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The following report contains a discussion and ysial of the financial position of PJSC LUKOIL at
30 June 2016 and the results of its operations tfe three and six month periods ended
30 June 2016 and 2015, as well as significant fadteat may affect its future performance. It skoog
read in conjunction with our International FinamdiReporting Standards (“IFRS”) condensed interim
consolidated financial statements and notes théoetihe respective periods.

References to “LUKOIL,” “the Company,” “the Group;ive” or “us” are references to PJSC LUKOIL
and its subsidiaries and equity affiliates. All liamounts are in millions of Russian rubles (“R)B”
unless otherwise indicated. Income and expensesiroforeign subsidiaries were translated to rubles
rates which approximate actual rates at the datheotransaction. Tonnes of crude oil and natusal g
liquids produced were translated into barrels usimgversion rates characterizing the density odierail
from each of our oilfields and the actual densityiquids produced at our gas processing plantsinés
of crude oil purchased as well as other operatiamdicators expressed in barrels were translatéa in
barrels using an average conversion rate of 7.3&lsgper tonne. Translations of cubic meters toicu
feet were made at the rate of 35.31 cubic feetcpbic meter. Translations of barrels of crude oibi
barrels of oil equivalent (“BOE”) were made at tiage of 1 barrel per BOE and of cubic feet — atrtte
of 6 thousand cubic feet per BOE.

This report includes forward-looking statements erdg such as “believes,” “anticipates,” “expects,”
“estimates,” “intends,” “plans,” etc. — that reflet management’s current estimates and beliefs, bait a
not guarantees of future results.

Key financial and operational results

2" quarter of Change, 1% halfof  Change,
2016 2015 % 2016 2015 %
(millions of rubles)
ST 1= RN 1,338,959 1,476,966 (9.3) 2,516,633 2,917,271 (13.7)
EBITDA (OPErating!).......vveovveeeeeeeeeesoeeeesesennens 189,571 206,679 (8.3) 381,563 417,387  (8.6)

EBITDA (operating§" net of West Qurna-2 project 182,681 171,085 6.8 353,179 354,553 (0,4)
Profit for the period attributable to LUKOIL

shareholders ... 62,567 63,748 (1.9) 105,392 167,779 (37.2)
Capital expenditures, including non-cash
traNSACHIONS ..ooveeiiiciiieicee e e 118,886 150,773 (21.1) 241,447 304,844 (20.8)
Free cash oW ... 56,991 16,968 2359 93,406 79,879  16.9
Production, including our share in equity affiliste
Hydrocarbons, thousand BOE per day............. 2,164 2,377 (9.0 2,259 2,373 (4.8)
Hydrocarbons, thousand BOE......................... 196,901 216,342 (9.0) 411,110 429,529 4.3)
Crude oil and natural gas liquids,
thousand barrels ..........cccccceviiiiiemceeeee. . 167,046 187,041 (10.7) 349,629 370,009 (5.5)
Gas available for sale, million cubic meters.. 5,073 4,979 1.9 10,447 10,114 3.3

Production of refined products, thousand tonnes 15,460 14,713 5.1 30,327 28,793 5.3

@ profit from operating activities before depreaatidepletion and amortization.
@ cash flow from operating activities less capitgdenxditures and acquisition of licenses.

Our results for the first half of 2016 were affettey a decrease in average hydrocarbon prices and
fluctuations of ruble exchange rates to the USada@hd euro. This was partially offset by lower enal
extraction tax and export duty rates. As far acampensated most of the costs incurred within thestwW
Qurna-2 project, we were eligible for significantbwver volumes of compensation crude oil, compaeced
the respective periods of 2015 that affected oulTIBR& (operating) and production volumes (see poi6 f
details). Timely upgrade of our Russian refines#swed to enhance our product slate and suppoted
financial results in unfavorable macroeconomic svinent.

In the first half of 2016, our profit amounted t65Lbillion RUB and our EBITDA (operating) amounted
to 382 billion RUB, representing a decrease of vahd 8.6%, respectively, compared to the first dial
2015. Despite lower hydrocarbon prices, our nefifpiar the second quarter of 2016 remained praditic
unchanged compared to the second quarter of 20&5.0Nthe West Qurna-2 project, the Group’s
EBITDA (operating) increased by 6.8% in the secquodrter of 2016 and remained flat in the first tedlf
2016 compared to respective periods of 2015.

In the first half of 2016, we continued generatstgpng free cash flow that amounted to 93 billidoBR
compared to 80 hillion RUB in the first half of 201




Business overview

LUKOIL is one of the world’s largest publicly tradevertically integrated energy companies in terfs o
hydrocarbon reserves that amounted under SEC stind¢ia 16.6 billion BOE at 1 January 2016 and
comprised of 12.6 billion barrels of crude oil a2@l8 trillion cubic feet of gas. Most of our resesvare
conventional. Our daily hydrocarbon production le ffirst half of 2016 amounted to 2.2 million BOE
with liquid hydrocarbons representing approxima&b$o of our overall production volumes.

The primary activities of LUKOIL and its subsidiasi are oil exploration, production, refining, maihe
and distribution.

Our operations are divided into three main busisegsnents:

= Exploration and Production — which includes our exploration, development anddpaotion
operations related to crude oil and gas. Theseiges are primarily located within Russia,
with additional activities in Azerbaijan, KazakhstdJzbekistan, the Middle East, Northern
and Western Africa, Norway, Romania and Mexico.

= Refining, Marketing and Distribution — which includes refining, petrochemical and transpor
operations, marketing and trading of crude oiluretgas and refined products, generation,
transportation and sales of electricity, heat atated services.

= Corporate and other.

Each of our segments is dependent on the othdr,angortion of the revenues of one segment berarta

of the costs of the other. In particular, our Riefiy Marketing and Distribution segment purchasesle

oil from our Exploration and Production segment. &sresult of certain factors considered in the
“Domestic crude oil and refined products pricesttem on page 12, benchmarking crude oil market
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 conditiot® 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@sition and results of operations. For this reasan

do not analyze either of our main segments sepgrat¢he discussion that follows. However, we farm@s
the financial data for each in Note 28 “Segmenbrimfation” to our condensed interim consolidated
financial statements.

Changes in Group structure

In line with the Company’s strategy of optimizatiit® downstream operations in Europe, we sold petro
station networks in Poland, Latvia and Lithuani#he first quarter of 2016 and petrol stations roeks in
Ukraine and Estonia in the second quarter of 2015.

In August 2015, a Group company closed the traimsadd sell its 50% interest in Caspian Investment
Resources Ltd, an exploration and production compaperating in Kazakhstan, to a Sinopec group
company for $1,067 million (70.1 billion RUB). Re&gd structural decrease in the Group’s crude oil
production amounted to approximately 20 thousamcelsaper day.

Sectorial sanctions against the Russian companies

In July-September 2014, the United States (“USHg European Union (“EU”) and other countries
imposed a set of economic sanctions on Russiaydimg certain sectoral sanctions which affect Rarssi
oil and gas companies. Such sectoral sanctionshiraS and the EU companies and individuals from
providing, exporting, or re-exporting directly ardirectly, goods, services (except for financiavems),

or technology in support of exploration or prodantfor deepwater, Arctic offshore, or shale prajemt
the territory of the Russian Federation.

The Company is not subject to any financial restms and is not currently involved in deepwaterctic
offshore or shale projects in Russia. That is wigyassess the impact of the sanctions on the Corigpany
activities as immaterial.




Operational highlights

Hydrocarbon production

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

2" quarter of 1% half of

2016

2015 2016 2015

Crude oil and natural gas liquids productiorf?
Consolidated subsidiaries

(thousand BOE per day)

Western Siberia......cccccovvvieiiiiiiiceeee s 845 926 855 934
Timan-Pechora..............ccoo oo 341 339 343 332
Ural region ........ccccevecueveeenen. 323 320 323 316
Volga region 126 140 130 140
Other in Russia.........cccceeeneeee. 36 37 36 37
Total in RUSSIA.......covieiiiieeiiiee e 1,671 1,762 1,687 1,759
120 69 177 132 167
Other outside RUSSIa...........cceeeeiiirieenne. 37 41 43 41
Total outside RuSSIa...............ccoeevivs e 106 218 175 208
Total consolidated subsidiaries............cccceceevunneee. 1,777 1,980 1,862 1,967
Our share in equity affiliates
INRUSSIA ...ceviieiiiiee e 21 15 20 15
outside RUSSIA........cccoeevieiiiiiiiiieeeeeeeeeeeeeee 38 60 39 62
Total share in equity affiliates...............coumvvvvren.. 59 75 59 77
Total crude oil and natural gas liquids.................... 1,836 2,055 1,921 2,044
Natural and petroleum gas available for sale
production
Consolidated subsidiaries
Western Siberia 158 173 163 177
Timan-Pechora s 15 13 15 12
Ural region .......ccoeeieiiiiiiiiiee e 11 18 13 22
Volga region.......cccoecvvviiereee e 24 6 22 6
Total iIN RUSSIA......ciiiiiiiiiiiiiei e 208 210 213 217
Total outside RuSSIa................coeeeivs i e 110 101 115 101
Total consolidated subsidiaries.............ccccccovunuee. 318 311 328 318
Share in equity affiliates
IN RUSSIA ...coevviveiiieiiiiiiiiieveeeeeeevevevev e, 1 1 1 1
outside RUSSIA........ccoeeevieiiiiiiii e 9 10 9 10
Total share in production of equity affiliates......... 10 11 10 11
Total natural and petroleum gas available for sale 328 322 338 329
Total daily hydrocarbon production ....................... 2,164 2,377 2,259 2,373
(millions of rubles)
Hydrocarbon extraction eXpenses............ooceuvveeeens, 53,594 52,144 107,671 103,978
=N RUSSIA . cee et ivieee et e 41,107 37,934 80,818 74,015
- outside RUSSI ........cooviveieieeeee s 4,080 2,837 8,243 6,027
1 T 1 - Uo SR 8,407 11,373 18,610 23,936
Mineral extraction tax in RUSSIA ..........cccccciemeieieeennn 105,073 128,720 174,811 245,369
(ruble per BOE)
Hydrocarbon extraction expense$ 246 213 238 209
SN RUSSIA .ot e 241 212 234 207
- outside RUSSI..........cccceveveeeieeceeee e 309 224 291 239
(US dollar per BOE)
Hydrocarbon extraction expense® ..........ccccccu...... 3.73 4.04 3.41 3.68
B T {0 L - R 3.65 4.02 3.35 3.64
- outside RUSSK..............cccocovovveieerererercrne. 4.69 4.25 4.15 4.17

@ Natural gas liquids produced at the Group gas psieg plants.
@ Compensation oil that represented approximately 82foduction from the West Qurna-2 field in thrstfhalf of

2016 and 52% in the first half of 2015.
® Excluding expenses at the West Qurna-2 field.




We undertake exploration for, and production afider oil and natural gas in Russia and internatipnial
Russia, our major oil producing subsidiaries are KOWL-Western Siberia, LUKOIL-Komi and
LUKOIL-PERM. Our international upstream segmentludes stakes in PSA’s and other projects in
Kazakhstan, Azerbaijan, Uzbekistan, Romania, |Eagypt, Ghana, Cote d’lvoire, Norway, Cameroon,
Nigeria and Mexico.

Crude oil and natural gas liquids production. In the first half of 2016, we produced (includittee
Company’s share in equity affiliates) 46.8 millitomnes, or 342.8 million barrels, of crude oil, gared
to 49.6 million tonnes, or 363.4 million barrel§,coude oil in the first half of 2015.

In the first half of 2016, the output of naturalsgajuids at the Group gas processing plants intévies
Siberia, Ural and Volgograd regions of Russia wasngillion BOE, compared to 6.6 million BOE in the
first half of 2015.

The following table presents our crude oil prodaetin the first half of 2016 and 2015 by major oets.

Change to 2015

1% half of Change in Organic 1% half of

(thousands of tonnes) 2016 Total, %  structure change 2015
Western Siberia........cccoovveeiiiiiiiceeeee e 20,629 (7.9) - (1,773) 22,40:
Timan-Pechora........ccooooiviiiiiiii e, 8,644 3.9 — 328 8,31¢
Ural region ... 7,548 1.7 123 7,42
VOIga regioN ..o e e e e e e 3,160 (6.6) (223) 3,38t
Other in Russia 922 (1.4) - (13) 93t
Crude oil produced in RUSSIA ........cccce s mmnee 40,903 (3.7) - (1,558) 42,46
2= SRRSO 3,510 (20.4) - (902) 4,41:
Other outside RUSSIA ........ceuevvivniiiiii e, 1,000 5.3 — 50 95(
Crude oil produced outside Russia.................... 4,510 (15.9) - (852) 5,36:
Total crude oil produced by consolidated
SUDSIAIANES ....eeeiiieeeei e 45,413 (5.0) - (2,410) 47,82:
Our share in crude oil produced by equity
affiliates:

IN RUSSIA ..ooeiiieee e 468 33.7 - 118 35C

0oUtSIde RUSSIA ...vvvvieeiieiiiiiiieee e, 893 (39.0) (523) (49) 1,46
Total crude oil produced ...........ccccvvvvvvviccnne.. 46,774 (5.8) (523) (2,341) 49,83

@ Compensation oil that represented approximately 82ptoduction from the West Qurna-2 field in tfrstfhalf of
2016 and 52% in the first half of 2015.

The main oil producing region for the Company issféen Siberia where we produced 45.4% of our
crude oil in the first half of 2016 (46.8% in thesf half of 2015).

Crude oil production in Western Siberia continuediécline due to natural depletion of reservesgemse

in water cut and the Company’s decision to reatlcapital to higher return projects in other regiof
Russia, in particular those benefiting from taxeimives. We expect production decline rates in Arest
Siberia to decrease as a result of our recent idaci® intensify production drilling in this region
Production growth in Timano-Pechora was primariliveh by ramp-up of production at the Yaregskoye
and Usinskoe fields, as well as the fields in Devékaya depression. Production growth in Ural negio
was primarily driven by successful drilling on diig brownfields and launch of new small sizeddsel

The decrease in our international production wassalt of lower volumes of production from the West
Qurna-2 oilfield in Iraq attributable to the CompaiVe compensated the major part of our initialtgos
incurred within the project and therefore were iblig for less volumes of compensation crude oil
compared to the second quarter and the first i@0@5 (for details see p. 6).

The increase in our share in crude oil produceadpity affiliates in Russia was due to an increase
production at the Trebs and Titov oilfields by Basfi-Polus, where the Group holds a 25.1% interest.

The decrease in our share in crude oil produce@dwty affiliates outside Russia resulted from the
disposal of our 50% share in Caspian Investmenbiess Ltd in the middle of 2015.

In the nearest future, we plan to start producéibtwo new major fields, the V. Filanovskogo fiétdthe
Caspian Sea (Volga region) and the Pyakyakhinskieye in the Bolshekhetskaya depression (Western
Siberia). Launch of these fields will enable ussignificantly increase our daily hydrocarbon praituc
with a major positive impact on our financial réswdue to tax incentives and high quality reseaseb




Natural and petroleum gas production.In the first half of 2016, we produced 12,261 ioiil cubic
meters (72.2 million BOE) of gas (including our shin equity affiliates), that is 3.1% more thantle
first half of 2015. Our available for sale gas protibn amounted to 10,447 million cubic meters
(61.5 million BOE), compared to 10,114 million calmneters (59.6 million BOE) in the first half of 28

The following table presents our available for sgdes production in the first half of 2016 and 2G5
major regions.

Change to 2015

1% half Change in Organic 1% half of
(millions of cubic meters) of 2016 Total, %  structure change 2015
Western Siberia........ccceeeveiiiiiiiiiceeeec e 5,024 (7.4) - (399) 5427
Timan-Pechora.........ccccceiviiiiiiimeec e 472 255 - 96 37¢€
Ural region .......uvvveieeee et 395 (40.8) - (272) 667
Volga region .........ccccceeeeeennn. 680 261.7 - 492 18¢
Other in Russia 11 - - - 11
Gas produced in RUSSIA.........c.evveeieeeisccemm e 6,582 1.2) - (83) 6665
Gas produced outside Russia .............c.ceevueeen.. 3,572 15.0 - 466 3,10¢
Total available for sale gas produced by
consolidated subsidiaries ............c.uei o e eenen. 10,154 3.9 — 383 9,771
Our share in gas produced by equity affiliates:
IN RUSSIA .eeveeeiieee e 28 21.7 - 5 23
ouUtSIde RUSSIA ...cveveeeeieiiiiiiiieee e, 265 17.2) (63) 8 32(
Total available for sale gas produced................ 10,447 3.3 (63) 396 10,14

Our major gas production field is the Nakhodkinske&d, which is in natural decline. Our productiah
the field was 3,423 million cubic meters of natugak in the first half of 2016 (3,731 million cubieters

in the first half of 2015). This decrease was dffsg commencement of gas production at the Yu.
Korchagin field in the first half of 2016. Decreaseproduction in Ural region was largely a resoilt
increase in own gas consumption following the lduatnew power generation unit at the Perm refinery
We are planning to start gas production at the Paldkinskoye field in the Bolshekhetskaya depression
Western Siberia by the end of 2016. This will erald to substantially increase our gas productiche
region.

Our international gas production (including our rehan affiliates’ production) increased by 12.0%,
compared to the first half of 2015, which resulfegin the increase in production in Uzbekistan and
Azerbaijan. Growth of gas production in Uzbekistaais due to launching new wells and a compressor
booster station at the Gissar field. We are culyeénvolved in construction of a gas treatment planthe
region, which completion together with further upaim works will enable us to significantly incre@ses
production in that region.

West Qurna-2 project. The West Qurna-2 field in Iraq is one of the latgesade oil fields discovered in
the world, with estimated recoverable oil resereésl2.9 billion barrels (1.8 billion tonnes). Serwi
agreement for the West Qurna-2 field development production was signed on 31 January 2010.
Currently, the parties of the project are Irag'atestowned South Oil Company and a consortium of
contractors, consisting of a Group company (75%rést) and Irag’'s state-owned North Oil Company
(25% interest).

The Group launched the “Mishrif Early Oil” stage thre West Qurna-2 field and reached the production
of 120 thousand barrels per day in March 2014. Adicg to the service agreement, costs compensation
begins after this level of production is achievet anaintained during any 90 days within a 120-day
period. In June 2014, we met this requirement aowh the second quarter of 2014 started to receige c
compensation. The project’s target production lévdl.2 million barrels per day and the total texhthe
contract is 25 years.

Accounting for the cost compensation within the YW@srna-2 project in our consolidated statement of
financial position and consolidated statement affipror loss and other comprehensive income is as
follows.

Capital expenditures are recognizedPioperty, plant and equipmerixtraction expenses are recognized
in Operating expenseis respect of all the volume of crude oil prodaatiat the field regardless of the
volume of compensation crude oil the Group is blgifor. As the compensation revenue is recognized,
capitalized costs are amortized.




There are two steps of revenue recognition:

= The Iraqgi party, on a quarterly basis, approvesire for cost recovery and remuneration fee for
which the Group is eligible in the reporting perid&imount of the invoice depends on crude oll
production volumes during the period and currenider oil market prices. Approved invoice
amount and the remuneration fee for the reportingrtgr are recognized in crude oil sales
revenue.

= Based on the approved invoices, the Iraqi partgreyes schedule of crude oil shipments against
its debt for cost compensation and remunerationthscrude oil is actually shipped, its cost is
recognized at current market price @ost of purchased crude oil, gas and produétsrther,
revenue from sales of this crude oil, or productamf its refining, is recognized iSales
(including excise and export tariffsynsold crude oil and refined products are recoephiin
Inventories

The following table summarizes data on capital apérating cost incurred, compensation crude oil
received, costs yet unrecovered and remunerat@n fe

Crude oil Unrecovered Remuneration
Costs incurred® received costs fee
(millions of US dollars)
Cumulative at 3 December 2015..... 6,801 5,169 1,632 198
Change durin the first half of 2016... 429 1,071 (642) 64
INCOME L& .cuvievieiieeeeeeee e - - - (54)
Cumulative at 30 June 2016............ 7,230 6,240 990 208

@ Including prepayments.

The West Qurna-2 project's summary is presenteavbel

2" quarter

2016 2015
(thousand (thousand (thousand (thousand
barrels tonnes barrels tonnes
Total productioft...........ccoceeeeeeiieeeeeeeeen 37,044 5,400 31,013 4,521
Production related to cost compensation and
remuneratiof? ..............coooevivieeecen, 6,241 909 16,139 2,353
Shipment of compensation crude®ip ............ 17,755 2,588 17,127 2,497
(millions of (millions of  (millions of (millions of
rubles) US dollars) rubles) US dollars)
CoSt COMPENSALION ....ccveeeieeiiiieee e e 13,381 203 45,440 863
Remuneration fee ..........coeeviveeiiiiiiiceeemeeee, 2,097 32 1,580 30
Cost of compensation crude oil, received as
settlemen{included inCost of purchased crude
oil, gas and produc)’ .........ccocovveeieieeeenn. 44,518 676 53,023 1,007
EXtraction eXpenses ........ccccceeveeiuivimacccccnnnns 8,407 127 11,373 216
Depreciation, depletion and amortization....... 4,968 73 34,173 649
EBITDA (Operating) .........ccccceeveuueeeeeemmmneenes 6,890 105 35,594 676

@ Translated into barrels using conversion rateattarizing the density of the field.

@ This crude oil is sold to third party customersielivered to our refineries. After realizationtbése products,
respective sales revenues are recognized.




£ half of

2016 2015
(thousand (thousand (thousand (thousand
barrels) tonnes) barrels) tonnes)
Total productioft)...........ccooeeeeeeiieeeeeeeeen 75,062 10,942 57,686 8,410
Production related to cost compensation and
remuneratio ............cooooieiiiiiee e, 24,081 3,510 30,260 4,412
Shipment of compensation crude®ip ............ 35,282 5,143 32,708 4,769
(millions of (millions of (millions of (millions of
rubles) US dollars) rubles)  US dollars)
Cost compensation 42,860 598 83,501 1,475
Remuneration fee ..........cccoeiiiiiiieecece e, 4,536 65 3,446 60
Cost of compensation crude oil, received as
settlemen{included inCost of purchased crude
oil, gas and product) ..........ccooveieeieeenn. 73,994 1,071 95,065 1,683
EXtraction eXpenses .......cccceeeeveivvvvmecmmennnnns 18,610 264 23,936 418
Depreciation, depletion and amortization....... 24,345 330 57,060 1,017
EBITDA (0perating) ...........c.cococoewevevceeenerer. 28,384 393 62,834 1,114

@ Translated into barrels using conversion rateattarizing the density of the field.

@ This crude oil is sold to third party customersielivered to our refineries. After realizationtbése products,
respective sales revenues are recognized.

The Group is exposed to various risks due to itsrafipns in Irag. Management monitors the risks
associated with the projects in Irag and beliehas there is no adverse effect on the Group’s fifsn
position that can be reasonably estimated at presen

Refining, marketing and trading

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

We own two petrochemical plants in Russia, one kmathe and petrochemical capacity at our refinery i
Bulgaria. Currently, production at our petrocherhiptant in Ukraine is suspended due to adverse
economic and political environment in this country.

Compared to the first half of 2015, the total vo&uof refined products produced by the Group in@das
by 5.3%.

In Russia, our production volumes decreased by 210840 throughput optimization as a result of gaine
weakening of refining margins in Russia driven lgise tax increases in January and April 2016. @ue
completed upgrade program and throughput optintiratiur Russian refineries remained profitablénan t
first half of 2016 despite unfavorable macroecormemnvironment. Timely launch of new secondary
processing units in 2015 and 2016 enabled us tstantially enhance our refined product slate by
reducing production of fuel oil and vacuum gasailfavor of light products. In order to optimize Kar
products yield, in the first half of 2016, we aldecreased throughput volumes and redirected vagasm
oil produced at our Perm and Ukhta refineries fexport deliveries to supply catalytic cracking uait
our refinery in Nizhny Novgorod. We expect ourimefl product slate to further enhance via achieving
full utilization of the hydrocracking unit at ourolgograd refinery launched in the second quart&20df6.
Maintenance works at our refineries in Nizhny Nonggband Ukhta also affected our refining volumes in
the second quarter and the first half of 2016.

Internationally, the production increase amounted9.9% against the background of low output in the
first quarter of 2015 due to overhauls at our dtaliefinery as well as strong refining margins.

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




The following table summarizes key figures for oefining activities.

2" quarter of 1% half of
201¢€ 201F 201¢€ 2015
(thousand barrels per day)

Refinery throughput at the Group refineries .. ..eeeeeeiinns 1,322 1,254 1,298 1,237
SN RUSSIA o e e 797 827 803 818

- outside RUSSI.........c.ovoviveieeceeeeeee e, 525 427 495 419
Refinery throughput at third party refineries ..............ccccc...... 6 17 6 17
Total refinery throughput ...........oooeeeiiiiiiiiiim e 1,328 1,271 1,304 1,254

(thousands of tonnes)

Production of the Group refineries in Russia...................... 9,365 9,758 18,818 19,194
s diesel Ul 3,142 2,993 6,389 6,135

= 0ASONNE ..uviiiiiie e e 1,837 1,589 3,643 3,219

-fuel il 1,116 1,993 2,672 4,080
SJELTUBL e 469 639 910 1,076

= MNOLOT OIS . 263 250 502 447

- Other ProduCtS ........eeiiiiiieiei e 2,538 2,294 4,702 4,237
Production of the Group refineries outside Russia............... 6,095 4,955 11,509 9,599
- diesel fuel 2,601 1,961 4,895 3,903

= 0ASONINE .eiieeiie e et 1,301 1,109 2,468 2,214

e 10 =Y I | 925 821 1,786 1,472
SJELTUBL e 236 221 420 409

= MNOLOT OIS . 52 42 100 98

- Other ProduCtS ........eeeeiiiieiei e 980 801 1,840 1,503
Refined products produced by the Group.........cccceevvivvnneenen. 15,460 14,713 30,327 28,793
Refined products produced at third party refineries.............. 71 206 159 406
Total refined products produced .............cccoeeeiiiiiiiiniiciiineen, 15,531 14,919 30,486 29,199
Products produced at petrochemical plants......................... 322 264 646 433
S AN RUSSIA o e 225 178 458 255

- OULSIAE RUSSIA ....uevviieiiiiiee i 97 86 188 178

(millions of RUB)
Refining expenses at the Group refineries. .. . .veeeeeeeene, 22,804 21,004 45,254 43,172

SN RUSSIA ot e e 11,076 10,403 21,211 18,925
- OULSIAE RUSSIA ...uevviieiiiiie et 11,728 10,601 24,043 24,247
(ruble per tonne)
RefiNiNG EXPENSES .....eiiiiiiiiiiiiiieee e et e e e 190 184 192 193
-INRUSSIA .. 153 138 145 128
- outside Russia 245 273 267 320
(US dollar per tonne)
RefiNING EXPENSES .....eiiiiiiiiiiiiiieee e et a e 2.88 3.50 2.74 3.37
S AN RUSSIA i e 2.32 2.63 2.08 2.26
- oUtSide RUSSIA ... 3.73 5.18 3.81 5.55
(millions of RUB)
Capital expendituresS.........ccvvieiiieiiiiceeeeeeiec e 10,255 18,247 22,539 42,783
S AN RUSSIA o e e 8,506 12,685 18,447 30,131
- OULSIAE RUSSIA ...cvvniiiiiiiie e et 1,749 5,562 4,092 12,652

W Including refined product processed.

Marketing and trading. Our marketing and trading activities include crualkand refined products
trading, wholesale and bunkering operations in AtaesEurope, South-East Asia, Central America and
retail operations in the USA, Central and Eastarrope and other regions. In Russia, we purchageeref
products on occasion, primarily to manage suppéirchottlenecks.

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




The following tables show the volumes of crudepoitchases by the Group during the periods congidere

2" quarter of
2016 2015
(thousand (thousan (thousand  (thousan
of barrels) of tonnes of barrels)  of tonnes)

Purchases in RUSSIA..........c.uvvvieiiiisecccmmeeieeeee e 1,510 206 4,618 630
Purchases for trading internationally.......cccccevvvvienieeenn. 42,690 5,824 41,253 5,628
Purchases for refining internationally .......ccccccoooooiiinnnis 28,961 3,951 20,897 2,851
Shipment of the West Qurna-2 compensation crud® oil.. 17,754 2,588 17,125 2,497
Total crude oil purchased 90,915 12,569 83,893 11,606
1% half of
2016 2015

(thousand (thousand (thousand (thousan
of barrels) oftonnes) of barrels) of tonnes)

Purchases in RUSSIA........ccouuuiivieii e 3,035 414 6,854 935
Purchases for trading internationally.......ccccceevvvvienieeennn. 88,832 12,119 79,655 10,867
Purchases for refining internationally ......cccceeevveiieiiiinnne, 53,458 7,293 37,947 5,177
Shipment of the West Qurna-2 compensation crud® oil.. 35,281 5,143 32,706 4,769
Total crude oil purchased...........ccccccceeeeiiiiiiicciiiin, 180,606 24,969 157,162 21,748

@ Translated into barrels using conversion rateaxtarizing the density of the field.

Compared to the second quarter and the first Half04.5, our purchases for refining at international
refineries increased by 38.6% and 40.9%, respdgtiaad our purchases for trading increased by 3.5%
and 11.5%, respectively. Moreover, in the secorarteu and the first half of 2016, the Group receive
2.6 million tonnes and 5.1 million tonnes, respasii, of compensation crude from Iraq’s state-owned
South Oil Company as cost compensation within trestQurna-2 project (in the respective periods of
2015, the Group received 2.5 million tonnes andilBon tonnes of compensation crude oil).

The table below summarizes figures for our refipeatiucts marketing and trading activities.

2" quarter of 1% half of
2016 2015 2016 2015
(thousands of tonnes)
Retail SAlES .......evveiiiiiie e 3,338 3,472 6,507 6,676
Wholesale Sales..........occviiiiiiiiiiiiceem e 27,750 27,546 53,390 53,809
Total refined products sales ............cccvvvueeerviieiiieieeeeenn. 31,088 31,018 59,897 60,485
Refined products purchased in RusSia...........cccccuveeiinn. 421 433 791 777
Refined products purchased internationally.................... 16,992 18,165 32,089 33,771
Total refined products purchased...............cccc.cccuvvvmnn... 17,413 18,598 32,880 34,548

In the first half of 2016, in line with the stratego optimize our downstream operations, a Group
company sold 100% of its interest in LUKOIL PolandJKOIL Baltija and LUKOIL Baltija R,
distribution companies operating over 270 petratishs in Poland, Lithuania and Latvia. In July 201
we sold 100% of interest in LUKOIL Eesti, and inrAf2015 — 100% of interest in LUKOIL Ukraine.

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

2" quarter of
2016 2015
(thousand (thousand (thousand (thousand
of barrels) of tonnes) of barrels) of tonnes)

Exports of crude oil to Customs Union.........ccccceveeeennn. 7,12t 972 7,029 959
Exports of crude oil beyond Customs Unian................. 58,66¢ 8,004 59,292 8,089
Total crude Oil eXPOrtS ........cooieeiiiiiiiiiiee e 65,794 8,976 66,321 9,048
Exports of refined products............ccccccveeeiiiiieinieecnnnnnnn, 4,439 5,144
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1% half of
2016 2015
(thousand (thousand (thousand (thousand
of barrels) of tonnes) of barrels) of tonnes)

Exports of crude oil to Customs Union..........cccccceeeennn. 14,32 1,954 14,183 1,935
Exports of crude oil beyond Customs Unian................. 11637¢ 15,877 119,926 16,361
Total crude Oil eXPOrtS ........ceveeeiiiiiiiiiee e 130,701 17,831 134,109 18,296
Exports of refined productS.............c..cevveeeeeiiiaenieeannnnnns, 9,370 10,403

In the first half of 2016, the volume of our crudi# exports from Russia decreased by 2.5%, and we
exported 43.6% of our domestic crude oil produci@®.1% in the first half of 2015) and 216 thousand
tonnes of crude oil purchased from our affiliated ¢hird parties (794 thousand tonnes in the Fiedt of
2015). The decrease in crude oil exports was dtreslower domestic production. The volume of our
refined products exports decreased by 9.9% comparee first half of 2015 due to higher domestites
volumes driven by favorable netbacks and decregesedng volumes.

Substantially, we use the Transneft infrastructarexport our crude oil. Nevertheless, during tbeosd
quarter and first half of 2016, we exported 2,1f@sand tonnes and 4,091 thousand tonnes, resggctiv
through our own infrastructure (1,865 thousand é&snand 3,689 thousand tonnes during the second
quarter and first half of 2015). All the volume @iude oil exported that bypassed Transneft watedou
beyond the Customs Union.

In the first half of 2016, the Company exported @@@usand tonnes of light crude oil through thet&ras
Siberia — Pacific Ocean pipeline compared to 7@&ishnd tonnes in the first half of 2015. This atdw
us to preserve the premium quality of crude oil #ng enabled us to achieve higher netbacks comhpare
to exports to traditional Western markets.

During the second quarter of 2016, our revenue feaport of crude oil and refined products from Raiss
both to Group companies and third parties amoutttdd2 billion RUB and 98 billion RUB, respectively
(196 billion RUB for crude oil and 118 billion RUBr refined products in the second quarter of 2015)
During the first half of 2016, our revenue from expof crude oil and refined products from Russihb
to Group companies and third parties amounted  t8ion RUB and 186 billion RUB, respectively
(395 hillion RUB for crude oil and 239 billion RUBr refined products in the first half of 2015).

Power generation.In the first half of 2016, we continued to develbpg power generation sector of our
business as part of our strategic development pragihis sector encompasses all aspects of therpowe
generation business, from generation to transnmisaizl sale of heat and electrical power. Our power
generation business sector now includes OOO LUK®@dlgogradenergo, OO0 LUKOIL-Kubanenergo,
OO0 LUKOIL-Astrakhanenergo, OOO LUKOIL-Rostovenerg® OO LUKOIL-Stavropolenergo,
OO0 Rostovskie Teplovyie Se®0O0 LUKOIL-Ecoenergo, our own power generating faightat our oil

and gas fields in Russia and at our refineriesulg&ia, Romania, Italy and Perm region of Russia.
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Main macroeconomic factors affecting our results obperations

Changes in the international price of crude oil andefined products

The price at which we sell crude oil and refineddurcts is the primary driver of the Group’s revenue
During the first half of 2016, the price for Brettude oil fluctuated between $26 and $50 per barrel
reached its maximum of $50.7 in the middle of Jand minimum of $25.9 in the beginning of January,
and averaged 31.2% less than in the first half0df52 Nevertheless, as a result of ruble devaluatho:
prices expressed in rubles decreased less signtifica

Substantially all the crude oil the Group exposgtdJrals blend. The following tables show the averag
crude oil and refined product prices in the respegteriods of 2016 and 2015.

2" quarter of  Change, 1% half of Change,
2016 2015 % 2016 2015 %
(in US dollars per barrel, except for figures imqaant)
Brent crude..........ooocvvveveiee e, 45.59 61.88 (26.3) 39.81 57.84 (31.2
Urals crude (CIF Mediterranedh)............... 44.30 62.25 (28.8) 38.55 57.68 (33.2
Urals crude (CIF Rotterdartt ................... 43.37 61.21 (29.1) 37.56 56.83 (33.9
(in US dollars per metric tonne, except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)................. 199.75  323.50 (38.3) 167.77 299.51 (44.0
Diesel fuel 10 ppm (FOB Rotterdam)........ 411.25  579.97 (29.1) 362.3( 554.66 (34.7
High-octane gasoline (FOB Rotterdam)..... 503.24  671.0( (25.0) 445.1: 608.9( (26.9
Source: Platts.
2" quarter of  Change, #' half of Change,
2016 2015 % 2016 2015 %
(in rubles per barrel, except for figures in petren
Brent Crude.......ccoccveeeeecee e 3,004 3,258 (7.8) 2,797 3,320 (15.8
Urals crude (CIF Mediterraned)............... 2,919 3,278 (11.0) 2,708 3,311  (18.2
Urals crude (CIF Rotterdarf..................... 2,858 3,223 (11.3) 2,639 3,262 (19.1
(in rubles per metric tonne, except for figureparcent)
Fuel oil 3.5% (FOB Rotterdam)................. 13,161 17,034 (22.7) 11,78 17,191 (31.4
Diesel fuel 10 ppm (FOB Rotterdam)........ 27,097 30,538 (11.3) 25,45t 31,836 (20.0
High-octane gasoline (FOB Rotterdam)..... 33,158 35,331 (6.2) 31,27: 34,949 (10.5

Translated into rubles using average exchangdaatbe period.
@ The Company sells various crude oil blends on goreharkets on various delivery terms. Thus, ouraye

realized sale price of oil on international markaiféers from the average prices of Urals blend\vbediterranean
and Northern Europe markets.

Domestic crude oil and refined products prices

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

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

The table below represents average domestic wHelpsaes of refined products in the respectivequer
of 2016 and 2015.

2" quarter of  Change, 1% half of Change,
2016 2015 % 2016 2015 %
(in rubles per metric tonne, except for figurepa@ncent)
Fuel Ol 6,794 7,415 (8.4) 5,674 6,900 (17.8)
Diesel fuel 28,835 28,901 (0.2) 28,011 28,619 (2.1)
High-octane gasoline (Regular)............... 34,524 31,963 8.0 33,081 30,159 9.7
High-octane gasoline (Premium)............. 35,777 33,016 8.4 34,637 31,391 10.3

Source: InfoTEK (excluding VAT).
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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, a devaluation of the ruble against tiseddllar generally causes our revenues to incregase
ruble terms, and vice versa. Ruble inflation affecss the results of our operations.

The following table provides data on inflation iu$®ia and change in the ruble-dollar and ruble-euro
exchange rates.

2" quarter 15t half of

2016 2015 2016 2015
Ruble inflation (CP1), %0 ......ooiiiiiiiiiiiis e 1.2 1.0 3.3 8.5
Average exchange rate for the period (ruble to Oi&g ............. 65.9 52.7 70.3 57.4
Exchange rate at the beginning of the period (rtibldS dollar).. 67.6 58.5 72.9 56.3
Exchange rate at the end of the period (ruble tablr)............ 64.3 55.5 64.3 55.5
Average exchange rate for the period (ruble to)euro............... 74.4 58.2 78.4 64.3
Exchange rate at the beginning of the period (rtdbkuro)......... 76.5 63.4 79.7 68.3
Exchange rate at the end of the period (ruble to)eu................ 71.2 61.5 71.2 61.5

Taxation

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

Crude oil extraction tax rate is changed monthly and is calculated by multiplying thase rate by a
coefficient reflecting average international Urplice and ruble-dollar exchange rate during the ttnon
The base rate for 2016 is set at 857 rubles peaiariehne extracted (766 rubles for 2015).

The tax rate is zero when the average internationals price is less than, or equal to, $15.00hzarel.
In 2016, each $1.00 per barrel increase in therat®mnal Urals price above $15.00 per barrel tesul
an increase in the tax rate by $0.45 per barrefi(bper barrel in 2015).

The mineral extraction tax on crude oil is paydbleubles per tonne of crude oil extracted.

There are different types of tax incentives onrfireral extraction tax on crude oil applied to &atds
and deposits:

= A special coefficient is applied to the standardri@e depending on location, depletion, type of
reserves, size and complexity of a particular figlsl well as on the average international Urals
price and the ruble-dollar exchange rate. This tgpéncentive with different coefficients is
applied to our highly depleted fields (more tha®®80epletion), our Yu. Korchagin field located
in the Caspian offshore, the Permian layers ofldsinskoye field in Timan-Pechora producing
high-viscous crude oil, our Pyakyakhinskoye fielutdted in the Yamal-Nenets region of
Western Siberia, a number of fields in the NenetsoAomous region, as well as to our new
small-sized fields (recoverable reserves less tharillion tonnes) and fields and deposits with
low permeability like V. N. Vinogradov field and Tignen deposits;

= A fixed tax rate of 15% of the international Urglgce is applied to our V. Filanovsky field,
located in the Caspian offshore;

= A zero tax rate is applied to our Yaregskoye figldducing extra-viscous crude oil, as well as to
unconventional deposits (Bazhenov and others).

Some of the mineral extraction tax incentives anétéd in time or by cumulative oil production vohes.

The table on the page 14 illustrates the impactoferal extraction tax incentives on the tax rate a
$50 Urals price.

Natural gas extraction tax rate.The base rate amounts to 35 rubles per thousdnid meters and is
adjusted depending on average wholesale naturapges in Russia, share of gas production in total
hydrocarbon production, regional location and canxipy of particular gas field.

In the first half of 2016, actual average naturak gextraction tax rate for our major gas field —
Nakhodkinskoe in Western Siberia amounted to 2@8esuper thousand cubic meters (150 rubles in the
first half of 2015).The rate to this field is subject to a special@egi reducing coefficient.
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Crude oil export duty rate is denominated in US dollars per tonne of crudiexjported and is calculated
on a progressive scale according to the bellovetabl

International Urals price Export duty rate
Less than, or equal to, $109.50 per tonne ($15.00
per barrel) $0.00 per tonne

35% of the difference between the actual price$&t@p.50
Above $109.50 but less than, or equal to, $146.00per tonne (or $0.35 per barrel per each $1.00 aserén the
per tonne ($20.00 per barrel) Urals price over $15.00)

$12.78 per tonne plus 45% of the difference betwken
Above $146.00 but less than, or equal to, $182.50actual price and $146.00 per tonne (or $0.45 peebper
per metric tonne ($25.00 per barrel) each $1.00 increase in the Urals price over $20.00)

$29.20 per tonne plus 42% of the difference betwken

actual price and $182.50 per tonne (or $0.42 peebper
Above $182.50 per metric tonne ($25.00 per barreBach $1.00 increase in the Urals price over $25.00)

The export duty rate changes every month with #te for the next month being based on average Urals
price for the period from the 15th day of the poed month to the 14th day of the current month.

Crude oil produced at some of our fields is subjecspecial export duty rates calculated according
special formulas, which are lower than standardsta® reduced rate is applied to crude oil produsted
our Yaregskoye field producing extra-viscous crudleand our Yu. Korchagin field in the Caspian
offshore. A zero rate applies to crude oil of ourfilanovskogo field also located in the Caspidsiuire.

The table below illustrates the impact of tax inoes for different fields and deposits in our folib at
$50 per barrel Urals price under 2016 tax formulas.

Mineral

extraction tax  Export duty Total As % of ail price

(in US dollars per barrel, except for figures imqamt)
Standard ........oooviiiiiii e 15.7 14.5 30.2 60.5
Yaregskoye field ........cccooiiiiiiiiiicceane, 0.0 1.8 1.8 3.6
Yu. Korchagin field..........cccocooiiiiiiie 5.5 0.0 5.5 10.9
V. Filanovskogo field 7.5 0.0 7.5 15.0
Usinskoye (Permian layers)...........ccccceeeee.. 5.5 145 20.0 39.9
Pyakakhinskoye field 5.5 145 20.0 39.9
V. Vinogradova field.................cuue. 7.5 145 22.0 44.1
Highly depleted fields 8.6-15.7 145 23.1-30.2 46.1-60.5
Small sized fields ..........ccoceveiviiiieien 9.3-15.7 145  23.8-30.2 47.6-60.5
Tyumen depositS ..........eeeveeeeeiiiiiiiiiaeaeaanns, 13.7 14.5 28.2 56.4

Export duty rates on refined products are calculated by multiplying the current crudeeoiport duty
rate by a coefficient according to the table below.
From 1 January 2016 From 1 January 2015
to 31 December 2016 to 31 December 2015

Multiplier for:
Light and middle distillates 0.40 0.48
Diesel fuel.......cooviiiiiiiii e 0.40 0.48
(7= TS0 ] 0TS 0.61 0.78
Straight-run gasoline ..........ccvviiiiiiiieeeeee e 0.71 0.85
FUET Ol ..o 0.82 0.76

Crude oil and refined products exports from Russi& subject to two steps of customs declaration and
duty payments: temporary and complete. A tempod®@glaration is submitted based on preliminary
exports volumes and the duty is paid in rublessletad from US dollars at the date of the temporary
declaration. A complete declaration is submitteérafeceiving the actual data on the exported velkym
but no later than six months after the date oftdmeporary declaration. The final amount of the ekpo
duty is adjusted depending on the actual voluntes|S dollar exchange rate at the date of the catepl
declaration (except for pipeline deliveries whee #xchange rate at the temporary declaration date i
used) and the export duty rate. If temporary andpiete declarations are submitted in different répg
periods, the final amount of the export duty isuatkd in the period of submission of the complete
declaration. The high volatility of the ruble-dallexchange rates may lead to significant adjustsadtar

the purposes of the IFRS consolidated financidéstants, temporary declarations at the reportingpge
end are translated to rubles from US dollars usiegperiod-end exchange rate.
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Crude oil and refined products exported to the memébr countries of the Custom Union- Belarus and
Kazakhstan, are not subject to export duties.

The following tables represent average enacted fatetaxes specific to the oil industry in Rusiiathe
respective periods.

2" quarter of  Change, 1% half of  Change,
2016 2015 % 2016 2015 %
Export duties on crude alil.................... $/tonne 67.15 130.4. (48.5) 61.0¢ 130.3C (53.1)
Export duties on refined products
Light and middle distillates................ $/tonne 26.83 62.5¢ (57.1) 24.41 624t (60.9)
Fuel 0il ..., $/tonne 55.02 99.0¢ (44.5) 50.0¢ 99.0C (49.5)
GasoliNg .....occveveeviiee e $/tonne 40.89 101.6¢ (59.8) 37.2( 101.5¢ (63.4)
Straight-run gasoline..............cc......... $/tonne 47.62 110.8¢ (57.0) 43.3: 110.71 (60.9)
Diesel fuel..........cccccvveviiiiiiieaeeccn, $/tonne 26.83 62.5¢ (57.1) 2441 62.4¢ (60.9)
2" quarter of  Change, 1% half of  Change,
2016 2015 % 2016 2015 %
Export duties on crude 8.................... RUB/tonne 4,425 6,867 (35.6) 4,291 7,479 (42.6)
Export duties on refined produtts
Light and middle distillates................. RUB/tonne 1,768 3,294 (46.3) 1,715 3,586 (52.2)
FUuel Oil ....ooovviei e RUB/tonne 3,625 5,217 (30.5) 3,516 5,682 (38.1)
GasoliNg .....ccceeveeviiee e RUB/tonne 2,694 5,354 (49.7) 2,614 5,831 (55.2)
Straight-run gasoling............cc.ceo.u... RUB/tonne 3,138 5,834 (46.2) 3,043 6,354 (52.1)
Diesel fuel ..o RUB/tonne 1,768 3,294 (46.3) 1,715 3,586 (52.2)
Mineral extraction tax
Crude Oil .......ccoeeeiviiiiiiiiiiiieeeeieen RUB/tonne 6,139 7,073 (13.2) 5,109 6,954 (26.5)

@ Translated to rubles using average exchangeaatld period.

Excise on refined products.The responsibility to pay excises on refined patslin Russia is imposed on
refined product producers (except for straight-gasoline). Only domestic sales volumes are sulject
excises.

In other countries where the Group operates, ex@se paid either by producers or retailers demgnain
the local legislation.

Excise rates on refined products in Russia arettigtie ecological class of fuel. Excise tax rdtesthe
respective periods of 2016 and 2015 are listedvwbelo

2" quarter of  Change 1% halfof  Change

2016 2015 % 2016 2015 %

Gasoline
Euro-4 and below.........c.ocouveiiiiiiiceenss RUR/tonne 13,100 7,300 79.5 11,800 7,300 61.6
BUrO-5 ..., RUR/tonne 10,130 5,530 83.2 8,830 5,530 59.7

Diesel fuel
All ecological classes............cccveeeennn. RUR/tonne 5,293 3,450 53.4 4,722 3,45( 36.9
MOLOr OilS....ueeeeeeieiiieiiieie e RUR/tonne 6,000 6,500 (7.7) 6,000 6,50C 7.7
Straight-run gasoline..............c...ccccccc.... RUR/tonne 13,100 11,300 15.9 11,80C 11,30( 4.4

During the first half of 2016, excise rates in Hasgere increased twice, on 1 January and 1 April.

Income tax. The federal income tax rate is 2.0% and the regiorcome tax rate varies between 13.5%
and 18.0%. The Group’s foreign operations are suhbje taxes at the tax rates applicable to the
jurisdictions in which they operate.

The Company and its Russian subsidiaries file iredmx returns in Russia. A number of Group
companies in Russia are paying income tax as aotidated taxpayers’ group (“CTG”"). This allows
taxpayers to offset taxable losses generated bgingparticipants of a CTG against taxable prodits
other participants of the CTG.
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Transportation of crude oil, natural gas and refinal 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 produat@mpanies to the markets is dependent on the eatent
diversification of the transport infrastructure aadcess to it. As a result, transportation cosans
important macroeconomic factor affecting our profit

Transportation of crude oil produced in Russiadfineries and export destinations is primarily thgb
the trunk oil pipeline system of the state-ownethpany, Transneft, or by railway transport.

Transportation of refined products in Russia is talway transport and the pipeline system of
Transnefteproduct. The Russian railway infrastmecia owned and operated by Russian Railways. Both
these companies are state-owned. We transportajor part of our refined products by railway tramgp

In Russia, gas is mostly sold at the wellhead aed transported through the Unified Gas Supplyeyst
("UGSS"). The UGSS is responsible for gatheringnsiporting, dispatching and delivering substantiall
all natural gas supplies in Russia and is ownedopadated by Gazprom.
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Three and six months ended 30 June 2016 comparedttoee and six months ended
30 June 2015

The table below sets forth data from our consodidatatements of profit or loss and other comprsikien
income for the periods indicated.

2" quarter of 1% half of
2016 2015 2016 2015
(millions of rubles)
Revenues
Sales (including excise and export tariffs) ..ccccecooovvvveeevienen. 1,338,959 1,476,966 2,516,633 2,917,271
Costs and other deductions
Operating EXPENSES .....ccuvrvriiiieeee e e eieereeeeeasirrrreraee e e e s snaeeas (113,709) (105,828) (226,953) (211,509)
Cost of purchased crude oil, gas and products.................... (677,297) (777,640)(1,215,030) (1,477,705)
Transportation EeXPENSES .......ooouuueriiiieaacmemeeeeeeeaee e e aneeeeeeas (77,665) (68,377) (164,364) (147,162)
Selling, general and administrative expenses...................... (45,302) (40,028) (93,125) (81,213)
Depreciation, depletion and amortization ... ............ (71,608) (87,058) (155,956) (165,521)
Taxes other than INCOME taXes ............ e e eeevieeeeeaeaenaens (118,724)  (141,219) (202,277) (271,054)
Excise and export tariffS ...........ccovvviiccec e, (113,820) (123,609) (228,769) (296,458)
EXPlOration EXPENSES .......cccuvvvriieee e e e e e e e e e e e (2,871) (13,586) (4,552) (14,783)
Profit from operating activities............cccoceeeiiiiiiiiimeieeeeens 117,963 119,621 225,607 251,866
FINANCE INCOME ....ooiiiiiiie et 3,511 4,036 7,342 8,567
FINANCE COSES. ...t (11,098) (11,026) (21,469) (22,486)
Equity share in income of affiliates .........ceemmeicviiiicniinnnnnn, 3,425 2,382 5,778 6,475
Foreign exchange l0SS........cooiuiiiiiiiiiee e (28,945) (29,154) (74,323) (23,479)
Other EXPENSES ....ueiiiiiiaee ettt e e e e e ee e e e e e eeeaeeeaaaens (4,205) (2,784) (7,548) (8,556)
Profit before iNnCOmMe taxes........cccovvvviiiiiiiieeiiieee e 80,651 83,075 135,387 212,387
CUIreNt INCOME TAXES ...veiiieeeei ittt e e oo eneeeeeeaaaeeammms (17,183) (19,394) (27,659) (42,334)
Deferred iINCOME TAXES ... ..uvvviiiiieeee e evee e e e e e e e s sniaeee e (774) 575 (2,064) (1,358)
Total INCOME taX EXPENSE ....cevireeiiiiiiiiiieeeenieeee e e e e (17,957) (18,819) (29,723) (43,692)
Profit for the Period............coooiiviiiiiiieeeee e 62,694 64,256 105,664 168,695
Profit for the period attributable to non-contmodjiinterests..... (127) (508) (272) (916)
Profit for the period attributable to PJISC LUKOIL
Shareholders ... 62,567 63,748 105,392 167,779
Earning per share of common stock attributable
to PJSC LUKOIL shareholders (in Russian rubles):
BASIC ..o e e 87.76 89.42 147.83 235.34
DIlULEA e 87.76 88.13 147.83 231.28

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

Sales breakdown 2" quarter of 1% half of
2016 2015 2016 2015
(millions of rubles)
Crude oil
Export and sales on international markets other Gastoms
L6101 o] o H PO PP PR OPPRPTPPPRN 325,492 376,988 605,638 742,902
Export and sales to Customs Union ..........cccceeeuvvviinnenneee. 15,366 13,776 27,768 28,099
DOMESLIC SAIES ......ceeveeeeeieeeeeeeee s eeeeeer e 23,404 37,859 44,744 75,232
364,262 428,623 678,150 846,233
Refined products
Export and sales on international markets
WHOIESAIE.....cciiiiiieiiee e 669,088 743,051 1,215,661 1,465,805
RELAIL....ceiiiiiiie e 71,660 74,593 149,974 154,625
Domestic sales
WHOIESAIE......coeiiee s 55,569 61,045 104,366 114,019
RELAIL.....eiiiiiiiii e 90,541 88,172 171,920 166,177
886,858 966,861 1,641,921 1,900,626
Petrochemicals
Export and sales on international markets . ..........c..vv... 8,804 8,875 18,962 17,089
DOMESLIC SAIES ...ccvviieeieeee e e 8,915 6,296 18,094 9,394
17,719 15,171 37,056 26,483
Gas and gas products
Export and sales on international markets ... 19,877 21,187 44,285 48,859
DOMESEIC SAIES ...eeiiiiiiiiiiiiiiie st 8,582 9,533 17,820 18,831
28,459 30,720 62,105 67,690
Sales of energy and related services
Sales on international markets ...........ccooeeeeeiivimieeecvieeeeenn, 2,797 1,719 6,525 4,209
DOMESLIC SAIES ....ovvveeieieeecee et 11,642 11,523 30,678 29,420
14,439 13,242 37,203 33,629
Other
Sales on international markets ..........cccoceeeeivinniice e, 14,545 12,552 37,302 23,982
DOMESLIC SAIES ......coeveeeeeeeeeeeeeee s eeeeeer e 12,677 9,797 22,896 18,628
27,222 22,349 60,198 42,610
TOtAl SAIES . 1,338,959 1,476,966 2,516,633 2,917,271
Sales volumes 2" quarter of 1% half of
2016 2015 2016 2015
Crude oil (thousands of barrels)
Export and sales on international markets other Gastoms
UNION .t 118,805 125,966 247,967 243,033
Export and sales to Customs Union ..........cccceeeuvviimnnenneee. 7,030 6,245 14,162 13,018
DOMESLIC SAIES ...cveiieeieieee e 11,618 18,831 25,413 37,808
137,453 151,042 287,542 293,859
Crude oil (thousands of tonnes)
Export and sales on international markets other Giastoms
L6101 o] o HA PO PP OTPRP PPN 16,208 17,185 33,829 33,156
Export and sales to Customs Union ..........cccceevvvieimnnennene. 959 852 1,932 1,776
DOMESEIC SAIES ...eeiiiiiiiieiiiieie et e 1,585 2,569 3,467 5,158
18,752 20,606 39,228 40,090
Refined products (thousands of tonnes)
Export and sales on international markets
WHOIESAIE......coieiiiee et 25,140 24,964 48,221 49,019
RELAIL.....eiiiiiiiii e 986 1,119 2,021 2,175
Domestic sales
WHOIESAIE ..o 2,610 2,582 5,169 4,790
] = U SRS RP 2,352 2,353 4,486 4,501
31,088 31,018 59,897 60,485
Total sales volume of crude oil and refined products............ 49,840 51,624 99,125 100,575
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Realized average sales prices "Dquarter of 1% half of

2016 2015 2016 2015
Average realized price international
Oil (beyond Customs Union)............. (RUB/barrel) 2,740 2,993 2,442 3,057
Oil (Customs Union)..........ccceeeeeeennn. (RUB/barrel) 2,186 2,204 1,961 2,158
Refined products
Wholesale .......ccccceeeeiiiiiiiiiiieeeene, (RUB/tonne) 26,614 29,764 25,210 29,902
Retail.......coevveieeeiiiiiiiieeeeieieee e (RUB/tonne) 72,677 66,660 74,208 71,092
Oil (beyond Customs Union)............. ($/barrel) 41.58 56.84 34.76 53.26
Oil (Customs Union).........cccceeeeenneen. ($/barrel) 33.18 41.86 27.91 37.60
Refined products
Wholesale .......cccooeiiiiiiiiiiiicee, ($/tonne) 403.93 565.27 358.82 520.97
Retail......cccovviieiiii e ($/tonne) 1,103.04 1,266.00 1,056.22 1,238.60
Average realized price within Russia
Ol oo (RUB/barrel) 2,014 2,010 1,761 1,990
Refined products
Wholesale .......ccccveviiiereiiiiieeeene (RUB/tonne) 21,291 23,648 20,191 23,804
Retail.......c.cccooveeiiiiiiiieeecee (RUB/tonne) 38,495 37,481 38,324 36,923

During the second quarter of 2016, our revenuesedsed by 138 billion RUB, or by 9.3%, compared to
the second quarter of 2015. Our revenues from coildsales decreased by 64 billion RUB, or by 15.0%
and our revenues from sales of refined productsedsed by 80 billion RUB, or by 8.3%.

During the first half of 2016, our revenues decegay 401 billion RUB, or by 13.7%, compared to the
first half of 2015. Our revenues from crude oilesatiecreased by 168 billion RUB, or by 19.9%, amd o
revenues from sales of refined products decreag@%® billion RUB, or by 13.6%.

The main reason for the decrease in revenue wadettiease in international hydrocarbon prices. That
was partially compensated for by the effect of eubevaluation on our revenues denominated in other
currencies.

Sales of crude oil

Our international crude oil sales revenue decrebgel3.7%, or by 51 billion RUB, and by 18.5%, gr b
137 billion RUB, compared to the second quarter thedirst half of 2015, respectively. Our inteipagl
sales volumes (beyond the Customs Union) decrdas@d7 thousand tonnes, or by 5.7%, in the second
quarter of 2016 driven by decrease in the Compaslyae in production from the West Qurna-2 field,
and increased by 673 thousand tonnes, or by 2.0%he first half of 2016, due to higher volumes of
crude oil trading. Our average international rulglalized prices decreased by 8.5% and 20.1% cowhpare
to the second quarter and the first half of 20&5pectively.

Our realized domestic crude oil sales price did ef@nge compared to the second quarter of 2015 and
decreased by 11.5% compared to the first half df52@vhile our domestic sales volumes decreased by
984 thousand tonnes, or by 38.3%, and by 1,691stalitonnes, or by 32.8%, respectively, followimg t
decrease in production in Russia. As a consequémd¢be second quarter and the first half of 2041,
domestic sales revenue decreased by 38.2%, or lbyllibh RUB, and by 40.5%, or by 30 billion RUB,
respectively.

In the second quarter and the first half of 2014, evenue from crude oil export from Russia bath t
Group companies and third parties amounted to 1lillidrbRUB and 307 billion RUB, respectively
(196 billion RUB and 395 billion RUB in the secoqdarter and the first half of 2015).

Sales of refined products

Compared to the second quarter and the first Haf04.5, our revenue from the wholesale of refined
products outside Russia decreased by 74 billion RiBy 10.0%, and by 250 billion RUB, or by 17.1%,
respectively, that was largely price driven. Durihg second quarter of 2016, our dollar and rubddized
prices decreased by 28.5% and 10.6%, respectiaaly,during the first half of 2016 they decreased by
31.1% and 15.7%, respectively. At the same timeppared to the second quarter and the first half of
2015, our sales volumes didn’t change significantly
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During the second quarter and the first half of &0&ur dollar realized retail prices outside Russia
decreased by 12.9% and 14.7%, respectively, whiteuble realized prices increased by 9.0% and 4.4%
respectively, due to the ruble devaluation. Ouresalolumes decreased by 11.9% and 7.1% as a
consequence of sale of our retail networks in Eadieirope. As a result, our international retalereue
decreased by 3 billion RUB, or by 3.9%, and by Hdn RUB, or by 3.0%, compared to the second
quarter and the first half of 2015, respectively.

During the second quarter and the first half of @0dur revenue from the wholesale of refined présiuc
on the domestic market decreased by 9.0%, or byliGrfbRUB, and by 8.5%, or by 10 billion RUB,
respectively. Our realized prices decreased bya@Ad 15.2%, but our sales volumes increased 19 1.1
and 7.9% in the second quarter and the first H&2DA6.

During the second quarter and the first half of 0dur revenue from refined products retail sates i
Russia increased by 2 billion RUB, or by 2.7%, dyd6 billion RUB, or by 3.5%, respectively. Our
average domestic retail prices increased by 2.7686t 3a8%, while our retail volumes did not change
significantly.

In the second quarter and the first half of 2016, revenue from export of refined products from §tas
both to Group companies and third parties amoutté&8 billion RUB and 186 billion RUB, respectively
(118 billion RUB and 239 billion RUB in the secoqdarter and the first half of 2015).

Sales of petrochemical products

In the second quarter and the first half of 2016r evenue from sales of petrochemical products
increased by 3 billion RUB, or by 16.8%, and byhlllion RUB, or by 39.9%, respectively, largely dize
the increase in domestic output against the backgrof low production as a consequence of a fireuat
plant in the Stavropol region of Russia at the efthe first quarter of 2014. Production at thenpleas
resumed in early April 2015.

Sales of gas and gas products

Compared to the second quarter and the first H&lDa5, sales of gas and gas refined products dsede
by 2 billion RUB, or by 7.4%, and by 6 billion RUBy by 8.3%, respectively, mainly as a result & th
decrease in sales prices.

Natural gas sales revenue decreased by 1 billioB,RlJ by 5.0%, in the second quarter of 2016 and by
3 billion RUB, or by 8.1%, in the first half of 261

Gas products revenue decreased by 1 billion RUBHyB.9%, and by 3 billion RUB, or by 8.4%,
compared to the second quarter and the first @05, respectively.

Sales of energy and related services

During the second quarter and the first half of @0dur revenue from sales of electricity, heat eeidted
services increased by 1 billion RUB, or by 9.0%d dy 4 billion RUB, or by 10.6%, respectively. In
Russia, the increase was largely due to puttingpigration a combined cycle gas turbine with a dépac
of 135 MW at the Group’s power plant in the Stawlogion of Russia in March 2015. Our internationa
revenue increased as a result of the significaomease in volumes of electricity sales in Sicitgy.

Other sales

Other sales include non-petroleum sales throughetail network, transportation services, rentakrae,
crude oil extraction services, and other revenueunfproduction and marketing companies from safes
goods and services not related to our primary iietsv

During the second quarter and the first half of@Q#&venue from other sales increased by 5 bilRttB,

or by 21.8%, and by 18 billion RUB, or by 41.3%spectively. The non-petrol revenue of our retail
network increased by 2 billion RUB, or by 23.4%dédwy 3 billion RUB, or by 21.1%. In the second
quarter and the first half of 2016, revenue froamsiportation services abroad increased by 2 biRioiB,

or by 63.4%, and by 5 billion RUB, or by 78.5%, pestively. In the second quarter and the first b&lf
2016, our other sales also included revenue frdessa diamonds in the amount of 3 billion RUB and
11 bhillion RUB, respectively (3 billion RUB and 5liton RUB in the second quarter and the first hafif
2015).
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Operating expenses

Operating expenses include the following:

2" quarter of 1% half of
2016 2015 2016 2015
(millions of rubles)
Hydrocarbon extraction expen§és ..................................... 45,187 40,77: 89,06l 80,04:
Extraction expenses at the West Qurna-2 field................. 8,407 11,37: 18,61( 23,93¢
OWN refiNiNg EXPENSES .....vvviiieiiiiiiit e e et e e e e 22,804 21,00« 45,254 43,17:
Refining expenses at third parties refineries..................... 17¢ 52k 421 1,07¢
Expenses for crude oil transportation to refineries............ 10,917 9,612 23,22¢ 20,12(
Power generation and distribution expenses.................. 8,61¢ 9,56€ 18,88¢ 18,63:
Petrochemical eXpenses ..........cuuvveeiimeeee s 3,28¢ 2,41( 6,60z 4,79¢

14,314 10,561 24,888 19,73¢
113,709 105,828 226,953 211,50!

Other operating expenses
Total operating expenses
@ Excluding extraction expenses at the West Qurfial@

The method of allocation of operating expenses aliffers from the approach used in preparing tite d
for Note 28 “Segment information” to our condensigderim consolidated financial statements.
Expenditures in the segment reporting are groupggemniding on the segment to which a particular
company belongs. Operating expenses for the puspafsthis analysis are grouped based on the nafure
the costs incurred.

Compared to the respective periods of 2015, ouratipg expenses increased by 8 billion RUB, or by
7.4%, in the second quarter of 2016, and by 15hilRUB, or by 7.3%, in the first half of 2016, dety

as a result of inflation in Russia and the effecthe ruble devaluation on the ruble value of fgrei
subsidiaries’ expenses.

Hydrocarbon extraction expenses

Our extraction expenses include expenditures ikléderepairs of extraction equipment, labor costs,
expenses on artificial stimulation of reservoirglfand electricity costs, cost of extraction ofunal gas
liquids, property insurance of extraction equipmemd other similar costs.

In the second quarter and the first half of 2016, extraction expenses increased by 4 billion RboiByy
10.8%, and by 9 billion RUB, or by 11.3%.

Our average hydrocarbon extraction expenses inetlelasm 213 RUB per BOE in the second quarter of
2015 to 246 RUB per BOE in the second quarter df62@r by 15.5%. In the first half of 2016, our
average hydrocarbon extraction expenses increased Z09 RUB per BOE in the first half of 2015 to
238 RUB per BOE, or by 13.9%. In Russia, averagidgarbon extraction expenses increased by 13.7%
to 241 RUB per BOE in the second quarter of 2016@an13.0% to 234 RUB per BOE in the first half of
2016. Our domestic expenses increased driven thehigpsts of materials and services and shift tdsvar
more cost-intensive projects benefiting from tagraptions.

At the same time, our average hydrocarbon extmnaatxpenses decreased from $4.04 per BOE in the
second quarter of 2015 to $3.73 per BOE in the rscpiarter of 2016, or by 7.7%, and from $3.68 per
BOE in the first half of 2015 to $3.41 per BOE heftfirst half of 2016, or by 7.3%. In Russia, agera
hydrocarbon extraction expenses decreased by ©288.65 per BOE in the second quarter of 2016 and
by 8.0% to $3.35 per BOE in the first half of 2016.

Crude oil extraction expenses at the West Qurnai@ f

Crude oil extraction expenses at the West Qurniaid fepresent expenses related to 100% production
from the West Qurna-2 field, while we are only #llg for a share of production that compensates our
historically incurred costs and expenses. For tietaie p. 6.

In the second quarter and the first half of 2016r expenses related to the West Qurna-2 project
amounted to 8 billion RUB and 19 billion RUB, respieely (11 billion RUB and 24 billion RUB in the
second quarter and the first half of 2015). Therelse in expenses was a result of completion of
commissioning stage of the field development andseoutive decrease in personnel involved and
associated transportation, security and othera@lsérvices provided.
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Own refining expense

During the second quarter and the first half of @0dur own refining expenses increased by 2 billm
by 8.6%, and by 2 billion, or by 4.8%, respectively

Despite lower production volumes, refining expersiesur domestic refineries increased by 6.5%,yor b
1 billion RUB, in the second quarter of 2016, agdlR.1%, or by 2 billion RUB, in the first half @016,

as a result of increase in consumption and costaddftives and commissioning of new units at our
refineries in Nizhny Novgorod and Volgograd.

Refining expenses at our refineries outside Russi@ased by 1 billion RUB, or by 10.6%, compared t
the second quarter of 2015 and did not change feignily compared to the first half of 2015. The
increase was a result of the ruble devaluationcamdmissioning of heavy residue processing complex a
our Bulgarian refinery, but in the first half of P®), it was offset by lower overhaul expenses atl@lian
refinery compared to first quarter of 2015.

Expenses for crude oil transportation to refineries

Expenses for crude oil transportation to refinemetude pipeline, railway, freight and other costtated
to delivery of crude oil and refined products térreries for further processing.

During the second quarter and the first half of @0dur expenses for crude oil transportation tonegfes
increased by 1 billion RUB, or by 13.6%, and byilidn RUB, or by 15.4%, largely as a result of the
increase in transportation tariffs, internatioreflning volumes and the effect of the ruble devidua

Petrochemical expenses

In the second quarter and the first half of 20Jferating expenses of our petrochemical plants asa@

by 1 billion RUB, or by 36.5%, and by 2 billion RUBr by 37.7%, respectively, due to the increase in
domestic production volumes after commencement rofiyction at our petrochemical plant in the
Stavropol region of Russia in April 2015.

Other operating expenses

Other operating expenses include expenses of thapGr upstream and downstream entities that do not
relate to their core activities, namely renderirfigransportation and extraction services, coststbér
services provided and goods sold by our producimh marketing companies, and of non-core businesses
of the Group.

In the second quarter and the first half of 20X6epoperating expenses increased by 4 billion Rty
35.5%, and by 5 billion RUB, or by 26.1%, respeslyy largely as a result of the increased cost of
transportation services provided to third parties)-petrol sales of our retail network and the éase in
the ruble value of other operating expenses ofargign subsidiaries.

Cost of purchased crude oil, gas and products

Cost of purchased crude oil, gas and productsdeslthe cost of crude oil and refined productsimased
for trading or refining, gas and fuel oil to supplyr power generation entities and the result dgivgy of
crude oil and refined products sales.

In the second quarter and the first half of 20h6,dost of purchased crude oil, gas and productzdsed

by 100 billion RUB, or by 12.9%, and by 263 billiddUB, or by 17.8%, respectively, following the
decrease in hydrocarbon prices. Crude oil purchasstiee second quarter and the first half of 2068 a
included 45 billion RUB and 74 billion RUB relatéal 2,588 thousand tonnes and 5,143 thousand tonnes
of compensation crude oil received from Irag'sestatvned South Oil Company within the West Qurna-2
project (53 billion RUB and 95 billion RUB related 2,497 thousand tonnes and 4,769 thousand tonnes
of compensation crude oil in the second quarterthedirst half of 2015).

In the second quarter of 2016, we recognized aili6GrbRUB net loss from hedging, compared to a
16 billion RUB net loss in the second quarter of20in the first half of 2016 we recognized a 3{id
RUB net loss from hedging, compared to a 26 bilRi$B net loss in the first half of 2015.
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Transportation expenses

2" quarter of 1% half of
2016 2015 2016 2015
(millions of rubles)

Crude oil transportation EXPENSES..........cccueeemreereamiicvvvnnenns 25,070 21,575 49,617 46,082

S AN RUSSIA e 13,737 13,796 26,939 27,068
- OULSIAE RUSSIA......ui i 11,333 7,779 22,678 19,014
Refined products transportation eXpenses .....ccccccc.c.vvvveee.. 45,047 41,968 101,192 92,085
SN RUSSIA ...t e 20,102 18,829 42,241 39,778
- outside Russia 24,945 23,139 58,951 52,307
Other transportation eXPeNSES .............cmeeeeeeeeaaiuneeenens 7,548 4,834 13,555 8,995

- in Russia 3,868 2,743 7,199 4,931
- OULSIAE RUSSIB.....eeeiiiiiiiieiiiiie e cceemm e 3,680 2,091 6,356 4,064
Total transportation EXPENSES ...........cccuvvvueeerviriereeaaeaainnns 77,665 68,377 164,364 147,162

Our transportation expenses increased by 9 bilRtMB, or by 13.6%, in the second quarter of 2016 and
by 17 billion RUB, or by 11.7%, in the first half 2016.

Our expenses for transportation of crude oil indrusvere flat both to the second quarter and tise Hialf
of 2015 as inflation of tariffs was offset by dease in exports volumes. Outside of Russia, incr@ase
crude oil transportation expenses was driven pilynby the effect of the ruble devaluation.

The increase in domestic expenses for transpantatforefined products by 6.8% against the second
guarter of 2015 and by 6.2% against the first bAR015 was triggered mainly by the increase iiffsar
Outside of Russia, the increase was again mos#gut of the ruble devaluation.

Other transportation expenses were mostly repredeby the expenses for transportation of gas. In
Russia, the increase to the respective period9b5 2vas mainly due to higher volumes of transpimnat

of gas from the Yu. Korchagin field in the Casp@a. Internationnaly, the increase that resultech fr
higher transportation volumes as a result of theiase in gas production was amplified by the ruble
devaluation.

Selling, general and administrative expenses

Selling, general and administrative expenses imclpayroll costs (excluding extraction entities’,
refineries’ and power generation entities’ produetistaff costs), insurance costs (except for ptygper
insurance related to extraction and refinery eqeipth) costs of maintenance of social infrastrugture
movement in bad debt provision and other exper@®@asselling, general and administrative expenses ar
roughly equally split between domestic and intdomet! operations.

Our selling, general and administrative expenseseased by 5 billion RUB, or by 13.2%, in the seton
quarter of 2016, and by 12 billion RUB, or by 14,7#% the first half of 2016. In Russia, expenses
increased by 6 billion RUB, or by 23.2%, in the @&t quarter of 2016 and by 7 billion RUB, or by
16.2%, in the first half of 2016 as a result oflatibn and higher accruals within share-based
compensation program. Internationally, decreasseiling expenses denominated in local currencies as
result of the sale of our retail networks in Eastéurope was offset by the effect of the ruble tleation

on the expenses of our foreign subsidiaries andegpenses outside of Russia decreased by 1 billion
RUB, or by 5.6%, compared to the second quart®0a6 and increased by 5 billion RUB, or by 13.0%,
compared to the first half of 2015.

Depreciation, depletion and amortization

Our depreciation, depletion and amortization expendecreased by 15 billion RUB, or by 17.7%,
compared to the second quarter of 2015, and byilldntRUB, or by 5.8%, compared to the first haff
2015. The effect of the increase in the depreaiatite of upstream assets following the decrease in
hydrocarbon proved reserves was offset by the dseref expenses related to the West Qurna-2 project
Our depreciation, depletion and amortization expsrfer the second quarter of 2016 and 2015 included
5 billion RUB and 34 billion RUB, respectively, adéd to the West Qurna-2 field. In the first hdl2616

and 2015, those expenses amounted to 24 billion RIBB 57 billion RUB, respectively. Other
international subsidiaries’ depreciation, depletionl amortization increased as a result of theeffethe
ruble devaluation.
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Equity share in income of affiliates

The Group has investments in equity method aféaeind 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 margen Kazakhstan. Currently, our largest affilgtze
Tengizchevroil, exploration and production compaopgerating in Kazakhstan, Bashneft-Polus, an
exploration and production company that developsTitebs and Titov oilfelds in Timan-Pechora, Russia
Shakh-Deniz Midstream and Caspian Pipeline Consurtimidstream companies in Azerbaijan and
Kazakhstan. One of our major affiliates was Casprarestments Resources Ltd, which was sold in
August 2015.

Our share in income of affiliates increased byllloni RUB, or by 43.8%, compared to the second tarar
of 2015 and decreased by 1 billion RUB, or by 10.8&énpared to the first half of 2015.

Taxes other than income taxes

2" quarter of 1% half of
2016 2015 2016 2015
(millions of rubles)

In Russia
Mineral extraction taxesS...........coevvviiiccccemvvvvvrrreea 105,073 128,720 174,811 245,369
Social security taxes and contributions ................c.cooeeeeee. 5,808 5,506 11,835 10,850
PTOPEITY TX ...t ettt e e e e e e e e 4,728 4,398 9,266 8,732
Other taxes .......cvvvvvriiiiiiiieinnn. 642 398 1,097 1,102
Total in Russia 116,251 139,022 197,009 266,053
International
Social security taxes and contributions .....cccccc.vvvviiiieiinnnenn. 1,586 1,319 3,159 2,794
Property tax 38 258 564 749
Other taxes 849 620 1,545 1,458
Total internationally 2,473 2,197 5,268 5,001
TOLAD vt e e an bbb aaaan 118,724 141,219 202,277 271,054

In the second quarter of 2016, our taxes other thaome taxes decreased by 22 billion RUB, or by
15.9%, compared to the second quarter of 201%dHitst half of 2016, our taxes other than incamess
decreased by 69 billion RUB, or by 25.4%, compaoethe first half of 2015. This was largely driven

the decrease in the mineral extraction tax ratRussia.

In the second quarter and the first half of 201fliaation of the reduced rate for crude oil prosiédrom
depleted oilfields and the zero rate for crudepodduced from oilfields with extra heavy crude aild
from greenfields led to a 15 billion RUB and 28ibit RUB mineral extraction tax reduction, respeely
(19 billion RUB and 37 billion RUB in the secondagter and the first half of 2015).

Excise and export tariffs

2" quarter of 1% half of
2016 2015 2016 2015
(millions of rubles)

In Russia
Excise tax on refined products .............ceeeeciieeeeeeeeennnnns 23,591 13,373 40,182 25,673
Crude 0ileXport tariffS .........ccceeeiiiiiiiiier e 30,872 50,566 62,364 119,823
Refined productsxport tariffs...........ccccceeeeiiiiiiiinieiiee e, 9,160 19,112 24,686 64,174
Total IN RUSSIA....eeveiiiiiee e ecceee e mee e 63,623 83,051 127,232 209,670
International
Excise tax and sales taxes on refined products................... 50,100 40,219 101,317 85,757
Crude 0ileXport tariffS .........cccceeiiiiiiiiier e 12 15 21 28
Refined productsxport tariffs...........cccccvvveeeiieeiice 85 324 199 1,003
Total internationally ..........cccvvieiiieeiiiiiemeee e 50,197 40,558 101,537 86,788
TOMAD et e 113,820 123,609 228,769 296,458

24



In the second quarter and the first half of 202poet tariffs decreased by 30 billion RUB, or by. 2%,

and by 98 billion RUB, or by 52.8%, respectivelyedo the sharp decrease in export duty ratesrfmec

oil and refined products in Russia amplified by tleerease in export volumes. Compared to the second
quarter and the first half of 2015, the volumesride oil export beyond the Customs Union decrebaged
1.0% and 3.0% and the volumes of the refined prisdexports decreased by 13.7% and 9.9%,
respectively. The increase in excise tax expenseRussia was driven by increase in rates, while
international excise expenses increased due tabie devaluation.

Foreign exchange loss

Foreign exchange loss mostly related to revaluatibJS dollar and euro net monetary position of
Russian subsidiaries that mostly consists of adsm@teivables and loans to our foreign subsidiarie

During the second quarter of 2016 and 2015, USadetkchange rate showed similar decline that, along
with comparable net monetary position, resulteddrbillion RUB foreign exchange loss in both pesod

During the first half of 2016, US dollar exchanggerto ruble decreased from 72.88 rubles per datlar
1 January to 64.26 rubles per dollar at 30 Juner#sulted in a 74 billion RUB foreign exchangeslos
During the first half of 2015, US dollar exchangater changed less significantly (decreased from
56.26 rubles per dollar at 1 January to 55.52 sipkr dollar at 30 June) that resulted in a 23bilRUB
foreign exchange loss.

Income taxes

The maximum statutory income tax rate in RussiaOi%. Nevertheless, the actual effective income tax
rate may be higher due to non-deductible expensksver due to certain non-taxable gains.

In the second quarter of 2016, our total incomedrgense decreased by 1 billion RUB, or by 4.6%,
compared to the second quarter of 2015. At the dammes our profit before income tax decreased by
2 billion RUB, or by 2.9%.

In the first half of 2016, our total income tax erge decreased by 14 billion RUB, or by 32.0%,
compared to the first half of 2015. At the sameetinour profit before income tax decreased by
77 billion RUB, or by 36.3%.

In the second quarter of 2016, our effective incaaxerate was 22.3%, compared to 22.7% in the skcon
quarter of 2015. In the first half of 2016, ouresffive income tax rate was 22.0%, compared to 206%
the first half of 2015.
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Liquidity and capital resources

1° half of
2016 2015
(millions of rubles)
Net cash provided by operating aCtiVIities .. e . ceueveeieieeeeiiiiiiieiee e 344,478 383,103
Net cash used in iINVEStiNG aCIVItIES ... e eeieeriiiieiiee e (258,515) (290,868)
Net cash provided by (used in) financing activities....................cccccvvveieeeerennnnns 37,267 (89,562)

Operating activities

Our primary source of cash flow is funds generdtech our operations. In the first half of 2016, lcas
generated from operations decreased by 39 billioB For by 10.1%, compared to the first half of 2015
mainly as a result of the decrease in profit.

Investing activities

In the first half of 2016, the amount of cash usethvesting activities decreased by 32 billion RUiB by
11.1%, mostly due to a decrease in capital experedit

In the first half of 2016, our capital expendityreggluding non-cash transactions, decreased Ryilb8n
RUB, or by 20.8%.

2" quarter of 1% half of
2016 2015 2016 2015
(millions of rubles)

Capital expenditures,including non-cash transactions and

prepayments
Exploration and production
Western Siberia.........ccoocviviiiiiii e 28,172 27,919 60,176 61,775
Timan-Pechora.........ccccuvviiiei it 20,980 19,592 45,535 38,942
L8] U (Yo [To o SR 6,173 8,204 11,989 14,792
RVZ0] [0 = (=T [ o] PR 11,979 10,201 20,543 20,109
Other in Russia 1,068 4,156 3,038 8,507
Total iN RUSSIA .....c..uvviiiiieiiee et et eeeaeeeas 68,372 70,072 141,281 144,125
1T TP 2,400 7,575 11,696 21,422
Other outside RUSSIA ..........cccvvvviiiiimeeeee e 32,486 42,408 55,167 77,060
Total outSide RUSSIA ......cccviieeiiiiiiiis i sines 34,886 49,983 66,863 98,482
Total exploration and production .............ccccceeeeeiiivicnneeenn. 103,258 120,055 208,144 242,607
Refining, marketing and distribution
RUSSIA . .1uviiiiiee ettt ree e 11,852 22,366 24,639 43,533
International ...........ccvvviiiei e 3,144 7,033 7,535 15,964
Total refining, marketing and distribution ......................... 14,996 29,399 32,174 59,497
Corporate and other
RUSSIA . 1eviiiiiie ettt 442 846 692 1,497
International ...........ccveeiiiiei e 190 473 437 1,243
Total corporate and other ............cccooiieeiimiiieee e, 632 1,319 1,129 2,740
Total capital eXpendituresS ...........ccocevuuvvimmmeeciiiiiiiiaeeeaennn, 118,886 150,773 241,447 304,844

In the first half of 2016, our capital expendituieghe exploration and production segment deccelge
34 billion RUB, or by 14.2%. The decrease was lgrge our international segment and related to
completion of current stage of the West Qurna-Jeatoand of exploratory drilling in Cameroon and
Romania.

The decrease in capital expenditures in the domesfining, marketing and distribution segment in
Russia was due to completion of upgrades at ousiBugefineries. The decrease in the international
segment was a result of completion of the condtmodf a heavy residue processing complex at our
Bulgarian refinery.
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The table below presents our exploration and pridoluccapital expenditures in new promising oil
regions.

2" quarter of 1% half of
201¢ 201t 201¢ 2015
(millions of rubles)
Western Siberia (Pyakyakhinskoye field) .....ccccceoieeieneanne. 4,076 7,636 13,333 17,084
Caspian region (Projects in RUSSIa)..........ccceaemeeeeeirrveeenn. 9,546 7,606 16,324 14,949
Timan-Pechor@yaregkoye field) ...........ccccoeviviiiiicmeennnen.. 6,448 3,539 12,072 5,873
1= Lo O O PSR P PO U PR PPPPTPRPY 2,400 7,575 11,696 21,422
UZDEKISTAN ...ttt e 20,320 17,604 26,276 27,560
NIGEIIE .ttt e 554 10,077 5,050 10,077
ROMANIA .....ccviiiiiiiii et 246 5,603 660 11,721
(@10 411 {00 o S 95 250 259 8,034
TOLA i 43,685 59,890 85,670 116,720

Financing activities

In the first half of 2016, net movements of shert and long-term debt generated an inflow of
110 billion RUB, compared to an outflow of 30 ki RUB in the first half of 2015.
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