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The following report contains a discussion and ysial of the financial position of PJSC LUKOIL at
31 March 2016 and the results of it's operationgtiie first quarter of 2016, compared to the fiysarter

of 2015, as well as significant factors that mafecf its future performance. It should be read in
conjunction with our International Financial Repogt Standards (“IFRS”) condensed interim
consolidated financial statements and notes thereto

References to “LUKOIL,” “the Company,” “the Group;ive” or “us” are references to PJSC LUKOIL
and its subsidiaries and equity affiliates. All leiamounts 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 plantainés
of crude oil purchased as well as other operatiamdicators expressed in barrels were translatéa in
barrels using an average conversion rate of 7.3&Isgoer 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

3 months of
Change, %
2016 2015
(millions of rubles)

SAlES et e e nnee 1,177,674 1,440,305 (18.2)

Profit for the period attributable to LUKOIL shaaders............... 42,825 104,031 (58.8)

EBITDA .ottt 145,479 214,296 (32.1)

Capital expenditures, including non-cash transastion................ 122,561 154,071 (20.5)

Free cash floW. ...t 36,415 62,911 (42.1)
Production, including our share in equity affilisite

Hydrocarbons, thousands of BOE............cceeeeceiieeeiiiieennee, 214,209 213,187 0.5

Hydrocarbons, thousands of BOE perday.....cccceeeevveeeiiiieennnn. 2,354 2,369 (0.6)

Crude oil and natural gas liquids, thousands ofdtsrr................ 182,583 182,968 (0.2)

Gas available for sale, millions of cubic meterS.......ccocccevvveeeee.. 5,374 5,135 4.7

Production of refined products, thousands of tonnes.................. 14,867 14,080 5.6

Our results for the first quarter of 2016 were etééel by a decrease in average hydrocarbon pricks an
fluctuations of ruble exchange rates to the USadl@hd euro. This, in turn, was partially compeaddor

by the decrease in mineral extraction tax and extaniffs. In the first quarter of 2016, our profit
amounted to 43 billion RUB and our EBITDA amounted145 billion RUB, a decrease of 58.8% and
32.1%, respectively, compared to the first quasfe2015. In the first quarter of 2016, our fresitdlow
was 36 billion RUB, compared to 63 billion RUB Hetfirst quarter of 2015.




Business overview

LUKOIL is one of the world’s largest energy compasin terms of hydrocarbon reserves that amounted
to 16.6 bililon BOE at 1 January 2016 and comprisdd12.6 billion barrels of crude oil and
23.8 trillion cubic feet of gas.

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

Our operations are divided into three main busisegsnents:

= Exploration and Production — which includes our exploration, development anddpaotion
operations relating to crude oil and gas. Theswities 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 three main segments is dependent oothiee, with a portion of the revenues of one sagme
being a part of the costs of the other. In parsicubur Refining, Marketing and Distribution segrmen
purchases crude oil from our Exploration and Prtidncsegment. As a result of certain factors caeraid

in the “Domestic crude oil and refined productes’ section on page 9, 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 conditios tost of crude oil refining and other factors.
Accordingly, an analysis of either of these segmem a stand-alone basis could give a misleading
impression of those segments’ underlying finanp@sition and results of operations. For this reasan
do not analyse either of our main segments sepaiatthe discussion that follows. However, we p@mets
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 Lithuaniahe first quarter of 2016 and petrol stations rmeks in
Ukraine and Estonia in the second quarter of 2015.

In August 2015, a Group company closed the traisadb sell the Group’s 50% interest in Caspian
Investment Resources Ltd, an exploration and primlucompany operating in Kazakhstan, to a Sinopec
group company for $1,067 million (70.1 billion RUBelated structural decrease in the Group’s cailde
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 number of sectorial sanctions on ceffaissian entities, including the Company. These
sanctions restrict Russian entities’ access tanfire markets and prohibit US and the EU compaaies
individuals from the provision of goods, servicexdept for financial services to the Company) or
technology that can be used on the territory ofRiussian Federation in exploration and productibn o
crude oil in deepwater, Arctic offshore and shalggerts. Given that the Company is not on the fogn
restrictions list and is not currently involved deepwater, Arctic offshore and shale projects, the
Company assesses the impact of the sanctions antitéties as immaterial. Nevertheless, the Corgpan
continuously monitors these sanctions and analtysss effect on the Company’s financial positiordan
results of operations.




Operational highlights

Hydrocarbon production

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

3 months of
2016 2015
Crude oil and natural gas liquids productiorf? (thousand BOE per day)
Consolidated subsidiaries
WESEEIN SIDEIMA ..ot 865 944
TIMAN-PECROTA ....ooiiiiiiiiiiie et 346 325
(0] =1 =To (o] o P EETO SRR 323 311
VOIga region .......ccooviiiiiiiiiiee e eceeeeese e 133 139
Other in Russia 36 37
TOAl IN RUSSIA ... ccieiiiie e et e e e e et e e e e e e e e st e s eraaeeeas 1,703 1,756
IFRO) e 196 157
Other regions outside RUSSIA .............eiieeeeecceeeeeciiiiiee e 48 41
Total outSIdE RUSSIA .......cccoeiiiiiiiii e 244 198
Total consolidated SUDSIAIANES .........ooivuiiieeiiiieeee e 1,947 1,954
Our share in equity affiliates
N RUSSIA .eeiiieiiiiee e erme et e st e e iee e e e ntbe e e 19 15
outside Russia ............eeeeeenn. 40 64
Total share in equity affiliates 59 79
Total crude oil and natural gas lqUIdS..........cccceeiiiieiiiiiie e, 2,006 2,033
Natural gas production available for sal&
Consolidated subsidiaries
WESEEIN SIDEIMA ...ceviviieiiiee e e e e 168 180
TiMaN-PECNOIA ......ooveviiiieiiiiiiiieeeeeme e 15 12
(0] -1 I =To[[o) o IO PP URRR 15 25
Volga region 20 7
TOtal IN RUSSIA .. .uiiiieiiii i 218 224
Total OULSIAE RUSSIA.......uvviiiiiiiii et 121 101
Total consolidated SUDSIAIANES .........cvviiieeeeiiiiie e 339 325
Share in equity affiliates
TN RUSSIA .eviiieiiiiie e erme ettt e e e e et e e e 1 1
OULSIAE RUSSIA ...vviieeiiiiie et s ettt e et e s siee e e snneeee s 8 10
Total share in production of equity affiliates.............cccueeiiiiii s 9 11
Total natural gas available for Sale...........ocooiiiiiiii e 348 336
Total daily hydrocarbon production ..............eemeviiieiieee i 2,354 2,369
(millions of rubles)
Hydrocarbon extraction EXPENSES ..........eeeiiiiieiriiiiiieiee e e e e et e e e e e e e eneeeeeas 54,077 51,834
SN RUSSIA 1t ettt et as 39,711 36,081
= OULSIAE RUSSIB. .. vvveieiiiiiee ettt emmmeee ettt e et e et e e st e e e ibeee s 14,366 15,753
Mineral extraction tax in RUSSIA........ccciiiiicceeeeiee e 69,738 116,649
(ruble per BOE)
Hydrocarbon extraction EXPENSES .........uuvvieiieeiiiiiiiiiiieee e e e e eesitrrr e e e e e e e earaeees 259.13 252.18
SN RUSSIA ettt s e e 227.60 202.85
- OULSIAE RUSSIA .iiiiiiiiiiiieceeieeeee et eeeeemr s s e s e e e e e e e e e e e e nanaaanaaaaeaaaaens 419.91 569.27
(US dollar per BOE)
Hydrocarbon extraction expenses .... 3.47 4.05
-INRUSSIA cooveeieie 3.05 3.26
0LV L 7 To LY U S = 5.63 9.15

@ Natural gas liquids produced at the Group gas jssiag plants.

@ Compensation oil that represented approximately d7psoduction from the West Qurna-2 field in thesfiquarter
of 2016 and 53% in the first quarter of 2015.

® Including petroleum gas sold to third parties.




We undertake exploration for, and production afider oil and natural gas in Russia and internatipnial
Russia, our major oil producing subsidiaries are KOWL-Western Siberia, LUKOIL-Komi and
LUKOIL-PERM. Our international upstream segmentludes stakes in PSA’s and other projects in
Kazakhstan, Azerbaijan, Uzbekistan, Romania, I18ydi Arabia, Egypt, Ghana, Cote d’lvoire, Norway,
Cameroon, Nigeria and Mexico.

Crude oil production. In the first quarter of 2016, we produced (inchglthe Company’s share in equity
affiliates) 24.5 million tonnes, or 179.2 milliomivels, of crude oil.

The following table represents our crude oil prdthrcin the first quarter of 2016 and 2015 by major
regions.

Change to 2015

3 months Change in Organic 3 months

(thousands of tonnes) of 2016  Total, %  structure change of 2015
Western Siberia........ccceeeveiiiiiiiiiceeeec e 10,437 (7.4) - (836) 11,273
Timan-Pechora........cccoooiviiiiiii e, 4,354 7.5 - 304 4,050
Ural region .......ovvveieeec e 3,774 2.2 - 80 3,694
VOIga regioN ....ccoveiiiiiiiieee e e e e e e e e e 1,628 (3.1) - (52) 1,680
Other in RUSSIA.......uuiiiiiiiiiiiiee e 457 (0.4) - (2) 459
Crude oil produced in Russia................commmmne.. 20,650 (2.4) - (506) 21,156
2= SRR 2,601 26.3 - 542 2,059
Other outside RUSSIA .........cccvveiiiiiimeeeeiiieeeas 561 174 - 83 478
Crude oil produced internationally...................... 3,162 24.6 - 625 2,537
Total crude oil produced by consolidated
SUDSIAIAINES ...vviieeeeee e e 23,812 0.5 - 119 23,693
Our share in crude oil produced by equity
affiliates:

INRUSSIA ..eooiiieec e 226 29.9 - 52 174

0OUtSIdE RUSSIA ..eeveiieeiiiiiiiiiiieee e, 457 (38.4) (266) (29) 742
Total crude oil produced ...........ccccvvvvvvviccnnn... 24,495 (0.5) (266) 152 24,609

@ Compensation oil that represented approximately 4f%roduction from the West Qurna-2 field in thestf
quarter of 2016 and 53% in the first quarter of 201

The main oil producing region for the Company issféen Siberia where we produced 43.8% of our
crude oil in the first quarter of 2016 (47.6% iwe first quarter of 2015).

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

in water cut and the Company’s decision to reatlcapital to higher return projects in other regiof
Russia, in particular those benefiting from taxeiniives. At the same time, production in Timan-eah
and Ural regions in Russia showed significant iasee Production growth in Timano-Pechora was
primarily driven by ramp-up of Yaregskoye field anellwork efficiency improvements at Rossikhina
and Alabushina fields. Production growth in Urafjiom was primarily driven by bringing online new
fields and efficient interventions on existing vegtick.

The increase in our international production wassalt of higher production at the West Qurna-fedd
in Iraq (for details see p. 5).

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 Basft-Polus, where the Group holds a 25.1% interest.

The decrease in our share in crude oil produceeljojty affiliates outside Russia was due to thpaksl
of our 50% share in Caspian Investment Resouraklthe middle of 2015.

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 oilchassed on international markets is normally used fo
trading activities, for supplying our internatiomefineries or for processing at third party refias.




3 months of

2016 2015
(thousand (thousand (thousand (thousand
of barrels) of tonnes) of barrels) of tonnes)
Purchases in RUSSIA.......c..ccuuuvivenn e e 1,525 208 2,236 305
Purchases for trading internationally................. 46,142 6,295 38,402 5,239
Purchases for refining internationally................. 24,497 3,342 17,050 2,326
The West Qurna-2 compensation crudéil....... 17,527 2,555 15,581 2,272
Total crude oil purchased..............cccccvveeennn.... 89,691 12,400 73,269 10,142

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

Compared to the first quarter of 2015, our purchdee refining at international refineries incredidzy
43.7% and our purchases for trading increased B220Moreover, in the first quarter of 2016, theo Gy
received 2.6 million tonnes of compensation crudenfirag’'s state-owned South Oil Company as cost
compensation within the West Qurna-2 project (filst quarter of 2015, the Group received 2.3iomil
tonnes of compensation crude oil).

Production of gas and natural gas liquidsin the first quarter of 2016, we produced 5,374#iom cubic
meters (31.6 million BOE) of gas available for s@feluding our share in equity affiliates), that4.7%
more than in the first quarter of 2015.

Change to 2015

3 months Change in Organic 3 months

(millions of cubic meters) of 2016  Total, %  structure change of 2015
Western Siberia........cccocvveeeiiiiiiceeeee e 2,598 (5.3) - (145) 2,743
Timan-Pechora..........ccocveiiiiiiiicceeee e 235 29.8 - 54 181
Ural region ... e 223 (41.8) - (160) 383
VOIga region ....ccoeviiiieiieee e e e e e e e 301 181.3 - 194 107
Other iN RUSSIA.......uueeiiiieiiiiiiee e 5 - - - 5
Gas produced in RUSSIA..........ueieieeeeiiicmeee 3,362 2.7) - (57) 3,419
Gas produced internationally ..............coeeeeee... 1,875 21.6 - 333 1,542
Total gas produced by consolidated
SUDSIdIANES ... 5,237 5.6 - 276 4,961
Our share in gas produced by equity affiliates:

INRUSSIA .vvvviiiiiec e ccmeeiiiie e 7 (50.0) - ) 14

0OUtSIdE RUSSIA ..eeveiieeiiiiiiiiiieee e, 130 (18.8) (312) 1 160
Total gas produced............cccceeeeennrrmmnvnnnne. 5,374 4.7 (31) 270 5,135

Our major gas production field is the Nakhodkinskekl, where we produced 1,776 million cubic mster
of natural gas in the first quarter of 2016 (1,86#lion cubic meters in the first quarter of 201%his
decrease was compensated for by commencement gfgdisction at the Yu. Korchagin field. Decrease
in production in Ural region was a result of in@ean gas own consumption. Our international gas
production (including our share in affiliates’ pradion) increased by 17.8%, compared to the finstrigr

of 2015, largely resulting from the increase indarction in Uzbekistan and Azerbaijan.

In the first quarter of 2016, the output of natugas liquids at the Group gas processing plant¥éstern
Siberia, Ural and Volgograd regions of Russia wdsn3illion BOE, compared to 2.7 million BOE in the
first quarter of 2015.

West Qurna-2 project. On 12 December 2009, a consortium of a Group cognpad Statoil won the
tender for development of the West Qurna-2 fieldr&ag, one of the largest crude oil fields discegein

the world, with estimated recoverable oil reserg£42.9 billion barrels (1.8 billion tonnes). Thergice
agreement for West Qurna-2 field development amdiyetion was signed on 31 January 2010 and then
ratified by the Ministry cabinet of the Iraq RepigblAfter Statoil withdrew from the West Qurna-2ject

in May 2012, the parties of the project are Iragfate-owned South Oil Company and a consortium of
contractors, consisting of a Group company (75%rétt) and Irag’'s state-owned North Oil Company
(25% interest).




The Group launched the “Mishrif Early Oil” stage tre West Qurna-2 field and reached the planned
production of 120 thousand barrels per day in M&@&@h4. According to the service agreement, costs ar
compensated after this level of production is agteand maintained during any 90 days within a 120-
day period. In June 2014, we met this term and ftbensecond quarter of 2014 started to receive cost
compensation. The project’s target production lésdl.2 million barrels per day and the total texhithe
contract is 25 years.

Accounting for the cost compensation within the We€airna-2 project in the Group consolidated
statement of profit or loss and other comprehensigeme is as follows. The crude oil sales reveisue
recognized after the Iragi party has approved thesd invoice for the spending quarter. The invdmial
amount depends on crude oil production volumesthadnarket prices for crude oil during the perikvd.
also includes our remuneration fee. Subsequemntligecoil purchases based on actual crude oil shifsne
by the Iraqi party against its debt for cost congagion are recognized @ost of purchased crude oil, gas
and products This crude oil is either sold to third party ausers or delivered to our refineries. After
realization of these products, respective salesmass are recognized.

The West Qurna-2 project’'s summary is presenteoviel

3 months of
2016 2015
(thousand (thousand (thousand (thousand
barrels) tonnes) barrels) tonnes)
Total production...........cccccvvvveeeeeeiveiiciiiineeen. 38,018 5,542 26,673 3,889
Production related to cost compensation and
FEMUNETALION ...ceveieiei et mmeeee e e e e e 17,840 2,601 14,121 2,059
Shipment of compensation crude®il............. 17,5272 2,555 15,589 2,272
(millions of (millions of (millions of (millions of
rubles) US dollars) rubles)  US dollars)
Cost compensation 29,479 395 38,061 612
Remuneration fee ..........cccovvieiiiiieeccce e, 2,439 33 1,866 30
Cost of compensation crude oil, received as
settlemen{included inCost of purchased crude
oil, gas and productS) ..........ccooveeieieeenn. 29,476 395 42,042 676
EXtraction eXpenses ........ccccceevviiuvvicacccccnnnns 10,203 137 12,563 202
Depreciation, depletion and amortization....... 19,377 257 22,887 368
EBITDA ...ttt 21,555 289 27,240 438

@ This crude oil is sold to third party customersielivered to our refineries. After realizationtbése products,
respective sales revenues are recognized.
@ Translated into barrels using conversion rateattarizing the density of the field.

The following table summarizes the amount of cpitel operating cost recognized, compensation crude
oil received, costs yet unrecovered and remunerégie.

Costs
recognized
(including Compensation Unrecovered Remuneration
prepayments) crude oil received costs fee
(millions of US dollars)
Cumulative at 31 December 2Q15..... 6,801 5,169 1,632 198
Change during the first quarter of 2016 264 395 (131) 33
Cumulative at 31 March 2016........... 7,065 5,564 1,501 231

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 Itahorédver, we have a 45% interest in the Zeeland
refinery in the Netherlands.

Compared to the first quarter of 2015, the totalunee of refined products produced by the Group
increased by 5.6%. In Russia, our production vokinmereased by 0.2%. Internationally, the increase
amounted to 16.6% against the background of lowdyrtion volumes in the first quarter of 2015 due to
overhauls at out Italian refinery.

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

The following table summarizes key figures for cefining activities.

3 months of
2016 2015
(thousand barrels per day)

Refinery throughput at the Group refiNeries ... oo 1,274 1,220
S I RUSSIA ottt ettt e e e e e e e e e e e anaeeeeas 810 808

= OULSIAE RUSSIE ..., 464 412
Refinery throughput at third party refineries ... 3 17
Total refinery throUughPUL ...........ee e 1,277 1,237

(thousands of tonnes)

Production of the Group refineries in RUSSIA ceueeeiiieiiaiiiiiiiiiiieeee e 9,453 9,436
Production of the Group refineries outside RUSSI@............ueeeiieriiiiiiiiiiiieeeeee 5,414 4,644
Refined products produced by the GroUp........ccccoiiiiiiiiiiiieiee e 14,867 14,080
Refined products produced at third party refineries............cccceiiiiccc i, 88 200
Total refined products ProduCed ............oooceeioiiii e 14,955 14,280
(millions of RUB)

Refining expenses at the Group refiNeries. .. e eeeeeei i eeees 22,450 22,168
-INRUSSIA v 10,135 8,522

- outside Russia 12,315 13,646
Refining expenses at third party refineries . ... 248 553
Capital EXPENUITUIES ...t e e e e eeeas 12,284 24,536
[ R 11 = T 9,941 17,446

0101 53[0 (Sl R LTI - N 2,343 7,090

W Including refined product processed.

Marketing and trading. Our marketing and trading activities mainly includbolesale and bunkering

operations in Western Europe, South-East Asia,@keAtmerica and retail operations in the USA, Cahtr

and Eastern Europe and other regions. In Russigunehase refined products on occasion, primaoily t
manage supply chain bottlenecks.

The table below summarizes figures for our tradiotivities.

3 months of

2016 2015

(thousands of tonnes)
RETAI SAUIES ....oeieeeeeee e e e e e e e e e e e aaas 3,169 3,204
WHOIESAIE SAIES ...ttt e e et e e e e e e e e e s aaa e e saaaeeeans 25,640 26,263
Total refined ProduCts SAIES .......ccceiiiiiiiiie e e 28,809 29,467
Refined products purchased in RUSSIA.........ccoiriiiiiiiiiiiaeiiiieee e 370 344
Refined products purchased internationally ............ccoooiiiiiiiiiiiiiiie e 15,097 15,606
Total refined products purchased................eeeiiiiiiiiiiiiiiieiiiiiie e 15,467 15,950

In the first quarter of 2016, in line with the s&gy to optimize its downstream operations, a Group
company sold 100% of the Group’s interest in LUK@bland, LUKOIL Baltija and LUKOIL Baltija R,
distribution companies operating over 270 petratishs in Poland, Lithuania and Latvia. In July 801
we sold 100% of interest in LUKOIL Eesti, and in rAp2015 — 100% of the Group’s 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 suizethas follows:

3 months of
2016 2015
(thousand (thousand (thousand (thousand
of barrels) of tonnes) of barrels) of tonnes)

Exports of crude oil to Customs Union..........cccceveeeennn. 7,19¢ 982 7,154 976
Exports of crude oil beyond Customs Unian................. 57,70¢ 7,87° 60,634 8,272
Total crude Oil eXPOrtS ........coviieiiiiiiiiiiee e 64,907 8,855 67,788 9,248
Exports of refined productS................ceeveeeieiiicenieannnnnns, 4,931 5,259

In the first quarter of 2016, the volume of ourdewil exports from Russia decreased by 4.2%, aad w
exported 42.9% of our domestic crude oil producti@8.7% in the first quarter of 2015) and
105 thousand tonnes of crude oil purchased from aaffiliates and third parties
(218 thousand tonnes in the first quarter of 20ThE decrease in crude oil exports was a resudveér
domestic production. The volume of our refined predd exports decreased by 6.2% compared to the firs
quarter of 2015 due to higher domestic sales votudnizen by favourable netbacks.

Substantially, we use the Transneft infrastructarexport our crude oil. Nevertheless, in the firsarter
of 2016, we exported 1,913 thousand tonnes througlown infrastructure (1,824 thousand tonnes én th
first quarter of 2015). All the volume of crude exported that bypassed Transneft was routed lukfun
Customs Union.

In the first quarter of 2016, the Company expor3®@ thousand tonnes of light crude oil through the
Eastern Siberia — Pacific Ocean pipeline compape865 thousand tonnes in the first quarter of 2015.
This allowed us to preserve the premium qualitgroide oil and thus increased the efficiency of etgy0
compared to exports to traditional Western markets.

During the first quarter of 2016, our revenue frerport of crude oil and refined products from Rassi
both to Group companies and third parties amoutte85 billion RUB and 88 billion RUB, respectively
(199 billion RUB for crude oil and 124illion RUB for refined products in the first quartof 2015).




Main macroeconomic factors affecting our results obperations

Changes in the price of crude oil and refined prodots

The price at which we sell crude oil and refineddurcts is the primary driver of the Group’s revenue
During the first quarter of 2016, the price for Brerude oil fluctuated between $26 and $40 perehar
reached its maximum of $40.25 in the middle of NMaend minimum of $25.98 in the beginning of
January, and averaged 37.1% less than in thediratter of 2015. Nevertheless, as a result of ruble
devaluation, the prices expressed in rubles deegddass significantly.

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

3 months of
2016 2015 Change, %
(in US dollars per barrel, except for figures
in percent)
Brent CrUAE.....oi ittt a e 33.94 53.94 (37.1)
Urals crude (CIF Mediterran@af)..........ocooeeeeeoeeeeeceeeeeeeeeee, 32.72 53.26 (38.6)
Urals crude (CIF Rotterdart ...........cccoooovovieieiiceemeeeeeeeeeees 31.66 52.59 (39.8)

(in US dollars per metric tonne, except for
figures in percent)

Fuel oil 3.5% (FOB Rotterdam)...........c.ceceeeireeriieenieeniee e 135.28 276.29 (51.0)

Diesel fuel 10 ppm (FOB Rotterdam) ...........ccceeceeeiiimiieeeeeeeenenes 312.55 530.15 (41.0)

High-octane gasoline (FOB Rotterdam)..........ccceevvieeiiieeivinieee..... 386.04 548.78 (29.7)
Source: Platts.

3 months of
2016 2015 Change, %
(in rubles per barrel, except for figures in
percent)

Brent CrUAC.....coiii it e e e e e e enees 2,532.81 3,354.42 (24.5)

Urals crude (CIF Mediterraneaf)............cccooveeeueeeeeeceeeeeeeeeees 2,441.75 3,312.15 (26.3)

Urals crude (CIF Rotterdar ..........cooooooimieeeeeeeeeeeeeeeee, 2,362.49 3,270.71 (27.8)

(in rubles per metric tonne, except for figures
in percent)

Fuel oil 3.5% (FOB Rotterdam).............ooiceeeeeeeeieeiiiiiiienee e 10,095.82 17,183.06 (41.2)

Diesel fuel 10 ppm (FOB Rotterdam) ............ceueeeeeeiiimveereeeeeesinnnns 23,325.10 32,971.24 (29.3)

High-octane gasoline (FOB Rotterdam)..........ccceeeveeeiiicciiieeeeee..... 28,809.34 34,129.70 (15.6)

Translated into rubles using average exchangdaatbe period.

@ The Company sells various crude oil blends on @mrenarkets 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 Russialisduced 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 ¥heically integrated oil companies is generally
determined on a transaction-by-transaction basitaga background of world market prices, but with
direct reference or correlation. At any time theray exist significant price differences betweenarg
for similar quality crude oil as a result of coripieh and economic conditions in those regions.

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




The table below represents average domestic wHelgsiges of refined products in the first quanbér
2016 and 2015.

3 months of
Change, %
2016 2015

(in rubles per metric tonne,
except for figures in percent)

FUBI Ol et 4,555.08 6,384.18 (28.7)
Diesel ful........cccoeviiiiiiiiiieee e 27,186.44 28,336.86 (4.1)
High-octane gasoline (Regular) ............. 31,637.01 28,354.52 11.6
High-octane gasoline (Premium) .............ooeeeeciieeeeeaaaennn. 33,497.18 29,766.95 12.5

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 extatit
US dollar crude oil prices, while most of our castshe Russian Federation are settled in Russibies.
Therefore, a devaluation of the ruble against tiseddllar generally causes our revenues to increase
ruble terms, and vice versa. Ruble inflation afecas the results of our operations.

The following table gives data on inflation in Riasand the change in the ruble-dollar and ruble-eur
exchange rates.

3 months of
2016 2015
Ruble inflation (CP1), D0 ....ooiiiiiiee ettt e e e e emnes 2.1 7.4
Average exchange rate for the period (ruble to OIBD ..........cccoiiiiiiic i, 74.6 62.2
Exchange rate at the end of the period (ruble tablfr) 67.6 58.5
Average exchange rate for the period (ruble to)eUrO..........evvvvieeiiiiiemeiee e, 82.3 70.4
Exchange rate at the end of the period (ruble to)eu 76.5 63.4

Tax burden

The rates of taxes specific to the oil industrjRimssia are linked to international crude oil prieed are
changed in line with them. Starting from 1 Janu2®l5, the method for calculation of certain tax and
duty rates was amended. The mineral extractiomdtxincreased significantly along with simultareou
decrease in export duty rates and excises.

The methods to determine the rates for such taeeprasented below.

Crude oil extraction tax rate is determined byadjusting the base rate depending on the intemmltio
market price of Urals blend and the ruble-dollacteange rate. The tax rate is zero when the avésege
blend international market price for a tax perisdesss than or equal to $15.00 per barrel. Eadb0®der
barrel increase in the international Urals blenidepover the threshold ($15.00 per barrel) resultan
increase in the tax rate by 200 rubles per tontraeted above the base rate.

In the first quarter of 2016, the base rate wasr@bles per metric tonne extracted (766 rublefiénfirst
quarter of 2015).

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

The Group produces crude oil in the Caspian Sesa-#eavy crude oil in Timan-Pechora and benefits
from the application of a zero extraction tax rate.

Natural gas extraction tax rate.The base rate amounts to 35 rubles per thousdnid meters and is
adjusted depending on average wholesale naturapiges in Russia, share of gas production in total
hydrocarbon production of particular taxpayer, andhplexity of particular gas field. In the first ayter

of 2016, actual average natural gas extractionmasecalculated for our major gas field — Nakhodkoe

in Western Siberia amounted to 208.00 rubles pmrghnd cubic meters (143.23 rubles in the firsttgua
of 2015).
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Crude oil export duty rate is calculated on a progressive scale. The rateris when the average Urals
blend international market price is less than aratétp $15.00 per barrel ($109.50 per metric tontighe
Urals blend price is between $15.00 and $20.00bperel ($146.00 per metric tonne), each $1.00 per
barrel increase in the Urals blend price over $1%e3ults in an increase in the crude oil expoty date

by $0.35 per barrel exported. If the Urals blendepis between $20.00 and $25.00 per barrel ($082e5
metric tonne), each $1.00 per barrel increaseéanJtals blend price over $20.00 results in an iaseen

the crude oil export duty rate by $0.45 per baesglorted. Each $1.00 per barrel increase in thésUra
blend price over $25.00 per barrel results in aneiase in the crude oil export duty rate by no ntbaa
$0.42 per barrel exported.

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

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

Export duty rates on refined products are calculated by multiplying the current crudeexiport 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............ccccoeeeiiiiiiiiiiieieie e, 0.40 0.48
DieSel fUL ... 0.40 0.48
GaASOlINES ...t 0.61 0.78
Straight-run gasoline .........cccvviiiiiiiiceeeee e 0.71 0.85
FUBI Ol ..o 0.82 0.76

Crude oil and refined products exports from Russ& subject to two steps of customs declaration and
duty payments: temporary and complete. A tempodaglaration 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 submitte@rafeceiving the actual data on the exported vekim
but no later than six months after the date oftémeporary declaration. The final amount of the ekpo
duty is adjusted depending on the actual voluntes|S dollar exchange rate at the date of the caapl
declaration (except for pipeline deliveries whep #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 isuatgd in the period of submission of the complete
declaration. The high volatility of the ruble-daollaxchange rates may lead to significant adjustsadtur

the purposes of the IFRS consolidated financiaéstants, temporary declarations at the reportimgpge
end are translated to rubles from US dollars utiegeriod-end exchange rate.

Crude oil and refined products exported to the membr countries of the Custom Union- Belarus and
Kazakhstan, are not subject to export duties.

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

3 months of

2016 2015 Change, %

Export tariffs on crude Oil ............cccvimececiiee e, $/tonne 55.00 130.19 (57.8)
Export tariffs on refined products

Light and middle distillates...........cccccooeeiiiiiiiiiiienneen.n. $/tonne 21.99 62.40 (64.8)

FUEL Ol .ot $/tonne 45.05 98.92 (54.5)

GASOINEG ..o e $/tonne 33.51 101.50 (67.0)

Straight-run gasoline ...........ccueeeeiiiieieeeceee e $/tonne 39.01 110.61 (64.7)

Diesel fUel..........cccuveiiiiiii e $/tonne 21.99 62.40 (64.8)
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3 months of

2016 2015 Change, %

Export tariffs on crude Off ..........cooeeeeeeeeeeeeeeeeeeen. RUB/tonne  4,104.36 8,096.87 (49.3)
Export tariffs on refined products

Light and middle distillates...........cccccoeeiiiiiiiiiiennenn.n. RUB/tonne 1,641.24 3,880.86 (57.7)

FUBI Ol .ot RUB/tonne 3,362.19 6,152.26 (45.4)

GASOINE ..evviiieec e e RUB/tonne 2,500.44 6,312.65 (60.4)

Straight-run gasoline ...........ccueeeeiiiiiieeeceee e RUB/tonne 2,911.39 6,878.94 (57.7)

DieSel Ul .....ccoiiiiieiiee e RUB/tonne 1,641.24 3,880.86 (57.7)
Mineral extraction tax

Crude Ol coeeeiee e RUB/tonne 4,080.06 6,833.88 (40.3)

@ Translated from US dollars using average exchaaigs for the period.

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

In other countries where the Group operates, exeise paid either by producers or retailers depenoln
the local legislation.

Excise rates on refined products in Russia arettiegtie ecological class of fuel. Excise tax rdtesthe
first quarter of 2016 and 2015 are listed below.

3 months of
2016 2015 Change, %

Gasoline

Euro-4 and below..........ccceeiiiiiiinieen e RUB/tonne 10,500.00 7,300.00 43.8

BUFO-5 ettt mrreme e RUB/tonne 7,530.00 5,530.00 36.2
Diesel fuel

All ecological ClasSes.........cccceeiiiiiicemmee e RUB/tonne 4,150.00 3,450.00 20.3
1Y o)1 (o o | = PSP PPRRP RUB/tonne 6,000.00 6,500.00 (7.7)
Straight-run gasoline.............cccccevviieevecc e, RUB/tonne 10,500.00 11,300.00 (7.1)

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 ired@ax returns in Russia. A number of Group
companies in Russia are paying income tax as aotidaged taxpayers’ group (“CTG”). This allows
taxpayers to offset taxable losses generated bwineparticipants of a CTG against taxable prodits
other participants of the CTG.

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 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 nebime.

Transportation of crude oil produced in Russiadfineries and export destinations is primarily thgh
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 ownedopedated by Gazprom. The Federal Service for fEarif
of the Russian Federation regulates natural gaspatation tariffs. We are not able to sell ous g¢her
than through UGSS.
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Three months ended 31 March 2016, compared to thremonths ended 31 March
2015

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

3 months of
2016 2015
(millions of rubles)
Revenues
Sales (including excise and export tariffS) .uuece.uuiieeceiiiiiiiiiiiiee e 1,177,674 1,440,305

Costs and other deductions
Operating expenses
Cost of purchased crude oil, gas and products

(113,244) (105,681)
(537,733) (700,065)

TransSpPOrtation EXPENSES .....c.oiiuueueeiiiiaaaic e ettt e e aaeaaaaanaeaeeeaaaeeaaanreneeaaaaesaannes (86,699) (78,785)
Selling, general and administrative EXPENSES....cc..ceeiviiiiiiiieeeeee e e e ee s (47,823) (41,185)
Depreciation, depletion and amOrtiZatiON ... .coooeiviiieereee e e esneaeees (84,348) (78,463)

Taxes other than INCOME TAXES .........cii e e e e e e e e e e ene e eeae e s (83,553) (129,835)
Excise and exXport tariffS .........ooiuviiii o (114,949) (172,849)
EXPIOration EXPENSES ....cioiiviiieiiee e sttt e e e e e e e st a e e e e e e e s e aanareaeeeeeeaenaraees (1,681) (1,197)
Profit from operating aCtiVIities............coui oo 107,644 132,245
FINANCE INCOME ....iiiiiiiii ettt e s st e e s e eas 3,831 4,531
FINANCE COSES. ...ttt ettt e e ettt e e e e e e e tbb et e e e e e e s e nnnsnneeaaaeeeaann (20,371) (11,460)
Equity share in income of affiliates 2,353 4,093
Foreign exchange (I0SS) QaIN ......c.iceiiiiiiiiiiiiiii e e et e e e e e (45,378) 5,675
(01 g 1=T g o= KT SRRSO (3,343) (5,772)
Profit DEfore INCOME tAXES ... ...uun et e e e eeas 54,736 129,312
CUITENE INCOME TAXES ..eeiiiieeiiiiiitieee e e+ e sttt et e e e e e e e e aanbebeeeeaaeeeaannnnneeaaaeasaannns (10,476) (22,940)
Deferred income taxes ..........cc........ (1,290) (1,933)
Total income tax expense (11,766) (24,873)
Profit for the Period...........ooi i 42,970 104,439
Profit for the period attributable to non-contmgjiinterests............cccccceeeeeeiiiiiiinnnen. (145) (408)
Profit for the period attributable to PISC LUKOIL sha reholders ...............c.ccue. 42,825 104,031
Earning per share of common stock attributable
to PJSC LUKOIL shareholders (in rubles):
60.07 145.92
60.07 143.02

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

Sales breakdown

3 months of
2016 2015
(millions of rubles)

Crude oil
Exports and sales on international markets otrar @ustoms Union................ 280,146 365,914
Exports and sales to CUStOMS UNION ... eeeeereaaaiaiiieieeae e e eeiiieeeae s 12,402 14,323
DOMESEIC SAIES ......ceiviiiieieiiiiiiiites s memmmmrse st e e e s s e s e e e e e e e esaeeeeeeeaeasaeaeeeeeererssens 21,340 37,373
313,888 417,610
Refined products
Exports and sales on international markets
WHOIESAIE........coeieieiiieiiiiiit it eeeeee e e s e e e e e e e e e e e e e e s s s ns 546,573 722,754
] e= | 78,314 80,032
Domestic sales
WHOIESAIE.......coeiiieiiieiiiirit i eeeeee e e e e e e s e e e e e e e e e e s s s ns 48,797 52,974
1= | 81,379 78,005
755,063 933,765
Petrochemicals
Exports and sales on international Markets .............ccc..eevmiiiiiieeeee s 10,158 8,214
[3)10]1 4 1STS ([0 Y= | [T 9,179 3,098
19,337 11,312
Gas and gas products
Exports and sales on international Markets .............cccvvevimmeveciiveeieeeeeesinns 24,408 27,672
[310]1 4151 ([0 Y= | [T 9,238 9,298
33,646 36,970
Sales of energy and related services
Sales on international MArkets .........ooouuiiiiiiiiieee e 3,728 2,490
DOMESEIC SAIES ......eeiviivieieiiiiiiieiit s eemmmmrss et e ee e s e s e e e e e e e e e eeeeeeeeaeasaeaeeeeeeserssens 19,036 17,897
22,764 20,387
Other
Exports and sales on international Markets .............ccc.eeevmiiciiieeeieee s 22,757 11,430
DOMESEIC SAIES ......ceeviivieieiiiiiiiiiissmemmmmrss e ieee e s e s e e e e e e e esaeeeeeeeaeasaesaeeeeeserssens 10,219 8,831
32,976 20,261
TOLAl SAIES.......evvviiiiiiiiiiiiiie ettt e e e e eeeeeeeeeeeeeeeeeeeerarataeaeaeaaaaaaaens 1,177,674 1,440,305
Sales volumes
3 months of
2016 2015
Crude oil (thousands of barrels)
Exports and sales on international markets ottar @ustoms Union................. 129,162 117,067
Exports and sales to CUStOMS UNION ... reeeeeaaaaiaiiiiieeeeae e e aiieeanne s 7,132 6,773
DOMESEIC SAIES ......ceeviiiiiieiiieiiiieit v eeeeenrs bbb r e e e s e e e s e e e s e e e e eeeesesesesenseseneens 13,795 18,977
150,089 142,817
crude oil (thousands of tonnes)
Exports and sales on international markets ottar @ustoms Union................. 17,621 15,971
Exports and sales to CUStOMS UNION ... reeeiaaaeaaaiiiiieeeea e e e aieieaanne s 973 924
DOMESLEIC SAIES ......eeeviiiiiiieeieiiiitis s eemeeers bbb e e e s e s s e e s e s e e e e eeeesesesesensessneees 1,882 2,589
20,476 19,484

Refined products

Exports and sales on international markets
Wholesale.........cooceiiieeeiiiiinens
Retail.......ccovvriiiniiiiie

Domestic sales

(thousands of tonnes)

23,081 24,055
1,035 1,056
2,559 2,208
2,134 2,148

28,809 29,467

49,285 48,951
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Realized average sales prices

3 months of
2016 2015
Average realized price international
Qil (excluding Customs Union) ..........c..eeececmvvvennnnn. (RUB/barrel) 2,168.95 3,125.59
Oil (CUStoMS UNION) ...veeieiieeiiiiiiiiiiie e (RUB/barrel) 1,738.90 /135
Refined products
WhOIESAIE .....ovvviiiieicicee e (RUB/tonne) 23,680.69 30,045.88
RELAIL....uvviiiiee e (RUB/tonne) 75,685 75,787.88
Oil (excluding Customs Union) .............eeeeeemieeeiennn. ($/barrel) 29.06 50.26
Oil (CuStomS UNION) .....coveeveeiiieiieecre e ($/barrel) 23.30 34.01
Refined products
WHOIESAIE ....ccoviiieiiiciectee e ($/tonne) 317.32 483.
RELAI . ..ttt e e e e e ($/tonne) 1,018.9 1,218.61
Average realized price within Russia
Ol e (RUB/barrel) 1,546.93 1,969.57
Refined products
WhHOIESAIE ...t (RUB/tonne) 19,068.78 3,986.87
RELAIL.....ovviiiiieiiiiic e (RUB/tonne) 38,181, 36,311.21

In the first quarter of 2016, our revenues decrgéye263 billion RUB, or by 18.2%, compared to finst
quarter of 2015. Our revenues from crude oil sdiseased by 104 billion RUB, or by 24.8%, and our
revenues from sales of refined products decreagdd® billion RUB, or by 19.1%. The main reason for
this was the decrease in sales prices.

Sales of crude oil

Our international crude oil sales revenue decrebge2B.4%, or by 86 billion RUB, compared to thesffi
quarter of 2015. Our international sales volumegydind the Customs Union) increased by
1,650 thousand tonnes, or by 10.3%, in the firstregn of 2016 largely as a result of increased pectdn
from the West Qurna-2 field. That was offset by ttentinued decrease in the average international
realized crude oil prices, that decreased by 3@6#tpared to the first quarter of 2015.

Our realized domestic crude oil price decrease@b$%, as compared to the first quarter of 2018, an
our domestic sales volumes decreased by 707 thddsanes, or by 27.3%. As a consequence, in the fir
quarter of 2016, our domestic sales revenue demidas42.9%, or by 16 billion RUB.

In the first quarter of 2016, our revenue from e@wil export from Russia both to Group companie$ an
third parties amounted to 135 billion RUB (199ibiti RUB in the first quarter of 2015).

Sales of refined products

Compared to the first quarter of 2015, our reveinom the wholesale of refined products outside Russ
decreased by 176 billion RUB, or by 24.4%. Our @olind ruble realized prices decreased by 34.3% and
21.2%, respectively. Moreover, our sales volumesratesed by 4.0% as a result of lower volumes of
trading.

In the first quarter of 2016, our dollar and rubdalized retail prices outside Russia decreaseti6i3vo
and 0.2%, respectively, and sales volumes decrebge@.0%, so our international retail revenue
decreased by 2 billion RUB, or by 2.1%, compareth&ofirst quarter of 2015.

In the first quarter of 2016, our revenue from thieolesale of refined products on the domestic ntarke
decreased by 7.9%, or by 4 billion RUB. Our realipgices decreased by 20.5% and our sales volumes
increased by 15.9%.

In the first quarter of 2016, our revenue from itesales in Russia increased by 3 billion RUB, gr b
4.3%. Our average domestic retail prices incredse®.0%, while our retail volumes did not change
significantly.

In the first quarter of 2016, our revenue from expaf refined products from Russia both to Group
companies and third parties amounted to 88 bilRaB (121 billion RUB in the first quarter of 2015).
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Sales of petrochemical products

In the first quarter of 2016, our revenue from salépetrochemical products increased by 8 bilRisB,

or by 70.9%, largely due to the three-fold increasdomestic sales volumes against the backgrodind o
low production as a consequence of a fire at oatgh the Stavropol region of Russia at the enthef
first quarter of 2014. In early April 2015, prodiact at the plant was resumed.

Sales of gas and gas products

Sales of gas and gas refined products decreas&tijion RUB, or by 9.0%, compared to the first
quarter of 2015, mainly as a result of the decr@asales prices.

Natural gas sales revenue decreased by 2 billioB,RlJ by 10.5%. Gas products revenue decreased by
1 billion RUB, or by 7.1%.

Sales of energy and related services

In the first quarter of 2016, our revenue from sadé electricity, heat and related services incrdasy

2 billion RUB, or by 11.7%. In Russia, the increagss largely due to putting in operation a combined
cycle gas turbine with a capacity of 135 MW at @mup’s power plant in the Stavropol region of Raiss
in March 2015. Our international revenue increaagd result of the significant increase in volurogs
electricity sales in Sicily, Italy.

Sales of other products

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

In the first quarter of 2016, revenue from othdesancreased by 13 billion RUB, or by 62.8%, conapla

to the first quarter of 2015. The non-petrol rev@niiour retail network increased by 1 billion RUB,by
18.6%. Revenue from transportation services abimaéased by 3 billion RUB, or by 84.0%. In thesfir
quarter of 2016 and 2015, our other sales alsaudied revenue from sales of diamonds in the amadunt o
8 billion RUB and 2 billion RUB, respectively.

Operating expenses

Operating expenses include the following:

3 months of
2016 2015
(millions of rubles)

Hydrocarbon extraction EXPENSES ............cemecmmeeeiiiiririerieeeeesiiiiirreereeeessssinsenees 54,077 51,834
OWN refiNING EXPENSES ....uviiiiieiiiiiit ettt et e e e e e et e e e e e e s e s saraneeaeesaaas 22,450 22,168
Refining expenses at third parties refineries. ... 248 553
Expenses for crude oil transportation to refineries...........cccccceeeeeeiiciiiieneee e, 12,311 10,508
Power generation and distribution EXPENSES........ccvuvviiiiiiiiiiiii e, 10,271 9,067
Petrochemical EXPENSES ............uvvveeis i e e e e ettt e e e e e e s et e e e e e e e ssabaaeeeeeas 3,313 2,383
Other Operating EXPENSES ........cciuuueeee s et eeeeeeeaaineieeeeaaeeasaasnseseeaaaeaaannnee 10,574 9,168
Total OPErating EXPENSES ....cceeeiieeeiieiieeeeeeeeeeetiteeeeeeeeeaeeiteeteeeeeeaeesiereeeeeaeas 113,244 105,681

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 groupggending on the segment to which a particular
company belongs. Operating expenses for the puspafdthis analysis are grouped based on the nafure
the costs incurred.

In the first quarter of 2016, our operating expsnsereased by 8 billion RUB, or by 7.2%, compated
the first quarter of 2015, largely a result of a&tfbn in Russia and the effect of the ruble dew#naon the
ruble value of foreign 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.
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In the first quarter of 2016, our extraction expsncreased by 2 billion RUB, or by 4.3%. In thstf
quarter of 2016 and 2015, our extraction expensekided production expenses related to the West
Qurna-2 project in the amount of 10 billion RUB ah8 billion RUB, respectively. The decrease in
expenses at West Qurna-2 was a result of complefioommissioning stage of the field development an
consecutive decrease in personnel involved andci$ed transportation, security and other related
services provided.

Our average hydrocarbon extraction expenses inetlelasm 252.18 RUB per BOE in the first quarter of
2015 to 259.13 RUB per BOE in the first quarter26f6, or by 2.8%. In Russia, average hydrocarbon
extraction expenses increased by 12.2% to 227.68 gy BOE in the first quarter of 2016. Our donmesti
expenses increased driven by higher costs of mgeand services and shift towards more cost-intens
projects benefiting from tax exemptions.

At the same time, our average hydrocarbon extnaei@enses decreased from $4.05 per BOE in the firs
quarter of 2015 to $3.47 per BOE in the first qeiarbf 2016, or by 14.4%. In Russia, average
hydrocarbon extraction expenses decreased by @53.05 per BOE in the first quarter of 2016.

Own refining expenses

In 2015, our own refining expenses did not changeificantly.

Refining expenses at our domestic refineries irsgéaby 18.9%, or by 2 billion RUB, as a result of
increase in consumption and costs of additives,nsi@gioning of new units at our refineries in Nizhny
Novgorod and Volgograd.

Refining expenses at our refineries outside Ruds@eased by 1 billion RUB, or by 9.8%, against the
background of high overhaul costs in the first ¢graof 2015.

Expenses for crude oil transportation to refineries

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

Our expenses for crude oil transportation to refaseincreased by 2 billion RUB, or by 17.2%, |dyges
a result of the increase in international refinundumes and the effect of the ruble devaluation.

Petrochemical expenses

In the first quarter of 2016, operating expensesurfpetrochemical plants increased by 1 billionBROr
by 39.0%, due to the increase in domestic prodnctmumes after commencement of production at our
petrochemical plant in the Stavropol region of Raugs 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 first quarter of 2016, other operating exqgenincreased by 1 billion RUB, or by 15.3%, layged a
result of the increased cost of non-petrol salesunfretail network and the increase in the rularie of
other operating expenses of our foreign subsidiarie

Cost of purchased crude oil, gas and products

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

The cost of purchased crude oil, gas and produezteedsed by 162 billion RUB, or by 23.2%, following
the decrease in hydrocarbon prices. Crude oil msehin the first quarter of 2016 also includediflibn
RUB related to 2,555 thousand tonnes of compensatiode oil received from Irag’s state-owned South
Oil Company within the West Qurna-2 project (42itil RUB related to 2,272 thousand tonnes of crude
oil in the first quarter of 2015).
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In the first quarter of 2016, we recognized a 1lidilRUB net gain from hedging, compared to a 8dbil
RUB net loss in the first quarter of 2015.

Transportation expenses

In the first quarter of 2016, our transportatiorpexses increased by 8 billion RUB, or by 10.0%,
compared to the first quarter of 2015.

Our transportation expenses in Russia didn't chaigificantly as the decrease in export volumes wa
offset by the increase in tariffs. Our actual tgorsation tariffs related to crude oil and refingeducts
deliveries to various exports destinations, weidlig volumes transported, changed to the firsttquanf
2015 as follows: crude oil pipeline tariffs incredsby 8.8%, railway tariffs for refined products
transportation increased by 4.7%. Internationaily, transportation expenses increased as a rdsihie o
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 expenses.

In the first quarter of 2016, our selling, geneaatl administrative expenses increased by 7 biltiB,
or by 16.1%. The increase was triggered by inftatio Russia and the effect of the ruble devaluation
the expenses of our foreign subsidiaries.

Depreciation, depletion and amortization

Our depreciation, depletion and amortization expsriscreased by 6 billion RUB, or by 7.5%, compared
to the first quarter of 2015, largely as a resiilthe@ increase in the depreciation rate of upstreasets
following the decrease in hydrocarbon proved reserOur depreciation, depletion and amortization
expenses for the first quarter of 2016 and 201kdwex 19 billion RUB and 23 billion RUB, respectiye
related to the West Qurna-2 field. The internaticdbsidiaries’ depreciation, depletion and amation
increased as a result of the effect of the rublaldetion.

Equity share in income of affiliates

The Group has investments in equity method affifaind 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. Currently, our largest affilatre
Tengizchevroil, exploration and production compaogerating 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 decreased bylbbiRUB, or by 42.5%, compared to the first qearnf
2015, largely as a result of the decrease in incohoair upstream affiliates in Kazakhstan.
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Taxes other than income taxes

3 months of
2016 2015
(millions of rubles)
In Russia
Mineral EXtraCtion tAXES ........cicuuvvriiit ettt e e e e e e e e e e s e e e e e e s e e eneareees 69,738 116,649
Social security taxes and CONtribULIONS ....oooocvuiviiiiiiiie e 6,027 5,344
PTOPEILY 18X ..ttt ettt e 4,538 4,334
(©1 =] r= N (= TSP PPPRRPN 455 704
Total in Russia 80,758 127,031
International
Social security taxes and CONtribBULIONS ....ccccevviiiiiiieeiicee e 1,573 1,475
Property tax 526 491
Other taxes 696 838
Total iINtErNAtioNAILY ..........ooiiiiiiiiie e e e e s 2,795 2,804
TOAL ..ttt e ettt e e e e e et — e eeeeeeaenb————aaaaaeaatnrrrraaaaaaaaann 83,553 129,835

In the first quarter of 2016, our taxes other tirmmome taxes decreased by 46 billion RUB, or by %4.
compared to the first quarter of 2015, largely @niby the decrease in the mineral extraction te ra

In the first quarter of 2016, application of thelueed rate for crude oil produced from depletetietils
and the zero rate for crude oil produced from elitfs with extra heavy crude oil and from greenfdktl
to a 11 billion RUB mineral extraction tax reducti(l8 billion RUB in the first quarter of 2015).

Excise and export tariffs

3 months of
2016 2015
(millions of rubles)

In Russia
Excise tax on refined ProdUCES .............omeeeereeeeieiiiiiirier e e e e e s ee e e s ssareveees 16,591 12,300
Crude oil export tariffs 31,492 69,257
Refined products export tariffS......... ..o 15,526 45,062
TOtAl N RUSSIA....eviieiiiiiee et a e ibree e 63,609 126,619
International
Excise tax on refined products 51,217 45,538
Crude oil export tariffs...........ccccceeenneee 9 13
Refined products export tariffs 114 679
Total iINtErNAtioNAINY ..........oooiiiiiiiie e e e e s 51,340 46,230
1P 114,949 172,849

In the first quarter of 2016, export tariffs de@ed by 68 billion RUB, or by 59.0%, due to the ghar
decrease in export duty rates for crude oil anthedf products in Russia amplified by the decrease i
export volumes. Compared to the first quarter 01320the volumes of crude oil export beyond the
Customs Union decreased by 4.8% and the volumdiseofefined products exports decreased by 6.2%.
The increase in international excise expenses wagalthe ruble devaluation.

Income taxes

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

In the first quarter of 2016, our total income &xpense decreased by 13 billion RUB, or by 52.7%,
compared to the first quarter of 2015. At the saimee, our profit before income tax decreased by
75 billion RUB, or by 57.7%.

In the first quarter of 2016, our effective inconax rate was 21.5%, compared to 19.2% in the first
quarter of 2015.
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Reconciliation of net income to EBITDA (earnings bfore interest, income taxes, depreciation and
amortization)

3 months of

2016 2015

(millions of rubles)
Profit for the Period ..........ooi i 42,825 104,031

Add back:

INCOME LAX EXPENSE ...coiiiiiiiiiiiiiieie ettt e e e e e e e ettt e e eeereaeeeeeeees 11,766 24,873
Depreciation and amortization ............ciieceeeeeeeeeiiiiiiiiieee e e e s 84,348 78,463
[ T T (o ST o0 ) 10,371 11,460
FINANCE INCOME ..o ea e e (3,831) (4,531)
EBITDA et e e 145,479 214,296
Including impact of West QUIna-2 Project .....cucoooiiueeieiiiaeiiiiiiiiiieceeeeeees 21,555 27,240

EBITDA is a non-IFRS financial measure. EBITDA isfaied as net income before interest, income taxes
and depreciation and amortization. The Company’sagament believes that EBITDA provides useful
information to investors because it is an indicabdérthe strength and performance of our business
operations, including our ability to finance capipenditures, acquisitions and other investments
our ability to incur and service debt. While defiméon and amortization are considered as operatists
under IFRS, these expenses primarily represemdhecash current period allocation of costs assetia
with long-lived assets acquired or constructed riorpperiods. The EBITDA calculation is commonly
used as a basis for some investors, analysts adi cating agencies to evaluate and compare thedie

and future operating performance and value of carmgsawithin the oil and gas industry. EBITDA should
not be considered in isolation as an alternativprtdit for the period, profit from operating adties or
any other measure of performance under IFRS. EBITDAs not include our need to replace our capital
equipment over time.
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Liquidity and capital resources

3 months of
2016 2015
(millions of rubles)
Net cash provided by operating aCtiVIties .. e ..vueeeeeeeeaiiiiiiiiiiee e 164,396 225,101
Net cash used in INVESHING ACHIVItIES ... eeeiieiiiiiiiiee e (138,393) (164,071)
Net cash provided by (used in) financing activities....................ccccccviiieee e iccnnnen. 53,420 (49,744)

Operating activities

Our primary source of cash flow is funds generditeth our operations. In the first quarter of 20té&sh
generated from operations decreased by 61 billiof8,Ror by 27.0%, compared to the first quarter of
2015, largely, as a result of changes in workingitea In the first quarter of 2016, our cash flénam
operating activities was affected by a 19 billioBR increase in working capital, whereas in thetfirs
quarter of 2015, our working capital decreased bpiion RUB.

Investing activities

In the first quarter of 2016, the amount of caskdus investing activities decreased by 26 billRdB, or
by 15.7%, mostly due to a decrease in capital edipaes.

Our capital expenditures, including non-cash tratisas, decreased by 32 billion RUB, or by 20.5%.

3 months of
2016 2015
(millions of rubles)

Capital expenditures,including non-cash transactions and prepayments
Exploration and production

(R IIS = T 72,909 74,053

a1 (=T g F= La Lo o T | PP PRRRPRPRPPPPN 31,977 48,499
Total exploration and ProdUCLION ............cccceiiiiiiie e 104,886 122,552
Refining, marketing and distribution

[ U1 - 12,787 21,167

g1 C=T g F= La Lo o - | PP PUPRPRPRPPPPNt 4,391 8,931
Total refining, marketing and diStribUtioN.............oooiiiiiiiii e 17,178 30,098
Corporate and other

[ (U LTS = PSR 250 651

a1 C=T g F= La Lo o T | PP PTPRPRTRPPPIN 247 770
Total corporate and other 497 1,421
Total capital expenditures 122,561 154,071

In the first quarter of 2016, our capital expendiglin the exploration and production segment deeae
by 18 billion RUB, or by 14.4%. The decrease wagdly in our international segment and related to
completion of current stage of the West Qurha-2jgutoand completion of exploratory drilling in
Cameroon and Romania.

The decrease in capital expenditures in the domesfining, marketing and distribution segment in
Russia was due to approaching completion of upgradeour Russian refineries. The decrease in the
international segment was a result of the compietibthe construction of a heavy residue processing
complex at our Bulgarian refinery.
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The table below shows our exploration and produaatiapital expenditures in new production regions.

3 months of

2016 2015

(millions of rubles)
WESEEIN SIDEME.......coceieiiiei et e 9,257 9,448
CASPIAN TEGITR ...ttt ettt er et et e ettt e ettt 6,778 7,343
TIMAN-PECNOIR ...ttt ettt ettt ettt ee ettt et et es e s e tee e 5,624 2,334
1= o T PP P PP PPPTUPPPPPPPPPPIN 9,296 13,847
Uzbekistan 5,956 9,956
Nigeric 4,496 -
2 {0] 1 4 1= 1 gL F= T 414 6,118
(022110110 o] 1 FRURRERTO TR UPPRRRRRRRRRTRRN 164 7,784
L0 7| ET O  PPPPPPUPPPPPPRt 41,985 56,830

@ pyakyakhinskoye field.
@ projects in Russia.
® yaregkoye field.

Financing activities

In the first quarter of 2016, net movements of stemm and long-term debt generated an inflow of
106 billion RUB, compared to an outflow of 4 bilid&RUB in the first quarter of 2015.
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