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

The following report contains a discussion and gsialof the financial condition of OAO LUKOIL as of
June 30, 2011 and the results of it's operations tfte three and six month periods ended
June 30, 2011 and 2010, and significant factorsrtizy affect its future performance. It should bad in
conjunction with our interim US GAAP consolidatédancial statements and notes thereto.

References to “LUKOIL,” “the Company,” “the Group'ive” or “us” are references to OAO LUKOIL
and its subsidiaries and equity affiliates. Allldolamounts are in millions of US dollars, unleiseowise
indicated. Tonnes of crude oil produced are traeglénto barrels using conversion rates charadteriz
the density of oil from each of our oilfields. Tamof crude oil purchased as well as other operaltio
indicators expressed in barrels were translatedbatrels using an average conversion rate of Bad®ls
per tonne. Translations of cubic meters to cubét feere made at the rate of 35.31 cubic feet pbiccu
meter. Translations of barrels of crude oil intorbks of oil equivalent (“BOE”) were made at theéeraf

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

This report includes forward-looking statements erdg such as “believes,” “anticipates,” “expects,”
“estimates,” “i plans,” etc. — that refletmanagement’s current estimates and beliefs, bait a

intends,
not guarantees of future results.

Key financial and operational results

2" quarter of  Change, 1*half of  Change,
2011 2010 % 2011 2010 %

Sales (millions of US dollars) ............ccocceenenene.

. 34,912 25,853 35.0 64,538 49,755 29.7
Net income attributable to OADUKOIL (millions

of US dollars) ....c.ceveeviiiieeiiiiee e 3,251 1,949 66.8 6,768 4,002 69.1
EBITDA (millions of US dollars)..............cccee..... 5,345 3,704 443 10,688 7,433 43.8
Taxes other than income taxes, excise and export

tariffs (millions of US dollars).............cccuvveeeee. (9,324) (7,031) 32.6 (16,760) (13,689 224

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

BaSIiC ....ocooiiiii 4.16 2.30 80.9 8.66 472 834
Diluted ..o, 4.08 2.30 77.2 8.48 472 79.6

Hydrocarbon production by the Group including
our share in equity affiliates (thousands of BOE) 194,522 204,182 (4.7) 391,268 409,373 (4.4)

Crude oil production by the Group including our
share in equity affiliates (thousands of tonnes) 22,735 24,085 (5.6) 45,571 48,140 (5.3)

Gas available for sale produced by the Group
including our share in equity affiliates (millions
of cubic meters) ... 4,533 4,521 0.3 9,318 9,242 0.8

Refined products produced by the Group including
our share in equity affiliates (thousands of
TONNES) ...t 16,273 16,430 (1.0) 30,845 31,177 (1.1)

During the first half of 2011, our net income wda&s @8 million, which is $2,766 million, or 69.1% one
than in the same period of 2010. At the same timg, net income for the second quarter of 2011
amounted to $3,251 million, which is $1,302 milljar 66.8%, higher than in the second quarter G020

The increase in our net income was mainly duedbaap increase in hydrocarbon prices in the fiadft &f
2011, compared to the respective period of 2010that same time, our results were affected by an
increasing tax burden and the appreciation of thesRn ruble.




Business overview

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

OAO LUKOIL was established in accordance with Rtestial Decree 1403, issued on November 17,
1992. Under this decree, on April 5, 1993, the Gorent of the 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 1986, t
Group has carried out a share exchange programctease its shareholding in each of 24 founding
subsidiaries to 100%. From formation, the Group é&gganded substantially through consolidation of
interests, acquisition of new companies and estaflent of new businesses. Now LUKOIL is a global
energy company operating through its subsidiarie7i countries on four continents.

LUKOIL is one of the world’s largest energy compasin terms of hydrocarbon reserves that amounted
to 17.3 billion BOE as of January 1, 2011 and casegr of 13.3 billion BOE of crude oil and 23.6ltah
cubic feet of gas.

Our operations are divided into four main busirsesgments:

= Exploration and Production — which includes our exploration, development anoduction
operations relating to crude oil and natural gdsese activities are primarily located within
Russia, with additional activities in Azerbaijana#akhstan, 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 petragbal products.

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

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

in the “Domestic crude oil and refined productes’ section on page 8, benchmarking crude oil etark
prices in Russia cannot be determined with cestaifiterefore, the prices set for inter-segment lpases

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

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

Changes in the Group structure

In April 2011, LUKOIL and OAO ANK Bashneft (“Bashft§ signed an agreement to establish a joint
venture and to stipulate conditions for the develept of two fields named after R. Trebs and A. W.ito
According to the agreement)AO LUKOIL will purchase 25.1% of a Bashneft subsigiafor
approximately $169 million, while the license andbsoil use rights for R.Trebs and A.Titov fielddlwie
re-issued in favor of this subsidiary. In its turie joint venture will purchase from the Group
29 exploration wells located in the license arelhe Bgreement also envisages the exploitation of the
Group’s infrastructure, including the oil exportriteénal in Varandey and the energy centre of the
Yuzhnoye Khylchuyu field. The total recoverable @terves located within the license areas of R re
and A.Titov fields are 140.1 million tonnes. Theegment is subject to endorsement by the respective
regulatory authorities of the Russian Federation.

In April 2011, the Group acquired an 11% stakehm jpint venture operating the ISAB refining comple
(“ISAB”) for €241 million (approximately $342 mitin) and thus increased the Group’s ownership in it
from 49% to 60%. This was a partial exercise of ERG.A. (“ERG") option to sell its stake in the njoi
venture, established in 2008. According to the eigient ERG has a put option to sell its stake in ful




In July 2010, a Group company signed an agreenwmutchase from a ConocoPhillips’ subsidiary
64.6 million of the Company’s ordinary shares a8.85 per share for the total amount of $3,442 anilli
This transaction was finalized in August 2010. Unties agreement the Group had a 60-day option to
purchase any or all of the remaining 98.7 millioh tbe Company’s ordinary shares held by the
ConocoPhillips’ subsidiary for the price of $56 phiare. In September 2010, this option was exetdrse
respect of 42.5 million LUKOIL ADRs, each represagtone ordinary share of the Company. The Group
company sold these ADRs to UniCredit Bank AG arellditer paid the purchase price of $2.38 billion t
the ConocoPhillips’ subsidiary. Simultaneously, Crédit Bank AG issued a series of equity-linkedesot
to the Group company that are redeemable for 170800LUKOIL ADRs on or before September 29,
2011. ConocoPhillips realized the remainder ofitéding in LUKOIL in the open market and thereby
fully quit LUKOIL share capital.

In January 2010, the Company signed an agreemeievielop 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 Statoll
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.

As a part of the expansion of its presence in Kageln, in December 2009, the Group acquired the
remaining 46.0% interest in its equity affiliate KARCO B.V. (“LUKARCQ") for $1.6 billion, thereby
increasing the ownership stake to 100%. LUKARCG@ isolding company, which owns a 5.0% share in
Tengizchevroil, a joint venture which develops frengiz and Korolevskoe fields in Kazakhstan, and a
12.5% share in Caspian Pipeline Consortium (“CP@Mjch carries Kazakhstani and Russian oil to
Novorossiysk marine terminal. Therefore, the Grangreased the ownership in Tengizchevroil from
2.7% to 5.0% and the ownership in CPC from 6.75%2®%. The first installment in the amount of
$300 million was paid in December 2009. $800 milliwere paid in December 2010 and the remaining
amount should be paid no later than December 2011.




Operational highlights

Hydrocarbon production

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

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

2" quarter of 1% half of

2011 2010 2011 2010
(thousand BOE per day)

Daily production of hydrocarbons, including the

Company'’s share in equity affiliates, including............ 2,137 2,243 2,162 2,262

o 8 (o [ o | PSPPI 1,844 1,951 1,859 1,962

- natural and petroleum d&s...........ccooeeeeeeeeeoeemee. 293 292 303 300
(US dollar per BOE)

Hydrocarbon extraction eXpenses............cueeeeeeeeeimeenens 4,93 4.07 4.72 4.02

-iNRUSSIA .....oooiiiiiieeeee, 4,96 4.10 4.75 4.05

- outside Russia 4.60 3.66 4.41 3.61
(millions of US dollars)

Hydrocarbon extraction eXpenses............cueeeeeeeeeimeenens 924 800 1,777 1,584

SN RUSSIA oo e 868 753 1,667 1,491

- OULSIAE RUSS ...ttt 56 47 110 93

EXploration EXPEeNSES. ........vvveiivveiesiemmm e 85 29 113 146

SN RUSSIA oo e s 43 14 55 50

- OULSIAE RUSS ...cvveiveeiee et 42 15 58 96

Mineral extraction taX .........ccceeeevvevvieecimeeeeeerieeeeeeeeenns 3,192 1,991 5,657 3,757

SN RUSSIA coiiieiiciiecee e e 3,171 1,973 5,612 3,723

- OULSIAE RUSS ...ttt ieieeiieiieeieeeeraeas 21 18 45 34

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

Crude oil production. In the first half of 2011, our daily crude oil mhaction decreased to
1,859 thousand BOE, or by 5.2%, compared to theespemiod of 2010. We produced (including the
Company’s share in equity affiliates) 336.4 millioarrels, or 45.6 million tonnes.

The following table represents our crude oil prdiucin the first half of 2011 and 2010 by major
regions.

Change to 2010

1% half of Change in Organic 1% half of
(thousands of tonnes) 2011 Total, % structure change 2010
Western Siberia........ccoocvveiiiiiiiiceeeee e 24,397 (4.2) - (1,037) 25,434
Timan-Pechora..........ccocciiiiiiiiceeee e 9,208 (15.3) - (1,663) 10,871
Ural region ... 6,273 2.7 - 167 6,106
VOIga region ....ccovviiiiiiieee e e e e e e e e 1,536 7.3 - 104 1,432
Other iN RUSSIA.......cueiiiiiiiiiiiee e 972 (4.8) - (49) 1,021
Crude oil produced in RUSSIA ........cccoenmnee 42,386 (5.5) - (2,478) 44,864
Crude oil produced internationally...................... 1,723 (1.5) - (26) 1,749
Total crude oil produced by consolidated
SUBSIAIANES ...vvvvviieecec e 44,109 (5.4) - (2,504) 46,613
Our share in crude oil produced by equity
affiliates:
IN RUSSIA .eeeiiiiiieiiiiieeeee e e 175 6.7 - 11 164
outside RUSSIA ......cccvvveviieeeeiiireeee e, 1,287 (5.6) - (76) 1,363
Total crude oil produced ...........ccccvvvvvvviccanee... 45,571 (5.3) — (2,569) 48,140




The main oil producing region for the Company issféen Siberia where we produced 55.3% of our
crude oil in the first half of 2011 (54.6% in thesf half of 2010). In 2011, the Western Siberianducing
assets continued to mature resulting in a prodactlecline and water cut increase. The Company
undertakes efforts to stabilize production in thgion.

The main reason for the production decrease in iRechora was a decrease in average flow rates per
well as a result of the water cut growth and therei@se of recoverable reserves related to revision
parameters of the geological model of the Yuzhrilggichuyu oilfield.

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

2" quarter of

2011 2010
(thousand of (thousand of (thousand of (thousand of
barrels) tonnes) barrels) tonnes)
Crude oil purchases in Russia........... 176 24 234 32
Crude oil purchases internationally... 35,155 4,796 43,394 5,920
Total crude oil purchased................. 35,331 4,820 43,628 5,952
1% half of
2011 2010
(thousand of (thousand of (thousand of (thousand of
barrels) tonnes) barrels) tonnes)
Crude oil purchases in Russia........... 894 122 381 52
Crude oil purchases internationally... 63,573 8,673 77,610 10,588
Total crude oil purchased................. 64,467 8,795 77,991 10,640

Significant part of our crude oil purchases is fwocessing. In the first half of 2011, we purchased
6,325 thousand tonnes of crude oil to process rad at third party refineries (including 2,02éukand
tonnes at ISAB and 753 thousand tonnes at TRN)peoad to 5,385 thousand tonnes in the first half of
2010 (including 2,109 thousand tonnes at ISAB a3 thousand tonnes at TRN). Purchases for trading
decreased significantly, compared to the first b&2010.

Gas production. In the first half of 2011, we produced 9,318 roiflicubic meters of gas available for sale
(including our share in equity affiliates). Theliease of production compared to the respectiveogeari
2010 amounted to 0.8%.

Our major gas production field is the Nakhodkinskes field, where we produced 4,204 million cubic
meters of natural gas in the first half of 201114 million cubic meters in the first half of 201@ur
international gas production also did not changaificantly.

Refining, marketing and trading

Refining. We own and operate four refineries located in EeaspRussia and three refineries located
outside of Russia — in Bulgaria, Ukraine and RomaMoreover, we have a 60% stake in the ISAB
refinery complex in ltaly (49% before April 1, 201and a 45% interest in the TRN refinery in the
Netherlands.

Compared to the first half of 2010, production at consolidated refineries decreased by 1.7%. Baossi
refineries increased their production by 0.9%, whilternational refineries’ production decreased by
14.3% as a result of the shutdown of the Odesszergf The production of our affiliated refinerik3AB

and TRN increased by 2.1% resulting from the ineeeaf Group’s share in the ISAB refinery.

We invested, and continue to invest, significarsoteces in our refineries aiming at taking the ilegd
position in Russia in producing ecological fuelldfh quality standards. Thus, in December 2010, we
launched a catalytic cracking complex at our refinen Nizhny Novgorod that enabled us to start
production of gasoline fully compliant to the tharg-4 quality standard. Related investments amalnte
to approximately $1 billion.




In Russia, LUKOIL holds the leading position in guztion and sales of European standards motor fuel
being ahead of the official terms of their obliggtomplementation in the country. At our Russian
refineries we produced 4,579 and 4,304 thousandewof Euro-4 and Euro-5 diesel fuel and 2,910 and
2,716 thousand tonnes of Euro-3 and Euro-4 gasaoiitiee first half of 2011 and 2010, respectivéie
commenced production of Euro-4 gasoline in the @2010. The share of gasoline compliant to Euro-3
and Euro-4 exceeds 90% and the share of diesellzomio Euro-4 and Euro-5 exceeds 70% of our total
domestic production. Technically, we are able todpce all our gasoline in compliance with the Edro-
standards. Production of lower quality gasolinduse to the supplies to the federal customers. Alwitig

the launch of the new fuel hydrorefining unit at oefinery in Volgograd scheduled for the seconld bia
2012, we will be able to increase the share of Buend -5 diesel to 97% of our total domestic diese
production.

Along with our own production of refined products wan refine crude oil at third party refineries
depending on market conditions and other facterghé first half of 2011, we only processed ourderu
oil at a third party refinery in Kazakhstan.

The following table summarizes key figures for cefining activities.

2" quarter of 1% half of
2011 201(C 2011 201(C
(millions of US dollars)
Refining expenses at the Group refineries............. 344 259 686 532
SN RUSSIA .o 264 189 514 381
- outside RUSSIA ........euveeieeeiiiiiiieeeee e 80 70 172 151
Refining expenses at ISAB and TRN..................... 256 172 422 349
Refining expenses at third party refineries............. 2 - 5 2
Capital expenditures.........cccvvevieeeiesicememeee e e e 174 166 299 336
= INRUSSIA .o, 129 119 214 238
- outside RUSSIA ........cueeeieieiiiiiiieeeee e 45 a7 85 98
(thousand barrels per day)
Refinery throughput at the Group refineries.......... 1,098 1,134 1,075 1,088
SN RUSSIA i 925 899 912 898
- outside RUSSIA .......cceeviiiiieiiiiiieeieee e 173 235 163 190
Refinery throughput at ISAB and TRN® _.............. 258 235 222 222
Refinery throughput at third party refineries.......... 6 - 7 -
Total refinery throughput ...........ccccooiiiiiiiiiee. 1,362 1,369 1,304 1,310
(thousand of tonnes)
Refined products produced at the Group refineries 13,032 13,525 25,285 25,731
SN RUSSIA i 10,977 10,720 21,467 21,274
- outside RUSSI@ .......ccovvivieieiiiiieeeieee e 2,055 2,805 3,818 4,457
Production of ISAB and TR .............c.cocvevrvrernnee 3,241 2,905 5,560 5,446
Refined products produced at third party refineries 74 - 169 4
Total refined products produced............................ 16,347 16,430 31,014 31,181

W Group’s share.
@ Including refined product processed.

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

The Group retails its refined products in 27 coestthrough nearly 5.6 thousand petrol stationsst\dd
the stations operate under the LUKOIL brand. Therefese of petrol stations number compared to the
beginning of the year (over 6 thousand stations) age to restructuring of our retail network in th8A.




The table below summarizes figures for our tradiotivities.

2" quarter of 1% half of
2011 2010 2011 2010
(thousand of tonnes)
Retail SaleS .......vvviiiiiie e 3,679 3,510 6,948 6,768
Wholesale sales..........occoviiiiiiiii e 22,653 23,745 43,325 44,241
Total refined products sales ..........ccooiiieeciiinnninnenn. 26,332 27,255 50,273 51,009
Refined products purchased in RusSia...................... 477 563 896 855
Refined products purchased internationally............... 11,379 11,784 22,460 23,015
Total refined products purchased...............cccccc......... 11,856 12,347 23,356 23,870

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

2" quarter of

2011 2010
(thousand (thousand (thousand (thousand of
of barrels)  of tonnes) of barrels) tonnes)
Exports of crude oil using Transneft export routes.... 52,168 7,117 56,757 7,743
Exports of crude oil bypassing Transneft................... 9,947 1,357 16,749 2,285
Total crude Oil eXPOrts..........cceeevveiuuiiieeeciiiiieeeeen. 62,115 8,474 73,506 10,028
1% half of
2011 2010
(thousand (thousand  (thousand (thousand of
of barrels) of tonnes) of barrels) tonnes)
Exports of crude oil using Transneft export routes.... 104,497 14,256 116,650 15,914
Exports of crude oil bypassing Transneft................... 21,228 2,896 32,919 4,491
Total crude Oil eXPOrtS.........ccceeeeiieiuueieeciieeaeen. 125,725 17,152 149,569 20,405

In the first half of 2011, our export of crude &bm Russia was 15.9% less than in the same pefiod
2010, and we exported 40.5% of our total domestide oil production (45.5% in the first half of Z1)1

The reduction of our export was mainly caused ldedline in production as well as by an increase of
domestic crude oil sales and increased domestitngf

In the first half of both 2011 and 2010, all of th@lume of crude oil exported bypassing Transnefs w
routed through our own export infrastructure.

In the first half of 2011, we exported from Rus&R7 million tonnes of refined products, a decreafse
1.8%, compared to the first half of 2010. The reasor this decrease was certain transportation
constraints. Primarily we export from Russia digsel, fuel oil and gasoil. These products accdont
approximately 88.2% of our refined products expottimes.

In the first half of 2011, our revenue from expoftcrude oil and refined products from Russia both
Group companies and third parties amounted to #82illion and $9,488 million, respectively
($10,718 million for crude oil and $6,922 millioarfrefined products in the first half of 2010).

Power generation

In the first half of 2011, we continued to devetbp new power generation sector of our businegmes

of our strategic development program. This newaeehcompasses all aspects of the power generation
business, from generation to transmission and claleeat and electrical power. Our power generation
business sector now includes OOO LUKOIL-Kubanenergd@OO LUKOIL-Astrakhanenergo,
OO0 LUKOIL-Volgogradenergo, OO0 LUKOIL-Rostovenerg@OO LUKOIL-TTK (all spun off from
000 UGK TGK-8),000 LUKOIL-Ecoenergo (former OO0 UGK TGK-8), our owmwer generating
facilities at our oil and gas fields and power gatwrs in Bulgaria, Romania and Ukraine.




Main macroeconomic factors affecting our results obperations

Changes in the price of crude oil and refined prodots

The price at which we sell crude oil and refineddurcts is the primary driver of the Group’s reveiue
During the first half of 2011, the Brent crude piice fluctuated between $93 and $126 per barrél an
reached its peak of $126.7 in the beginning of IAqfr2011.

The crude oil price growth that started in Decen@t0 and continued during the first half of 2014sw
caused mainly by speculative factors as a consegueh political instability in the Middle East and
Northern Africa.

Substantially all the crude oil the Group exposgtdJrals blend. The following table shows the averag
crude oil and refined product prices in the respeqteriods of 2011 and 2010.

2" quarter of Change, 1% half of Change,
2011 2010 % 2011 2010 %
(in US dollars per barrel, except for figures imqamt)
Brent crude.......ccoceeveeviieee e 117.04 78.24 49.6 111.09 77.29 43.7
Urals crude (CIF Mediterraneafy......... 113.75 76.86 48.0 108.08 76.12 42.0
Urals crude (CIF Rotterdarfy................ 113.73 76.92 47.9 108.00 76.10 41.9
(in US dollars per metric tonne, except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)............ 624.82 434.28 43.9 590.78 402.84 46.7
Diesel fuel 10 ppm (FOB Rotterdam)... 983.45 684.45 43.7 946.86 691.46 36.9
High-octane gasoline (FOB Rotterdam) 1,058.25 732.82 44.4 988.59 671.64 47.2

Source: Platts.

) The Company sells crude oil on foreign markets anious delivery terms. Thus, our average realizéel grice of
oil on international markets differs from the awgggrices of Urals blend on Mediterranean and NorttEurope
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 betwegliaigd entities within vertically integrated gros.
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 ¥eetically integrated oil companies is generally
determined on a transaction-by-transaction basisaga background of world market prices, but waith
direct reference or correlation. At any time theray exist significant price differences betweeniarg
for similar quality crude oil as a result of thengmetition and economic conditions in those regions.

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

The table below represents average domestic wHelpsaes of refined products in the respectivequbsr
of 2011 and 2010.

2" quarter of  Change, 1% half of Change,
2011 2010 % 2011 2010 %
(in US dollars per metric tonne, except for figuirepercent)
U= o | 362.88 239.12 51.8 315.92 223.60 1.34
Diesel fuel......cccooveeiiiiii 738.88 530.54 39.3 760.76 546.91 139.
High-octane gasoline (Regular) ................... 940.25 720.62 30.5 840.50 692.65 21.3
High-octane gasoline (Premium) .................. 7194 736.97 31.8 877.58 710.26 23.6

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 castshe Russian Federation are settled in Russibles.
Therefore, ruble inflation and movements of excleangtes can significantly affect the results of our
operations. In particular, the appreciation of thiele against the US dollar generally causes oatscio
increase in US dollar terms, and vice versa. Thaldation of the purchasing power of the US daithar
the Russian Federation calculated on the basiseofuble-dollar exchange rates and the level ddtioh

in Russia was 15.0% in the first half of 2011, canagl to the first half of 2010.

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

2" quarter of 1% half of

2011 2010 2011 2010
Ruble inflation (CPI1), %0 .......cooiiiiiiiiiii e 11 1.2 5.0 4.4
Change of the ruble-dollar exchange rate,.%............ 1.2 (6.2) 7.9 3.2)
Average exchange rate for the period
(ruble to US dollar) .........coooeeeeiiiiiie e 27.99 30.24 28.62 30.07
Exchange rate at the end of the period
(ruble toUS dollar) ...........ccceveeeiiiiiiieescccciiiiieeee 28.08 31.20 - -
Tax burden

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

2" quarter of Change,
20110 2010V %
Export tariffs on crude Oil ...........oooiiiieeaciiiiiiis $/tonne 446.58 281.69 58.5
Export tariffs on refined products
Middle distillates (jet fuel), diesel fuel and gésa... $/tonne 299.22 202.12 48.0
Light distillates
gaSOlNE ..ooeiiiii e $/tonne 369.76 202.12 82.9
straight-run gasoline...........cccccvvviiieeeccceee e, $/tonne 334.23 202.12 65.4
Liquid fuels (fuel Oil) ........ccooeeiiiiiiceer e $/tonne 208.54 108.88 915
Mineral extraction tax
Crude Oil ..cocveiiiiiiiic RUR/tonne 4,464.47 2,977.27 50.0
NATUTAl GAS .. RUR/1,000 i 237.00 147.00 61.2
W Average values.
1% half of Change,
20110 2010 %
Export tariffs on crude Oil ............ooocvveeeceeieeeiiiiins $/tonne 395.03 272.66 449
Export tariffs on refined products
Middle distillates (jet fuel), diesel fuel and gésa... $/tonne 266.99 196.03 36.2
Light distillates
gaASOlINE ..o $/tonne 302.46 196.03 54.3
straight-run gasoline ...........cccccceeiiivvicneen. $/tonne 284.59 196.03 45.2
Liquid fuels (fuel Oil) ........ccceeeeviiiieiiceeeneee e $/tonne 179.94 105.60 70.4
Mineral extraction tax
Crude Ol coeeeieeiiiee et RUR/tonne 4,278.72 2,928.87 46.1
NALUFAL GAS ..ottt RUR/1,000 M 237.00 147.00 61.2

W Average values.




Tax rates set in rubles and translated at the geezachange rates are as follows:
2" quarter of  Change,

2011% 2010Y %
Mineral extraction tax
(o1 0 To Lo | R $/tonne 159.53 98.44 62.1
NATUTA GAS ..o $/1,000 i 8.47 4.86 74.2
W Average values.
1% half of Change,
2011Y 2010V %
Mineral extraction tax
(40 To Lo | $/tonne 149.48 97.41 535
NALUIAL GAS ..ottt eesseneeans $/1,000 8.28 4.89 69.3

W Average values.

The rates of taxes specific to the oil industrRimssia are linked to international crude oil priees are
changed in line with them. The methods to deterrttiearates for such taxes are presented below.

Crude oil extraction tax rate. The base rate is 419 rubles per metric tonne extlaand it is adjusted
depending on the international market price of §Jtslend and the ruble exchange rate. The tax sate i
zero when the average Urals blend internationalketgprice for a tax period is less than or equal to
$15.00 per barrel. Each $1.00 per barrel increashd international Urals blend price over the shrdd
($15.00 per barrel) results in an increase of dxerate 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 audil and for crude oil produced in certain regiafs
Eastern Siberia, the Caspian Sea and the Nenetsigndmous District, depending on the period and
volume of production.

The Group produced crude oil from certain oilfieldsthe Caspian Sea and the Nenetsky Autonomous
District and benefited from the application of zdex rate. However, in early December 2010, we
exceeded the accumulated production limit of 18ioniltonnes at Yuzhnoye Khylchuyu oilfield eligible
for the incentive. Thus, starting from December @0de pay mineral extraction tax at a regular edte
this field.

Natural gas extraction tax rate.The mineral extraction tax on natural gas proaucts calculated using
a flat rate. During the period from January 1, 2006l December 31, 2010, the rate of 147 rubles pe
thousand cubic meters of natural gas extractedinvaffect. However, the rate was raised to 237easibl
per thousand cubic meters on January 1, 2011.

Crude oil export duty rate is calculated on a progressive scale. The ratens when the average Urals
blend international market price is less than auadédo 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 blei# pver $15.00 results in an increase of the emitl
export duty rate by $0.35 per barrel exportedhé Urals blend price is between $20.00 and $25&00 p
barrel ($182.50 per metric tonne), each $1.00 ereb increase in the Urals blend price over $20.00
results in an increase of the crude oil export datg by $0.45 per barrel exported. Each $1.0(bpeel
increase in the Urals blend price over $25.00 perdb results in an increase of the crude oil exdaty
rate by $0.65 per barrel exported.

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

A special export duty regime is in place for certgieenfields. Effective from December 2010, tise dif
the oilfields where the reduced rate applies atetudes our Yu. Korchagin and V. Filanovsky oilfisl
located in the Caspian Sea.

Export duty rates on refined products prior to 2011 were set by the Russian governmEme. 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 aovadt
export duty rate on refined products equals curcentie oil export duty rate multiplied by a coeffiat
according to the table below.
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2011

Multiplier for:
Light distillates (gasoline), middle distillategf(jfuel), diesel fuel and gasails........ 0.670
Liquid fuels (fuel oil) 0.467
Motor and other oils 0.467
Other PrOUUCES ...ttt e e e e et mebeeeeeaaaeas 0.467

Starting from May 2011, a special gasoline expatydate is set by the Russian Government.

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

Excise on refined products.The responsibility to pay excises on refined patslin Russia is imposed on
refined product producers (except for straight-gaisoline). 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 pragluttRussia were increased and tied to the ecabgic
class of fuel. Excise tax rates for 2011 are listelkbw:

2" quarter of Change
2011 2010 %
Gasoline
Low-octane gasoline not compliant to Euro 3.............. RUR/tonne 5,995.00 2,923.00 105.1
High-octane gasoline not compliant to Euro 3................ RUR/tonne 5,995.00 3,992.00 50.2
BUFO 3 RUR/tonne  6%&.00 3,992.00 42.1
[ | (o T = Lo S YT RUR/tonne 5,D48. 3,992.00 28.8
Diesel fuel
BelOW BUIO 3 .oeeeeeeee ettt RUR/tonne 2,753.00,18B.00 131.7
RUR/tonne  485.00 1,188.00 109.2
RUR/tonne 2,p07. 1,188.00 89.1
RUR/tonne 4,681.00 3,246.10 44.2
RUR/tonne 6,@8. 4,290.00 41.9
2" quarterof  Change,
2011 2010 %
Gasoline
Low-octane gasoline not compliant to Eura. 3................... $/tonne 21422  96.65 121.6
High-octane gasoline not compliant to Euro.3................... $/tonne 214.22 132.00 62.3
L o I $/tonne 202.67 132.00 535
EUr0 4 and 5. oo $/tonne 183.77 132.00 39.2
Diesel fuel
BEIOW EUIO 3 ..ot e $/tonne 98.37  39.28 150.4
$/tonne 88.80 39.28 126.0
$/tonne 80.29  39.28 104.4
$/tonne 167.26 107.33 55.8
$/tonne 21758 141.85 53.4
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1% half of Change

2011 2010 %
Gasoline
Low-octane gasoline not compliant to Euro 3.............. RUR/tonne 5,995.00 2,923.00 105.1
High-octane gasoline not compliant to Euro 3................ RUR/tonne 5,995.00 3,992.00 50.2
0o TR RO PUPRPRRN RUR/tonne 67&.00 3,992.00 42.1
BUrO 4 AaNd 5. .ceeieeeee e RUR/tonne 5D68. 3,992.00 28.8
Diesel fuel
BelOW BUIO 3 ..eeeeeeee ettt RUR/tonne 2,753.001,188.00 131.7
BUMO 3.ttt a e RUR/tonne 485.00 1,188.00 109.2
EUrO 4 and 5.....cooiiiiiiiiiic e RUR/tonne 2,20/, 1,188.00 89.1
1Y o)1 (o o | RO PPPPPPR RUR/tonne 4,681.00 3,246.10 44.2
Straight-run gasoling ...........cc.uuuviiiiieiieeeiaiiiiiiii e RUR/tonne 6,@80. 4,290.00 41.9
1% half of Change,
2011 2010 %
Gasoline
Low-octane gasoline not compliant to Eura 3.................. $/tonne 209.44 97.21 115.4
High-octane gasoline not compliant to Euro.3.................. $/tonne 209.44 132.77 57.7
L] o I $/tonne 198.15 132.77 49.2
EUr04 and 5. .o $/tonne 179.67 132.77 35.3
Diesel fuel
BEIOW EUIO 3 ...eiiiiiiiiiie ettt $/tonne 96.18 39.51 143.4
BUFO Bt et e e $/tonne 86.81 39.51 119.7
EUr04 and 5. .o $/tonne 78.50 39.51 98.7
MOLOF OIS ... e $/tonne 163.53 107.96 51.5
Straight-run gasoling ...............eeiiiiiiieieee e, $/tonne 212.72 142.68 49.1

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

Transportation of crude oil and refined products in Russia

The main Russian crude oil production regions areate from the main crude oil and refined products
markets. Therefore, access by crude oil produd@mpanies 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.

Transportation of crude oil produced in Russiagfineries and export destinations is performed ariiy
through the trunk oil pipeline system of state-od/@AO AK Transneft or by railway transport.

Transportation of refined products in Russia isqrened by railway transport and the pipeline syst&m
OAO AK Transnefteproduct. The Russian railway isfracture is owned and operated by OAO Russian
Railways. Both these companies are state-ownedtraieport the major part of our refined products by
railway transport.

In Russia, the gas is mostly sold at the wellhe=dl then transported through the Unified Gas Supply
System (“UGSS”). The UGSS is responsible for gatigertransporting, dispatching and delivering
substantially all natural gas supplies in Russid @nowned and operated by OAO Gazprom. The FST
regulates natural gas transportation tariffs. \wéerent able to sell our gas other than through UGSS.
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Three and six months ended June 30, 2011, comparad three and six months
ended June 30, 2010

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

2" quarter of 1% half of
2011 2010 2011 2010
(millions of US dollars)

Revenues
Sales (including excise and export tariffs)...................... 34,912 25,853 64,538 49,755
Costs and other deductions
Operating EXPENSES .....uvveiiieeeeiiiiiiieereeeeireereeee e e s esneraees (2,440) (2,046) (4,578) (4,034)
Cost of purchased crude oil, gas and products.............. (15,162) (10,741) (28,007) (20,043)
Transportation eXPENSES ..........eeeieeeivicccceeeee e eiieieeenns (1,653) (1,429) (3,073) (2,780)
Selling, general and administrative expenses................ (977) (853) (1,802) (1,655)

Depreciation, depletion and amortizatian.. (1,149) (1,030) (2,208) (2,060)
Taxes other than iNCOMEe taxes.............ccmrveeeeeeenennns (3,547) (2,269) (6,369) (4,349)
Excise and export tariffs .............ccovieeeeee i (5,777) (4,762) (10,391) (9,340)
EXplOration @XPeNSEe.......ccceeiiviuiiieiiiieemme e eeiiiiereeaa e (85) (29) (113) (146)
(Loss) gain on disposals and impairments of assets...... (157) 13 (160) 10
Income from operating activities ..........c.ccceeeeeeiiiiimeennn. 3,965 2,707 7,837 5,358
INEEreSt EXPENSE ..vvvviieeeiiiciiiieie e cmeeree et a77) (196) (350) (373)
Interest and dividend inCOmMe ............oooieceieiiieeenens 46 45 91 98
Equity share in income of affiliates ........cceeo s 173 129 342 236
Currency translation [0SS ...........cccooviiimevecieiiiiieieeeeen (93) ) (158) (42)
Other non-operating income (expense)........ 113 (46) 335 (75)
Income before iNCOME taxes .......ccuuveviveiieiiieeieieeeeeies 4,027 2,637 8,097 5,202
CUrrent iNCOME taXES .....ccoivuvviiiiireee s smmmmmmvereeeeaeeeeeiaens (649) (584) (980) (1,140)
Deferred INCOME taXeS ........eeiiieereiiicieieieee e e (165) 10 (473) 44
Total iNCome taX EeXPENSE ......cccvvvvvviereeeicicieceiirereee e (814) (574) (1,453) (1,096)
[N =Y AT g To o4 TS 3,213 2,063 6,644 4,106
Net loss (income) attributable to noncontrollintgeiest ..... 38 (114) 124 (104)
Net income attributable to OAO LUKOIL .........ccccevune... 3,251 1,949 6,768 4,002
Earning per share of common stock attributable to
OAO LUKOIL (in US dollars):
BASIC ..eviiiiiiiiiece e 4.16 2.30 8.66 4.72
DilUted ..o 4.08 2.30 8.48 4.72

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

Sales breakdown 2" quarter of 1% half of
2011 2010 2011 2010
(millions of US dollars)
Crude oil
Export and sales on international markets other Gi&... 7,184 5,882 13,771 12,175
Export and sales to CIS.........cccveeveee i 695 227 1,231 513
DOMESLIC SAlES ......cceveeeeeeeeeeeeeee e eeeemer e 420 295 843 481
8,299 6,404 15,845 13,169
Refined products
Export and sales on international markets
WhOIESAIE......coeeie et 17,734 12,877 32,266 23,868
REtAIl....ooiiiiiiiiei e 2,973 2,397 5,434 4,546
Domestic sales
WHhOIESAIE......coeeie et 1,960 1,314 3,497 2,474
REtAIl....ooiiiiiiiee e 1,879 1,313 3,370 2,499
24,546 17,901 44,567 33,387
Petrochemicals
Export and sales on international markets................... 295 138 572 270
DOMESHIC SAIES ...eeveiiiiieeiiiiee e e 264 181 503 350
559 319 1,075 620
Gas and gas products
Export and sales on international markets................... 493 354 881 645
DOMESLIC SAlES ......coeveeeeeeeeeeeeee e eeeeemr e 236 195 471 386
729 549 1,352 1,031
Domestic sales of energy and related services.............. 362 282 908 730
Other
Sales on international markets 216 245 423 483
Domestic sales 201 153 368 335
417 398 791 818
TOtAl SAIES ... 34,912 25,853 64,538 49,755
2" quarter of 1% half of
Sales volumes 2011 2010 2011 2010
Crude oil (thousands of barrels)
Export and sales on international markets other €i&... 63,119 78,138 127,872 162,792
Export and sales to CIS 13,025 5,535 22,899 12,073
DOMESHIC SAIES ...eeveiiiiieeiiiiie e e 8,723 8,906 17,189 14,279
84,867 92,579 167,960 189,144
Crude oil (thousands of tonnes)
Export and sales on international markets other Gi&... 8,611 10,660 17,445 22,209
Export and sales to CIS............uueeiiiii o 1,777 755 3,124 1,647
DOMESLIC SAlES ......coeveveeeeeeeeeeee e eeeeeer e 1,190 1,215 2,345 1,948
11,578 12,630 22,914 25,804
Refined products (thousands of tonnes)
Export and sales on international markets
WhOIESAlE......coiiiiiiiee e e 19,819 21,019 38,067 39,112
L] - TR 1,737 1,838 3,341 3,503
Domestic sales
WhOIESAlE......coiiiiiiii e e 2,834 2,726 5,258 5,129
L] - PR 1,942 1,672 3,607 3,265
26,332 27,255 50,273 51,009
Total sales volume of crude oil and refined products...... 37,910 39,885 73,187 76,813
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Realized average sales prices "Dquarter of 1% half of

2011 2010 2011 2010
Average realized price international
Oil (excluding CIS) .....ccoeeeeiiiiiiiiiiiiiicens ($/barrel) 113.83 75.28 107.70 74.79
(O] I (@115 ) I ($/barrel) 53.30 41.01 53.73 42.47
Refined products
Wholesale .......cccccoiiiiiiiiiiiiiieees ($/tonne) 894.81 612.58 847.60 610.25
Retail.......coeiviiiieiii e ($/tonne)  1,711.82 1,303.90 1,626.53 1,297.44
Average realized price within Russia
Ol ($/barrel) 48.13 33.17 49.02 33.69
Refined products
Wholesale .......cccccooiiiiiiiiiiiiiieee ($/tonne) 691.55 482.29 664.98 482.54
Retail..........ccooveieiiiiiiiieeeiii e, ($/tonne) 967.43 784.71 934.40 765.05

During the second quarter of 2011, our revenueeased by $9,059 million, or by 35.0%, compared to
the same period of 2010, crude oil sales increbge$ll,895 million, or by 29.6%, refined productesa
increased by $6,645 million, or by 37.1%.

During the first half of 2011, our revenues incezhdy $14,783 million, or by 29.7%, compared to the
same period of 2010. Our revenues from crude dgssimcreased by $2,676 million, or by 20.3%. Our
revenues from sales of refined products increagekiLth, 180 million, or by 33.5%.

The increase in sales revenue was a result ofrp #i@ease in hydrocarbon prices, compared tditsie
half of 2010. Moreover, the appreciation of theleuagainst the US dollar also increased the USadoll
value of our sales revenue denominated in Russizles.

Sales of crude oil

Our total crude oil sales revenues increased 91million, or by 29.6%, in the second quarteR011
and by $2,676 million, or by 20.3%, in the firstfhaf 2011. This increase was a result of the ghoot
crude oil prices.

At the same time, our sales volumes decreased 3%p,80r by 1,052 thousand tonnes, in the second
quarter of 2011 and by 11.2%, or by 2,890 thougandes, in the first half of 2011. The reasonstliis
were a decrease of production and lower scaleadfrtg operations.

Compared to 2010, we increased significantly croilsupplies to Belarus, while sales to the farealor
decreased correspondingly.

In the second quarter and the first half of 201, revenue from export of crude oil from Russiahbimt
the Group companies and third parties amounte®,268 million and $12,249 million, respectively.

Sales of refined products

Our revenue from the wholesale of refined prodectiside of Russia increased by $4,857 million, yr b
37.7%, in the second quarter of 2011 and by $8,/38Bon, or by 35.2%, in the first half of 2011,
compared to the same periods of 2010. Largelyai due to an increase in the average realized Ipyice
46.1% in the second quarter of 2011 and by 38.9%henfirst half of 2011. At the same time, in the
second quarter and in the first half of 2011, tHelsales volumes decreased by 5.7% and by 2.7%,
respectively.

Our revenue from international retail sales inceelasy $576 million, or by 24.0%, in the second tgrar

of 2011 and by $888 million, or by 19.5%, in thesfihalf of 2011 also due to an increase in average
prices by 31.3% in the second quarter of 2011 an2F4% in the first half of 2011. Retail saleswaoks
decreased by 101 thousand tonnes, or by 5.5%eisgbond quarter of 2011 and by 162 thousand tpnnes
or by 4.6%, in the first half of 2011 following dimuing restructuring of our retail network in thESA.

At the same time, this was partially compensatethbreased retail sales volumes in Europe.

Our revenue from the wholesale of refined prodoctshe domestic market increased by $646 million, o
by 49.2%, in the second quarter of 2011 and by ZRLiillion, or by 41.4%, in the first half or 2011,
mainly due to an increase in the average realizieg py 43.4% and 37.8%, respectively. The incredse
sales volumes was not significant in the consideeibds.
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Our revenue from retail sales in Russia increasefi3s6 million, or by 43.1%, in the second quader
2011 and by $871 million, or by 34.9%, in the firgtlf of 2011, due to an increase in prices andssal
volumes.

In the second quarter and the first half of 201dr, @venue from the export of refined products from
Russia both to Group companies and third partiesuated to $5,443 million and $9,488 million,
respectively.

Sales of petrochemical products

In the second quarter of 2011, our revenue fronessalf petrochemical products increased by
$240 million, or by 75.2%, and in the first half 011, our revenue increased by $455 million, or by
73.4%, mainly as a result of an increase in intémnal sales volumes. In the fourth quarter of 2040
commenced production at our petrochemical planp&@raftochim Ltd. in Ukraine after modernization
and construction of a chlorine and caustic productine.

Sales of gas and gas products

Sales of gas and gas refined products increasekil89 million, or by 32.8%, in the second quarter of
2011 and by $321 million, or by 31.1%, in the finsif of 2011.

Gas products sales revenue increased by $154 mitioby 44.0%, in the second quarter of 2011 and b
$251 million, or by 38.5%, in the first half of 2DJrimarily as a result of an increase in salesesi
Retail gas products revenue increased to $16lomjlbr by 37.6%, in the second quarter of 2011tand
$293 million, or by 32.0%, in the first half of 2D1due to price growth. Retail revenue represented
approximately one-third of our gas products sategnue.

Natural gas sales revenue increased by $20 milbory 10.4%, in the second quarter of 2011 and by
$55 million, or by 15.5%, in the first half of 201The increase was both at the domestic marketewri
by the ruble appreciation, and outside of Russia eesult of the growth of sales prices in Uzkiakis

Domestic sales of energy and related services

We sell substantially all our energy and relatervises domestically. International sales are retdyi
insignificant.

In the second quarter of 2011, our revenue fromssal electricity, heat and related services irsgday
$80 million, or by 28.4%, while in the first half @011, this revenue increased by $178 millionppr
24.4%. This growth was a result of an increasaiiff trates, the ruble appreciation and some irggdna
sales volumes.

Sales of other products

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

In the second quarter of 2011, other sales incdebgeb19 million, or by 4.8%, while in the first Ihaf
2011, other sales decreased by $27 million, or.BY63
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Operating expenses

Operating expenses include the following:

2" quarter of 1% half of
2011 2010 2011 2010
(millions of US dollars)

Hydrocarbon extraction eXpenses ...........oceecceceeeeeeeeneeneenn. 924 800 1,777 1,584
OWN refiNiNg EXPENSES .....vvviiiee et e e e e e e 344 259 686 532
Refining expenses at third party and affiliatednefies.......... 258 172 427 351
Expenses for crude oil transportation to refineries.............. 308 275 540 541
Power generation and distribution expenses ............ccccoc..... 181 145 369 293
Petrochemical EXPENSES .........c..uvvviieicmmecciiiiieee e 80 40 148 80
Other operating EXPENSES .........ccuuveee i eeeeeeeeeaaeeeeaaaneees 345 355 631 653
Total operating EXPENSES .....ccceiiiueeeiieiieaeeeeeeaaa e 2,440 2,046 4,578 4,034

The method of allocation of operating expensedis table differs from the approach used in prejari
the data for Note 19 “Segment information” to auterim consolidated financial statements. Expemne#u

in the segment reporting are grouped dependindherségment to which a particular company belongs.
Operating expenses for the purposes of this arsadysi grouped based on the nature of the costséuacu

In the second quarter of 2011, our operating exgeimgreased by $394 million, or by 19.3%, anchin t
first half of 2011, operating expenses increase@344 million, or by 13.5%, as a result of the ease in
hydrocarbon extraction expenses, refining expersebs energy generation and distribution expenses.
Operating expenses of Group’s entities in Russia wizably affected by the ruble appreciation iroant

of 15.0%.

Hydrocarbon extraction expenses

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

In the second quarter of 2011, our extraction egpsnncreased by $124 million, or by 15.5%, anthén
first half of 2011, our extraction expenses incegaby $193 million, or by 12.2%. The increase was
mainly a result of the real ruble appreciation aghithe US dollar and increased expenses for power
supply and maintenance in Russia. Our average bgdvon extraction cost increased from $4.07 per
BOE in the second quarter of 2010 to $4.93 per BOtEe second quarter of 2011, or by 21.1%, anohfro
$4.02 per BOE in the first half of 2010 to $4.72 BOE the first half of 2011, or by 17.4%.

Own refining expenses

Our own refining expenses increased by $85 millmmby 32.8%, in the second quarter of 2011 and by
$154 million, or by 28.9%, in the first half of 201

Refining expenses at our domestic refineries irsgddy 39.7%, or by $75 million, in the second tprar
of 2011 and by 34.9%, or by $133 million, in thesfihalf of 2011. This increase was a result of an
increase in power supply costs, higher expensegmairs, increased consumption and cost of additive
and the ruble appreciation against the US dollar.

Refining expenses at our international refineries@ased by 14.3%, or by $10 million, in the second
guarter and by 13.9%, or by $21 million, in thesfihalf of 2011, mainly as a result of increased
production, increased power supply costs and akofuzosts related to the purchase of additionabca
dioxide emission quotas in Romania.

Refining expenses at third party and affiliatedrrefies

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

In the second quarter and the first half of 20E&finmg expenses at third party and affiliated mefies
increased by 50.0% and 21.7%, respectively. This duee to increased energy costs, appreciationrof eu
to the US dollar, overhauls performed at the ISABnplex in the first quarter of 2011 and the incecaf
our share in ISAB from 49% to 60% since April, 208dsulting in the increase of our share of costs.
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Petrochemical expenses

In the second quarter of 2011, operating expensesrgetrochemical plants increased by $40 million
by 100.0%, compared to the second quarter of 281d,n the first half of 2011, these expenses ased
by $68 million, or by 85.0%, compared to the finsif of 2010, due to an increase of production @
as a result of the commencement of production atpmirochemical plant Karpatnaftochim Ltd. in
Ukraine in the fourth quarter of 2010. Additionaltile increased consumption of raw materials dubedo
changes in production mix and ruble appreciatiantrifouted to the increase of expenses.

Expenses for crude oil transportation to refineries

Expenses for crude oil transportation to refinemetude pipeline, railway, freight and other costtated
to delivery of the Group’s own crude oil to refirees for further processing.

Expenses for crude oil transportation to refinenethe second quarter of 2011 increased by $3Bomil
or by 12.0%, while in the first half of 2011 theigld't change significantly. The increase in transation
tariffs compared to 2010 was compensated for bycaedse of volumes of own supply to refineries.

Power generation and distribution expenses

Power generation and distribution expenses incdebgeb36 million, or by 24.8%, in the second quarte
of 2011 and by $76 million, or by 25.9%, in thesfihalf of 2011 reflecting the real ruble appreoiatn
Russia and general increase of expenses.

Other operating expenses

Other operating expenses include expenses of tbapGr upstream and downstream enterprises that do
not relate to their core activities, namely rendgrof transportation and extraction services, dpeya
expenses of our gas processing plants, costs ef e#hrvices provided and goods sold by our margetin
companies, and of non-core businesses of the Group.

In the second quarter of 2011, other operating resgp® decreased by $10 million, or by 2.8%, anthén t
first half of 2011, other operating expenses desrézeby $22 million, or by 3.4%. The decrease was a
result of a lower volume of transportation servipesvided outside of Russia and the restructuriihguo
retail network in the USA.

Cost of purchased crude oil, gas and products

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

Cost of purchased crude oil, gas and products asect by $4,421 million in the second quarter 0f1201
or by 41.2%, compared to the same period of 20d@ by $7,964 million, or by 39.7%, in the first haf
2011, due to an increase in crude oil and refinemtiycts prices. The effect of increased prices was
partially offset by a decrease of trading volumes.

In the second quarter of 2011, we recognized a $b8kon gain from hedging, compared to a
$319 million gain in the second quarter of 2010tk same time, in the first half of 2011, we ratagd
a $642 million expense from hedging, compared$@4v million gain in the first half of 2010.

Transportation expenses

Our transportation expenses increased by $224omijlbr by 15.7%, in the second quarter of 2011kgnd
$293 million, or by 10.5%, in the first half of 2D1This increase was primarily related to Russid an
resulted from the ruble appreciation, increaseiffsaand change in supply directions.

Our actual transportation expenses related to coildend refined products deliveries to various @xp
destinations, weighted by volumes transported, gbarin the first half of 2011, compared to thetfiralf
of 2010, as follows: crude oil pipeline tariffs lased by 12.9%, railway tariffs for refined protuc
transportation increased by 9.4%, crude oil freigités decreased by 6.1%, and refined producightrei
rates decreased by 12.0%.
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Selling, general and administrative expenses

Selling, general and administrative expenses imclpdyroll costs (excluding extraction entities’ and
refineries’ production staff costs), insurance sdsixcept for property insurance related to exwacind
refinery equipment), costs of maintenance of socfxbstructure, movement in bad debt provision and
other expenses.

Our selling, general and administrative expenseeeased by $124 million, or by 14.5%, in the second
quarter of 2011 and by $147 million, or by 8.9%q amthe first half of 2011. The reasons for thisravan
increase of selling expenses, labor cost and tteetedf the real ruble appreciation on our experises
Russia. At the same time, the above mentioned raoiere partially compensated by decrease of
provisions for bad debts.

Depreciation, depletion and amortization

Our depreciation, depletion and amortization expsnacreased by $119 million, or by 11.6%, in the
second quarter of 2011 and by $148 million, or [8¢4, in the first half of 2011.

Exploration expenses

Our exploration expense increased by $56 millianby 193.1%, during the second quarter of 2011 but
decreased by $33 million, or by 22.6%, during thst fhalf of 2011. Dry hole costs amounted to
$47 million in the second quarter of 2011 and $5llian in the first half of 2011. In the second qte
and in the first half of 2010, dry hole costs amedrto $7 million and $94 million, respectively.

In the first quarter of 2011, dry hole costs wemsignificant, but in the second quarter of 2011, we
charged to expense the cost of an exploratory imethe Komi Republic of Russia in the amount of
$28 million and in Kazakhstan in the amount of $dilfion.

In the first quarter of 2010, we charged to expeghsecost of an exploratory well in Cote d’lvoidling
$65 million. In the second quarter of 2010, we didmake any individually significant write-offs.

(Loss) gain on disposals and impairments of assets

The losses include the financial result from dig®of a number of non-core assets and individually
insignificant impairments of non-performing busisemits. Loss on disposals and impairments of aisset
included a loss related to withdrawal from the Kdragan project in Kazakhstan in the amount of
$68 million.

Equity share in income of affiliates

The Group has investments in equity method aféiaeind 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 margeh Kazakhstan and refining operations in Europe

Our largest affiliates are Turgai Petroleum and giashevroil, exploration and production companies
operating in Kazakhstan, and ISAB and TRN refirerie

Our share in income of affiliates increased by $ddion, or by 34.1%, in the second quarter of 2@hH
by $106 million, or by 44.9%, in the first half 2011, mostly due to increase in income of
Tengizchevroil.
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Taxes other than income taxes

2" quarter of 1% half of
2011 2010 2011 2010
(millions of US dollars)

In Russia
Mineral extraction taxes..........coeeevvvescceeemevneeeennnnns 3,171 1,973 5,612 3,723
Social security taxes and contributions................. 146 95 298 203
PrOPEITY tAX . ..uvueeieiiiiiiiii e et 140 117 269 238
Other taxes ........cccovveeeeeeeeeninnes 19 5 37 58
Total in RUSSIA.....ciiiiiiiiieiiiiee e 3,476 2,190 6,216 4,222
International
Mineral extraction taxes...........cccuuvveeacccaceeeeeeees 21 18 45 34
Social security taxes and contributions................. 26 32 51 48
PrOPEILY tAX . .uvvvvvvevernieiiiiiins e eeeeeeeeeeeeesm 5 11 24 18
Other taXeS .. .veeiiiiiiiiiiee e 19 18 33 27
Total internationally ............ccccveiiiiiiiiim e, 71 79 153 127
TOAl e e 3,547 2,269 6,369 4,349

In the second quarter of 2011, taxes other thaonmectaxes increased by 56.3%, or by $1,278 million,
compared to the second quarter of 2010. In theHadf of 2011, taxes other than income taxes ased

by 46.4%, or by $2,020 million, compared to thstfinalf of 2010. This was mainly due to an increase
mineral extraction taxes in Russia. This is ex@diby an increase in the tax rate following theéase of
international crude oil prices.

Application of decreased rate for depleted oilfeid the second quarter of 2011 led to $304 miltamx
reduction ($344 million in the second quarter oL@ In the first half of 2011, application of deased
rate for depleted oilfields led to $566 million teeduction ($679 million in the first half of 2010Jhe
major oilfield where we benefited from zero extiacttax rate was the Yuzhnoye Khylchuyu field. In
early December 2010, accumulated volume of prodadtiom this field exceeded the incentive level of
15 million tonnes and since that moment we have Ipaging extraction tax in full.

Excise and export tariffs

2" quarter of 1% half of
2011 2010 2011 2010
(millions of US dollars)
In Russia
Excise tax on refined products .............comeeeeeenee 451 218 824 435
Crude oil export tariffs 2,872 2,685 5,328 5,363
Refined products export tariffs...........ccccccceevvreeenns 1,456 915 2,401 1,752
Total iN RUSSIA....ceveiiiiieeeiiie e, 4,779 3,818 8,553 7,550
International
Excise tax and sales taxes on refined products..... 910 918 1,679 1,732
Crude oil export tariffs ..........ccccoviiiiicieameeee, 88 26 159 54
Refined products export tariffs...........ccccccceviieeenns - - - 4
Total internationally ...........ccccvvveeeeeiiiiem e, 998 944 1,838 1,790
TOMAl et 5,777 4,762 10,391 9,340

Export tariffs increased by $790 million, or by 8%, in the second quarter of 2011 and by $715anilli

or by 10.0%, in the first half of 2011. The effaaft increase of crude oil tariff rates was partially
compensated for by a significant decrease in expaumes. Our crude oil export volumes decreased by
15.5% in the second quarter of 2011 and by 15.9%henfirst half of 2011. In 2011, particularly ihet
second quarter, we faced significant growth of eipariff rates for refined products. For instantagijff
rates for fuel oil nearly doubled compared to thee periods of 2010. Given the considerable shiare o
such products in our export portfolio, our expensesefined products export tariffs were signifitgn
affected.

Starting from 2011, excise rates on refined praglictRussia were increased and tied to the ecabgic
class of fuel. Despite the fact that the Compargdpcees high quality ecological motor fuel subjerct t
lower excise rates compared to fuel of lower qualdverage excise rates roughly doubled for us
compared to the respective periods of 2010.

20



Other non-operating income (expense)

Other non-operating income included the effectta tecalculation of the extraction tax incentive by
certain Group companies for prior periods in tataounts of $189 million in the second quarter cf20
and $433 million in the first half of 2011.

Income taxes

In the second quarter of 2011, our total income d¢agense increased by $240 million, or by 41.8%,
compared to the second quarter of 2010, due tanitrease in income before income tax by $1,390
million, or by 52.7%.

In the first half of 2011, our total income tax erge increased by $357 million, or by 32.6%, coegbar
to the first half of 2010, due to the increasenicoime before income tax by $2,895 million, or by735.

In the second quarter of 2011, our effective incaaxerate was 20.2%, compared to 21.8% in the skcon
quarter of 2010, while in the first half of 2011yrceffective income tax rate was 17.9%, compared to
21.1% in the first half of 2010. The maximum statytrate for the Russian Federation is 20%. Thestow
level of the effective income tax rate in the fibglf of 2011 was attributable to the effect ofremcy
translation losses of our Russian subsidiariestlgnodevant to the first quarter of 2011.

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

2" quarter of 1% half of
2011 2010 2011 2010
(millions of US dollars)
Net income attributable to OAO LUKOIL .............. 3,251 1,949 6,768 4,002
Add back:
INCOME taX EXPENSE......cvvvvviiiiiiiiiiivireree e 814 574 1,453 1,096
Depreciation and amortization 1,149 1,030 2,208 2,060
INtEreSt EXPENSE ....uueeiiiee e e 177 196 350 373
Interest and dividend income..............c.ecemvvnene (46) (45) (91) (98)
EBITDA i 5,345 3,704 10,688 7,433

EBITDA is a non-US GAAP financial measure. EBITD#& defined as net income before interest, taxes
and depreciation and amortization. The Companyebet 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, acgiges and other investments and our ability toumand
service debt. While depreciation and amortizatiod eonsidered as operating costs under US GAAP,
these expenses primarily represent the non-caskrtyperiod allocation of costs associated withglon
lived assets acquired or constructed in prior pisid he EBITDA calculation is commonly used as sida
for some investors, analysts and credit rating eigsnto evaluate and compare the periodic and dutur
operating performance and value of companies withénoil and gas industry. EBITDA should not be
considered in isolation as an alternative to nebiime, operating income or any other measure of
performance under US GAAP. EBITDA does not inclade need to replace our capital equipment over
time.
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Liquidity and capital resources

1% half of
2011 2010
(millions of US dollars)
Net cash provided by operating activi ........cccccceeeeiiiiiiiiiieece e, 8,290 6,259
Net cash used in iINVeStiNG ACHES......c..coiiii e e (5,660) (3,147)
Net cash used in financing actiVil..............cccooiiiiuiiiiiiieiiiiiiiiiiea e (992) (1,565)

Operating activities

Our primary source of cash flow is funds generdtech our operations. During the first half of 2011,
cash generated from operating activities was $8r2@libn, which is 32.4% more than in the same peri
of 2010, mainly due to the increase in sales resenO@n the other hand, our operating cash flow wer
affected by an increase in working capital by $8,88llion, compared to January 1, 2011.

The increase of working capital was mainly causgd b

a $1,343 million increase in inventory

a $164 million net increase in trade accounts wat#é and payable
a $341 million net increase in other assets arditias

a $511 million net increase in tax accounts recdwvalnd payable

At the same time, the negative effect from the abowentioned factors was partially offset by a
$271 million net decrease in VAT receivable andgideg.

Investing activities
The increase in cash used in investing activigssiited from an increase in payments for acquisstio

In the first half of 2011, we made an advance paynué $1,778 million for expected acquisition of
certain upstream assets and a payment of $342mfthr 11% share in ISAB.

Capital expenditures increased by $450 milliorhyi4.4%, compared to the first half of 2010.
Financing activities

In the first half of 2011, net movements of shert and long-term debt generated an outflow of
$888 million, compared to an outflow of $1,362 itl in the first half of 2010.
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Analysis of capital expenditures

2" quarter of 1% half of
2011 2010 2011 2010

(millions of US dollars)

Capital expenditures?
Exploration and production
T T - PSS 1,305 976 2,490 1,838
International 257 297 489 552
Total exploration and production 1,562 1,273 2,979 2,390

Refining, marketing and distribution

LT T - S 203 219 374 379
International 68 85 124 153
Total refining, marketing and distribution 271 304 498 532

Chemicals
L U1 - USSR 12 10 19 12
INtErNALIONA .....ooiiiiiieiiiie e e 2 10 9 31
Total CheMICAIS ........oiiiiiiiiiiee e e 14 20 28 43
Power generation and distribution.......... e ...eevm e, 28 111 78 200
ONET ..ot 17 14 31 25
Total capital eXPENItUrES ......eiiiieeiiiiiiime e e e 1,892 1,722 3,614 3,190
Acquisitions of subsidiaries®
Exploration and production
L (U1 T- SRR - - 18 3
INtErNAtioN@Al .......cccoeeeiee e - - 1,760 -
Total exploration and production ............cccccevvvvivimeiiiiiiiiiieeeeeenn - - 1,778 3
Refining, marketing and distribution
L LIS - SRS 10 - 10 50
International .........cccooeeiiiiiiiii e e 342 - 342 -
Total refining, marketing and distribution 352 - 352 50

Less cash acquired ...........cccueveeeiieiiiiiiieeneenn, - - - -
TOtal ACQUISTEIONS .. 352 — 2,130 53

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

Our capital expenditures, including non-cash tretieas, amounted to $3,614 million, which is 13.3%
more than in the first half of 2010. Capital expieumes in exploration and production segment inseea
by $589 million, or by 24.6%, mainly resulting frotime effect of ruble appreciation on our expenses i
Russia. This increase mostly included investmentdrilling, field development and construction @fsg
transportation facilities in Western Siberia, amdrpleum gas utilization program in Komi Republic.

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

2" quarter of 1% half of
2011 2010 2011 2010
(millions of US dollars)

75 72 128 129
66 34 196 91
135 100 219 165
39 16 47 52

8 8 12 74

44 125 75 125
367 355 677 636

W Russian and international projects.
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