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The following report contains a discussion and ysial of the financial position of PJSC LUKOIL at
30 September 2016 and the results of its operatfonsthe three and nine month periods ended
30 September 2016 and 2015, as well as signifitastbrs that may affect its future performance. It
should be read in conjunction with our InternatioRmancial Reporting Standards (“IFRS”) condensed
interim consolidated financial statements and ntitegeto for the respective periods.

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 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&Isgper 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, bat a
not guarantees of future results.

Key financial and operational results

3 quarter of Change 9 months of Change,
2016 2015 % 2016 2015 %
(millions of rubles)

SAIES ...t 1,309,488 1,464,053 (10.6) 3,826,1214,381,324 (12.7)
EBITDA (operating, including...............c.......... 165,890 213,031 (22.1) 547,453 630,418 (13.2)
Exploration and production segment............ 111,792 138,321 (19.2) 379,604 458,013 (17.1)

Refining, marketing and distribution segment 60,550 71,444 (15.2) 175,704 188,864 (7.0)
EBITDA (operating§" net of West Qurna-2 project 160,436 168,505 (4.8) 513,615 523,058 (1.8)
Profit for the period attributable to LUKOIL

shareholders ... 54,803 188,393 (70.9) 160,195 356,172 (55.0)
Capital expenditures, including non-cash
tranSaACiONS ..ococooiviiiiieieee e e e 120615 14266z (15.5) 362062 44750€ (19.1)

104,525 91,317 145 197,931 171,196 15.6
(thousand BOE per day)

Free cash flof®

Production of hydrocarbons, including our share in

equity affiliates........cccvveieeiiii e 2,118 2,371 (10.7) 2,212 2,372 (6.7)
Crude oil and natural gas liquids.................. 1,815 2,066 (12.1) 1,886 2,051 (8.0)
Gas available for sale..........ccccceeeiiiccee e, 303 305 (0.7) 326 321 1.6

Refinery throughput.............cccccoee i 1,364 1,382 (1.3) 1,320 1,286 2.6

@ profit from operating activities before depreaatidepletion and amortization.
@ Cash flow from operating activities less capitgpenditures and acquisition of licenses.

Our financial results for the nine months of 201érevaffected by lower average hydrocarbon prices,
increase in the crude oil extraction tax base rdégline in domestic refining margins, as well as a
increase in transportation tariffs.

In the nine months of 2016, our EBITDA (operatiaghounted to 547 billion RUB, a decrease of 13.2%
to the nine months of 2015. As far as we compedsaiest of the costs incurred within the West Qu2na-
project, we were eligible for significantly loweiolmes of compensation crude oil, compared to the
respective period of 2015, that significantly aféet our EBITDA (operating). Net of the West Qurna-2
project, the Group’s EBITDA (operating) decreasgdliB% compared to the nine months of 2015. Our
EBITDA (operating) was supported by the ruble deatibn to US dollar and Euro, higher international
refinery throughput volumes and substantial improget in the refined product slate.

In the nine months of 2016, our profit attributatdd UKOIL shareholders amounted to 160 billion RUB

a decrease of 55.0% to the nine months of 2015.ptafit was affected by foreign exchange loss im th

nine months of 2016 compared to foreign exchange igathe nine months of 2015 resulted from ruble
volatility.




In the nine months of 2016, we continued generadingng free cash flow that amounted to 198 billion
RUB, compared to 171 billion RUB in the nine montfig015.

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 productiontia hine months of 2016 amounted to 2.2 million BOE
with liquid hydrocarbons representing approxima&®$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 anddpotion
operations related to crude oil and gas. Theseities 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 — which includes operations related to our headquar{g/hich
coordinates the operations of Group companiesgnfie activities, production of diamonds and
certain other activities.

Each of our segments is dependent on the othdr,angbrtion of the revenues of one segment berarta
of the costs of the other. In particular, our Riefij Marketing and Distribution segment purchasesie
oil from our Exploration and Production segment. &sresult of certain factors considered in the
“Domestic crude oil and refined products pricestem on p. 4, benchmarking crude oil market prices
Russia cannot be determined with certainty. Theeefihe prices set for inter-segment purchasesuofec
oil reflect a combination of market factors, prifhainternational crude oil market prices, trangption
costs, regional market conditions, the cost of erai refining and other factors. Accordingly, amadysis

of either of these segments on a stand-alone basld give a misleading impression of those segsient
underlying financial position and results of opi&nas. For this reason, we do not analyze eitheouf
main segments separately in the discussion thiawel However, we present the financial data fahea
in Note 28 “Segment information” to our condensggiim consolidated financial statements.

Changes in Group structure

In line with the Company’s strategy of optimizing downstream operations in Europe, we sold petrol
station networks in Poland, Latvia and Lithuaniahe first quarter of 2016 and petrol stations mmeks in
Ukraine and Estonia in 2015.

In August 2015, a Group company closed the traiwsatd 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&da 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 sanctionshjraS 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 restnics and is not currently involved in deepwatergtis
offshore or shale projects in Russia. That is wigyassess the impact of the sanctions on the Corigpany
activities as immaterial.




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 nine months of 2016, the price for Brentde oil fluctuated between $26 and $50 per barre
reached its maximum of $50.7 in the beginning efeJand minimum of $26.0 in the end of January, and
averaged 24.3% less than in the nine months of .28&8ertheless, as a result of ruble devaluatios, t
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.

34 quarter of  Change, 9 months of Change,
2016 2015 % 2016 2015 %
(in US dollars per barrel, except for figures imqaant)

Brent crude..........ooocvvveveiee e, 45.86 50.47 (9.1) 41.88 55.31 (24.3
Urals crude (CIF Mediterranedh)............... 44.35 49.92 (11.2) 40.54 55.01 (26.3
Urals crude (CIF Rotterdartt ................... 43.73 49.19 (11.1) 39.67 5420 (26.8

(in US dollars per metric tonne, except for figuirepercent)
Fuel oil 3.5% (FOB Rotterdam)................. 228.98  243.76 (6.1) 188.7: 280.34 32.7
Diesel fuel 10 ppm (FOB Rotterdam)........ 407.10 482.89 (15.7) 377.6: 529.98 (28.7
High-octane gasoline (FOB Rotterdam)..... 472.82  599.0! (21.1) 454.5¢ 605.5! (24.9
Source: Platts.

39 quarter of Change, 9 months of Change,
2016 2015 % 2016 2015 %
(in rubles per barrel, except for figures in petren
Brent Crude.......ccoccveeeeecee e 2,964 3,179 (6.8) 2,863 3,278 (12.7
Urals crude (CIF Mediterraned)............... 2,866 3,144 (8.8) 2,772 3,261  (15.0
Urals crude (CIF Rotterdarf..................... 2,826 3,098 (8.8) 2,712 3,213 (156
(in rubles per metric tonne, except for figureparcent)

Fuel oil 3.5% (FOB Rotterdam)................. 14,798 15,351 (3.6) 12,90: 16,618 (22.4,
Diesel fuel 10 ppm (FOB Rotterdam)........ 26,309 30,412 (13.5) 25,81° 31,416 (17.8
High-octane gasoline (FOB Rotterdam)..... 30,556 37,726 (19.0) 31,07¢ 35,893 (13.4

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 basisaga 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 coripieh 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 respectivaquer
of 2016 and 2015.

39 quarter of  Change, 9 months of  Change,
2016 2015 % 2016 2015 %
(in rubles per metric tonne, except for figurepa@ncent)
Fuel Ol 8,446 7,352 14.9 6,598 7,050 (6.4)
Diesel ful.....cc.ovveviiies e, 29,548 29,949 (1.3) 28,523 29,062 (2.9)
High-octane gasoline (Regular)............... 34,647 35,636 (2.8) 33,603 31,984 5.1
High-octane gasoline (Premium)............. 36,582 36,808 (0.6) 35,285 33,197 6.3

Source: InfoTEK (excluding VAT).




Changes in the US dollar-ruble exchange rate and flation

A substantial part of our revenue is either denateid in US dollars or is correlated to some extetit
US dollar crude oil prices, while most of our costshe Russian Federation are settled in Russibles.
Therefore, 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.

39 quarter of 9 months of
2016 2015 201¢ 2015

Ruble inflation (CP1), %0 .....cooiiiiiiiiieie e 0.8 1.7 4.1 104
Ruble exchange rate to US dollar
Average for the period ..........oocuiiiiiiicceeee e 64.6 63.C 68.£ 59.3
At the beginning of the period ..., 64.3 55.5 72.¢ 56.3
At the end of the period...........c.uueeii e, 63.2 66.2 63.2 66.2
Ruble exchange rate to euro
Average for the period ... 72.2 70.1 76.3 66.3
At the beginning of the period ..., 71.2 61.5 79.7 68.3
At the end of the period..............c..euiicceeiiiii e 70.9 74.6 70.¢ 74.6
Taxation

The rates of taxes specific to the oil industrjRimssia are linked to international crude oil prieed are
changed in line with them. The methods to deterrttieerates 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 peaiarietine extracted (766 rubles for 2015).

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

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

There are different types of tax incentives onrttieeral extraction tax on crude oil applied to fiatds
and deposits:

= A special coefficient is applied to the standaxd ri@e depending on location, depletion, type of
reserves, size and complexity of a particular fielhis type of incentive with different
coefficients is applied to our highly depleted dil (more than 80% depletion), our Yu.
Korchagin field located in the Caspian offshoree thermian layers of our Usinskoye field in
Timan-Pechora producing high-viscous crude oil, &yakyakhinskoye field located in the
Yamal-Nenets region of Western Siberia, a humbdietds in the Nenets Autonomous region,
as well as to our new small-sized fields (recovierabserves less than 5 million tonnes) and
fields and deposits with low permeability like V.Minogradov field and Tyumen 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 p. 6 illustrates the impact of earéih extraction tax incentives on the tax rate at
$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 naturapiges in Russia, share of gas production in total
hydrocarbon production, regional location and camipy of particular gas field.

In the nine months of 2016, actual average natgaal extraction tax rate for our major gas field —
Nakhodkinskoe in Western Siberia amounted to 2@8esuper thousand cubic meters (160 rubles in the
nine months of 2015)he rate for this field is subject to a speciaioagl reducing coefficient.




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 standardstaf 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.

2016 2015

Multiplier for:
Light and middle distillates...........cccccceeveeiiiiiiiiiiiee e, 0.40 0.48
DieSel fUBL ...ueeieccece e 0.40 0.48
(7= 1510 ] 01 0.61 0.78
Straight-run gasoline ...........ccvvviiiiiieeeeee e 0.71 0.85
L 1= 01 PPt 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 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|XS dollar exchange rate at the date of the caapl
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 isuatgd in the period of submission of the complete
declaration. The high volatility of the ruble-dellaxchange rates may lead to significant adjustsadtur

the purposes of the IFRS consolidated financialestants, data from temporary declarations at the
reporting period end is translated to rubles frogdsllars using the period-end exchange rate.




Crude oil and refined products exported to member ocuntries of the Customs Unionin the Eurasian
Economic Union of Russia, Belarus, Kazakhstan, Aimend the Kyrgyz Republic (Customs Union) are
not subject to export duties.

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

3 quarter of  Change 9 months of Change,
2016 2015 % 2016 2015 %
(in US dollars per tonne except for figures in paity

Export duties on crude Oil ..........ccoooeiiorccicieniiiiiee, 88.76 128.6¢ (31.0 70.37 129.7¢ (45.8)
Export duties on refined products
Light and middle distillates...........ccccccceeveeiiinnnennn. 35.47 61.7C (425 28.1: 622z (54.8)
FUEI Ol e 72.74 97.7: (256, 57.6€ 98,57 (41.5)
GASOlNE ... 54.09 100.3¢ (46.1 42.87 101.17 (57.6)
Straight-run gasoline ...........ccccovviiiiieeveceee e 62.97 109.3¢ (424  49.92 110.28 (54.7)
DiIeSel fUBI ..o 35.47 61.7C (425 28.1z 62.2z (54.8)

3 quarter of Change, 9 months of Change,
2016 2015 % 2016 2015 %
(in rubles per tonne except for figures in percent)

Export duties on crude O...........coooovieieeeeeeeeenn, 5,736 8,10¢ (29.2) 4,811 7,69z (37.5)
Export duties on refined produfts
Light and middle distillates...........ccccccceevviiiniriennnn... 2,292 3,88¢ (41.0) 1,92 3,68t (47.9)
FUEL Ol oot 4,701 6,15 (23.6) 3,94: 5,84: (32.5)
GASOINE ..eviiiec e e 3,496 6,31¢ (44.7) 2,931 5,997 (51.1)
Straight-run gasoline ...........ccueeeeiiiimeecceee e 4,069 6,88¢ (40.9) 3,41: 6,535 (47.8)
Diesel fUBL.......eiieiiiee e 2,292 3,88¢ (41.0) 1,92: 3,68¢ (47.9)
Mineral extraction tax
Crude Oil ......ocuvieeiiiiiiiei e 6,098 6,26 (2.6) 5,441 6,721 (19.0)

@ Translated to rubles using average exchangeaatad 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 demenoln
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 listedwelo

3“ quarter of  Change 9 months of Change
2016 2015 % 2016 2015 %
(in rubles per tonne except for figures in percent)

Gasoline

Euro-4 and below..........ccccooviiiiiiiceeec e 13,100 7,30C 79.5 12,23¢  7,30( 67.6
EUMO-5 .. e 10,130 5,53( 83.2 9,266 5,53( 67.6
Diesel fuel

All ecological ClasSes..........cccoviviivicmmmee e, 5,293 3,45( 53.4 4,91: 3,45( 42.4
MOTOT OIS ..cceiiiiieeiiiiie et e 6,000 6,50( (7.7) 6,00 6,50C (7.7,
Straight-run gasoline.............ccccccvviievveec e 13,100 11,30( 15.9 12,23¢ 11,30( 8.3

During the nine months of 2016, excise rates insRusere 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 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, 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 product@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 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 tramp

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.




Operational highlights

Hydrocarbon production

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

39 quarter of 9 months of
2016 2015 2016 2015

Crude oil and natural gas liquid<?
Consolidated subsidiaries

(thousand BOE per day)

Western Siberia......cccccovvvieiiiiiiiceeee s 818 901 842 923
Timan-Pechora..............ccoo oo 338 340 342 335
Ural region ........ccccevecueveeenen. 321 317 322 316
Volga region 133 136 131 139
Other in Russia.........cccceeeneeee. 36 38 36 37
Total in RUSSIA.......covieiiiieeiiiee e 1,646 1,732 1,673 1,750
120 72 235 112 190
Other outside RUSSIa...........cceeeeiiirieenne. 45 36 44 39
Total outside RuSSIa...............ccoeevivs e 117 271 156 229
Total consolidated subsidiaries...............ccccoeoe. 1,763 2,003 1,829 1,979
Our share in equity affiliates
INRUSSIA ...cveiiiiiiiee e 21 16 20 15
OUtSIde RUSSIA......eveveiiiiiiieiiiieee e 31 47 37 57
Total share in equity affiliates..............ccomerueenee 52 63 57 72
Total crude oil and natural gas liquids.................... 1,815 2,066 1,886 2,051
Natural and petroleum gas available for sale
Consolidated subsidiaries
Western Siberia 132 169 152 174
Timan-Pechora 16 13 16 12
Ural region ........cccceveceveneenen. 13 15 13 20
Volga region........ 29 6 24 6
Total in RUSSIA........coiiiiiiiiiiiececeeeec e 190 203 205 212
Total outside RuSSIa...............ccoeevivs e 105 93 112 98
Total consolidated subsidiaries.............ccccccovunuee. 295 296 317 310
Share in equity affiliates
INRUSSIA ...ceeeieiiiee e 1 1 1 1
outside RUSSIA........cceeeeiviiiiiiii e 7 8 8 10
Total share in production of equity affiliates......... 8 9 9 11
Total natural and petroleum gas available for sale 303 305 326 321
Total daily hydrocarbon production ...................... 2,118 2,371 2,212 2,372
(millions of rubles)
Hydrocarbon extraction eXpenses............cccevvveveens, 51,967 55,073 159,638 159,051
T {0 L - R 41,880 39,597 122,698 113,612
- outside RUSSI .........cocovevreeeeceeer e 3,346 4,203 11,589 10,230
SN TFAG e e 6,741 11,273 25,351 35,209
Mineral extraction tax in RUSSIA ..........cccccciemeieieeennn 108,073 120,539 282,884 365,908
(ruble per BOE)
Hydrocarbon extraction expense® ..............o........ 248 231 242 217
SN RUSSIA .ot e 248 223 239 212
- outside RUSSI..........cccceveveeeieeceeee e 247 359 277 277
(US dollar per BOE)
Hydrocarbon extraction expense® ..........ccccccu...... 3.84 3.67 3.55 3.67
= INRUSSIA..eee e 3.84 3.54 3.51 3.61
- outside Russf 3.82 5.71 4.05 4.65

@ Natural gas liquids produced at the Group gas psieg plants.
@ Compensation oil that represented approximately @#%roduction from the West Qurna-2 field in thimen

months of 2016 and 52% in the nine months 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 KOUL-Western Siberia, LUKOIL-Komi and
LUKOIL-PERM. Our international upstream segmentludes stakes in PSA’s and other projects in
Kazakhstan, Azerbaijan, Uzbekistan, Romania, IEgypt, Ghana, Cote d’lvoire, Norway, Cameroon,
Nigeria and Mexico.

Crude oil and natural gas liquids production. During the nine months of 2016, we produced (iditig
the Company’s share in equity affiliates) 69.3 imill tonnes, or 508.4 million barrels, of crude oil,
compared to 75.3 million tonnes, or 550.5 milliardels, of crude oil in the nine months of 2015.

In the nine months of 2016, the output of natued liquids at the Group gas processing plants intéve
Siberia, Ural and Volgograd regions of Russia wasmgillion BOE, compared to 9.6 million BOE in the
nine months of 2015.

The following table presents our crude oil produgtin the nine months of 2016 and 2015 by major
regions.

Change to 2015

9 months Change in Organic 9 months
(thousands of tonnes) of 2016 Total, %  structure change  of 2015
Western Siberia........ccoocvveeiiiiiiiceeeee e 30,793 (7.9) - (2,635) 33,42¢
Timan-Pechora.........ccoooiviiiiiiii e, 12,956 2.4 - 307 12,64¢
Ural region ... 11,387 1.5 - 172 11,21¢
Volgaregion ........ccccvveeenennnn. 4,795 (5.2) - (262) 5,057
Other in Russia 1,386 (2.7) - (39) 1,42¢
Crude oil produced in RUSSIA .......ccccee e 61,317 (3.9 - (2,457) 63,77
2= SRRSO 4,477 (40.8) - (3,081) 7,55¢
Other outside RUSSIA ........cuuevevvniiiiii e 1,533 10.8 — 149 1,38¢
Crude oil produced outside Russia.................... 6,010 (32.8) - (2,932) 8,94:
Total crude oil produced by consolidated
SUDSIAIANES ....veeiiieeeei e 67,327 (7.4) - (5,389) 72,71¢
Our share in crude oil produced by equity
affiliates:
IN RUSSIA ..ooeiiiiee e 714 33.2 - 178 53€
outSide RUSSIA ...ccevieeeieiiiiiiiieee e, 1,260 (37.7) (663) (100) 2,02z
Total crude oil produced ...........ccccvvvvveveccanne... 69,301 (7.9) (663) (5,311) 75,27¢

@ Compensation oil that represented approximateBé 2% production from the West Qurna-2 field in thime
months of 2016 and 52% in the nine months of 2015.

The main oil producing region for the Company issféen Siberia where we produced 45.7% of our
crude oil in the nine months of 2016 (46.0% inniee months 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 substantially as a result of@zent decision to intensify production drilliimg this
region. Production growth in Timano-Pechora wasngrily driven by ramp-up of production at the
Yaregskoye and Usinskoe fields, as well as theldiéh Denisovskaya depression. Production growth in
Ural region was primarily driven by successful lthi on existing brownfields and launch of new smal
sized fields.

The decrease in our international production wassalt of lower volumes of production from the West
Qurna-2 oilfield in Iraq attributable to the CompaitVe compensated most of the costs incurred within
the project and therefore were eligible for leshines of compensation crude oil compared to thel thi
quarter and the nine months of 2015 (for detaidsysel ).

The increase in our share in crude oil produceadpyity 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 producedduty affiliates outside Russia mainly resulteoinir
the disposal of our 50% share in Caspian InvestiResburces Ltd in the middle of 2015.
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In October 2016, we started commercial productiotwa new major fields, the V. Filanovskogo field i
the Caspian Sea (Volga region) and the Pyakyakbimeskield in the Bolshekhetskaya depression
(Western Siberia). Launch of these fields will deabs to significantly increase our daily hydroaarb
production with a major positive impact on our fical results due to high quality reserve basetard
incentives.

Natural and petroleum gas production.In the nine months of 2016, we produced 18,388anilcubic
meters (108.2 million BOE) of gas (including ouashin equity affiliates), that is 4.2% more tharthe
nine months of 2015. Our available for sale gaslpction amounted to 15,184 million cubic meters
(89.4 million BOE), compared to 14,883 million cabneters (87.6 million BOE) in the nine months of
2015.

The following table presents our available for sgds production in the nine months of 2016 and 2915
major regions.

Change to 2015

9 months Change in Organic 9 months
(millions of cubic meters) of 2016 Total, %  structure change  of 2015
Western Siberia........ccoovvveeiiiiiiiceeeee e 7,082 (12.3) - (990) 8,07z
Timan-Pechora..........ccccoovvvvvivviceeeee 728 26.4 - 152 57¢
Ural region ... 597 (33.9) - (306) 90:<
VOIga region ..o e e e e e e e 1,128 298.6 - 845 282
Other iN RUSSIA.......cvviiiieeiiiiiiii e e 16 (5.9) - (1) 17
Gas produced in RUSSIA..........eeeeeeeeeiiicm e 9,551 (3.0) - (300) 9,851
Gas produced outside RUSSIa ...........ccceeeeaeen.. 5,209 14.4 — 655 4 55¢
Total available for sale gas produced by
consolidated subsidiaries ..........ccccc.uees s eeveennn 14,760 25 - 355 14,40t
Our share in gas produced by equity affiliates:
INRUSSIA ..eooiiieec e 44 25.7 - 9 35
0OUtSIdE RUSSIA ..eeveiieeiiiiiiiiiiieee e, 38C (14.2) (77) 14 443
Total available for sale gas produced................ 15,184 2.0 (77) 378 14,88

Our major gas production field is the Nakhodkinsketd, which is in natural decline. Our productiah
the field was 5,097 million cubic meters of natugak in the nine months of 2016 (5,598 million cubi
meters in the nine months of 2015). This decreaas partially offset by commencement of gas
production at the Yu. Korchagin field. Decreasepnoduction in Ural region was largely a result of
increase in own gas consumption following the lduotnew power generation unit at the Perm refinery

Our international gas production (including our rehéan affiliates’ production) increased by 11.8%,
compared to the nine months of 2015, which resutech 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 culyenvolved in construction of gas treatment faa and
gas treatment complex in the region, which compietogether with further field development will &ta

us to significantly increase gas production in tiegfion.

West Qurna-2 project. The West Qurna-2 field in Iraq is one of the latggsde oil fields discovered in
the world, with estimated recoverable oil resereésl2.9 billion barrels (1.8 billion tonnes). Sawi
agreement for the West Qurna-2 field development production was signed on 31 January 2010.
Currently, the parties of the project are Iragatestowned South Oil Company and a consortium of
contractors, consisting of a Group company (75%régt) 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. Atiog to the service agreement, starting from the
second quarter of 2014, we receive cost compemsafite project’s target production level is 1.2lioi
barrels per day and the total term of the conisa2b years.

Accounting for the cost compensation within the YM@arna-2 project in our consolidated statement of
financial position and consolidated statement affipror loss and other comprehensive income is as
follows.
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Capital expenditures are recognizedPimperty, plant and equipmeriExtraction expenses are recognized
in Operating expenses 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 periddnount 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 liability for cost compensation and remunenatids this crude oil is actually shipped, its cost
is recognized at current market priceGost of purchased crude oil, gas and produEtsrther,
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 recogphiin
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 31 December 2(....... 6,801 5,169 1,632 198
Change during the nine months
2006 .oiiiiiiiiiiie e 578 1,767 (1,189) 96
INCOME tA..ccevvvvvririrriiiiiimmne e - - - (54)
Cumulative at 30 September 201.... 7,379 6,936 443 240

@ Including prepayments.

The West Qurna-2 project's summary is presenteoviel

39 quarter of

2016 2015
(thousand (thousand (thousand (thousand

barrels tonnes barrels tonnes
Total productiof............ccccveeviveveeriemerieieens 37,249 5,430 41,448 6,043
Production related to cost compensation and
remuneratio ............ccoooieiiiiiiee . 6,633 967 21,583 3,146
Shipment of compensation crude®ff............ 17,788 2,593 15,369 2,240

(millions of (millions of (millions of (millions of

rubles) US dollars) rubles)  US dollars)
Cost compensatidN...........ooceeeeeerereieeeerenn. 10,210 158 53,658 852
Remuneration fee .........cccoovviiiiiiieecccenen. 2,067 31 2,267 36
Cost of compensation crude oil, received as
liability settlement(included inCost of
purchased crude oil, gas and prod)®@........... 45,037 697 36,779 584
EXtraction eXpenses .......ccccceeeeeevvivvmemmmennnnns 6,741 105 11,273 179
Depreciation, depletion and amortization....... 3,117 54 42,447 674
EBITDA (operating) ............ceeeeeeeeeuerr e 5,454 84 44,526 707

@ Translated into barrels using conversion rateaxtarizing 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.

® Excluding deferred income in the amount of $6diamilin the third quarter of 2016.
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9 months of

2016 2015
(thousand (thousand (thousand (thousand
barrels) tonnes) barrels) tonnes)
Total productioft)...........ccooeeeeeeiieeeeeeeeen 112,311 16,372 99,134 14,453
Production related to cost compensation and
remuneratio ..., R 30,714 4,477 51,843 7,558
Shipment of compensation crude®ff............ 53,070 7,736 48,077 7,009
(millions of (millions of (millions of (millions of
rubles) US dollars) rubles)  US dollars)
Cost compensatidN...........cocoeeeveerereveeeernnn. 53,070 756 137,159 2,327
Remuneration fee .........ccccvviiiiiiieecece e, 6,603 96 5,713 96
Cost of compensation crude oil, received as
liability settlement(included inCost of
purchased crude oil, gas and produ®............ 119,031 1,768 131,844 2,267
EXtraction eXpenses ......ccccceeeveeivvvvmemmmennnnns 25,351 369 35,209 597
Depreciation, depletion and amortization....... 27,462 384 99,507 1,691
EBITDA (0perating) ...........c.cococoeeevevceeenner. 33,838 477 107,360 1,821

@ 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.

® Excluding deferred income in the amount of $6diarilin the third quarter of 2016.

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

Refining, marketing and trading

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

We own two petrochemical plants in Russia, one knaithe and petrochemical capacity at our refineries
in Bulgaria and Italy. Currently, production at gquetrochemical plant in Ukraine is suspended due to
adverse economic and political environment in toigntry.

Compared to the nine months of 2015, the total melwf refined products produced by the Group
increased by 2.8%.

In Russia, our production volumes decreased by Hdé&to 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 optingmatbur Russian refineries posted strong results in
the nine months of 2016 despite unfavorable maom@nic environment. 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 nine months of 2016, we aeoreased throughput volumes and redirected vacuum
gas oil produced at our Perm and Ukhta refineriesfexport deliveries to supply catalytic crackingt

at our refinery in Nizhny Novgorod. Maintenance kgt our refineries in Nizhny Novgorod and Ukhta
also affected our refining volumes in the nine rherdf 2016.

Internationally, the production increase amounted@.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 theqairiconsidered, we processed our crude oil at garty
refineries in Belarus and Kazakhstan.
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The following table summarizes key figures for oefining activities.

39 quarter of 9 months of
201¢€ 201F 201¢€ 2015
(thousands of tonnes)

Refinery throughput at the Group refineries .. ..eeeeeeiinns 17,119 17,349 49,339 47,896
SN RUSSIA o e e 11,092 11,182 31,029 31,379

- outside RUSSH..........cccoovvevieeieiceeere e, 6,027 6,167 18,310 16,517
Refinery throughput at third party refineries ..............ccccc....... 80 298 245 715
Total refinery throughput ...........oooeeeiiiiiiiiiim e 17,199 17,647 49,584 48,611
Production of the Group refineries in Russia...................... 10,554 10,597 29,372 29,791
- diesel fuel 3,241 3,448 9,630 9,583

- gasoling ........cooevevvcieneeiieennn 2,152 1,916 5,795 5,135

-fuel Ol 1,560 1,926 4,232 6,006
SJELTUBL e 695 618 1,605 1,694

= MOLOF OIS ..o 265 234 767 681

- Other ProductS ........cvveiiieeeei e 2,641 2,455 7,343 6,692
Production of the Group refineries outside Russia............... 5,695 5,910 17,204 15,509
- diesel fuel 2,450 2,463 7,345 6,366

= 0ASONINE .oiieeiie e e 1,180 1,343 3,648 3,557

SfUEL Ol 726 879 2,512 2,351

S JELTUBL e 266 242 686 651

= MOLOF OIS ..o 58 53 158 151

- Other ProductsS ........cvveviieeeeiieeee e 1,015 930 2,855 2,433
Refined products produced by the Group.........cccceevvvvineenen. 16,24¢ 16,507 46,576 45,300
Refined products produced at third party refineries.............. 76 277 235 683
Total refined products produced ............cccceeeiiiiiieniicininnnn, 16,325 16,784 46,811 45,983
Products produced at petrochemical plants and fadiies...... 319 314 965 747
SN RUSSIA 1 e e 233 221 691 476

- oUtSIde RUSSIA ... 86 93 274 271

(millions of RUB)

Refining expenses at the Group refineries... ..o iveeeeennns 21,10z 24,78€ 66,35€ 67,95¢
-INRUSSIA .. 10,799 12,528 32,01C 31453

10,303 12,258 34,34¢ 36,50t
(ruble per tonne)

- outside Russia

REfiNING EXPENSES ...vvviiiiieiiiiiiiieee s et a e e e e e e aeanns 1,233 1,429 1,345 1,419
- in Russia 974 1,120 1,032 1,002
- OULSIAE RUSSIA ...cevniiiiiiiie e 1,709 1,988 1,876 2,210
(US dollar per tonne)
REfiNING EXPENSES ...vvviiiiieei it e et e e e e e e e e anenens 19.08 22.69 19.73 23.99
SN RUSSIA wevviieieeeeeie e s 15.07 17.79 15.18 17.00
- 0OULSIAE RUSSIA ....ccvvveeeieeieiieee e e 26.45 31.56 27.44 37.26
(millions of RUB)
Capital expenditureS..........c..eeeeiiieii e 8,765 14,463 31,304 57,246
- INRUSSIA evvecieeeeeeeeieeeeeeeeeee 5,203 11,540 23,650 41,671
- outside Russia 3,562 2,923 7,654 15,575

W Including refined product processed.

Marketing and trading. We are marketing our own and third-party crude aoild refined products
through our wholesale and retail channels in Rugsi@ope, South-East Asia, Central and North Anaeric
and other regions.

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 refies.

In Russia, we purchase refined products on occagiamarily to manage supply chain bottlenecks.
Refined products purchases outside Russia are éitétted or supplied to our international refinsrie

We undertake trading operations on internationalketa through our 100% subsidiary LITASCO. We
use traditional physical volumes hedging technidoelsedge our trading operations to secure margin o
our trading operations. As a result of price vditgfi during the nine month of 2016, loss on hedgin

amounted to 32 hillion RUB that was offset by cepending increase in prices for physical deliveries
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The following tables show the volumes of crudepoitchases by the Group during the periods congidere

39 quarter of 9 months of
201¢ 2015 2016 2015
(thousands of tonnes)

Purchases in RUSSIA.........cccuuuiiiuun e eeieeeee e 22: 483 638 1,418
Purchases for trading internationally....................cc..cc... 6,54 3,323 18,663 14,190
Purchases for refining internationally ......cccceevveviieenne. 4,10; 3,768 11,395 8,945
Shipment of the West Qurna-2 compensation crude.ail 2,59 2,240 7,736 7,009
Total crude oil purchased.............c...ceveiiceeeiiaie. 13,46 9,814 38,432 31,562

Compared to the third quarter and the nine month&045, our purchases of crude oil for refining at
international refineries increased by 8.9% and @/ #espectively, and our purchases for tradingeiased
by 96.9% and 31.5%, respectively. Moreover, intthied quarter and the nine months of 2016, the @rou
received 2.6 million tonnes and 7.7 million tonnespectively, of compensation crude from Iragatest
owned South Oil Company as cost compensation withéen West Qurna-2 project (in the respective
periods of 2015, the Group received 2.2 milliontesand 7.0 million tonnes of compensation crufje oi

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

39 quarter of 9 months of
2016 2015 2016 2015
(thousands of tonnes)
Retail SAIES .......evviiiiiiiei e 3,761 3,810 10,268 10,486
Wholesale Sales..........oocviiiiiiiiiiiiceem e 25,936 28,904 79,326 82,713
Total refined products sales ...........ooocvieciiiimiiiiieeeeen. 29,697 32,714 89,594 93,199
Refined products purchased in RusSia............ccccvvvvvvmns 427 358 1,218 1,135
Refined products purchased internationally.................... 13,633 17,616 45,722 51,387
Total refined products purchased...............cccccoeuuuven..... 14,060 17,974 46,940 52,522

In the nine months of 2016, in line with the stggtéo 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 suiizethas follows:

39 quarter of 9 months of
201¢€ 2015 201¢ 2015
(thousands of tonnes)
Exports of crude oil to Customs Union.........ccccceveeeennn. 582 957 2,53¢ 2,892
Exports of crude oil beyond Customs Unian................. 6,41¢ 6,589 22,29: 22,950
Total crude Oil EXPOrtS ........cevieeeviiieiiitimncivreeeee e e 6,99¢ 7,546 24,82 25,842
Exports of refined productS................ceeveeeiiiiiceiieannnnnnns, 4,44¢ 5,215 13,81« 15,618

In the nine months of 2016, the volume of our crodeexports from Russia decreased by 3.9%, and we
exported 40.5% of our domestic crude oil productftre same as in the nine months of 2015) and
326 thousand tonnes of crude oil purchased fronaffiliates and third parties (1,200 thousand tanime

the nine months of 2015). The decrease in crudexgbrts was a result of lower domestic production.
The volume of our refined products exports decredsell.6% compared to the nine months of 2015 due
to higher domestic sales volumes driven by favaraletbacks and decreased refining volumes.

Substantially, we use the Transneft infrastructorexport our crude oil. Nevertheless, during thiedt
quarter and nine months of 2016, we exported 2,0@6isand tonnes and 6,117 thousand tonnes,
respectively, through our own infrastructure (1,98Gusand tonnes and 5,626 thousand tonnes diméng t
third quarter and nine months of 2015). All théumoe of crude oil exported that bypassed Transma$t
routed beyond the Customs Union.
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In the nine months of 2016, the Company exporte@ dusand tonnes of light crude oil through the

Eastern Siberia — Pacific Ocean pipeline compaweti 165 thousand tonnes in the nine months of 2015.
This allowed us to preserve the premium qualitycafde oil and thus enabled us to achieve higher
netbacks compared to exports to traditional Westaarkets.

During the third quarter of 2016, our revenue frerport of crude oil and refined products from Rassi
both to Group companies and third parties amouttté81 billion RUB and 99 billion RUB, respectively
(150 billion RUB for crude oil and 111 billion RUBr refined products in the third quarter of 2015).
During the nine months of 2016, our revenue frormpaekof crude oil and refined products from Russia
both to Group companies and third parties amouritedt38 billion RUB and 285 billion RUB,
respectively (545 billion RUB for crude oil and 3b0lion RUB for refined products in the nine mosath
of 2015).

Priority supply channels. We develop our priority supply channels aimingratréasing our margin on
sale of refined products produced by the Group.

We own petrol stations in more than 18 countriesstvbf our stations are located close to our refise
During the nine months of 2016, we sold 7.2 millimmmnes of motor fuels via our domestic retail
network, or approximately 47% of our domestic mdtai production, that represents an increase@ol.
against the same period of 2015. Compared to the mionths of 2015, our domestic sales volumes of
premium ECTO branded motor fuels increased by 33%.

During the nine months of 2016, retail sales owtdtilissia decreased to 3.1 million tonnes, or b%68.7
mostly as a result of divestment of our retail rezteg in Poland and the Baltic states. At the same,t
ECTO branded sales volumes outside Russia incrénsgti%.

We supply jet fuel to airports in and outside Ras$during the nine months of 2016, jet fuel sales
volumes amounted to 2.1 million tonnes, which ifne with the nine months of 2015.

We supply bunker fuel to sea and river ports insRusDuring the nine months of 2016, these sales
increased by 29% to 2.3 million tonnes as a resultxpansion of our market share on the Black and
Baltic seas and launch of new premium products.

We produce motor oils at our refineries in Rusgid andertake motor oil blending and packaging in
Russia and abroad. We focus at premium brandedrraotb industrial oils that sales volumes increased
by 30%.

Power generation. In power generation sector, we established a oadli integrated chain from
generation to transportation and sale of powertagat for third party customers (commercial genergti
and own consumption. We own commercial generatamilifies in the Southern regions of European
Russia. We also own renewable energy capacity issi@uand abroad. Our total output of commercial
electrical energy was 12.9 billion kW-h in the nimenth of 2016, an increase of 2.3% compared to the
nine months of 2015, and our total output of conuatiheat energy was approximately 8.5 million Gcal
or 3.0% less than in the nine months of 2015.
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Three and nine months ended 30 September 2016 comed to three and nine
months ended 30 September 2015

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

39 quarter of 9 months of
2016 2015 2016 2015
(millions of rubles)
Revenues
Sales (including excise and export tariffs) ..ccccecooovvvveeviennn. 1,309,488 1,464,053 3,826,121 4,381,324
Costs and other deductions
Operating EXPENSES .....ccuvrvriiiieeee e e eieereeeeeasirrrreraee e e e s snaeeas (112,133) (116,833) (339,086) (328,342)
Cost of purchased crude oil, gas and products.................... (654,871) (733,220)(1,869,901) (2,210,925)
Transportation EeXPENSES .......ooouuueriiiieaacmemeeeeeeeaee e e aneeeeeeas (71,169) (71,371) (235,533) (218,533)
Selling, general and administrative expenses...................... (52,658) (40,838) (145,783) (122,051)
Depreciation, depletion and amortization ... ............ (74,790) (100,061) (230,746) (265,582)
Taxes other than INCOME taXes ............ e e eeevieeeeeaeaenaens (122,245)  (134,256) (324,522) (405,310)
Excise and export tariffS ...........ccovvviiccec e, (129,440) (145,685) (358,209) (442,143)
EXPlOration EXPENSES .......cccuvvvriieee e e e e e e e e e e e (1,082) (8,819) (5,634) (23,602)
Profit from operating activities............cccoceeeiiiiiiiiimeieeeeens 91,100 112,970 316,707 364,836
FINANCE INCOME ....ooiiiiiiie et 3,778 4,210 11,120 12,777
FINANCE COSES. ...t (11,949) (11,667) (33,418) (34,153)
Equity share in income of affiliates .........ceemmeicviiiicniinnnnnn, 198 2,131 5,976 8,606
Foreign exchange (10SS) gain ...........cooovvvverieeieeeeeeseeieinen, (10,207) 83,762  (84,530) 60,283
Other iINCOME (EXPENSES) ..ceieeiiiiiiiiieiieeeemmm e ieeieeeeaa e e e eaees 2,872 36,542 (4,676) 27,986
Profit before iNnCOmMe taxes........cccovvvviiiiiiiieeiiieee e 75,792 227,948 211,179 440,335
CUIreNt INCOME TAXES ...veiiieeeei ittt e e oo eneeeeeeaaaeeammms (19,389) (33,843) (47,048) (76,177)
Deferred iINCOME TAXES ... ..uvvviiiiieeee e evee e e e e e e e s sniaeee e (1,300) (5,508) (3,364) (6,866)
Total INCOME taX EXPENSE ....cevireeiiiiiiiiiieeeenieeee e e e e (20,689) (39,351) (50,412) (83,043)
Profit for the Period............coooiiviiiiiiieeeee e 55,103 188,597 160,767 357,292
Profit for the period attributable to non-contmodjiinterests..... (300) (204) (572) (1,120)
Profit for the period attributable to PJISC LUKOIL
Shareholders ... 54,803 188,393 160,195 356,172
Earning per share of common stock attributable
to PJSC LUKOIL shareholders (in Russian rubles):
BASIC ..o e e 76.87 264.25 224.70 499.59
DIlULEA e 76.87 264.25 224.70 492.85

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

Sales breakdown 39 quarter of 9 months 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 306,259 232,523 864,501 888,478
Export and sales to Customs Union ..........cccceeeuvvviinnenneee. 8,411 9,409 36,179 37,508
DOMESLIC SAIES ....eeiieeieeeee e 31,177 39,147 75,921 114,379

345,847 281,079 976,601 1,040,365
Cost compensation and remuneration at the West urna
010 [=Tox SO PPPRPRR 12,277 55,925 59,673 142,872

358,124 337,004 1,036,274 1,183,237

Refined products
Export and sales on international markets

WHOIESAIE........coviviieeeieeiiiiieeeeee e e ee e 602,555 774,774 1,818,216 2,240,579
RELAI ....cevvriiiiiiiiii e e e e e e e 74,704 90,515 224,678 245,140
Domestic sales
WHOIESAIE.......coeiiieieeeeeeeeeee e eeee e 76,760 64,453 181,126 178,472
RELAI ....cevviiiieiiiiiii s e e e e e e e 107,041 100,622 278,961 266,799
861,060 1,030,364 2,502,981 2,930,990
Petrochemicals
Export and sales on international markets . .........cc.vvv... 7,915 10,782 26,877 27,871
DOMESLIC SAIES ......ceeveviieveeiiieevieie v eeeneer v eenseraenes 10,521 9,330 28,615 18,724

18,436 20,112 55,492 46,595

Gas and gas products
Export and sales on international markets . .........cc.vvv... 18,824 23,691 63,109 72,550
DOMESEIC SAIES ...eeiiiiiiiiiiiiiiie st 8,242 9,483 26,062 28,314
27,066 33,174 89,171 100,864

Sales of energy and related services

Sales on international markets ... 3,859 4,294 10,384 8,503
DOMESLIC SAIES ...cveiieeieiee e e 12,268 11,521 42,946 40,941
16,127 15,815 53,330 49,444
Other
Sales on international markets ...........ccoceeeeeivinniiie e, 16,059 16,092 53,361 40,074
DOMESLIC SAIES ...cveieeieeeee e 12,616 11,492 35,512 30,120
28,675 27,584 88,873 70,194
TOtAl SAIES .. 1,309,488 1,464,053 3,826,121 4,381,324
Sales volumes 39 quarter of 9 months of
2016 2015 2016 2015
(thousands of tonnes)
Crude oil
Export and sales on international markets other Giastoms
L6101 o] o H PO TP OPPRPTPPPRN 15,150 10,559 45,469 39,303
Export and sales to Customs Union ..........cccceeeevvvvvimnnennee. 577 648 2,509 2,424
DOMESLIC SAIES ...cvnieeieeee e 2,357 3,087 5,824 8,245

18,084 14,294 53,802 49,972
Crude oil volumes related to cost compensation and
remuneration at the West Qurna-2 project....ee...c.ccvvve.n. 967 3,146 4,477 7,558

19,051 17,440 58,279 57,530

Refined products
Export and sales on international markets

WhOIESAIE.......uuiiiiiiec it 22,589 26,234 70,810 75,253

RETAI ...ueeiiee et 1,046 1,183 3,067 3,358
Domestic sales

WhOIESAlE.......uviiiiiiei e 3,347 2,670 8,516 7,460

RETAI ...eeeiiee e 2,715 2,627 7,201 7,128

29,697 32,714 89,594 93,199

Total sales volume of crude oil and refined products............ 48,748 50,154 147,873 150,729
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Realized average sales prices "“Fuarter of 9 months of

2016 2015 2016 2015
Average realized price international
Crude oil (beyond Customs Union)... (RUB/barrel) 2,758 3,004 2,594 3,084
Crude oil (Customs Union)................ (RUB/barrel) 1,989 1,984 1,967 2,111
Refined products
Wholesale ........cocoeviiiiieniieeee, (RUB/tonne) 26,675 29,534 25,677 29,774
Retail......cccevveeeeeiiiiiiieieeeeieieee e (RUB/tonne) 71,419 76,513 73,257 73,002
Crude oil (beyond Customs Union)...  ($/barrel) 42.68 47.70 37.94 52.03
Crude oil (Customs Union)................ ($/barrel) 30.77 31.50 28.77 35.62
Refined products
Wholesale .......cccooeiiiiiiiiiiiicee ($/tonne) 412.76 468.96 375.58 502.28
Retail.......cooveeriiiieieeec e ($/tonne) 1,105.13 1,21491 1,071.53 1,231.52
Average realized price within Russia
Crude Ol ....covveiiiiiiee e (RUB/barrel) 1,805 1,730 1,778 1,893
Refined products
Wholesale .......ccccceeeeiiiiiiiiiieeeeen, (RUB/tonne) 22,934 24,143 21,269 23,925
Retall........coovveviiiiiiiiiieaciee (RUB/tonne) 39,426 38,293 38,739 37,428

During the third quarter of 2016, our revenues eased by 155 billion RUB, or by 10.6%, compared to
the third quarter of 2015. Our revenues from croitlsales increased by 21 billion RUB, or by 6.3%%d
our revenues from sales of refined products deeckbyg 169 billion RUB, or by 16.4%.

During the nine months of 2016, our revenues dsedy 555 billion RUB, or by 12.7%, compared to
the nine months of 2015. Our revenues from crutieadés decreased by 147 billion RUB, or by 12.4%,
and our revenues from sales of refined productsedsed by 428 hillion RUB, or by 14.6%.

The main reason for the decrease in revenue wadeitrease in international hydrocarbon prices ds we
as the decrease in refined products trading voluihleat was partially compensated for by the eftdct
ruble devaluation on our revenues denominatedheraturrencies.

Sales of crude oil

Our international crude oil sales revenue incredse@®1.7%, or by 74 billion RUB, and decreased by
2.7%, or by 24 billion RUB, compared to the thingagter and the nine months of 2015, respectively. O
international sales volumes (beyond the Customsf)nincreased by 4,591 thousand tonnes, or by
43.5%, in the third quarter of 2016, and by 6,166usand tonnes, or by 15.7%, in the nine months of
2016, mainly due to higher volumes of crude oitling. Our average international ruble realized gwic
decreased by 8.2% and 15.9% compared to the thadar and the nine months of 2015, respectively.

Our realized domestic crude oil sales price in@dasy 4.3% compared to the third quarter of 201 an
decreased by 6.1% compared to the nine months1d,2@hile our domestic sales volumes decreased by
730 thousand tonnes, or by 23.6%, and by 2,421sdrmailitonnes, or by 29.4%, respectively, followimg t
decrease in production in Russia. As a consequéntiee third quarter and the nine months of 2Q18,
domestic sales revenue decreased by 20.4%, orbiffidch RUB, and by 33.6%, or by 38 billion RUB,
respectively.

Cost compensation and remuneration at the West &8rproject

Included in Group’s revenue is the cost compensadiod remuneration fee related to the West Qurna-2
project in Iraqg that decreased by 44 billion RUBI &y 83 billion RUB compared to the third quartada
the nine months of 2015, respectively. The voluroésrude oil, related to cost compensation and
remuneration fee, also significantly decreasedhé¢oaréspective periods of 2015. For details sed p. 1

Sales of refined products

Compared to the third quarter and the nine monfh20&5, our revenue from the wholesale of refined
products outside Russia decreased by 172 billio8 Rt by 22.2%, and by 422 billion RUB, or by
18.9%, respectively, that was both price and volairieen. During the third quarter of 2016, our doll
and ruble realized prices decreased by 12.0% at%,3espectively, and during the nine months of&201
they decreased by 25.2% and 13.8%, respectiveljnp@ced to the third quarter and the nine months of
2015, our sales volumes decreased by 13.9% and, 5e8¢ectively, largely as a result of the decréase
volumes of trading.
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During the third quarter and the nine months of &0dur dollar realized retail prices outside Russia
decreased by 9.0% and 13.0%, respectively, whileuhle realized prices decreased by 6.7% in thid th
quarter of 2016 and increased by 0.3% in the niaeths of 2016. Our sales volumes decreased by 11.6%
and 8.7% as a consequence of sale of our retailonkes in Eastern Europe. As a result, our inteomsi
retail revenue decreased by 16 billion RUB, or By%, and by 20 billion RUB, or by 8.3%, compared t
the third quarter and the nine months of 2015, aetigely.

During the third quarter and the nine months of@Qdur revenue from the wholesale of refined présluc
on the domestic market increased by 19.1%, or byillibn RUB, and by 1.5%, or by 3 billion RUB,
respectively. Our realized prices decreased by 208611.1%, but our sales volumes increased by25.4
and 14.2% in the third quarter and the nine moaftZ)16.

During the third quarter and the nine months of @0dur revenue from refined products retail sates i

Russia increased by 6 billion RUB, or by 6.4%, &yd12 billion RUB, or by 4.6%, respectively. Our

average domestic retail prices increased by 3.0863aB%, while our retail volumes increased by 3.3%
and 1.0%, respectively.

Sales of petrochemical products

In the third quarter of 2016, our revenue from saepetrochemical products decreased by 2 bilatB,

or by 8.3%, due to both decrease in prices andwed) compared to the third quarter of 2015. Inihe
months of 2016 this revenue increased by 9 bilRiB, or by 19.1%, largely due to the increase in
domestic output against the background of low pectida as a consequence of a fire at our plant én th
Stavropol region of Russia at the end of the fitgarter of 2014. Production at the plant was resuime
early April 2015.

Sales of gas and gas products

Compared to the third quarter and the nine monthg045, sales of gas and gas refined products
decreased by 6 billion RUB, or by 18.4%, and bybiliion RUB, or by 11.6%, respectively, mainly as a
result of the decrease in sales prices.

Natural gas sales revenue decreased by 3 billioB,Rld by 17.6%, in the third quarter of 2016 and by
6 billion RUB, or by 11.0%, in the nine months @f15.

Gas products revenue decreased by 3 billion RUByyol9.2%, and by 6 billion RUB, or by 12.3%,
compared to the third quarter and the nine mont2 b5, respectively.

Sales of energy and related services

During the third quarter of 2016, or revenue froates of energy and related services didn’t change
significantly against the same quarter of 2015tHa nine months of 2016, this revenue increased by
4 billion RUB, or by 7.9%. In Russia, the increasas 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 Rass

in March 2015. Our international revenue increaasdh result of the increase in volumes of elegyrici
sales in Sicily, Italy.

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 third quarter and the nine months of @0®venue from other sales increased by 1 billion
RUB, or by 4.0%, and by 19 billion RUB, or by 26.68éspectively. The non-petrol revenue of our fetai
network remained nearly flat to the third quartér2615, but increased by 2 billion RUB, or by 9.5%,
compared to the nine months of 2015. Our revenum transportation services was also flat to thedthi
quarter of 2015, but increased by 5 billion RUB,bgr47.1%, compared to the nine months of 2015. In
the third quarter and the nine months of 2016, ailner sales also included revenue from sales of
diamonds in the amount of 4 billion RUB and 15ibill RUB, respectively (3 billion RUB and 7 billion
RUB in the third quarter and the nine months of®01
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Operating expenses

Operating expenses include the following:

34 quarter of 9 months of
2016 2015 2016 2015
(millions of rubles)
Hydrocarbon extraction expen§és ..................................... 45,22¢ 43,80( 134,28 123,842
Extraction expenses at the West Qurna-2 field................. 6,741 11,27: 25,35 35,209
OWN refiNiNg EXPENSES .....vvviiieiiiiiiit e e et e e e e 21,10: 24,78¢ 66,35¢ 67,958
Refining expenses at third parties refineries..................... 18t 914 60¢€ 1,992
Expenses for crude oil transportation to refineries............ 11,22¢ 11,357 34,457 31,477
Power generation and distribution expenses.................. 10,18¢ 8,80¢ 2907t 27,437
Petrochemical eXpenses ..........cuuvveeiimeeee s 3,097 3,07t 9,69¢ 7,868

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

14,36 12,82« 39,25¢ 32,559
112,13¢ 116,83: 339,08t 328,342

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 third quarter of 2015, our opegatirpenses decreased by 5 billion RUB, or by 4.0%,
largely as a result of the decrease in extractiqrerses at the West Qurna-2 field.

Compared to the nine months of 2015, our operatkpgnses increased by 11 billion RUB, or by 3.3%, i
the nine months of 2016, largely as a result datidn in Russia and the effect of the ruble deatdin on
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 reservoirgglfand electricity costs, cost of extraction ofunal gas
liquids, property insurance of extraction equipmemd other similar costs.

In the third quarter and the nine months of 2018, extraction expenses increased by 1 billion ROB,
by 3.3%, and by 10 billion RUB, or by 8.4%, respealy.

Our average hydrocarbon extraction expenses iredefiem 231 RUB per BOE in the third quarter of
2015 to 248 RUB per BOE in the third quarter of 0dr by 7.4%, and from 217 RUB per BOE in the
nine months of 2015 to 242 RUB per BOE in the mmanths of 2016, or by 11.5%. In Russia, average
hydrocarbon extraction expenses increased by 1102248 RUB per BOE in the third quarter of 2016
and by 12.7% to 239 RUB per BOE in the nine moath2016. Our domestic expenses increased driven
by higher costs of materials and services and #hifrds more cost-intensive projects benefitirggrir
tax exemptions.

Crude oil extraction expenses at the West Qurniai@ f

Crude oil extraction expenses at the West Qurnigid fepresent expenses related to 100% production
from the field, while we are only eligible for aak of production that compensates our historically
incurred costs and expenses. For details see p. 11.

The decrease in expenses both to the third quamtbthe nine months of 2015 was a result of congplet
of commissioning stage of the field development andsecutive decrease in personnel involved and
associated transportation, security and otheregls¢rvices provided.

Own refining expense

Our own refining expenses decreased by 4 billioBBR&F by 14.9%, during the third quarter of 20116d a
by 2 billion RUB, or by 2.4%, in the nine months26f16.

Refining expenses at our domestic refineries dseckay 13.8%, or by 2 billion RUB, in the third gies
of 2016 that was largely a result of consumptioraddlitives of own production due to upgrades at our
refineries, and increased by 1.8%, or by 1 billRIiB, in the nine months of 2016.
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Refining expenses at our refineries outside Rubstaeased by 2 billion RUB, or by 15.9%, compared t
the third quarter of 2015 and by 2 billion RUB,lyr 5.9%, compared to the nine months of 2015, large
due to lower overhaul expenses.

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.

Our expenses for crude oil transportation to refasedidn’'t change significantly, compared to thed
quarter of 2015, and increased by 3 billion RUB,bgr9.5%, compared to the nine months of 2015,
largely as a result of the increase in transpamatariffs, international refining volumes and #féect of
the ruble devaluation.

Petrochemical expenses

In the third quarter of 2016, operating expenseswfpetrochemical plants didn’t change signifitant
and in the nine months of 2016 they increased llldn RUB, or by 23.3%, 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, coststber
services provided and goods sold by our productimh marketing companies, and of non-core businesses
of the Group.

In the third quarter and the nine months of 201Beooperating expenses increased by 2 billion R&B,
by 12.0%, and by 7 billion RUB, or by 20.6%, respesty, largely as a result of the increased cdst o
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 productsimsed
for trading or refining, gas and fuel oil to supplyr power generation entities and the result dghey of
crude oil and refined products sales.

In the third quarter and the nine months of 201@ tost of purchased crude oil, gas and products
decreased by 78 billion RUB, or by 10.7%, and b¥ Bdlion RUB, or by 15.4%, respectively, following
the decrease in hydrocarbon prices and refinedustedrading volumes. Crude oil purchases in tivel th
quarter and the nine months of 2016 also includedbilion RUB and 119 billion RUB related to
2,593 thousand tonnes and 7,736 thousand tonnesngfensation crude oil received from Iraq's state-
owned South Oil Company within the West Qurna-Jgui respectively (37 billion RUB and 132 billion
RUB related to 2,240 thousand tonnes and 7,009s#mlitonnes of compensation crude oil in the third
quarter and the nine months of 2015).

In the third quarter of 2016, we recognized a 3idml RUB net gain from hedging, compared to a
56 billion RUB net gain in the third quarter of Z01n the nine months of 2016, we recognized a
32 hillion RUB net loss from hedging, compared t80abillion RUB net gain in the nine months of 2015
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Transportation expenses

39 quarter of 9 months of
2016 2015 2016 2015
(millions of rubles)

Crude oil transportation eXPenSEeS.............uwmeeerreeeemmernnee. 20,290 20,063 69,907 66,145
- INRUSSIA...cveeeeiiiieee e 10,044 11,002 36,983 38,070
- outside Russia 10,246 9,061 32,924 28,075

Refined products transportation expenses.............ccce....... 42,964 46,576 144,156 138,661
SN RUSSIA ...t e 18,368 18,633 60,609 58,411
- OULSIAE RUSSIA.....eeeeeiiiiiee et scmeeme e e eemee e 24,596 27,943 83,547 80,250
Other transportation eXPENSES .......c.cuveeeiiceeeeeeeeeiiiieaeaaenn 7,915 4,732 21,470 13,727
LT {0 T T SR 4,069 1,551 11,268 6,482
- OULSIAE RUSSIB.....eeeiiiiiiiieiiiiie e cceemm e 3,846 3,181 10,202 7,245
Total transportation EXPENSES ...........cccuvvvueeerviriereeaaeaainnns 71,169 71,371 235,533 218,533

Our transportation expenses didn't change signiflgain the third quarter of 2016 and increased by
17 billion RUB, or by 7.8%, in the nine months @f5.

Our expenses for transportation of crude oil indRuslecreased by 8.7% to the third quarter of 204b
by 2.9% to the nine months of 2015 mostly due ® dbcrease in exports volumes. Outside of Russia,
increase in crude oil transportation expenses wasrdprimarily by the effect of the ruble devaloat

Our domestic expenses for transportation of refipediucts were almost flat to the third quarte2015,
but increased by 3.8% against the nine months @623 a result of the increase in tariffs. Outgitle
Russia, the decrease compared to the third quaft8015 was due to lower volumes of trading and
production and the increase compared to the ninattmoof 2015 was mainly a result of the ruble
devaluation.

Other transportation expenses were mostly repredeny 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 Caspfea. Internationally, the increase that resultedhfr
higher transportation volumes as a result of theeiase in gas production was amplified by the ruble
devaluation.

Selling, general and administrative expenses

Selling, general and administrative expenses imclgayroll costs (excluding extraction entities’,
refineries’ and power generation entities’ produgtistaff costs), insurance costs (except for ptgper
insurance related to extraction and refinery eqeipthh) 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 expensegeased by 12 billion RUB, or by 28.9%, in the dhir
quarter of 2016, and by 24 billion RUB, or by 19.4# the nine months of 2016. In Russia, expenses
increased by 10 billion RUB, or by 46.7%, in thédhquarter of 2016 and by 16 billion RUB, or by
26.4%, in the nine months of 2016 as a result @fation and higher accruals within share-based
management compensation program. Internationally,eapenses outside Russia increased by 2 billion
RUB, or by 10.4%, to the third quarter of 2015 &ygas a result of the increase in provision foulatéul
debts and by 7 billion RUB, or by 12.1%, comparedhe nine months of 2015, largely as a resulhef t
effect of the ruble devaluation on the expenseasuoforeign subsidiaries.

Depreciation, depletion and amortization

Our depreciation, depletion and amortization expendecreased by 25 billion RUB, or by 25.3%,
compared to the third quarter of 2015, and by 3®hbiRUB, or by 13.1%, compared to the nine months
of 2015. The effect of the increase in the deptiriarate of upstream assets following the decréase
hydrocarbon proved reserves was offset by the deeref expenses related to the West Qurna-2 project
Our depreciation, depletion and amortization expsrfer the third quarter of 2016 and 2015 included
3 billion RUB and 42 billion RUB, respectively, atéd to the West Qurna-2 field. In the nine momths
2016 and 2015, those expenses amounted to 27nbRIgB and 100 billion RUB, respectively. Other
international subsidiaries’ depreciation, depleteord amortization expenses increased as a restlieof
effect of the 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 margenh Kazakhstan. Currently, our largest affilgtze
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 byll®bhiRUB, or by 90.7%, compared to the third geart
of 2015 and by 3 billion RUB, or by 30.6%, compatedhe nine months of 2015, largely as a result of
decrease in profits of our affiliates in Kazakhstan

Taxes other than income taxes

39 quarter of 9 months of
2016 2015 2016 2015
(millions of rubles)

In Russia
Mineral extraction taxesS...........cooevviiiccccemvvvvvrrrnins 108,073 120,539 282,884 365,908
Social security taxes and contributions 5,895 5,453 17,730 16,303
PrOPEItY taX ... .uuveeeeeiiiiaie e e 4,820 4,743 14,086 13,475
(O] g1 g 7= N (U 961 727 2,058 1,829
TOtAl IN RUSSIA..c.uvvveriririiiiiiiiiis i e e e e e ee e e ee e e e e e ee e eeeeees 119,749 131,462 316,758 397,515
International
Social security taxes and contributions .....ccccce.vvvveiiieiinnnee. 1,410 1,477 4,569 4,271
PrOPEILY taX . .uvvuverernreiiiiiiinesssss s e cevevevennenes 305 651 869 1,400
(@)1 41T =D (ST 781 666 2,326 2,124
Total internationally ..........cccuvvieiiieeiiiiimmee e 2,496 2,794 7,764 7,795
L0 122,245 134,256 324,522 405,310

Our taxes other than income taxes decreased billita IRUB, or by 8.9%, compared to the third queaurt
of 2015 and by 81 billion RUB, or by 19.9%, compmhite the nine months of 2015. This was largely
driven by the decrease in the mineral extractiarrdge in Russia.

The following table summarizes data on applicabémeduced and zero mineral extraction tax rates fo
crude oil produced in Russia (excluding V. Filargveld).

39 quarter of 9 months of
2016 2015 2016 2015
(millions of rubles)

Decrease in extraction taxes from application dioed and
b= (O T = (=1 14,760 19,116 39,710 54,805

(thousands of tonnes)
Volume of production subject to:

p= (0 I = L0 PP 261 209 730 590

reduced rates (tax holidays for specific regiors laigh

VISCOSILY Oll) ..eeeeiieeeiee ettt e 1,148 1,555 3,513 4,692

reduced rates (depleted fields)..........cccveeeeeeiiicece i, 3,534 3,730 10,731 11,256

reduced rates (Other).........cceeeiiiiiiiiceec e 894 677 2,601 1,788
Total volume of production subject to reduced or zeo rates..... 5,837 6,171 17,575 18,326
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Excise and export tariffs

3 quarter of 9 months of
2016 2015 2016 2015
(millions of rubles)
In Russia
Excise tax on refined products .............cowmeeeeereeeennieee e 28,316 14,541 68,498 404
Crude oilexport tariffs 33,916 48,728 96,280 168,55:
Refined productsxport tariffs............ccccceiiiiiiiis 15,201 28,661 39,887 92,83¢
TOtal IN RUSSIA....eeiiiiiiiei i ene e 77,433 91,930 204,665 301,600
International
Excise tax and sales taxes on refined products................... 51,877 52,984 153,194 1381
Crude 0ileXPOort tariffS .........ooovrrieeeiriiee e 16 9 37 37
Refined productsxport tariffs............ccccceeiiiiiiiiinieieee e, 114 762 313 1,76
Total internationally ..........coocoviiiiiiiiei i 52,007 53,755 153,544  140,54:
TOMAD et e 129,440 145,685 358,209 442,143

In the third quarter and the nine months of 20kpoet tariffs decreased by 29 billion RUB, or by.(%,

and by 127 billion RUB, or by 48.1%, respectivalye to the sharp decrease in export duty ratesrfmle

oil and refined products in Russia amplified by texrease in export volumes. Compared to the third
quarter and the nine months of 2015, the volumeratle oil export beyond the Customs Union
decreased by 2.7% and 2.9% and the volumes ofeffireed products exports decreased by 14.8% and
11.6%, respectively. The increase in excise taxpgps in Russia was driven by increase in ratedg wh
international excise expenses increased due tabie devaluation.

Foreign exchange loss

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

During the third quarter of 2016, US dollar exchangte declined insignificantly that resulted ifoeeign
exchange loss of 10 billion RUB. Sharp increas&$ dollar exchange rate during the third quarter of
2015 resulted in an 84 hillion foreign exchangengaithe period.

During the nine months of 2016, US dollar exchangie decreased from 72.88 rubles per dollar to
63.16 rubles per dollar that resulted in an 85dmlRUB foreign exchange loss. During the nine rhent
of 2015, US dollar exchange rate increased fror@a@eéubles per dollar to 66.24 rubles per dollathat
resulted in a 60 billion RUB foreign exchange gain.

Other income (expenses)

Other expenses include the financial effects ofdlsposal of assets, impairment losses, extraargina
gains and losses, revisions of estimates and atireoperating gains and losses.

In the third quarter of 2015, other expenses ineflidoreign exchange gain reclassified from other
comprehensive income after the sale of Caspianstment Resources Ltd. in the amount of 37 billion
RUB.

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 third quarter of 2016, our total income &pense decreased by 19 billion RUB, or by 47.4%,
compared to the third quarter of 2015. At the samme, our profit before income tax decreased by
152 billion RUB, or by 66.8%.

In the nine months of 2016, our total income tapemse decreased by 33 billion RUB, or by 39.3%,
compared to the nine months of 2015. At the samme,tiour profit before income tax decreased by
229 billion RUB, or by 52.0%.

In the third quarter of 2016, our effective incotaa rate was 27.3%, compared to 17.3% in the third
quarter of 2015, that was a result of an accruadafitional income taxes on prior period incomexted

to our international operations. In the nine mormfi2016, our effective income tax rate was 23.9%,
compared to 18.9% in the nine months of 2015.
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Liquidity and capital resources
9 months of
2016 2015
(millions of rubles)

Net cash provided by operating aCtiVIities .. e .cuueveeieeeeeeiiiiiiiieiee e 557,879 617,667

Net cash used in investing activities (367,186) (365,201)
Net cash used in financing activities (64,087) (155,899)

Operating activities

Our primary source of cash flow is funds generditech our operations. In the nine months of 2018hca
generated from operations decreased by 60 billioh8,Ror by 9.7%, compared to the nine months of
2015, mainly as a result of the decrease in profit.

Investing activities

In the nine months of 2016, the amount of cash us@uvesting activities increased by 2 billion RU&

by 0.5%. In the third quarter of 2015 we receiv@dbillion RUB from the sale of our share in Caspian
Investment Resources Ltd. and some other equiijas#s. At the same time, we significantly deceszhs
our capital expenditures in 2016.

In the nine months of 2016, our capital expendgwlecreased by 89 billion RUB, or by 19.9%.

39 quarter of 9 months of
2016 2015 2016 2015
(millions of rubles)

Capital expenditures
Exploration and production

Western Siberia.........ccoocviviiiiiii e 26,038 22,364 86,214 84,139
Timan-Pechora.........ccccvveviiee e 15,295 23,012 60,830 61,954
L8] U Yo [To o SR 6,695 7,737 18,684 22,529
RV 0] [0 = =T [ o PSR 19,237 13,750 39,936 36,903
Other iN RUSSIA.......cuviiiiiieiiiiiiieieeeee e eee 1,723 2,007 4,605 7,470
Total iN RUSSIA ......vvviiiiiiie e e e eeeaeeee s 68,988 68,870 210,269 212,995
1T [P 3,910 13,996 15,606 35,418
Other outside RUSSIA ..........cccvvviiiiiimeeeee e 31,889 37,030 87,056 114,090
Total outSide RUSSIA ......ccviiieeiiiiiiiii e eiines 35,799 51,026 102,662 149,508
Total exploration and production .............ccccceeeeeiiivicnneeenn. 104,787 119,896 312,931 362,503
Refining, marketing and distribution
RUSSIA . .1tviiiiiiec et 10,619 16,887 35,258 60,420
International 4,542 4,120 12,077 20,084
Total refining, marketing and distribution ......................... 15,161 21,007 47,335 80,504
Corporate and other
RUSSIA . 1uviiiiiee ittt 534 1,218 1,226 2,715
International ...........ccveviiiii e 133 541 570 1,784
Total corporate and other ............cccooiieeiimiiiee e, 667 1,759 1,796 4,499
Total capital expenditures, including non-cash
transactions...........ccccvvveveeeeeen. 120,615 142,662 362,062 447,506
Non-cash transactions (11,887) 454 (4,670) (1,537)
Total capital eXpenditures ...........ooeeeeeviceeee e, 108,728 143,116 357,392 445,969

In the nine months of 2016, our capital expendgunethe exploration and production segment deexkas
by 50 billion RUB, or by 13.7%. The decrease wagdly in 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 ousiRugefineries. The decrease in the international
segment was a result of completion of the constmodf 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.

39 quarter of 9 months of
201¢ 201t 201¢ 2015
(millions of rubles)
Western Siberia (Pyakyakhinskoye field) .....ccccceoieeieneanne. 6,102 5,078 19,435 22,162
Caspian region (Projects in RUSSIa)..........ccceaemeeeeeirrveeenn. 17,451 11,525 33,931 29,518
Timan-Pechor@yaregkoye field) ..........ccccovviviiiiicmeennnen. 5,081 6,374 17,153 12,247
1= Lo OO OO P RPPUURTOPPPOPPRPY 3,910 13,996 15,606 35,418
UZDEKISTAN ...eeiiiiiiiiieiie et 23,640 15,128 49,916 42,688
ROMANIA .....cviiiiiiiii e e 168 5,553 828 17,274
CaAMEIOO0N .....iiiiiiiii e e 855 60 1,114 8,094
TOLAL e 57,207 57,714 137,983 167,401

Financing activities

In the nine months of 2016, net movements of stesrtr and long-term debt generated an inflow of
97 billion RUB, compared to an outflow of 19 bilidRUB in the nine months of 2015.

In November 2016, a Group company issued non-ctibleebonds totaling $1 billion (63.2 billion RUB).
The bonds were placed with a maturity of 10 yeard a coupon yield of 4.750% per annum. The
proceeds will be used for general corporate puygs@narily on refinancing of existing debt.

In November 2016, within the development of Gigsanject in Uzbekistan, a Group company received a
loan totaling $500 million (31.6 billion RUB) from consortium of commercial banks with a maturity of
years bearing an interest rate of three months REB@is 3.0% per annum.
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