and distribution eXpenses..........ccccouevveneeee, 654 450 260
Petrochemical EXPENSES ..........uveiieeee e s veveereeae e e e s s 221 127 235
Other operating EXPENSES ..........uuveeeies e eeeeeeeanenreeeeeaaeesmmns 1,322 1,385 1,547
8,298 7,340 7,876

Change in operating expenses in crude oil and ikfimeducts
inventory originated within the Grofp...........cccooovvvviveeieeeen. (329) (216) 250
Total Operating EXPENSES ... 7,969 7,124 8,126

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

Compared to 2009, operating expenses increase84%/illion, or by 11.9%, which is mainly explained
by general increase in operating expenses in Rdssido the real ruble appreciation against thedblr

by 11.6%, increase in hydrocarbon extraction expgnsefining expenses and power generation and
distribution expenses.

Hydrocarbon extraction expenses

Our extraction expenses include expenditures ikléderepairs of extraction equipment, labor costs,
expenses on enhancing reservoir recovery, fuel éectricity costs, property insurance of extraction
equipment and other similar costs.

2010 vs. 2009

In 2010, our extraction expenses increased by $dllibn, or by 16.3%. This was due to increase in
expenses for power supply, general increase inresqzeand the effect of the real ruble appreciation
against the US dollar. Our average hydrocarboraetitm cost increased from $3.56 to $4.12 per B®E,
by 15.7%, compared to 2009.

2009 vs. 2008

In 2009, our extraction expenses decreased by #4lfibn, or by 13.1%, despite increased crude oil
production by 2.5% and an increase in expensesdaer supply. The decrease was mainly a resutief t
effect of the real ruble devaluation against the titlar. Our average hydrocarbon extraction cost
decreased from $4.12 to $3.56 per BOE, or by 13d@#pared to 2008.

Own refining expenses

2010 vs. 2009
In 2010, our refining expenses increased by $16élomior by 17.9%.

Refining expenses at our domestic refineries irs@édy 20.1%, or by $135 million, mainly as a resfl
the real ruble appreciation against the US doitamease in power supply costs and higher consmmpti
of additives.

Refining expenses at our international refinemesaeased by 11.9%, or by $30 million, mainly agsuft
of increased power supply costs.

2009 vs. 2008
In 2009, our refining expenses decreased by $18@mior by 17.2%.

Refining expenses at our domestic refineries deectay 14.2%, or by $111 million, mainly as a restil
the devaluation of the ruble against the US ddlad cost cutting program implemented since thettiour
guarter of 2008. This was despite an increase Wwepgupply and overhaul costs.
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Refining expenses at our international refineriesrdased by 24.3%, or by $81 million. This resulted
mainly from a decrease in the cost of power sugplpur refinery in Bulgaria. In 2009, we produced
energy from our own resources, while, in 2008, wechased gas for this purpose from third party.
Besides, decreased production and changes of ttieaege rates of local currencies to the US dollar
additionally decreased our refining expenses abroad

Refining expenses at third party and affiliatedrrefies

Along with our own production of refined products wefine crude oil at third party and affiliated
refineries both in Russia and abroad.

2010 vs. 2009

As opposed to 2009, we did not process crude oithind party refineries during 2010 in Russia and
Belarus. Nevertheless, the commencement of crudeefining at TRN in late September 2009 almost
fully compensated for that. As a result, the ovedalcrease of throughput at third party and atfiia
refineries was 2.8%, compared to 2009 (includirfineel products processed). At the same time, ir0201
refining expenses at third party and affiliatedinefies increased by 1.5%, compared to 2009, becaus
processing cost at our refineries in Western Euisgggher than at the refineries in Russia or Bela
Starting from the third quarter of 2010, we alsfined crude oil on a third party refinery in Kazakdn.

2009 vs. 2008

Due to commencement of crude oil refining at ISABdalrRN we doubled the processing volumes
compared to 2008. However, this was partially comspéed by a decrease of processing costs and
decreased volumes in Russia and Belarus. ThusQ08 Pefining expenses at third party and affiliated
refineries increased by 62.4%, compared to 2008.

Petrochemical operating expenses

2010 vs. 2009

In 2010, operating expenses of our petrochemiaaitplincreased by $94 million, or by 74.0%. Expsnse
in Russia were impacted by increased productianeased cost of raw materials and ruble appreaiabio
the US dollar. Despite petrochemical capacity dawatin Bulgaria and Ukraine in 2010, the decredse o
our international petrochemical operating exper@apared to 2009 was insignificant due to sizeable
share of fixed costs. In the fourth quarter of 2046 commenced production at our petrochemicaltplan
Karpatnaftochim Ltd. in Ukraine after modernizatiemd construction of a chlorine and caustic pradact
line.

2009 vs. 2008

In 2009, operating expenses of our petrochemicapemies decreased by $108 million, or by 46.0%, due
to a general decrease of production volumes. In R¥38, we stopped our Ukrainian petrochemical plant
Karpatnaftochim Ltd. for modernization and condtiurt of a chlorine and caustic production line.

Expenses for crude oil transportation to refineries

Expenses for crude oil transportation to refineriedude pipeline, railway, freight and other costatet
to delivery of Group’s own crude oil to refinerifes further processing.

2010 vs. 2009

Expenses for crude oil transportation to refineneseased in 2010 by $93 million, or by 9.7%, dou@n
increase in transportation tariffs and as a resfuét real ruble appreciation in Russia (see Trarapon
expenses below). Moreover, in 2010, we dramaticaltyeased volumes of own crude oil supplies to
TRN.

2009 vs. 2008

Expenses for crude oil transportation to refinedesreased in 2009 by $117 million, or by 10.9% ttu
a decrease in transportation tariffs as a resull ofal ruble devaluation in Russia (see Transponta
expenses below), and change in crude oil suppligtsire — an increase in the proportion of crudeneil

purchased from third parties. The price of purcagede oil typically includes transportation costed

the crude oil is purchased from a source geograpicloser to the destination refinery than cruile

from our own production.
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Power generation and distribution expenses

2010 vs. 2009

Power generation and distribution expenses inctebgeb204 million, or by 45.3%, following expansion
of our power generating business and as a resthieafeal ruble appreciation in Russia.

2009 vs. 2008

Power generation and distribution expenses inccedse $190 million, or by 73.1%. Our power
generation and distribution business emerged in 238 and substantially expanded in 2009 that was
reflected in operating expenses growth.

Other operating expenses

Other operating expenses include expenses of thapGr upstream and downstream enterprises that do
not relate to their core activities, namely salégransportation services, crude oil extractionvisss,
operating expenses of our gas processing plansss ob other services provided and goods sold by ou
production and marketing companies, and of non-basgnesses of the Group.

2010 vs. 2009

In 2010, our other operating expenses decreasekb®ymillion, or by 4.5%, mainly due to decrease of
volume of transportation services provided abroad.

2009 vs. 2008

In 2009, our other operating expenses decreaséil ®3 million, or by 10.5%. In 2008, other operating

expenses included $116 million of excise includedprocessing fee paid to third parties refineries,
compared to $54 million in 2009. Besides, otherrafieg expenses in Russia were affected by thesrubl
devaluation. Outside of Russia, operating expengere lower than in 2008 due to a decrease of
transportation services provided.

Cost of purchased crude oil, gas and products

Cost of purchased crude oil, gas and productsdeslicost of crude oil and refined products purdahése
trading or refining, gas and fuel oil to supply quower generation entities and the result of heglgih
international crude oil and refined products sales.

2010 vs. 2009

In 2010, cost of purchased crude oil, gas and mtsdacreased by $11,602 million, or by 36.3%, thue
an increase in crude oil and refined products prare increase in volumes of refined products @ses.

In 2010, we recognized a $232 million expense fiwadging, compared to a $781 million expense in
20009.

2009 vs. 2008

Cost of purchased crude oil, gas and products dsedeby $5,874 million in 2009, or by 15.5%, duato
decrease in international crude oil and refineddpots prices. The effect of decreased prices weby/pa
compensated by an increase in purchases due togsaal trading operations outside of Russia, esfigci
in the fourth quarter of 2009.

In 2009, we recognized a $781 million expense fhatging, compared to a $902 million gain in 2008.
Transportation expenses

2010 vs. 2009

In 2010, our transportation expenses increased7iBg $illion, or by 16.1%. This was primarily due to
increase of ruble denominated pipeline and railwagsportation tariffs in Russia, which was emphedi
by the ruble appreciation.

Our actual transportation expenses related to coildend refined products deliveries to various @xp
destinations, weighted by volumes transported, gddnn 2010, compared to 2009, as follows: crudle oi
pipeline tariffs increased by 23.3%, railway tegifér refined products transportation increase@hy %,
crude oil freight rates decreased by 7.8%, andedfproducts freight rates increased by 23.8%.
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2009 vs. 2008

In 2009, our transportation expenses decrease®®y fillion, or by 11.5%. This was primarily dueao
decrease in freight rates and railway transpomratariffs in Russia. It should be noted that ruble
denominated transportation tariffs in Russia inseglain 2009, but this increase was offset by tlderu
devaluation.

Our actual transportation expenses related to coildend refined products deliveries to various @xp
destinations, weighted by volumes transported, ghdnin 2009, compared to the previous year, as
follows: crude oil pipeline tariffs increased byo®%, railway tariffs for refined products transpdida
decreased by 10.9%, crude oil and refined prodéretight rates decreased by 42.3% and 50.1%,
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.

2010 vs. 2009

In 2010, our selling, general and administrativepesses increased by $252 million, or by 7.6%,
substantially due to the effect of ruble appreoraton selling, general and administrative experises
Russia and salaries indexation.

2009 vs. 2008

In 2009, our selling, general and administrativpemses decreased by $554 million, or by 14.4%. The
decrease was primarily due to the devaluation ef riible. Nevertheless, this was partially offset by
movements in provision for bad debts and the efiéchanges in the Group’s structure.

Depreciation, depletion and amortization

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

2010 vs. 2009

Our depreciation, depletion and amortization expsiiiscreased by $217 million, or by 5.5%.

2009 vs. 2008

Our depreciation, depletion and amortization expsnisicreased by $979 million, or by 33.1%. The
increase was a result of the Company’s capital edipgres and the corresponding increase in defokecia
assets, in particular due to putting in productioe Yuzhnoye Khylchuyu oil field.

Exploration expenses

2010 vs. 2009

During 2010, exploration expense increased by $hilBon, or 54.1%. Dry hole costs increased by
$108 million to $225 million.

In 2010, we charged to expense cost of dry wellsCmlumbia and Cote d’lvoire in amount of
$112 million and $68 million, respectively. Dry lolrite-off in Russia amounted to $42 million in120

2009 vs. 2008

During 2009, exploration expense decreased by $2i6@®n, or by 55.2%. Dry hole costs decreased by
$200 million to $117 million.

In 2009, we charged to expense the cost of a diyiweSaudi Arabia totaling $56 million. Also, we
expensed dry hole costs related to our projectzierBaijan in the amount of $9 million.

In 2009, we charged to expense $30 million as ddi&ts related to first phase of drilling an expiora
well in Ghana.

Dry hole costs in Russia amounted to $22 millioimgrily relating to Western Siberia.
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Interest expense

2010 vs. 2009

In 2010, interest expense increased by $45 millamich is 6.7% more than in the previous year. This
increase mainly relates to discounting of the VATaverable of our refinery in Ukraine as a restithe
restructuring of this receivable.

2009 vs. 2008

In 2009, interest expense amounted to $667 millkwrY,0.6% more than in 2008. This was a resulhef t
termination of interest capitalization related tesets in Timan-Pechora after completion of their
construction and a general increase in our indeleesl and cost of borrowings due to unfavorable
situation on capital markets (see Liquidity andizdpesources — Financing activities).

Equity share in income of affiliates

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

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

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

Kazakhstan, and ISAB and TRN refineries.

2010 vs. 2009

At the end of 2009, we increased our share in LUICARfrom 54% to 100%, thus increasing our stake in
Tengizchevroil, an exploration and production jeiehture in Kazakhstan, to 5%. Largely as a resiult
this, our share in income of affiliates increasgbb21 million, or by 34.5%.

2009 vs. 2008

Compared to 2008, our share in income of affiliatesreased by $24 million, or by 6.4%.
Other non-operating income

In 2010, other non-operating income included a $a88on gain related to successful settlement of a

corporate dispute between a Group company and aCC@fBup company regarding Turgai Petroleum,

our joint venture in Kazakhstan, and a $96 millexpense related to provisions accrued in respect of
claims to the Group companies by Federal Anti-mahpservice of the Russian Federation (FAS of

Russia).

As a result, other non-operating income in 2010 w@med to $125 million, compared to a $13 milliosdo
in 2009 and a $244 million loss in 2008.
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Taxes other than income taxes

2010 2009 2008
(millions of US dollars)

In Russia
Mineral eXtraCtion tAXES.........ciivuuriiietee e e e e e e e e enias 7,795 5,399 12,267
Social security taxes and contributions ......cccceeeoiooiiiiiiiiiiienen, 327 330 435
PIOPEITY 18X .. iiiiiiiiiiiiiiiiiiiieiirereses s e e eeeeeeesesesaeasaseeeeesererereenenes 479 438 374
(01 01T g = (=SSR 93 92 180
TOtal IN RUSSIA....ciiiiiiiiiiiiiie e 8,694 6,259 13,256
International
Mineral eXtracCtion taXES......cceeieieiiiesimmmmmm e e e eeeeeeeeeeeeee e e ee e e eeeeeeens 69 53 -
Social security taxes and contributions ......cccceeeoooiiiiiiiiiiiiene, 102 69 77
Property tax 39 32 31
Other taxes 74 61 100
Total internationally ............coooiiiiiiiii e 284 215 208
TOMAD .t e e 8,978 6,474 13,464

2010 vs. 2009

In 2010, taxes other than income taxes increase?}504 million, or 38.7%, mainly due to an inceas
mineral extraction taxes in Russia. This is ex@édiby an increase in the tax rate following theease of
international crude oil prices.

Application of zero tax rate for crude oil producedTiman-Pechora and decreased rate for depleted
oilfields led to approximately $1,313 million tarduction (in 2009 — about $961 million). The major
oilfield where we benefited from zero extractiox tate was the Yuzhnoye Khylchuyu field. In early
December 2010, accumulated volume of productiomftbhe Yuzhnoye Khylchuyu field exceeded the
incentive level of 15 million tonnes and since thratment we have been paying extraction tax in full.

2009 vs. 2008

In 2009, taxes other than income taxes decreaséd.B96, or by $6,990 million, mainly due to a dese
in mineral extraction taxes in Russia. This is akpd by a decrease in the tax rate resulting fieriow
level of crude oil prices. Moreover, the changehia tax rate calculation effective from Januar0Q9
led to approximately $754 million decrease in tRgaetion taxes. Effect from the application of #ero
tax rate for crude oil produced mainly in Timan-Re@ and decreased rate for depleted oilfieldstded
approximately $961 million tax reduction.

Excise and export tariffs

Our excise and export tariffs include taxes onssaferefined products and export tariffs on thearkof
crude oil and refined products.

201(C 2009 2008
(millions of US dollars)

In Russia
Excise tax and sales taxes on refined productS.........ccccuvuee.. 951 763 956
Crude 0ileXport tariffS ... e 10,513 6,251 11,911
Refined productsxport tariffs...........cccoiiiiiiiiiiiii e 3,574 2,30¢ 4,119
Total IN RUSSIA.....uuiiiiiiiiiee et e e e eaa s 15,38 9,320 16,986
International
Excise tax and sales taxes on refined productS........cccuvvvee.. 3,70C 3,52¢ 3,984
Crude 0ileXport tariffS ..........cooiiiiiiiiiiee e e e e e 13€ 107 143
Refined productsxport tariffs............cccoevviiiiieee s 4 107 227
Total internationally ............covveeiiiiiiiiii e 3,84C 3,738 4,354
TOMAD .t e 18,8® 13,058 21,340
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2010 vs. 2009

In spite of a decrease in crude oil and refineddpets export volumes, export tariffs increased by
$5,456 million, or by 62.2%, due to an increastaiiff rates in Russia as a result of internaticoralde oil
prices growth. The increase in excises in Russalted from the ruble appreciation, increase ofisexc
rate and increase in sales volumes.

Starting from the end of 2009, for crude oil proeld@t certain fields in Eastern Siberia a reducgube
duty rate was set. Starting from December, 20103wp applies reduced export duty rate for theleru
oil produced from the Yu. Korchagin field in the §pgan Sea, however due to relatively small amofint o
crude oil export from that field the effect of thigentive on our 2010 financial results was ingigant.

2009 vs. 2008

In spite of an increase in crude oil and refineddpicts export volumes, export tariffs decreased by
$7,629 million, or by 46.5%, due to the decreasaiiff rates in Russia because of the crude adesr
decline. The decrease in excises in Russia wastaltiee ruble devaluation. Despite the fact that the
changes in the Group structure contributed $10%iamito the excise increase, our international se®i
decreased by $460 million, or by 11.5%, compare20@8. Such a fall was a result of a decreasel@s sa
volumes of refined products subject to excise teaas decrease in excise rates, caused mainly by the
changes of the exchange rates of local currencit®etUS dollar.

Loss on disposals and impairments of assets

2010 vs. 2009

In 2010, loss on disposals and impairments of assabunted to $363 million, compared to $381 nrillio
in 2009.

As a result of an impairment test performed in Delser 2010, we recognized an impairment loss of
$163 million for certain upstream properties in Thman-Pechora, Western Siberia and Central Europea
regions of Russia; and an impairment loss of $2Biamirelated to certain our European downstream
assets. We also wrote off goodwill related to ouwrrkish downstream subsidiary in amount of
$114 million due to a change in market conditioagly caused by legislative changes.

2009 vs. 2008

In 2009, loss on disposals and impairments of assabunted to $381 million, compared to $425 mmillio
in 2008.

In 2009, the Company recognized an impairment ddsk238 million for certain properties in the Timan
Pechora and Central European regions of Russia.Groeip also recognized an impairment loss in
amount of $63 million related to our project infdrdue to incapability of undertaking further works
because of the threat of economic sanctions ofuSieGovernment. Besides, we charged to expense
$33 million related to realization of Atashsky mdjin Kazakhstan.

Income taxes

2010 vs. 2009

In 2010, our total income tax expense increasefid®7 million, or by 17.9%. Income before income tax
increased by $2,407 million, or by 26.6%.

In 2010, our effective income tax rate was 20.5%mpgared to 22.0% in 2009, while the maximum
statutory rate for the Russian Federation is 20%.

2009 vs. 2008

In 2009, our total income tax expense decrease®lid73 million, or by 42.5%, due to the decrease in
income before income tax by $3,631 million, or i8/626.

In 2009, our effective income tax rate was 22.0&tmgared to 27.3% in 2008, which is higher than the
maximum statutory rate for the Russian Federa®3¥4 in 2009 and 24% in 2008).
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Reconciliation of net income to EBITDA (earnings bfore interest, income taxes, depreciation and
amortization)

2010 2009 2008
(millions of US dollars)
NEL INCOME....ee e 9,006 7,011 9,144
Add back:
INCOME taX EXPENSE ....oviiiiiiieeiieeeee e 2,351 1,994 3,467
Depreciation and amortization ..........c.ccceeeecceeeeeerines 4,154 3,937 2,958
INtErest EXPENSE.....uuiiiiiiieiei i 712 667 391
Interest and dividend iNCOME ..............ciimmmemvevivinnnns, (174) (134) (163)
EBITDA ..o 16,049 13,475 15,797

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 stiemgtd performance of our business operations, divoju
our ability to finance capital expenditures, acdiges 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 nebiime, operating income or any other measure of
performance under US GAAP. EBITDA does not inclade need to replace our capital equipment over
time.
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Liquidity and capital resources

2010 2009 2008
(millions of US dollars)
Net cash provided by operating activities... . ..ccoereeiueeneeen. 13,541 8,883 14,312
Net cash used in investing activities....... e cceeeeeeeeeeeeenies (7,296) (8,551) (13,559)
Net cash (used in) provided by financing activities................ (6,146) (285) 763

Operating activities

Our primary source of cash flow is funds generditeth our operations. During 2010, cash generated by
operating activities amounted to $13,541 milliorhieh is 52.4% more than in 2009, mainly due to an
increase in net revenue. On the other hand, ouratipg cash flows were affected by an increase in
working capital by $826 million, compared to Jaruar 2010. But this increase was relatively small,

compared to 2009, when our working capital incrddse$2,483 million.

The increase of working capital was mainly causgd b

=  a$813 million net increase in inventory
= a$783 million net increase in trade accounts vetsé and payable
= a$134 million net increase in other assets atlitias

At the same time, the negative effect from the abaowentioned factors was partly offset by an
$830 million net decrease in VAT accounts receigabhd a $74 million net decrease in other taxes
accounts receivable and payable.

Investing activities

The decrease in cash used in investing activigsslted from a decrease in payments for acquisitin
$1,541 million. Our capital expenditures, includingn-cash transactions, increased by $310 million,
4.7%, compared to the previous year.

In 2010, we paid $800 million as a second instatimeithin the acquisition of LUKARCO and invested
$122 million in common stock of National oil conSom, a joint venture of five major Russian olil
companies involved into exploration activities ienézuela.

In 2009, we paid the remaining amount of $1,068ionilfor the acquisition of a 49% stake in the ISAB
refinery complex, approximately $600 million withilhe acquisition of 45% interest in the TRN refiner
and settled a $150 million liability within the agsgition of Akpet. Other acquisitions refer to adeas for
downstream assets in Russia.

Financing activities

In 2010, net movements of short-term and long-terdebt generated an inflow of
$35 million, compared to an inflow of $1,489 mitian 2009.

In December 2010, we completed the issuance of l§illidn 2.625% senior unsecured convertible bonds
due June 2015. The bonds are convertible into LUK&DRs listed on the London Stock Exchange each
representing one ordinary share of LUKOIL. The onere issued by a Group company at 100% of their
principal amount with the conversion price set Z8.$087 per LUKOIL ADR. Bondholders will be able
to convert their bonds into LUKOIL ADRs at any pbinom 40 days after the issue date to the sixth
dealing day prior to the final maturity date. WdlWiave the right to redeem the bonds at any tifter a
December 31, 2013.

In November 2010, we completed the issuance ofa-tdanche offering of 6.125% notes due 2020 in
aggregate principal amount of $1.0 billion. Theesotvere issued in two tranches at the same time and
form part of the same series. $800 million of tltes were issued at a price of 99.081% of theie fac
value, resulting in a yield to maturity of 6.25%1da$200 million of the notes were issued at a pate
102.44% of their face value, resulting in a yieddraturity of 5.80%.

As a part of Company’s shares purchase option i@ubsidiary of ConocoPhillips, in September 2@L0,
Group company purchased a series of equity-link&t@ésnexchangeable for 17,500,000 LUKOIL ADRs
issued by UniCredit Bank AG for approximately $38lion.

In August 2010, we raised a $1.5 billion loan figgifrom a group of banks due in one year. Thelifgci
was partially prepaid in November 2010 in amour$b0 billion.

In August 2010, we purchased approximately 7.599%uo shares at $53.25 per share for approximately
$3.44 billion from a subsidiary of ConocoPhillips.
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In June 2009, we completed offering of three sesfestock exchange bonds on MICEX, altogether worth
15 billion rubles. Coupon rate for each of the ésswas set at 13.5%. The bonds had maturity pefiod

364 days and were repaid in June 2010.

In February 2009, we received short-term loans5if0$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.

Credit rating

In November 2010, Standard & Poor’s Ratings Sesvafirmed its long-term corporate credit ratinglan

all debt ratings on the Company at BBB- with stadltiook.

In October 2010, Moody’s affirmed the Company’sderrm corporate family rating and long-term

issuer rating of Baa2 with stable outlook.

In February 2011, Fitch Ratings affirmed the Conysmong-term issuer default rating of BBB- with

stable outlook and short-term issuer default ratihg3.

Our credit ratings have not changed since then.

Analysis of capital expenditures

2010 2009 2008
(millions of US dollars)
Capital expenditures?
Exploration and production
i 3,936 3,916 6,813
997 771 1,076
4,933 4,687 7,889
945 808 1,346
375 508 721
1,320 1,316 2,067
27 13 23
49 100 98
76 113 121
420 283 364
95 135 148
6,844 6,534 10,589
Acquisitions of subsidiaries®
Exploration and production
RUSSIA .1ttt e e e e e e e e e - - 4
INterNational .........coooiii i 922 300 357
Total exploration and production .............cceeeeeiiiece e 922 300 361
Refining, marketing and distribution
Russia.......cccceevnee. 7 212 636
International 3 2,069% 1,397
Total refining, marketing and distribution................ccoovvviemreneeeeees 10 2,281 2,033
Power generation and distribution............oe..cooeeeseeeeeeneens - 10 3,199
Other ..coooiiiiie e - 1 3
Less cash acquired - (29) (190)
TOotal ACUISTEIONS eeveeeiiiieeeee e 932 2,573 5,398

W ncluding non-cash transactions and prepayments.

@ Including prepayments related to acquisitions disiliaries and non-cash transactions.
® Including $100 million of non-cash part of consitéon for acquisition of TRN.
@ Including $1,969 million of non-cash part of coreiation for acquisition of TGK-8.
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During 2010, our capital expenditures, includinghitash transactions, increased by $310 million, or
4.7%, compared to the previous year. Our capitpépgitures in exploration and production increasgd
$246 million, or by 5.2%. Our capital expenditunesraq in 2010 included payment of $112 millionmao
recoverable signature bonus for entering West Qunaroject. In April 2010, we started commercial
production on the Yu. Korchagin field in the Caspfsea. 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.

Capital expenses of our power generation and lligtan entities related to fulfillment of their iastment
program.

The table below shows our exploration and produactiapital expenditures in promising new production
regions.

2010 2009 2008
(millions of US dollars)

285 385 1,878
162 131 161
370 532 420
87 73 34
92 31 11
172 — —
1,168 1,152 2,504

WRussian and international projects.
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Contractual obligations, other contingencies and dfbalance sheet arrangements
Capital commitments and contractual obligations

Under the terms of existing exploration and promurciicense agreements in Russia the Group has to
fulfill certain operations: oil and gas exploratiomells drilling, fields development, etc., and Beoup
also has commitments to reach a defined level thetion on the fields. Management believes that th
Group’s approved annual capital expenditure budfdlg cover all the requirements of the described
license obligations.

Group companies have commitments for capital exip@redcontributions in the amount of $720 million
related to various production sharing agreemengs the next 27 years.

The Company has signed a three-year agreementhéorydars 2010-2012 for drilling services with
OOO Eurasia Driling Company. The volume of thesvises is based on the Group’s capital
construction program, which is re-evaluated onrawmual basis. The Group estimates the amount ofatapi
commitment under this agreement for 2011 to beagprately $1,139 million.

The Company has signed a strategic agreementdayrtjoing provision of construction, engineering an
technical services with ZAO Globalstroy-Engineerifithe volume of these services is based on the
Group’s capital construction program, which is valeated on an annual basis. The Group estimages th
amount of capital commitment under this agreemen2011 to be approximately $349 million.

The Group has a commitment to execute the capitadtouction program of its power generation segment
and under the terms of this program power planth wital capacity of 890 MW should be constructed.

Currently the Group is approving certain amendmémtthe capital construction program, including its

extension by the end of 2013. As of December 31,02@he Group estimates the amount of this
commitment to be approximately $660 million.
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The following table displays our total contractohligations and other commitments:

(millions of US dollars) Total 2011 2012 2013 2014 2015 After
On balance sheet
Shortterm debt .........cooeeviiiiiiiiiceeee e, 794 794 - - - - -
Long-term bank loans and borrowings........ 2,071 954 337 378 129 119 154
Long-term non-bank loans and borrowings. 1,693 53 51 50 24 21 1,494
6.375% Non-convertible US dollar bonds,
maturing 2014.........ccccveeiiiiiieeeen. 896 - - - 896 - -
2.625% Convertible US dollar bonds, matu
2015 1,388 - - - - 1,388 -
6.356% Non-convertible US dollar bonds,
maturing 2017.......cccccveeeeeeiiiiieeeenn, 500 - - - - - 500
7.250% Non-convertible US dollar bonds,
maturing 2019.........cccceveiiiiiiieeeenn 595 - - - - - 595
6.125% Non-convertible US dollar bonds,
maturing 2020.......ccccceeeeeeiiiiiieneennn. 998 - - - - - 998
6.656% Non-convertible US dollar bonds,
maturing 2022.........cccceveeeiiiiiiieeeenn. 500 - - - - - 500
7.10% Russian ruble bonds, maturing 2011 262 262 - — — - —
13.35% Russian ruble bonds, maturing 2012 820 - 820 — — - —
9.20% Russian ruble bonds, maturing 2012 328 - 328 — — - —
7.40% Russian ruble bonds, maturing 2013 197 - - 197 - - -
Capital lease obligations .............cc.ceeiveeeee. 152 62 20 20 20 20 10
TOTAL e e 11,194 2,125 1,556 645 1,069 1,548 4,251
Off balance sheet
Operating lease obligations........................ 846 220 168 130 110 100 118
Capital commitments in PSAS.................... 720 662 20 2 2 2 32
Capital commitments of power generating
SEOMENT ..eiiiiiiiiee e 660 345 169 146 - - -
Obligation under contract with
OO0QO Eurasia Drilling Company............. 1,139 1,139 - - - - -
Obligation under contract with
ZAO Globalstroy-Engineering............... 349 349 — — — — —
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Litigation and claims

On November 27, 2001, Archangel Diamond Corponaff®DC”), a Canadian diamond development
company, filed a lawsuit in the District Court oébver, Colorado against OAO Archangelskgeoldobycha
(“AGD"), a Group company, and the Company (togetttes “Defendants”). ADC alleged that the
Defendants interfered with the transfer of a diacherploration license to Almazny Bereg, a joint twga
between ADC and AGD. ADC claimed total damages ppraximately $4.8 billion, including
compensatory damages of $1.2 billion and punitiamages of $3.6 billion. On October 15, 2002, the
District Court dismissed the lawsuit for lack ofrgenal jurisdiction. This ruling was upheld by the
Colorado Court of Appeals on March 25, 2004. On &ber 21, 2005, the Colorado Supreme Court
affirmed the lower courts’ ruling that no specificzisdiction exists over the Defendants. By virtfethis
finding, AGD (the holder of the diamond exploratitibense) was dismissed from the lawsuit. The
Supreme Court found, however, that the trial caugde a procedural error by failing to hold an
evidentiary hearing before making its ruling comieg general jurisdiction regarding the Company,
which is whether the Company had systematic antiraaous contacts in the State of Colorado at time ti
the lawsuit was filed. In a modified opinion datBécember 19, 2005, the Colorado Supreme Court
remanded the case to the Colorado Court of Apfesitead of the District Court) to consider whettrer
lawsuit should have been dismissed on alternatreeirgls (i.e., forum non conveniens). On June 29,
2006, the Colorado Court of Appeals declined taniis the case based on forum non conveniens. The
Company filed a petition for certiorari on Augu$, 2006, asking the Colorado Supreme Court to vevie
this decision. On March 5, 2007, the Colorado Smer€ourt remanded the case to the District Court. O
June 11, 2007, the District Court ruled it woulehdaoct an evidentiary hearing on the issue of wirdthes
Company is subject to general personal jurisdictionthe State of Colorado. Discovery regarding
jurisdiction was commenced. On June 26, 2009, threditors of ADC filed an Involuntary Bankruptcy
Petition putting ADC into bankruptcy. ADC ultimagetonfirmed entry of an Order For Relief and the
matter was converted to a Chapter 11 Case by dated September 29, 2009. On November 25, 2009,
after adding a claim, ADC removed the case from Glodorado District Court to the US Bankruptcy
Court. On December 22, 2009, the Company filed siancseeking to have the case remanded to the
Colorado District Court. On December 31, 2009, keethere was a ruling on the motion seeking remand
ADC filed a motion seeking withdrawal of the refece to the Bankruptcy Court and requesting the case
be heard by the US District Court. On February®,® the US Bankruptcy Court ordered the Motion For
Withdrawal Of The Reference be transferred to tt& District Court for further action. All pending
motions as well as discovery were stayed pendintpéu order of the Court. On July 7, 2010, the st
Court denied ADC’s Motion for Withdrawal of refermmand returned the case to the Bankruptcy Court
for the determination of the Company’s Motion foerRand and Abstention seeking return of the case to
the Colorado state court. On October 28, 2010Btakruptcy Court granted the Company’s Motion for
Remand and Abstention and remanded the case feaineer District Court (Colorado state court) where
it is now pending. ADC is expected to commenceadliscy regarding general jurisdiction shortly aftes
Court holds a status conference on March 18, 2@lbhagement intends to contest jurisdiction andekeni
all material allegations against the Company. Managnt does not believe that the ultimate resolution
this matter will have a material adverse effecttGroup’s financial condition.

As of the date the financial statements were abtglto be issued 76 claims in relation to a violatof

the anti-monopoly regulation were initiated agaissteral Group companies in Russia and abroad. The
Group companies were accused of violations primamivolving abuse of their dominant market position
and execution of coordinated actions in oil produetail markets.

In 2008 and 2009, the Federal Anti-monopoly Senaféehe Russian Federation (“FAS of Russia”)
considered two cases which resulted in decisiomsgbissued against a number of major Russian oil
companies, including the Company and the Groupfimary plants, alleging abuse of their dominant
position in the oil products wholesale market @& Russian Federation.

As for the first case, the Group refinery plantpegded the decisions of FAS of Russia in the Moscow
Arbitration Court. These appeals were combined ne proceeding. In addition the Group’s refinery
plants appealed against the administrative finesuad by FAS of Russia to the courts in their |mret.

Due to abandonment of the claim by the Group’sezfi plants the combined proceeding was terminated
on December 13, 2010. Due to the same reason lappgainst the administrative fines of the Group’s
refinery plants have also been terminated. The Bsotefinery plants filed an application to FAS of
Russia asking for payment deferrals for the finesr@ed. As of the date the financial statementsewer
available to be issued, deferral has been apprémedome of the Group’s refineries. The remaining
applications are under consideration.
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As for the second case, the Group’s refinery pléileg claims against the decisions of FAS of Rassid
administrative fines accrued. Due to the signing tlbé agreement between FAS of Russia and
OO0 LUKOIL-Volgogradneftepererabotka, 000 LUKOIL2egorodnefteorgsintez and
OO0 LUKOIL-Permnefteorgsintez fines were signifitgnreduced and lawsuits were terminated. A
similar agreement is agreed to be signed with OQQIL-UNP. Currently, proceedings on this case
are stayed. OOO LUKOIL-Nizhegorodnefteorgsintez alasady paid the fines. FAS of Russia approved
payment deferrals for OOO LUKOIL-Volgogradneftepatetka and OOO LUKOIL-Permnefteorgsintez.
OO0 LUKOIL-UNP is going to file an application fpayment deferrals to FAS of Russia.

The total amount of administrative penalties clainfijmm the Group which are estimated to be possible
and probable is currently $106 million, of whictpeovision of $96 million was accrued in the Group’s
consolidated financial statements as of Decembe2B10 as probable to be paid. These expenses were
included in “Other non-operating expense” of thasmidated statements of income.

On February 9, 2011, FAS of Russia filed a new latvagainst the three largest Russian oil companies
including the Company, accusing them of abuse eir thominant position in the oil products market.
However, the Company is not aware of the claimitbetmtil the case starts being considered. Thermrd
of legal proceedings has not been received by tirapany as of the date the financial statements were
available to be issued.

In March 2010, an ethanol purchase agreement sigpyeGetty Petroleum Marketing Inc., a Group
Company, and Bionol Clearfield LLC came into for@de initial term of the agreement was five years.
On June 1, 2010, Getty Petroleum Marketing Inedfian Arbitration claim to make amendments to the
ethanol purchase agreement and to compensateskrsdoOn June 18, 2010, Bionol Clearfield LLC filed
a counter-claim to the Arbitration tribunal of tAenerican Arbitration Association with examinatioha
case in Boston to execute the agreement or to pmpensation. The amount of the claim of Bionol
Clearfield LLC is $250 million. The counterpartieame to an agreement about the schedule of court
hearings and documents submission. Hearings bag&eloruary 16, 2011. At this time it is not possibl
to predict whether any of the issues in the Arhitraare remote or probable, or the likely outcarh¢he
Arbitration. Management does not believe that thienate resolution of this matter will have a madér
adverse effect on the Group’s financial condition.

The Group is involved in cost recovery disputeshwviite Republic of Kazakhstan. The Group’s share of
the claim is approximately $244 million. Managemsnof the view that substantially all of the amtan
subject to dispute are in fact recoverable underRimal Production Sharing Agreement. Management
believes that the ultimate resolution of the claiitt not have a material adverse impact on the @®u
operating results or financial condition.

The Group is involved in various other claims ardal proceedings arising in the normal course of
business. While these claims may seek substanéimlages against the Group and are subject to
uncertainty inherent in any litigation, managemeaoés not believe that the ultimate resolution athsu
matters will have a material adverse impact onGhaup’s operating results or financial condition.
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Critical accounting policies

The preparation of financial statements in conftymiith accounting principles generally acceptedhia
United States of America requires management tecselppropriate accounting policies and to make
estimates and assumptions that affect the repantezlints of assets, liabilities, revenues and exgsens
See Note 2 “Summary of significant accounting pest to our consolidated financial statements for
descriptions of the Company’s major accounting giedi. Certain of these accounting policies involve
judgments and uncertainties to such an extentiieaé is a reasonable likelihood that materialffedént
amounts would have been reported under differemdlitions, or if different assumptions had been used

Business combinations

Purchase price allocation

Accounting for the acquisition of a business regmiithe allocation of the purchase price to theousri
assets and liabilities of the acquired business.nkast assets and liabilities, purchase price atlon is
accomplished by recording the asset or liabilitytsiestimated fair value. The most difficult esdiions
of individual fair values are those involving proge plant and equipment and identifiable intangibl
assets. We use all available information to malesehfair value determinations and, for major bissine
acquisitions, typically engage an outside apprdisal to assist in the fair value determinationtbé
acquired long-lived assets. We have, if necessgryp one year after the acquisition closing daténish
these fair value determinations and finalize thecpase price allocation.

Principles of consolidation

Our consolidated financial statements include ihanicial position and results of the Company, culed
subsidiaries of which the Company directly or iedity owns more than 50% of the voting interest,
unless minority interest shareholders have subgtapiarticipating rights, and variable interestitbes
where the Group is determined to be the primarefeiary. Other significant investments in companie
of which the Company directly or indirectly ownstlveen 20% and 50% of the voting interest and over
which it exercises significant influence but nontol, are accounted for using the equity method of
accounting. Investments in companies of which tben@any directly or indirectly owns more than 50%
of the voting interest but where minority intersstareholders have substantive participating rigihés
accounted for using the equity method of accountigdivided interests in oil and gas joint ventuaes
accounted for using the proportionate consolidatimihod. Investments in other companies are redorde
at cost.

Revenue recognition

Revenues from the production and sale of crudeamd petroleum products are recognized when title
passes to customers at which point the risks awdros of ownership are assumed by the customer and
the price is fixed or determinable. Revenues ingledcise on petroleum products sales and duties on
export sales of crude oil and petroleum products.

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

Successful efforts accounting for oil and gas aciiies

Accounting for oil and gas activities is subjecsfmecial accounting rules that are unique to thara gas
industry.  Property acquisitions, successful exgtmy wells, all development costs and support
equipment and facilities are capitalized. Art#iicstimulation and well work-over costs are incldde
operating expenses as incurred.

Property acquisition costs

For individually significant undeveloped properti@sanagement periodically performs impairment test
based on exploration and drilling efforts to daf@r undeveloped properties that individually are
relatively small, management exercises judgmentdatermines a periodic property impairment chagye a
required that is reported in loss on disposalsiapairments of assets.
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Exploratory costs

For exploratory wells, drilling costs are tempdsaapitalized, or “suspended”, on the balance shee
pending a judgmental determination of whether pia#iy economic oil and gas reserves have been
discovered by the drilling effort. If a judgmerg made that the well did not encounter potentially
economic oil and gas quantities, the well costseapensed as a dry hole and are reported in exgora
expense. Exploratory wells that are judged to tdiseovered potentially economic quantities of eida
gas and that are in areas where a major capitaneijore would be required before production could
begin, remain capitalized on the balance sheebras &s additional exploratory appraisal work isemd
way or firmly planned. There is no periodic impaént assessment of suspended exploratory well.costs
Management continuously monitors the results ofatiditional appraisal drilling and seismic work and
expenses the suspended well costs as dry holes wvhefges that the potential field does not watran
further exploratory efforts in the near term.

Other exploratory expenditures, including geolob@sad geophysical costs are expensed as incurred.
Proved oil and gas reserves

Due to the inherent uncertainties and the necdgdianited nature of reservoir data, estimatesasfarves
are inherently imprecise, require the applicatidnuolgment and are subject to change as additional
information becomes available. The estimates ademaing all available geological and reservoiadet
well as historical production data. Estimatesreréewed and revised as appropriate. Revisionaroas

a result of changes in prices, costs, fiscal regimeservoir performance or a change in the Conipany
plans.

Proved oil and gas reserves are the estimated ijeanof crude oil, natural gas liquids including
condensate and natural gas that geological anschesiging data demonstrate with reasonable certaanty

be recovered in future years from known reservoirder existing economic and operating conditions.
Reserves are considered proved if they can be peadaconomically as demonstrated by either actual
production or conclusive formation tests. Proveserves do not include additional quantities ofaail

gas reserves that may result from applying secgndatertiary recovery techniques not yet tested an
determined to be economic. The proved reservdsdacvolumes which are recoverable up to and after
license expiry dates. Proved developed reservesharejuantities of proved reserves expected to be
recovered through existing wells with existing guuent and operating methods.

Management has included within proved reservesifgignt quantities which the Group expects to
produce after the expiry dates of certain of ite@nt production licenses in the Russian Federafitwe
Subsoil Law of the Russian Federation states tign expiration, a license is subject to renewdhat
initiative of the license holder provided that hwet exploration, appraisal, production or remediati
activities are necessary and provided that th@dieéolder has not violated the terms of the lieeB#nce
the law applies both to newly issued and old liesnsnd the Group has currently renewed nearly 50% o
its licenses, management believes that licenseédb®itenewed upon their expiration for the remairafe
the economic life of each respective field.

Impairment of long-lived assets

Long-lived assets, such as oil and gas propertidtge( than unproved properties), other propertgngl
and equipment, and purchased intangibles subjestntartization, are assessed for impairment whenever
events or changes in circumstances indicate thatcthirying amount of an asset group may not be
recoverable. Recoverability of assets to be helll wsed is measured by a comparison of the carrying
amount of an asset group to the estimated undisedduature cash flows expected to be generatethdy t
group. If the carrying amount of an asset groupeess its estimated undiscounted future cash flaws,
impairment charge is recognized by writing down tlerying amount to the estimated fair value of the
asset group, generally determined as discountadefutet cash flows. Assets to be disposed of are
separately presented in the balance sheet andedpairthe lower of the carrying amount or fairnaless
costs to sell, and are no longer depreciated. $heta and liabilities of a disposed group clagbidie held

for sale are presented separately in the apprepdaset and liability sections of the balance sheet
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Deferred income taxes

Deferred income tax assets and liabilities aregeized in respect of future tax consequences atafile

to temporary differences between the carrying arteahexisting assets and liabilities for the pugm of

the consolidated financial statements and thepeaesve tax bases and in respect of operatingdndstax
credit carryforwards. Deferred income tax assets labilities are measured using enacted tax rates
expected to apply to taxable income in the yearathich those temporary differences are expected to
reverse and the assets be recovered and liabtig#ked. The effect on deferred income tax assets
liabilities of a change in tax rates is recogniiedhe consolidated statement of income in the mpp
period which includes the enactment date.

The ultimate realization of deferred income taxets$s dependent upon the generation of futurebtaxa
income in the reporting periods in which the orading expenditure becomes deductible. In asseslsing
realizability of deferred income tax assets, manaye considers whether it is more likely than rnatt

the deferred income tax assets will be realizedmbking this assessment, management considers the
scheduled reversal of deferred income tax liab#itiprojected future taxable income, and tax ptapni
strategies.

An income tax position is recognized only if thecartain position is more likely than not of being
sustained upon examination, based on its technieaits. A recognized income tax position is measure
at the largest amount that is greater than 50%yliké being realized. Changes in recognition or
measurement are reflected in the period in whiehctiange in judgment occurs.

Asset retirement obligations

Under various laws, contracts, permits and regutatithe Group has legal obligations to removeitdag
equipment and restore the land or seabed at thevfeoperations at production sites. The largesétass
retirement obligations of the Group relate to waltgl oil and gas production facilities and pipedin€he
Group records the fair value of liabilities assteiawith such obligations when incurred. Estimating
future asset retirement obligations costs neceskaryhis accounting calculation involves signifita
estimates and judgments by management. Most o thiegations are many years in the future and the
contracts and regulations often have vague desmgpbf what removal practices and criteria willado

be met when the removal event actually occurs. tAsmmoval technologies and costs are constantly
changing, as well as political, environmental, saénd public relations considerations.

Contingencies

Certain conditions may exist as of balance sheetsdfat may result in losses, but the impact atiwh
will only be resolved when one or more future esesttcur or fail to occur. The Group is requiredodh
determine whether a loss is probable based on jedgend interpretation of laws and regulations and
determine whether the loss can be reasonably @stimdf our assessment of a contingency indictitats

it is probable that a material loss will arise, ahd amount of the liability can be estimated, thies
estimated liability is accrued and charged to tbhesolidated statement of income. If our assessment
indicates that a potentially material loss is natiqable, but is only reasonably possible, or isphde but
cannot be estimated, then the nature of the caminigability is disclosed in the notes to our colidated
financial statements. Loss contingencies consitieemnote are generally not disclosed unless they
involve guarantees, in which case the nature ofgtr@rantee is disclosed. The Company’s management
continually monitor known and potential contingemiatters and make appropriate charges to the
consolidated statement of income when warrantedrisymstance.

Use of derivative instruments

The Group’s derivative activity is limited to certgpetroleum products marketing and trading outsifie
its physical crude oil and petroleum products besses and hedging of commodity price risks. Cugrent
this activity involves the use of futures and swapstracts together with purchase and sale costthat
qualify as derivative instruments. The Group acteuior these activities under the mark-to-market
methodology in which the derivatives are revalueathe accounting period. Resulting realized and
unrealized gains or losses are presented in theotidated statement of income on a net basis. Uneea
gains and losses are carried as assets or liabibti the consolidated balance sheet.
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Recent accounting pronouncements

In December 2010, the FASB issued Accounting Statsddpdate (“ASU”) No. 2010-29 Disclosure of
Supplementary Pro Forma Information for BusinessnBimations: This ASU requires that the pro forma
information be presented at if the business contibinaoccurred at the beginning of the prior annual
reporting period for purposes of calculating bdih turrent reporting period and the prior reporfiegod

pro forma financial information. The ASU also remsi that this disclosure be accompanied by a marat
description of the amount and nature of materiaracurring pro forma adjustments. The ASU No. 2010-
29 is effective for the Group for the reportingipds ending after December 15, 2010. The Group tadop
ASU No. 2010-29 for the 2010 annual financial staats. This adoption did not have a material impact
on the Group’s results of operations, financialifas or cash flows.

In December 2010, the FASB issued ASU No. 2010*28hen to Perform Step 2 of the Goodwill
Impairment Test for Reporting Units with Zero orgdtive Carrying AmountsThis ASU modifies Step

1 of the goodwill impairment test for reporting tsnwith zero or negative carrying amounts. As altes
ASU No. 2010-28 is eliminating an entity’s ability assert that a reporting unit is not requiregedorm
Step 2 because the carrying amount of the repotimgis zero or negative despite the existence of
qualitative factors that indicate the goodwill isoma likely than not impaired. Therefore, goodwill
impairments may be reported sooner than under mupmactice. The ASU No. 2010-28 is effective for
the Group for the reporting periods ending aftecémber 15, 2010. The Group adopted ASU No. 2010-
28 for the 2010 annual financial statements. THigpéon did not have a material impact on the Gi®up
results of operations, financial position or cadsiws.

In July 2010, the FASB issued ASU No. 2010-2Djstlosures about the Credit Quality of Financing
Receivables and the Allowance for Credit Logsedich amends Accounting Standards Codification
(“ASC”) No. 310, ‘Receivable$ This ASU provides financial statement users vgteater transparency
about an entity’s allowance for credit losses dmddredit quality of its financing receivables aaduires
entities provide disclosures that facilitate fin@hcstatement users’ evaluation of the following: the
nature of credit risk inherent in the entity’s golib of financing receivables; 2) how that riskaealyzed
and assessed in arriving at the allowance for tleskes; 3) the changes and reasons for thosgeham
the allowance for credit losses. The ASU No. 20Q0s2effective for the Group for the reporting joeis
ending after December 15, 2010. The Group adoptsd Alo. 2010-20 for the 2010 annual financial
statements. This adoption did not have a materiphct on the Group’s results of operations, finalnci
position or cash flows and did not require addaiodisclosures.

In January 2010, the FASB issued ASU No. 2010-0fpfoving Disclosures about Fair Value
Measurementswhich requires reporting entities to make newcltisures about recurring or nonrecurring
fair-value measurements including significant tfars into and out of Level 1 and Level 2 fair-value
measurements and information about purchases, $sdesnces, and settlements on a gross basig in th
reconciliation of Level 3 fair-value measuremeniEhis ASU also clarifies existing fair-value
measurement disclosure guidance about the lewdibafgregation, inputs, and valuation techniqué&J A
No. 2010-06 is effective for interim and annual ogimg periods beginning after December 15, 2009,
except for the detailed Level 3 roll forward disstloes (which are effective for the annual reporting
periods starting after December 15, 2010 and ftarim periods within those annual reporting perjods
The Group adopted the requirements of ASU No. 208 @except for the detailed Level 3 roll forward
disclosures) starting from the first quarter of @0This adoption did not have a material impacthoan
Group’s results of operations, financial positiarcash flows.

38



Forward-looking statements

Certain statements in this document are not histbfacts and are “forward-looking.” We may frommé
to time make written or oral forward-looking statms in reports to shareholders and in other
communications. Examples of such forward-lookiregeshents include, but are not limited to:

= statements of our plans, objectives or goals, @finlythose related to products or services
= statements of future economic performance

= statements of assumptions underlying such statesment

Forward looking statements that may be made byam fime to time (but that are not included in this
document) may also include projections or expemtatiof revenues, income (or loss), earnings (a®)los
per share, dividends, capital structure or othearfcial items or ratios. Words such as “believes,”
“anticipates,” “expects,” “estimates,” “intends” @rplans” and similar expressions are intended to
identify forward-looking statements but are not thelusive means of identifying such statements. By
their very nature, forward-looking statements imeolnherent risks and uncertainties, both genemdl a
specific, and risks exist that the predictionseéasts, projections and other forward-looking stetgs

will not be achieved. You should be aware that mlper of important factors could cause actual redolt
differ materially from the plans, objectives, extaions, estimates and intentions expressed in such
forward-looking statements.

These factors include:
= inflation, interest rate and exchange rate fludtunest
= the price of oil
= the effects of, and changes in, Russian governpwity
= the effects of competition in the geographic anslitess areas in which we conduct operations
= the effects of changes in laws, regulations, taxatir accounting standards or practices
= our ability to increase market share for our prasland control expenses
= acquisitions or divestitures
= technological changes

= our success at managing the risks of the aforeomeedifactors.

This list of important factors is not exhaustivehéf relying on forward-looking statements, you $hou
carefully consider the foregoing factors and otharcertainties and events, especially in light of th
political, economic, social and legal environmemtwhich we operate. Such forward-looking statements
speak only as of the date on which they are maade, subject to any continuing obligations under the
Listing Rules of the U.K. Listing Authority, we dat undertake any obligation to update or revisg ah
them, whether as a result of new information, faitwvents or otherwise. We do not make any
representation, warranty or prediction that the ukts anticipated by such forward-looking statememits

be achieved, and such forward-looking statemenpsesent, in each case, only one of many possible
scenarios and should not be viewed as the mogy likestandard scenario.
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