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Independent Accountants’ Report

The Board of Directors
OAO LUKOIL:

We have reviewed the accompanying consolidated nbalasheet of OAO LUKOIL
and subsidiaries as of June 30, 2012, the relatedotidated statements of comprehensive
income for the three-month and six-month perioddeenJune 30, 2012 and 2011, and the
related consolidated statements of stockholdensiteqnd cash flows for the six-month periods
ended June 30, 2012 and 2011. This interim findnofarmation is the responsibility of the
Company’s management.

We conducted our reviews in accordance with statsdastablished by the American Institute
of Certified Public Accountants. A review of interifinancial information consists principally
of applying analytical procedures and making inggirof persons responsible for financial and
accounting matters. It is substantially less inpgcthan an audit conducted in accordance with
auditing standards generally accepted in the UrStatkes of America, the objective of which is
the expression of an opinion regarding the findnaf@rmation taken as a whole. Accordingly,
we do not express such an opinion.

Based on our reviews, we are not aware of any iaht@odifications that should be made to
the accompanying interim financial information fimem to be in conformity with accounting
principles generally accepted in the United StafeSmerica.

ZAD  KPME-

ZAO KPMG
Moscow, Russian Federation
August 27, 2012

ZAO KPMG, a company incorporated under the Laws of the Russian
Federation, a subsidiary of KPMG Europe LLP, and a member firm of the
KPMG network of independent member firms affiliated with KPMG
International Cooperative (‘KPMG International”), a Swiss entity.



OAO LUKOIL
Consolidated Balance Sheets
(Millions of US dollars, unless otherwise noted)

As of June
30, 2012 As of December

Note (unaudited) 31, 2011
Assets
Current assets
Cash and cash equivalents 4 3,409 2,753
Short-term investments 233 157
Accounts receivable, r 5 9,129 8,921
Inventories 7,591 7,533
Prepaid taxes and other expenses 2,920 3,219
Other current assets 622 946
Total current assets 23,904 23,529
Investments 6 5,927 5,952
Property, plant and equipment 7,8 59,683 56,803
Deferred income tax assets 618 591
Goodwill and other intangible assets 9 1,305 1,344
Other non-current assets 1,451 2,973
Total assets 92,888 91,192
Liabilities and Equity
Current liabilities
Accounts payable 5,494 5,995
Short-term borrowings and current portion of loegat debt 10 1,797 1,792
Taxes payable 2,260 2,271
Other current liabilities 2,996 1,050
Total current liabilities 12,547 11,108
Long-term debt 11, 14 7,058 7,300
Deferred income tax liabilities 2,852 2,790
Asset retirement obligations 7 2,096 2,120
Other long-term liabilities 467 408
Total liabilities 25,020 23,726
Equity 13
OAO LUKOIL stockholders’ equity
Common stock 15 15
Treasury stock, at cost (5,189) (4,081)
Equity-linked notes (2,500) (980)
Additional paid-in capital 4,846 4,798
Retained earnings 71,023 67,940
Accumulated other comprehensive loss (47) (54)
Total OAO LUKOIL stockholders’ equity 68,148 67,638
Noncontrolling interests (280) (172)
Total equity 67,868 67,466
Total liabilities and equity 92,888 91,192

Q@

Vice-president of
OAO LUKOIL
Fedotov G.S.

o™

=

Acting ViW — Chief accountant of
OAO LUK

Kozyrev |.A.

The accompanying notes are an integral part obthreerim consolidated financial statements.



OAO LUKOIL

Consolidated Statements of Comprehensive Income

(Millions of US dollars, unless otherwise noted)

For the three
months ended
June 30, 2012

For the three
months ended
June 30, 2011

For the six
months ended
June 30, 2012

For the six
months ended
June 30, 2011

Note (unaudited) (unaudited) (unaudited) (unaudited)
Revenues
Sales (including excise and export tariffs) 19 97,3 34,912 67,658 64,538
Costs and other deductions
Operating expenses (2,327) (2,440) (4,542) (4,578)
Cost of purchased crude oil, gas and products (14,416) (15,162) (30,784) (28,007)
Transportation expenses (1,497) (1,653) (3,102) (3,073)
Selling, general and administrative expenses (932) (977) (1,761) (1,802)
Depreciation, depletion and amortization (2,177) (1,149) (2,272) (2,208)
Taxes other than income taxes (3,461) (3,547) (6,939) (6,369)
Excise and export tariffs (6,090) (5,777) (11,667) (10,391)
Exploration expenses (104) (85) (147) (113)
Gain (loss) on disposals and impairments of
assets 175 (157) 166 (160)
Income from operating activities 2,568 3,965 6,610 7,837
Interest expense (160) a77) (321) (350)
Interest and dividend income 66 46 132 91
Equity share in income of affiliates 6 163 173 344 342
Currency translation loss (310) (93) (396) (158)
Other non-operating (expense) income (45) 113 (67) 335
Income before income taxes 2,282 4,027 6,302 8,097
Current income taxes (1,105) (649) (1,592) (980)
Deferred income taxes (68) (165) 52 (473)
Total income tax expense 3 (1,173) (814) (1,540) (1,453)
Net income 1,109 3,213 4,762 6,644
Net (income) loss attributable to
noncontrolling interests (91) 38 45 124
Net income attributable to OAO LUKOIL 1,018 3,251 4807 6,768
Earnings per share of common stock
attributable to OAO LUKOIL (US dollars): 13
Basic 1.34 4.16 6.27 8.66
Diluted 1.32 4.08 6.15 8.48
Other comprehensive income, net of tax:
Defined benefit pension plan:
Prior service cost arising during the period 4 3 7 7
Unrealized gains on securities:
Unrecognized gain on available-for-sale
securities - - - 1
Other comprehensive income 4 3 7 8
Comprehensive income 1,113 3,216 4,769 6,652
Comprehensive (income) loss attributable to
noncontrolling interests (91) 38 45 124
Comprehensive income attributable to
OAO LUKOIL 1,022 3,254 4,814 6,776

The accompanying notes are an integral part obthreerim consolidated financial statements.



OAO LUKOIL

Consolidated Statements of Stockholders’ Equity (usudited)
(Millions of US dollars, unless otherwise noted

Accumulated

Total OAO

Equity- Additional other LUKOIL Noncontrol-
Common Treasury linked paid-in  Retained comprehensive stockholders’ ling Total
stock stock notes capital earnings income (loss) equity interests equity

Six months ended
June 30, 2012
Balance as of
December 31, 2011 15 (4,081) (980) 4,798 67,940 (54) 67,638 (172) 67,466
Net income (loss) - - - - 4,807 - 4,807 (45) 4,762
Other comprehensive
income - - - - - 7 7 - 7
Comprehensive
income (loss) 4,807 7 4,814 (45) 4,769
Dividends on
common stock - - - - (1,724 - (1,724) - (1,724)
Effect of stock
compensation plan - - - 49 - - 49 - 49
Stock purchased - (128) (2,500) - - - (2,628) - (2,628)
Equity-linked notes
conversion - (980) 980 - - - - - -
Changes in
noncontrolling
interests - - - 1) - - Q) (63) (64)
Balance as of
June 30, 2012 15 (5,189) (2,500) 4,846 71,023 47 68,148 (280) 67,868
Six months ended
June 30, 2011
Balance as of
December 31, 2010 15 (3,683) (980) 4,700 59,212 (67) 59,197 411 59,608
Net income (loss) - - - - 6,768 - 6,768 (124) 6,644
Other comprehensive
income - - - - - 8 8 - 8
Comprehensive
income (loss) 6,768 8 6,776 (124) 6,652
Dividends on
common stock - - - - (1,629 - (1,629) - (1,629)
Effect of stock
compensation plan - - - 49 - - 49 - 49
Stock purchased - (54) - - - - (54) - (54)
Changes in
noncontrolling
interests - - - - - - - (50) (50)
Balance as of
June 30, 2011 15  (3,737) (980) 4,749 64,351 (59) 64,339 237 64,576

Share activity (thousands of shares)

Common stock Treasury stock

Six months ended June 30, 2012

Balance as of December 31, 2011 850,563 (76,101)
Stock purchased - (2,096)
Equity-linked notes conversion - (17,500)
Balance as of June 30, 2012 850,563 (95,697)
Six months ended June 30, 2011

Balance as of December 31, 2010 850,563 (69,208)
Purchase of treasury stock - (865)
Balance as of June 30, 2011 850,563 (70,073)

The accompanying notes are an integral part obthreerim consolidated financial statements.



OAO LUKOIL
Consolidated Statements of Cash Flows
(Millions of US dollars)

For the six
months ended
June 30, 2012

For the six
months ended
June 30, 2011

Note (unaudited) (unaudited)
Cash flows from operating activities
Net income attributable to OAO LUKOIL 4,807 6,768
Adjustments for non-cash items:
Depreciation, depletion and amortization 2,272 2,208
Equity share in income of affiliates, net of dividis received 82 202
Dry hole write-offs 87 50
(Gain) loss on disposals and impairments of assets (166) 160
Deferred income taxes (52) 473
Non-cash currency translation (gain) loss (38) 457
Non-cash investing activities 3) (5)
All other items — net (72) 65
Changes in operating assets and liabilities:
Trade accounts receivable (187) (1,035)
Inventories 47) (1,343)
Accounts payable (460) 511
Taxes payable (22) 488
Other current assets and liabilities 829 (709)
Net cash provided by operating activities 7,031 8,290
Cash flows from investing activities
Acquisition of licenses (5) (6)
Capital expenditures (5,327) (3,570)
Proceeds from sale of property, plant and equipment 328 35
Purchases of investments (131) (43)
Proceeds from sale of investments 48 45
Sale of subsidiaries, net of cash disposed 4 9
Acquisitions of subsidiaries and equity method affémt(including advanct
related to acquisitions), net of cash acquired (115) (2,130)
Net cash used in investing activities (5,198) (5,660)
Cash flows from financing activities
Net movements of short-term borrowings 70 (202)
Proceeds from issuance of long-term debt - 1
Principal repayments of long-term debt (268) (687)
Dividends paid on Company common stock 4) (1)
Dividends paid to noncontrolling interest stockreskl (29) (50)
Financing received from noncontrolling interestc&twlders 1 2
Purchase of Company’s stock (128) (54)
Purchase of equity-linked notes (740) -
Purchase of noncontrolling interest (2) (1)
Net cash used in financing activities (1,100) (992)
Effect of exchange rate changes on cash and casvatnts (77) 71
Net increase in cash and cash equivalents 656 1,709
Cash and cash equivalents at beginning of period 7532, 2,368
Cash and cash equivalents at end of period 4 3,409 4,077
Supplemental disclosures of cash flow information
Interest paid 257 333
Income taxes paid 1,101 1,115

The accompanying notes are an integral part obthreerim consolidated financial statements.



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 1.Organization and environment

The primary activities of OAO LUKOIL (the “Companyand its subsidiaries (together, the “Group”) are
oil exploration, production, refining, marketingdadistribution. The Company is the ultimate paremitity
of this vertically integrated group of companies.

The Group was established in accordance with ReaSal Decree 1403, issued on November 17, 1992.
Under this decree, on April 5, 1993, the Governnadrthe Russian Federation transferred to the Compa
51% of the voting shares of fifteen enterprisesdé&inGovernment Resolution 861 issued on September 1
1995, a further nine enterprises were transferoethé Group during 1995. Since 1995, the Group has
carried out a share exchange program to increasshdreholding in each of the twenty-four founding
subsidiaries to 100%.

From formation, the Group has expanded substantialbugh consolidation of its interests, acquasitpf
new companies and establishment of new businesses.

Business and economic environment

The accompanying interim consolidated financialesteents reflect management’'s assessment of theimpa
of the business environment in the countries incivithe Group operates on the operations and thadial
position of the Group. The future business envirent® may differ from management’s assessment.

Basis of preparation

The accompanying interim consolidated financiatesteents and notes thereto have not been audited by
independent accountants, except for the balancet stee of December 31, 2011. In the opinion of the
Company’s management, the interim consolidatedntirsd statements include all adjustments and
disclosures necessary to present fairly the Grofipancial position, results of operations and cistvs

for the interim periods reported herein. These stdjents were of a normal recurring nature.

These interim consolidated financial statementshasen prepared by the Company in accordance with
accounting principles generally accepted in theté¢hiStates of America (“US GAAP") as applicable to
interim consolidated financial statements. Theserim consolidated financial statements shoulddael rin
conjunction with the Group’s December 31, 2011 ahconsolidated financial statements.

The results for the six-month period ended JuneZB0,2 are not necessarily indicative of the results
expected for the full year.

Note 2. Summary of significant accounting policies
Principles of consolidation

These interim consolidated financial statementfude the financial position and results of the Camp
controlled subsidiaries of which the Company disectr indirectly owns more than 50% of the voting
interest, unless minority stockholders have sultistarparticipating rights, and variable interestitss
where the Group is determined to be the primanefeiary. Other significant investments in companod
which the Company directly or indirectly owns beéne20% and 50% of the voting interest and over whic
it exercises significant influence but not contr@le accounted for using the equity method of acttog.
Investments in companies of which the Company tirear indirectly owns more than 50% of the voting
interest but where minority stockholders have safiste participating rights are accounted for using
equity method of accounting. Undivided interest®ilnand gas joint ventures are accounted for usieg
proportionate consolidation method. Investments other companies are recorded at cost. Equity
investments and investments in other companiesnaheded in “Investments” in the consolidated bakan
sheet.



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)
Use of estimates

The preparation of financial statements in confoymwith US GAAP requires management to make
estimates and assumptions that affect the repatedunts of assets and liabilities and disclosure of
contingent assets and liabilities at the date effifiancial statements, and the reported amountsveihues
and expenses during the reporting period. SigmifidGeems subject to such estimates and assumptions
include the carrying value of oil and gas propertad other property, plant and equipment, goodwill
impairment assessment, asset retirement obligatide$erred income taxes, valuation of financial
instruments, and obligations related to employaeefies. Eventual actual amounts could differ frdroge
estimates.

Revenues

Revenues are recognized when title passes to cestaah which point the risks and rewards of owniprsh
are assumed by the customer and the price is bxettterminable. Revenues include excise on petmole
products’ sales and duties on export sales of coildend petroleum products.

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

Foreign currency translation

The Company maintains its accounting records irsRmnsrubles. The Company’s functional currencyhés t
US dollar and the Group’s reporting currency isltfg&dollar.

For the majority of operations in the Russian Fatien and outside the Russian Federation, the UW&rds

the functional currency. Where the US dollar isfilmectional currency, monetary assets and liabgithave
been translated into US dollars at the rate priexpiit each balance sheet date. Non-monetary censéts
liabilities have been translated into US dollardiatorical rates. Revenues, expenses and cask flawe
been translated into US dollars at rates which @pprate actual rates at the date of the transaction
Translation differences resulting from the usehafse rates are included in profit or loss.

For certain other operations, where the US doBanadt the functional currency and the economy is no
highly inflationary, assets and liabilities arenskated into US dollars at period-end exchangesratel
revenues and expenses are translated at averapangecrates for the period. Resulting translation
adjustments are reflected as a separate compohetites comprehensive income.

In all cases, foreign currency transaction gairgslaases are included in profit or loss.

As of June 30, 2012 and December 31, 2011, exchiatge of 32.82 and 32.20 Russian rubles to the US
dollar, respectively, have been used for trangigpiarposes.

Cash and cash equivalents

Cash and cash equivalents include all highly ligoigstments with an original maturity of three rti@nor
less.

Cash with restrictions on immediate use

Cash funds for which restrictions on immediate e&idet are accounted for within other non-curreisets



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)
Accounts receivable

Accounts receivable are recorded at their transa@mounts less provisions for doubtful debts. Biors
for doubtful debts are recorded to the extent tiate is a likelihood that any of the amounts dilenet be
collected. Non-current receivables are discountedhe present value of expected cash flows in éutur
periods using the original discount rate.

Inventories

The cost of finished goods and purchased prodscteiermined using the first-in, first-out cost hoet
(FIFO). The cost of all other inventory categoigdetermined using an “average cost” method.

Investments

Debt and equity securities are classified into ohéhree categories: trading, available-for-sateheld-to-
maturity.

Trading securities are bought and held principédily the purpose of selling in the near term. Held-t
maturity securities are those securities in whicBraup company has the ability and intent to haitilu
maturity. All securities not included in trading loeld-to-maturity are classified as available-fates

Trading and available-for-sale securities are medrat fair value. Held-to-maturity securities ezeorded

at cost, adjusted for the amortization or accretibpremiums or discounts. Unrealized holding gaind
losses on trading securities are included in prafitoss. Unrealized holding gains and losses,ofi¢he
related tax effect, on available-for-sale secwsitiare reported as a separate component of other
comprehensive income until realized. Realized gaim$losses from the sale of available-for-salerites

are determined on a specific identification baBisidends and interest income are recognized ititpoo

loss when earned.

A permanent decline in the market value of anylabég-for-sale or held-to-maturity security beloastis
accounted for as a reduction in the carrying amoufdir value. The impairment is charged to profifoss
and a new cost base for the security is establidhieEmiums and discounts are amortized or acciated
the life of the related held-to-maturity or avaikdfor-sale security as an adjustment to yield gigime
effective interest method and such amortizationaawtetion is recorded in profit or loss.

Property, plant and equipment

Oil and gas properties are accounted for usingticeessful efforts method of accounting whereby@rty
acquisitions, successful exploratory wells, all@lepment costs (including development dry holes thed
Group’s share of operators’ expenses during theldpment stage of production sharing and risk servi
contracts), and support equipment and facilitiee aapitalized. Unsuccessful exploratory wells are
expensed when a well is determined to be non-ptoducOther exploratory expenditures, including
geological and geophysical costs are expensecasad.

The Group continues to capitalize costs of exptwyatvells and exploratory-type stratigraphic weths
more than one year after the completion of drillinthe well has found a sufficient quantity of eeges to
justify its completion as a producing well and empany is making sufficient progress towards a&$8gs
the reserves and the economic and operating \alofithe project. If these conditions are not roetf
information that raises substantial doubt about ¢lsenomic or operational viability of the projest i
obtained, the well would be assumed impaired, gdasts, net of any salvage value, would be cllaige
expense.



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)

Depreciation, depletion and amortization of capital costs of oil and gas properties is calculatgdg the
unit-of-production method based upon proved resefee the cost of property acquisitions and proved
developed reserves for exploration and developicests.

Production and related overhead costs are expassiedurred.

Depreciation of assets not directly associated witlproduction is calculated on a straight-linesigaover
the economic lives of such assets, estimated to te following ranges:

Buildings and constructions 5 — 4@ears
Machinery and equipment 5—2Qears

In addition to production assets, certain Group ganies also maintain and construct social assetthéo
use of local communities. Such assets are camthlonly to the extent that they are expected toltres
future economic benefits to the Group. If capitdizthey are depreciated over their estimated evimno
lives.

Significant unproved properties are assessed fgraimment individually on a regular basis and any
estimated impairment is charged to expense.

Asset retirement obligations

The Group records the fair value of liabilitiesateld to its legal obligations to abandon, dismanotie
otherwise retire tangible long-lived assets in pleeiod in which the liability is incurred. A corganding
increase in the carrying amount of the related doreg asset is also recorded. Subsequently, #imlitly is
accreted for the passage of time and the relatat ssdepreciated using the unit-of-productionhrodt

Goodwill and other intangible assets

Goodwill represents the excess of the cost of auieed entity over the net of the fair value amsunt
assigned to assets acquired and liabilities assultnscassigned to reporting units as of the asitjon date.
Goodwill is not amortized, but is tested for impaént at least on an annual basis and between atasisl

if an event occurs or circumstances change thatdvowre likely than not reduce the fair value of a
reporting unit below its carrying amount. The impa@nt test requires assessing qualitative faciuodgtaen,

if it is necessary, estimating the fair value ofeporting unit and comparing it with its carryinmaunt,
including goodwill assigned to the reporting ulfithe estimated fair value of the reporting usitess than
its net carrying amount, including goodwill, théretgoodwill is written down to its implied fair wa.

Intangible assets with indefinite useful lives tasted for impairment at least annually. Intangéseets that
have limited useful lives are amortized on a stralpe basis over the shorter of their usefulewdl lives.

Impairment of long-lived assets

Long-lived assets, such as oil and gas propenigm( than unproved properties), other propergnipland
equipment, and purchased intangibles subject tataration, are assessed for impairment wheneventsve
or changes in circumstances indicate that the icyrgmount of an asset group may not be recoverable
Recoverability of assets to be held and used isured by a comparison of the carrying amount cisset
group to the estimated undiscounted future castsflexpected to be generated by that group. If éneying
amount of an asset group exceeds its estimatedamdited future cash flows, an impairment charge is
recognized by writing down the carrying amount hie estimated fair value of the asset group, gelgeral
determined as discounted future net cash flowsetasto be disposed of are separately presenteukin t
balance sheet and reported at the lower of thejingramount or fair value less costs to sell, arelreo
longer depreciated. The assets and liabilities disposed group classified as held for sale arsemted
separately in the appropriate asset and liabiéttiens of the balance sheet.
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OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)
Income taxes

Deferred income tax assets and liabilities are geized in respect of the future tax consequences
attributable to temporary differences between th@ying amounts of existing assets and liabilif@sthe
purposes of the consolidated financial statememdstlaeir respective tax bases and in respect afatipg

loss and tax credit carryforwards. Deferred incaaeassets and liabilities are measured using eddak
rates expected to apply to taxable income in tlagsy which those temporary differences are exgket
reverse and the assets be recovered and liabitgdked. The effect on deferred income tax assets
liabilities of a change in tax rates is recognimegrofit or loss in the reporting period which indes the
enactment date. The estimated effective incomeatxexpected to be applicable for the full fisgedr is
used in providing for income taxes on a currentyealate basis.

The ultimate realization of deferred income taxetsss dependent upon the generation of futurebtaxa
income in the reporting periods in which the oraing expenditure becomes deductible. In asseskang
realizability of deferred income tax assets, managd considers whether it is more likely than matt the
deferred income tax assets will be realized. Inintathis assessment, management considers thewetied
reversal of deferred income tax liabilities, progetfuture taxable income, and tax planning stiateg

An income tax position is recognized only if thecartain position is more likely than not of being&ined
upon examination, based on its technical meritsed®dgnized income tax position is measured ataigebt
amount that is greater than 50% likely of beinglized. Changes in recognition or measurement are
reflected in the period in which the change in juégt occurs. The Company records interest and tiemnal
relating to income tax in income tax expense irfipoo loss.

Interest-bearing borrowings

Interest-bearing borrowings from third parties @ptcconvertible notes) are initially recorded & #alue of
net proceeds received. Any difference between #teroceeds and the redemption value is amortized a
constant rate over the term of the borrowing. Aimation is included in profit or loss and the camgy
amounts are adjusted as amortization accumulates.

For borrowings from related parties (except conlkrtnotes) issued with an interest rate lower ttien
market interest rate, the Group determines bookevaking market interest rate. The resulting dffiee is
allocated to additional paid-in capital and is atmed at a constant rate over the term of the bangs.
Amortization is included in profit or loss each iperand the carrying amounts are adjusted as aratidn
accumulates.

For convertible notes issued with a cash converspiion, the Group allocates the proceeds fromeisse
between a liability component and an equity compan&he Group records the equity component at an
amount equal to the difference between the procemmsved and the fair value of the liability compat,
measured as the fair value of a similar liabilityatt does not have an associated equity componéet. T
Group recognizes the interest cost in subsequeitidseat its borrowing rate for non-convertible deb

If borrowings are repurchased or settled beforeunigf any difference between the amount paid dred t
carrying amount is recognized in profit or losshe period in which the repurchase or settlemeotisc

Pension benefits
The expected costs in respect of pension obligat@nGroup companies are determined by management
based on the amount of pension obligations forpitevious financial year calculated by an independen

actuary. Obligations in respect of each employeeaacrued over the periods during which the emgoye
renders service to the Group.

11



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)
Treasury stock

Purchases by Group companies of the Company’'samalistg stock are recorded at cost and classified as
treasury stock within Stockholders’ equity. Shaskewn as Authorized and Issued include treasuigksto
Shares shown as Outstanding do not include treasoick.

Earnings per share

Basic earnings per share is computed by dividingimeome available to common stockholders of the
Company by the weighted-average number of sharemwimon stock outstanding during the reporting
period. A calculation is carried out to establighthere is potential dilution in earnings per shdre
convertible securities were to be converted intaraf of common stock or contracts to issue shares o
common stock were to be exercised. If there is slilation, diluted earnings per share is presented.

Contingencies

Certain conditions may exist as of the balance tstiate, which may result in losses to the Grouptbet
impact of which will only be resolved when one asmm future events occur or fail to occur.

If a Group company’s assessment of a contingerdigates that it is probable that a material loss theen
incurred and the amount of the liability can benested, then the estimated liability is accrued anadrged
to profit or loss. If the assessment indicates #ghpotentially material loss is not probable, Isutdasonably
possible, or is probable, but cannot be reasonesiiynated, then the nature of the contingent ligbil
together with an estimate of the range of posddss, is disclosed in the notes to the consolidéiteshcial
statements. Loss contingencies considered rematdated to unasserted claims are generally notatied
unless they involve guarantees, in which case &lgre of the guarantee is disclosed.

Environmental expenditures

Estimated losses from environmental remediationigabbns are generally recognized no later than
completion of remedial feasibility studies. Grougmpanies accrue for losses associated with enveatah
remediation obligations when such losses are pielminl reasonably estimable. Such accruals arstadju
as further information becomes available or cirdamses change. Costs of expected future expenslitore
environmental remediation obligations are not disted to their present value.

Use of derivative instruments

The Group’s derivative activity is limited to cdrtgpetroleum products’ marketing and trading operest
and hedging of commodity price risks. Currenthstactivity involves the use of futures and swapdracts
together with purchase and sale contracts thatifgued derivative instruments. The Group accouots f
these activities under the mark-to-market methaglolo which the derivatives are revalued each acting
period. Resulting realized and unrealized gaindosses are presented in profit or loss on a ne.bas
Unrealized gains and losses are carried as ags@bibities on the consolidated balance sheet.

Share-based payments

The Group accounts for liability classified shaeséd payment awards to employees at fair valuénen t
date of grant and as of each reporting date. Exqzease recognized over the vesting period. Equity
classified share-based payment awards to emplogeewvalued at fair value on the date of grant and
expensed over the vesting period.

Comparative amounts

Certain prior period amounts have been reclassifiambnform with the current period’s presentation.
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Note 2. Summary of significant accounting policieécontinued)

Changes in accounting policy

In September 2011, the FASB issued Accounting Statsd Update (“ASU”) No. 2011-08Testing
Goodwill for Impairment,” which allows an entity to use a qualitative applodo test goodwill for
impairment. This ASU permits an entity to first @ss qualitative factors to determine whether ih@e
likely than not that the fair value of a reportiagit is less than its carrying amount and hencethérdt is
necessary to perform the two-step goodwill impaimtrtest as required by the provisions of Topic 850
the Codification. ASU No. 2011-08 is effective famnual and interim goodwill impairment tests parfed

for the fiscal years beginning after December 13112 The Group adopted the requirements of ASU
No. 2011-08 starting from the first quarter of 20This adoption did not have a material impact lo@ t
Group’s results of operations, financial positiarcash flows and did not require additional discles.

In June 2011, the FASB issued ASU No. 2011*BBesentation of comprehensive incomeyhich amends
Topic 220 of the Caodification. This ASU increasée tprominence of other comprehensive income in
financial statements. Under this ASU, an entity ivlve the option to present the components ointeime
and comprehensive income in either one or two sies. The ASU eliminates the option in US GAAP to
present other comprehensive income in the stateaiatanges in equity. ASU No. 2011-05 is effecfime
public entities for fiscal years, and interim pelsowithin those years, beginning after December203,1
(except those reclassification adjustments deferdogd ASU No. 2011-12) and should be applied
retrospectively. The Group adopted the requiremehsSU No. 2011-05 starting from the first quartdr
2012. This adoption changed the presentation ohndtcomprehensive incomes and stockholders’ gquity
but did not have any impact on the Group’s resafltsperations, financial position or cash flows.

In May 2011, the FASB issued ASU No. 2011-OAmendments to Achieve Common Fair Value
Measurement and Disclosure Requirements in US GAA®P IFRSs,”which amends Topic 820 of the
Codification. This ASU provides guidance for failwe measurements and disclosure requirements and
clarifies the Board’s intent about the applicatafrexisting fair value measurement requirement® féw
standard does not extend the use of fair valuerbthter, provides guidance about how fair valueukhbe
applied where it already is required or permittedar US GAAP. ASU No. 2011-04 is effective for gabl
entities during interim and annual periods begignafter December 15, 2011 and should be applied
prospectively. The Group adopted the requiremeh#SdJ) No. 2011-04 starting from the first quartdr o
2012. This adoption did not have a material immacthe Group’s results of operations, financialifims

or cash flows.

In April 2011, the FASB issued ASU No. 2011-0&,Creditor's Determination of Whether a Restrudhg

Is a Troubled Debt Restructuringivhich amends Topic 310 of the Codification. ThiSWA provides
additional guidance in considering whether a restming constitutes a troubled debt restructurind helps
creditors in determining whether a creditor hastgd a concession and whether a debtor is expérgnc
financial difficulties. ASU No. 2011-02 is effecéistarting from the first interim or annual perimehinning
on or after June 15, 2011. The Group adopted tipginements of ASU No. 2011-02 starting from thedhi
quarter of 2011. This adoption did not have a ni@ténpact on the Group’s results of operationsaficial
position or cash flows and did not require addiadisclosures.

Recent accounting pronouncements

In December 2011, the FASB issued ASU No. 2011-Tiisclosures about Offsetting Assets and
Liabilities.” This ASU requires entities to disclose informatadout offsetting and related arrangements to
enable users of its financial statements to undedsthe effect of those arrangements on its firsnci
position. The scope includes derivatives, sale r@pdirchase agreements and reverse sale and regeircha
agreements, and securities borrowing and seculiieing arrangements. ASU No. 2011-11 is effedfive
annual reporting periods on or after January 132@hd interim periods within those annual pericig]
should be applied retrospectively. The Group iduating the effect of the adoption of ASU No. 20111 -
and does not expect any material impact on itdteestioperations, financial position or cash flows
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Note 3.Income taxes

Operations in the Russian Federation are subjextRederal income tax rate of 2.0% and a regiomame
tax rate that varies from 13.5% to 18.0% at therdison of the individual regional administratiofihe
Group’s foreign operations are subject to taxethatax rates applicable to the jurisdictions inchiithey
operate.

The Group’s effective income tax rate for the pasipresented differs from the statutory incomertds
primarily due to domestic and foreign rate diffares, the incurrence of costs that are either not ta
deductible or only deductible to a certain limitdalaxable or deductible income or loss on foreigmancy
translation differences of Russian Group companies.

The Company and its Russian subsidiaries file iredax returns in Russia. Until January 1, 2012tethe
were no provisions in the tax legislation of thesRan Federation to permit the Group to reducebiaxa
profits of a Group company by offsetting tax lossésinother Group company against such profits. Tax
losses may be fully or partially used to offsetatiabe profits in the same company in any of theytesrs
following the year of loss.

Starting from January 1, 2012, if certain conditicare met, taxpayers are able to pay income tax as
consolidated taxpayers’ group (“CTG”"). This allotexpayers to offset taxable losses generated hgicer
participants of a CTG against taxable profits dfeotparticipants of the CTG. Certain Group companiet
the legislative requirements and pay income tax @3 G starting from the first quarter of 2012.

Losses generated by a taxpayer before joining a @E&ot available for offset against taxable psodf
other participants of the CTG. However, if a taxgralgaves a CTG, such losses again become avaitable
offset against future profits generated by the starpayer. The expiration period of the losseisreled
to take account of any time spent within a CTG wtienlosses were unavailable for use.

Note 4.Cash and cash equivalents

As of June As of December

30, 2012 31,2011
Cash held in Russian rubles 1,625 926
Cash held in US dollars 1,180 1,224
Cash held in other currencies 234 271
Cash held in related party banks in Russian rubles 344 309
Cash held in related party banks in other currencies 26 23
Total cash and cash equivalents 3,409 2,753

Note 5. Accounts receivable, net

As of June As of December

30, 2012 31, 2011
Trade accounts receivablee( of provisions of $199 million and $179 millias of June 30, 2012
and December 31, 2011, respectively) 6,976 7,209
Current VAT and excise recoverable 1,648 1,333
Other current accounts receivabiet(of provisions of $63 million and $54 million asJune 30,
2012 and December 31, 2011, respectively) 505 379
Total accounts receivable, net 9,129 8,921

Note 6.lnvestments

As of June As of December

30, 2012 31, 2011
Investments in equity method affiliates and joiahtures 4,867 4,887
Long-term loans to equity method affiliates anchfoientures 1,024 1,001
Other long-term investments 36 64
Total long-term investments 5,927 5,952

14



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 6. Investments (continued)
Investments in “equity method” affiliates and jointentures

The summarized financial information below is ispect of equity method affiliates and corporatatjoi

ventures. The companies are primarily engaged udecroil exploration, production, marketing and
distribution operations in the Russian Federatmnde oil production and marketing in Kazakhstamj a

refining operations in Europe.

For the three months ended For the three months ended

June 30, 2012 June 30, 2011
Total Group’s share Total Group’s share
Revenues 7,517 1,146 8,518 1,284
Income before income taxes 3,094 221 3,578 275
Less income taxes (943) (58) (1,130) (102)
Net income 2,151 163 2,448 173
For the six months ended For the six months ended
June 30, 2012 June 30, 2011
Total Group’s share Total Group’s share
Revenues 15,776 2,379 16,420 2,371
Income before income taxes 6,540 476 6,906 509
Less income taxes (2,007) (132) (2,106) (167)
Net income 4,533 344 4,800 342

As of June 30, 2012 As of December 31, 2011

Total Group’s share Total Group’s share
Current assets 5,455 1,243 7,379 1,406
Property, plant and equipment 20,625 5,914 19,064 5,587
Other non-current assets 2,369 429 1,454 462
Total assets 28,449 7,586 27,897 7,455
Short-term debt 1,357 319 1,100 223
Other current liabilities 3,479 666 3,703 668
Long-term debt 7,539 1,180 7,461 1,069
Other non-current liabilities 1,588 554 1,581 608
Net assets 14,486 4,867 14,052 4,887

In April 2011, the Company and OAO ANK Bashneftr@d an agreement to establish a joint venture@nd t
develop two oil fields named after R.Trebs and faV; located in the Nenets Autonomous District of
Russia. According to the agreement, the minerditsigor the development of the fields were re-igishg
OAO ANK Bashneft in favor of its 100% subsidiary O@ashneft-Polus. In December 2011, the Company
acquired 25.1% of OOO Bashneft-Polus for approxéyes153 million, and OOO Bashneft-Polus acquired
29 exploration wells located on these fields fro@r@up company for $60 million. The parties agrézd
transport oil extracted from the fields via the @ transportation infrastructure and to consither
exploitation of certain other nearby infrastructoened by the Group. In May 2012, state authorities
cancelled the order to transfer the mineral rigbtshe development of the fields named after RoSrand
A.Titov to the joint venture and the license wasuneed to OAO ANK Bashneft. The joint venture
contested this decision by the law. Management cdmdsbelieve that this matter will have a material
adverse effect on the Group’s financial conditibhe Company and OAO ANK Bashneft are continuing
their cooperation within the project.
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Note 6. Investments (continued)

In January 2012, the Group received a notice tieaBbard of Directors of ERG S.p.A. (“ERG”) decided
exercise its option to sell to the Group a furtB@%o interest in the joint venture which operates I®AB
refining complex (Priolo, Italy). The notice wasceéved in accordance with the initial agreementttom
establishment of the joint venture signed in 2008s agreement gave the second investor — ERebgte
step put option to sell its share in the joint veatto the Group. Approval of regulatory authosties been
received. The transaction is expected to be fiadlin September 2012 in the amount of €400 mil{B26
million), excluding inventory. Accordingly, the Qup’s stake in the joint venture will be increaseahf
60% to 80% and the Group will then obtain conthelApril 2011, the Group acquired an 11% interest i
the joint venture for approximately €241 million3@ million). The acquisition was also executed in
accordance with the initial agreement on the eistatnlent of the joint venture. As a result the Greup
interest in the joint venture was increased fror4® 60% and, based on the agreement, ERG and the
Company still have equal participation rights. Tdiere the Group continues to use the equity metfod
accounting for this joint venture.

Note 7.Property, plant and equipment and asset retiremenobligations

At cost Net
As of June As of December As of June As of December
30, 2012 31,2011 30, 2012 31,2011
Exploration and Production:
Russia 57,488 54,269 36,534 34,415
International 8,738 8,138 6,806 6,376
Total 66,226 62,407 43,340 40,791
Refining, Marketing, Distribution and Chemicals:
Russia 12,519 12,133 7,425 7,395
International 7,198 6,903 4,445 4,282
Total 19,717 19,036 11,870 11,677
Power generation and other:
Russia 5,172 4,890 4,177 4,026
International 421 406 296 309
Total 5,593 5,296 4,473 4,335
Total property, plant and equipment 91,536 86,739 59,683 56,803

As of June 30, 2012 and December 31, 2011, thé¢ estsement obligation amounted to $2,101 millard
$2,126 million, respectively, of which $5 and $@limnh was included in “Other current liabilitieshithe
consolidated balance sheets as of June 30, 201Recwmber 31, 2011, respectively. During the sixiino
periods ended June 30, 2012 and 2011, asset retitayhligations changed as follows:

For the six months  For the six months
ended June 30, 2012ended June 30, 2011

Asset retirement obligations as of January 1 2,126 1,798
Accretion expense 85 7
New obligations 70 32
Changes in estimates of existing obligations (62) 9)
Spending on existing obligations (2) Q)
Property dispositions @) 2)
Foreign currency translation and other adjustments (109) 120
Asset retirement obligations as of June 30 2,101 2,015

The asset retirement obligations incurred durirggdix-month periods ended June 30, 2012 and 2014 we
Level 3 (unobservable inputs) fair value measurémenhe Group uses a present value technique to
evaluate its asset retirement obligations basecstimated future liquidation costs derived fromopri
transactions or third-party pricing informationgdamsing market discount rates adjusted for risks.
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Note 8.Suspended wells

During the six-month period ended June 30, 20183l teuspended exploratory well costs capitalized
changed insignificantly ($511 million and $542 moili as of June 30, 2012 and December 31, 2011,
respectively). Suspended exploratory well coststaliged for a period greater than one year amalitie
$437 million and $464 million as of June 30, 2012 december 31, 2011, respectively. No wells were
charged to expenses during the six-month perioéeddne 30, 2012.

Note 9.Goodwill and other intangible assets

The carrying value of goodwill and other intangibesets as of June 30, 2012 and December 31, 2841 w
as follows:

As of June As of Decembe

30, 2012 31,2011

Amortized intangible assets
Software 412 389
Licenses and other assets 281 343
Goodwill 612 612
Total goodwill and other intangible assets 1,305 1,344

All goodwill amounts relate to the refining, market and distribution segment. During the six-month
period ended June 30, 2012, there were no changgsodwill.

Note 10.Short-term borrowings and current portion of long-term debt

As of June As of Decembel

30, 2012 31, 2011
Short-term borrowings from third parties 101 118
Short-term borrowings from related parties 105 30
Current portion of long-term debt 1,591 1,644
Total short-term borrowings and current portion of |ong-term debt 1,797 1,792

Short-term borrowings from third parties are unseduand include amounts repayable in US dollars of
$54 million and $56 million, amounts repayable inr& of $6 million and $17 million and amounts
repayable in other currencies of $41 million an® $dillion as of June 30, 2012 and December 31, 2011
respectively. The weighted-average interest ratehamt-term borrowings from third parties was 5.9464
4.93% per annum as of June 30, 2012 and Decemb&031, respectively.

Note 11.Long-term debt

As of June As of December

30, 2012 31,2011
Long-term loans and borrowings from third parties 2,383 2,652
6.375% non-convertible US dollar bonds, maturing420 898 897
2.625% convertible US dollar bonds, maturing 2015 1,424 1,412
6.356% non-convertible US dollar bonds, maturing20 500 500
7.250% non-convertible US dollar bonds, maturingg®0 596 596
6.125% non-convertible US dollar bonds, maturing@®0 998 998
6.656% non-convertible US dollar bonds, maturing20 500 500
13.35% Russian ruble bonds, maturing 2012 762 776
9.20% Russian ruble bonds, maturing 2012 305 311
7.40% Russian ruble bonds, maturing 2013 183 186
Capital lease obligations 100 116
Total long-term debt 8,649 8,944
Current portion of long-term debt (1,591) (1,644)
Total non-current portion of long-term debt 7,058 7,300
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Note 11. Long-term debt (continued)

Long-term loans and borrowings

Long-term loans and borrowings from third partieslude amounts repayable in US dollars of $655ianill

and $834 million, amounts repayable in Euro of $2dilion and $284 million, amounts repayable in
Russian rubles of $1,464 million and $1,514 milliand amounts repayable in other currencies of
$19 million and $20 million as of June 30, 2012 ddecember 31, 2011, respectively. This debt has
maturity dates from 2012 through 2038. The weigl#eerage interest rate on long-term loans and
borrowings from third parties was 5.60% and 5.3%annum as of June 30, 2012 and December 31, 2011,
respectively. A number of long-term loan agreemextstain certain financial covenants which are gein
met by the Group. Approximately 10% of total lomgrh debt is secured by export sales and propdetgt p
and equipment.

Group companies have a number of loan agreementsrdeated in Russian rubles with ConocoPhillips,
the Group’s former related party, with an outstagdamount of $1,464 million as of June 30, 2012sTh
amount includes $1,309 million loaned by ConocdRisilto joint venture OOO Narianmarneftegaz
(“NMNG”) (refer to Note 15. Consolidation of VarikbInterest Entity). Borrowings under these agragme
bear interest at fixed rates ranging from 6.8% @ per annum and have maturity dates up to 2038.
Financing under these agreements is used to dewdlgoduction and distribution infrastructure time
Timan-Pechora region of the Russian Federation.

US dollar convertible bonds

In December 2010, a Group company issued unsecoregrtible bonds totaling $1.5 billion with a caup
yield of 2.625% and maturity in June 2015. The Isowére placed at face value. The bonds are cohieerti
into LUKOIL ADRs (each representing one ordinargighof the Company) and have a conversion price of
$73.3912 per ADR. Bondholders have the right toveanthe bonds into LUKOIL ADRs during the period
starting from 40 days after the issue date andngn@idealing days before the maturity date. Theeishas

the right to redeem the bonds after December 313.20

US dollar non-convertible bonds

In November 2010, a Group company issued two tresiai non-convertible bonds totaling $1.0 billion
with a coupon yield of 6.125% and maturity in 20Z8e first tranche totaling $800 million was placdc
price of 99.081% of the bond'’s face value with sukeng yield to maturity of 6.250%. The seconchtiae
totaling $200 million was placed at a price of 43®6 of the bond’s face value with a resulting yied
maturity of 5.80%. These tranches have a half geapon period.

In November 2009, a Group company issued two tresmaf non-convertible bonds totaling $1.5 billion.
The first tranche totaling $900 million with a caupyield of 6.375% per annum was placed with a nitgtu
of 5 years at a price of 99.474% of the bond’s fealee with a resulting yield to maturity of 6.500%he
second tranche totaling $600 million with a coug@ld of 7.250% per annum was placed with a maturit
of 10 years at a price of 99.127% of the bond's faglue with a resulting yield to maturity of 7.3%5
These tranches have a half year coupon period.

In June 2007, a Group company issued non-convertibhds totaling $1 billion. $500 million were pdaic
with a maturity of 10 years and a coupon yield @#56% per annum. Another $500 million were placed
with a maturity of 15 years and a coupon yield @56% per annum. All bonds were placed at faceevalu
and have a half year coupon period.

Russian ruble bonds
In December 2009, the Company issued 10 millionksexchange bonds with a face value of 1,000 Rassia

rubles each. The bonds were placed at face valilreannaturity of 1,092 days. The bonds have a H2'd
coupon period and bear interest at 9.20% per annum.
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Note 11. Long-term debt (continued)

In August 2009, the Company issued 25 million stegkkhange bonds with a face value of 1,000 Russian
rubles each. The bonds were placed at face valilreannaturity of 1,092 days. The bonds have a H2'd
coupon period and bear interest at 13.35% per annum

In December 2006, the Company issued 14 million-cmmvertible bonds with a face value of 1,000
Russian rubles each. Eight million bonds were mlaméh a maturity of 5 years and a coupon yield of
7.10% per annum and six million bonds were plac#ld avmaturity of 7 years and a coupon yield o0%4
per annum. All bonds were placed at face valuetewe a half year coupon period. In December 201, t
Company redeemed all issued bonds with a matufifive years in accordance with the conditions tod t
bond issue.

Note 12.Pension benefits

The Group sponsors a postretirement defined bepefilsion program that covers the majority of the
Group’s employees. One type of pension plan isdaseyears of service, final remuneration level®fas
the end of 2003 and employee gratitude, receivehglihe period of work. The other type of penspban

Is based on the salary. These plans are solelgdethby the Group companies. Simultaneously empklye
have the right to receive pension benefits withaa-based payment by the Group (up to 4% of thealn
salary of the employee). Plan assets and pensiapsffp are managed by a non-state pension fund,
LUKOIL-GARANT.

The Group also provides several long-term sociakbts, including lump-sum death-in-service benefit
case of disability and upon retirement paymentsoAlertain payments are received by retired empkye
upon reaching a certain old age and invalidity.

Components of net periodic benefit cost were devid:

For the three For the three For the six For the six
months ended  months ended  months ended  months ended
June 30,2012 June 30,2011 June 30,2012 June 30, 2011

Service cost 3 4 7 8
Interest cost 5 6 10 12
Less expected return on plan assets 3) 3) (5) (6)
Amortization of prior service cost 4 3 7 7
Total net periodic benefit cost 9 10 19 21

Note 13.Stockholders’ equity
Common stock

As of June As of December

30, 2012 31,2011
(thousands of (thousands of
shares) shares)
Authorized and issued common stock, par value@® Russian rubles each 850,563 850,563
Treasury stock (95,697) (76,101)
Outstanding common stock 754,866 774,462
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Note 13. Stockholders’ equity (continued)
Earnings per share

The calculation of basic and diluted earnings pere for the reporting periods was as follows:

For the three For the three For the six For the six
months ended months ended months ended months ended
June 30, 2012 June 30, 2011 June 30, 2012 June 30, 2011

Net income 1,018 3,251 4,807 6,768
Add back interest and accretion on 2.625% convertits
dollar bonds, maturing 2015 (net of tax at effextiate) 15 16 31 31
Total diluted net income 1,033 3,267 4,838 6,799
Weighted average number of outstanding common share

(thousands of shares) 759,673 781,228 766,373 781,291
Add back treasury shares held in respect of coinerdebt

(thousands of shares) 20,438 20,350 20,438 20,350
Weighted average number of outstanding common share

assuming dilution (thousands of shares) 780,111 ,59@1 786,811 801,641

Earnings per share of common stock attributabl@A®
LUKOIL (US dollars):

Basic 1.34 4.16 6.27 8.66
Diluted 1.32 4.08 6.15 8.48

Equity-linked notes

In June 2012, a Group company entered into a mejoaivard purchase agreement for OAO LUKOIL

shares for $2.5 billion. The Group’s right to reeeithe shares is evidenced by equity-linked nofes o
$2.5 billion. These notes are redeemable for LUK@IDRs (each representing one ordinary share of
OAO LUKOIL) on or before September 15, 2015 at ¢ipdion of the Group at a prevailing market price.

These equity-linked notes have been classifiediwi@AO LUKOIL stockholders’ equity.

In April 2012, a Group company converted equitkdid notes of $980 million into 17.5 million LUKOIL
ADR'’s (each representing one ordinary share of QAIBOIL).

Dividends

At the annual stockholders’ meeting on June 2722@ividends were declared for 2011 in the amodint o
75.00 Russian rubles per common share, which atddtie of the meeting was equivalent to $2.26.
Dividends payable of $1,749 million and $10 milli@ne included in “Other current liabilities” in the
consolidated balance sheets as of June 30, 201Reswimber 31, 2011, respectively.

At the annual stockholders’ meeting on June 2312@ividends were declared for 2010 in the amodint o
59.00 Russian rubles per common share, which atdteeof the meeting was equivalent to $2.11.

Note 14.Financial and derivative instruments

Fair value

The fair values of cash and cash equivalents (L&yeturrent and long-term accounts receivable €L8&Yy
are approximately equal to their value as disclasebe consolidated financial statements. Thevalue of

long-term receivables was determined by discountirih estimated market interest rates for similar
financing arrangements.
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Note 14. Financial and derivative instruments (coribued)

The fair value of long-term debt (Level 3) diffédrem the amount disclosed in the consolidated fomn
statements. The estimated fair value of long-teghtcs of June 30, 2012 and December 31, 2011 was
$8,704 million and $8,666 million, respectively, @asesult of discounting using estimated markegrit
rates for similar financing arrangements. Theseuwnt®include all future cash outflows associateith e
long-term debt repayments, including the curremtipo and interest. Market interest rates mearrdbes of
raising long-term debt by companies with a simdeedit rating for similar tenors, repayment schedwnd
similar other main terms. During the six monthsexhdune 30, 2012, the Group did not have significan
transactions or events that would result in nomfora assets and liabilities measured at fair valonea
nonrecurring basis.

Derivative instruments

The Group uses financial and commodity-based dérev&ontracts to manage exposures to fluctuations
foreign currency exchange rates, commodity prioegp exploit market opportunities. Since the Grasip
not currently using hedge accounting, defined bgi@815,“Derivative and hedging,”of the Codification,
all gains and losses, realized or unrealized, flenivative contracts have been recognized in poofioss.

Topic 815 of the Codification requires purchase aatks contracts for commodities that are readily
convertible to cash (e.g., crude oil, natural gad gasoline) to be recorded on the balance sheet as
derivatives unless the contracts are for quantitiesGroup expects to use or sell over a reasomeied in

the normal course of business (i.e., contractsbédidor the normal purchases and normal salespixu®.

The Group does apply the normal purchases and heates exception to certain long-term contractseib

oil products. This normal purchases and normalssekeeption is applied to eligible crude oil anfined
product commodity purchase and sales contracts.ederythe Group may elect not to apply this exoepti
(e.g., when another derivative instrument will Isedito mitigate the risk of a purchase or saleraohbut
hedge accounting will not be applied; in which chséh the purchase or sales contract and the diegva
contract mitigating the resulting risk will be reded on the balance sheet at fair value).

The fair value hierarchy for the Group’s derivatigsets and liabilities accounted for at fair vadnea
recurring basis was:

As of June 30, 2012 As of December 31, 2011
Level1 Level 2 Level 3 Total Levell Level2 Level 3 Total

Assets

Commodity derivatives - 1,747 - 1,747 - 575 - 575
Total assets - 1,747 - 1,747 - 575 - 575
Liabilities

Commodity derivatives - (1,592) - (1,592) - (599) - (599)
Total liabilities - (1,592) - (1,592) - (599) - (599)
Net assets (liabilities) - 155 - 155 - (24) - (24)

The derivative values above are based on an asaysiach contract as the fundamental unit of atcasi
required by Topic 820;Fair Value Measurements and Disclosuresgf the Codification. Therefore,
derivative assets and liabilities with the samenterparty are not reflected net where the legaitriaf
offset exists. Gains or losses from contracts ia [@vel may be offset by gains or losses on cotsrac
another level or by changes in values of physicaitracts or positions that are not reflected in tidgde
above.
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Note 14. Financial and derivative instruments (coribued)

Commodity derivatives are valued using quotatiorsided by brokers and price index developers. &hes
quotes are corroborated with market data and assifled as Level 2. Commaodity derivatives are edlu
using industry-standard models that consider variassumptions, including quoted forward prices for
commodities, time value, volatility factors, anchtractual prices for the underlying instrumentsyad as
other relevant economic measures.

Commodity derivative contracts

The Group operates in the worldwide crude oil,nedi product, natural gas and natural gas liquidkeis

and is exposed to fluctuations in the prices feséthcommodities. These fluctuations can affecGitoaip’s
revenues as well as the cost of operating, invgstitd financing activities. Generally, the Groupdicy is

to remain exposed to the market prices of comnmexlitHowever, the Group uses futures, forwards, swap
and options in various markets to balance physigalems, meet customer needs, manage price exposure
on specific transactions, and do an immaterial arhotitrading not directly related to the Grouptsypical
business. These activities may move the Group’Bl@@way from market average prices.

The fair value of commodity derivative assets aabilities as of June 30, 2012 was:

As of June 30,

2012
Assets
Accounts receivable 1,747
Liabilities
Accounts payable 1,592

Hedge accounting has not been used for items itatie.

As required under Topic 815 of the Codification #maounts shown in the preceding table are presented
gross (i.e., without netting assets and liabilitieth the same counterparty where the right of aiffand
intent to net exist). Derivative assets and ligieli resulting from eligible commodity contractsvbaeen
netted in the consolidated balance sheet and amrded as accounts receivable in the amount of
$209 million and accounts payable in the amouds@f million.

Financial results from commodity derivatives wareluded in the consolidated income statements ostC
of purchased crude oil, gas and products”. Realleedes were $99 million and unrealized gains were
$181 million for the six months ended June 30, 2012

As of June 30, 2012, the net position of outstagpadiommodity derivative contracts, primarily to mgea
price exposure on underlying operations, was rmtificant.

Currency exchange rate derivative contracts

The Group has foreign currency exchange rate dsklting from its international operations. The @ro
does not comprehensively hedge the exposure t@royrrate changes, although the Group selectively
hedges certain foreign currency exchange rate exesssuch as firm commitments for capital projects
local currency tax payments and dividends.

The fair value of foreign currency derivatives assand liabilities open as of June 30, 2012 was not
significant.

The impact from foreign currency derivatives durthg three and six months ended June 30, 2012eon th

consolidated income statement was not significhé net position of outstanding foreign currencyagw
contracts as of June 30, 2012 also was not sigmific
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Note 14. Financial and derivative instruments (conhued)
Credit risk

The Group’s financial instruments that are potdigtiaxposed to concentrations of credit risk consis
primarily of cash equivalents, over-the-counteradive contracts and trade receivables. Cash atgnts
are placed in high-quality commercial paper, momayket funds and time deposits with major inte ozl
banks and financial institutions.

The credit risk from the Group’s over-the-counteridative contracts, such as forwards and swaps/ete
from the counterparty to the transaction, typicalymajor bank or financial institution. Individual
counterparty exposure is managed within predetethicredit limits and includes the use of cash-call
margins when appropriate, thereby reducing the afskignificant non-performance. The Group alsosuse
futures contracts, but futures have a negligibleditrrisk because they are traded on the New York
Mercantile Exchange or the ICE Futures.

Certain of the Group’s derivative instruments confarovisions that require the Group to post celiat if
the derivative exposure exceeds a threshold amdtetGroup has contracts with fixed threshold an®un
and other contracts with variable threshold amotims$ are contingent on the Group’s credit ratifilge
variable threshold amounts typically decline fowés credit ratings, while both the variable andeéix
threshold amounts typically revert to zero if theo@ falls below investment grade. Cash is the arym
collateral in all contracts; however, many contsaatso permit the Group to post letters of credit a
collateral.

There were no derivative instruments with such itmegk-related contingent features that were irahility
position as of June 30, 2012. The Group postedndifidn in collateral in the normal course of busss for
the over-the-counter derivatives. If the Group'sdit rating were lowered one level from its “BBBdting
(per Standard and Poors) as of June 30, 2012 tavalid be below investment grade, the Group wdngd
required to post additional collateral of $5 millido the Group’s counterparties for the over-thenter
derivatives, either with cash or letters of credihe maximum additional collateral based on theelsiw
downgrade would be $14 million in total.

Note 15.Consolidation of Variable Interest Entity

The Group and ConocoPhillips had a joint ventur® NG, which develops oil reserves in the Timan-
Pechora region of the Russian Federation. The GamgpConocoPhillips had equal voting rights over th
joint venture’s activity and effective ownershigarests of 70% and 30%, respectively. In Augusi22@ie
Group increased its ownership in NMNG to 100% (rédeNote 20. Subsequent events).

The Group originally determined that NMNG is a white interest entity (“VIE”) as the Group’s voting
rights are not proportionate to its ownership sgand all of NMNG's activities are conducted on débf
the Group and ConocoPhillips, its former relatedtypaBased on the requirements of Topic 810,
“Consolidation,” of the Codification, the Group performed a regujaalitative analysis as to whether it is
the primary beneficiary of this VIE. As a resulet@roup is still considered to be the primary bty of
NMNG during the six-month period ended June 3022@hd consolidated it.

NMNG's total assets were approximately $3.1 an@® ®dlion as of June 30, 2012 and December 31, 2011
respectively.

23



OAO LUKOIL
Notes to Interim Consolidated Financial Statementgunaudited)
(Millions of US dollars, unless otherwise noted)

Note 16.Commitments and contingencies
Capital expenditure, exploration and investment grams

Under the terms of existing exploration and promhurcticense agreements in Russia the Group hadfith f
certain obligations: oil and gas exploration, welidling, fields development, etc., and the Gralgo has
commitments to reach a defined level of extractwonthe fields. Management believes that the Group’s
approved annual capital expenditure budgets futlyec all the requirements of the described license
obligations.

In 2012, a construction agreement for a heavy-tesidydrocracking complex at Group refinery LUKOIL
Neftochim Bourgas AD in Bulgaria was signed. Consiaising of the complex is expected in 2015. The
amount of capital commitment under this agreemeapproximately $1.1 billion.

Group companies have commitments for capital expemdcontributions in the amount of $475 million
related to various production sharing agreemengs the next 26 years.

The Company has signed a three-year agreemenhdoydars 2010-2012 for drilling services with OOO
Eurasia Drilling Company. The volume of these smsiis based on the Group’s capital construction
program, which is re-evaluated on an annual basis.Group estimates the amount of capital commitmen
under this agreement for the second half of 20Xitapproximately $702 million.

The Company has signed a strategic agreement doorigoing provision of construction, engineering an
technical services with ZAO Globalstroy-Engineerimge volume of these services is based on theg@ou
capital construction program, which is re-evaluatedan annual basis. The Group estimates the anabunt
capital commitment under this agreement for theseédalf of 2012 to be approximately $262 million.

The Group signed a number of agreements for thies\2€H 2-2015 for construction of offshore platforims
the Caspian region. The Group estimates the amounhis capital commitment to be approximately
$1,369 million.

The Group has a commitment to execute the capmitadtouction program of its power generation segment
and under the terms of this program power planth witotal capacity of 890 MW should be constructed
Currently the Group is applying for certain amendtado the capital construction program, includitsg
extension to the end of 2015. As of June 30, 2012 Group estimates the amount of this commitnebiet
approximately $457 million.

Operating lease obligations

Group companies have commitments of $450 milliomarily for the lease of vessels and petroleum
distribution outlets. Operating lease expenses W8femillion, $37 million, $101 million and $82 rdn

for the three months ended June 30, 2012 and 20d Toa the six months ended June 30, 2012 and 2011,
respectively. Commitments for minimum rentals urithesse leases as of June 30, 2012 are as follows:

As of June 30, 2012

For the six-months ending December 31, 2012 76
2013 fiscal year 103
2014 fiscal year 81
2015 fiscal year 56
2016 fiscal year 42
beyond 92
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Note 16. Commitments and contingencies (continued)

Insurance

The insurance industry in the Russian Federati@hcantain other areas where the Group has opesaiton

in the course of development. Management belidvatsthe Group has adequate property damage coverage
for its main production assets. In respect of tipedty liability for property and environmental dage
arising from accidents on Group property or retatim Group operations, the Group has insuranceragee

that is generally higher than insurance limitsisethe local legal requirements. Management bedieliat

the Group has adequate insurance coverage ofgke which could have a material effect on the @imu
operations and financial position.

Environmental liabilities

Group companies and their predecessor entities tygerated in the Russian Federation and other geant
for many years and, within certain parts of therapens, environmental related problems have deeslo
Environmental regulations are currently under atdesition in the Russian Federation and other areas
where the Group has operations. Group companiesnedyl assess and evaluate their obligations in
response to new and changing legislation.

As liabilities in respect of the Group’s environrtedrobligations are able to be determined, theycasrged
against income. The likelihood and amount of liéie#$ relating to environmental obligations under
proposed or any future legislation cannot be reasignestimated at present and could become material
Under existing legislation, however, managemerieles that there are no significant unrecordedliieds

or contingencies, which could have a materiallyeade effect on the operating results or finanaisition

of the Group.

Social assets

Certain Group companies contribute to Governmerdnspred programs, the maintenance of local
infrastructure and the welfare of their employeathiw the Russian Federation and elsewhere. Such
contributions include assistance with the consitoactdevelopment and maintenance of housing, halspit
and transport services, recreation and other sogats. The funding of such assistance is perithgica
determined by management and is appropriately alggmt (only to the extent that they are expected t
result in future economic benefits to the Groupgxpensed as incurred.

Taxation environment

The taxation systems in the Russian Federatiorotira emerging markets where Group companies aperat
are relatively new and are characterized by nunsetaxes and frequently changing legislation, whgh
often unclear, contradictory, and subject to intet@tion. Often, differing interpretations exist @mg
different tax authorities within the same jurisdics and among taxing authorities in differentgdictions.
Taxes are subject to review and investigation bymber of authorities, who are enabled by law tpdse
severe fines, penalties and interest chargeseliRtissian Federation a tax year remains open fa@awey

the tax authorities during the three subsequemndalr years. However, under certain circumstandes a
year may remain open longer. Recent events withénRussian Federation suggest that the tax au#worit
are taking a more assertive position in their prtetation and enforcement of tax legislation. Sfatdtors
may create substantially more significant taxati®ks in the Russian Federation and other emerging
markets where Group companies operate, than tmoséhér countries where taxation regimes have been
subject to development and clarification over |pegiods.

The tax authorities in each region may have a wiffeinterpretation of similar taxation issues whinay
result in taxation issues successfully defendedhieyGroup in one region being unsuccessful in aroth
region. There is some direction provided from tkeatral authority based in Moscow on particular texa
issues. The Group has implemented tax planningr@athgement strategies based on existing legislation
the time of implementation. The Group is subjedatoauthority audits on an ongoing basis, as isnabin
the Russian environment and other republics ofah@er Soviet Union, and, at times, the authorihase
attempted to impose additional significant taxeshen Group. Management believes that it has adelyuat
met and provided for tax liabilities based on mgerpretation of existing tax legislation. Howevére
relevant tax authorities may have differing intetptions and the effects on the financial statespenthe
authorities were successful in enforcing theirnptetations, could be significant.
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Note 16. Commitments and contingencies (continued)

Litigation and claims

On November 27, 2001, Archangel Diamond Corpora(i#kDC”), a Canadian diamond development
company, filed a lawsuit in the Denver District @puColorado against OAO Arkhangelskgeoldobycha
(“AGD"), a Group company, and the Company (togettiee “Defendants”). ADC alleged that the
Defendants interfered with the transfer of a diatherploration license to Almazny Bereg, a joint tuea
between ADC and AGD. ADC claimed compensatory dasagf $1.2 billion and punitive damages of
$3.6 billion. On October 15, 2002, the District @odismissed the lawsuit for lack of personal jditsion.
This ruling was upheld by the Colorado Court of Agls on March 25, 2004. On November 21, 2005, the
Colorado Supreme Court affirmed the lower courtding that no specific jurisdiction exists over the
Defendants. By virtue of this finding, AGD (the Hel of the diamond exploration license) was disetss
from the lawsuit. The Colorado Supreme Court fourayever, that the trial court made a procedunalrer
by failing to hold an evidentiary hearing beforeking its ruling concerning general jurisdiction aeding
the Company and remanded the case to the Colorada Gf Appeals to consider whether the lawsuit
should have been dismissed on alternative grouinels forum non conveniens). The Colorado Court of
Appeals declined to dismiss the case based on formmconveniens and the case was remanded to the
District Court. In June 2009, three creditors of @fled an Involuntary Bankruptcy Petition puttiddpC

into bankruptcy. In November 2009, after addindadnt, ADC removed the case from the District Cdort
the US Bankruptcy Court. On October 28, 2010, taekBuptcy Court granted the Company’s Motion for
Remand and Abstention and remanded the case tDeheer District Court. On October 20, 2011, the
Denver District Court dismissed all claims in tlevbuit against the Company. ADC has filed a notite
appeal. No briefing schedule has been establidhadagement does not believe that the ultimate uésal

of this matter will have a material adverse effatthe Group’s financial condition.

On January 6, 2012, ADC filed a lawsuit in the UiStiBct Court for the District of Colorado (federaurt)
reasserting almost identical claims asserted inafleeementioned lawsuit and dismissed by the Denver
District Court (state court) notwithstanding ADGippeal of the state court’s decision. In FederairCo
case, the Company has filed a Motion to Dismissdiscbvery has been stayed pending further achoal
Argument took place in the Court of Appeals regagdihe appeal of the State Court case on August 7,
2012. The Company plans to seek dismissal of tke aad vigorously defend the matter. Managemers doe
not believe that the ultimate resolution of thisttmawill have a material adverse effect on the upie
financial condition.

The Group was involved in cost recovery disputeth wie Republic of Kazakhstan. The Group’s share of
the claim was approximately $295 million. The settent of this dispute was within the scope of the
Settlement agreement that was signed between timoum of investors, including the Group, and the
Republic of Kazakhstan. The agreement sets foathsterring a 10% interest in Karachaganak Petroleum
Operating to state-owned KazMunayGas (this assigmedest is to be proportionally distributed amaiig
participants of the project), as well as withdrawhhll lawsuits and settlement of tax and custatagms

and was exercised on June 28, 2012.

The Group is involved in various other claims agghll proceedings arising in the normal course eirtass.
While these claims may seek substantial damagdsstdhe Group and are subject to uncertainty iafer
in any litigation, management does not believe that ultimate resolution of such matters will have
material adverse impact on the Group’s operatisglte or financial condition.
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Note 17.Related party transactions

In the rapidly developing business environmenthi@ Russian Federation, companies and individuals ha
frequently used nominees and other forms of intdiamg companies in transactions. The senior
management of the Company believes that the Graspabpropriate procedures in place to identify and
properly disclose transactions with related partiesthis environment and has disclosed all of the
relationships identified which it deemed to be #igant. Related party sales and purchases ofrull @il
products were primarily to and from affiliated commes. Related party processing services were gedvi
by affiliated refineries.

Below are related party transactions not discladsewhere in the financial statements. Refer aidéates
4, 6, 10, 12 and 18 for other transactions withteal parties.

Sales of oil and oil products to related partiesrev8314 million, $430 million, $610 million and
$686 million during the three months ended JuneZ281,2 and 2011 and during the six months ended
June 30, 2012 and 2011, respectively.

Other sales to related parties were $12 millior8 #iillion, $27 million and $27 million during théree
months ended June 30, 2012 and 2011 and duringsithenonths ended June 30, 2012 and 2011,
respectively.

Purchases of oil and oil products from relatedipantvere $109 million, $126 million, $248 millioma
$205 million during the three months ended June281,2 and 2011 and during the six months ended
June 30, 2012 and 2011, respectively.

Purchases of processing services from relatedegaviere $239 million, $267 million, $478 milliondan
$434 million during the three months ended June281,2 and 2011 and during the six months ended
June 30, 2012 and 2011, respectively.

Other purchases from related parties were $19anjli$14 million, $33 million and $28 million durirthe
three months ended June 30, 2012 and 2011 andgdilminsix months ended June 30, 2012 and 2011,
respectively.

Amounts receivable from related parties, includémgrt-term loans and advances, were $505 milliah an
$339 million as of June 30, 2012 and December B112respectively. Amounts payable to related parti
were $255 million and $115 million as of June 3012 and December 31, 2011, respectively.

Note 18. Compensation plan

Since December 2009, the Company has a compengationto certain members of management for the
period from 2010 to 2012, which is based on assigiiwres and provides compensation consisting @f tw
parts. The first part represents annual bonusdsatteabased on the number of assigned shares and th
amount of dividend per share. The payment of thmEsrises is contingent on the Group meeting certain
financial KPIs in each financial year. The secoratgds based upon the Company’s common stock
appreciation from 2010 to 2012, with rights vestafter the date of the compensation plan’s ternonat
The number of assigned shares is approximatelyrhilli®n shares.

For the first part of the share plan the Group gees a liability based on expected dividends ded
number of assigned shares.

The second part of the share plan is classifiedoasty settled. The grant date fair value of thanplvas
estimated at $295 million. The fair value was eated using the Black-Scholes-Merton option-pricing
model, assuming a risk-free interest rate of 8.086 gnnum, an expected dividend yield of 3.09% per
annum, an expected term of three years and a htyldgictor of 34.86%. The expected volatility factwas
estimated based on the historical volatility of @@mpany’s shares for the previous five year peupdo
January 2010.
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Note 18. Compensation plan (continued)

As of June 30, 2012, there was $49 million of tatatecognized compensation cost related to unvested
benefits. This cost is expected to be recognizeidgieally by the Group up to December 2012.

Related to these plans the Group recorded $46omjlls39 million, $79 million and $71 million of
compensation expenses during the three months ehdexi 30, 2012 and 2011 and during the six months
ended June 30, 2012 and 2011, respectively, ofw®22 million during the three months ended June 30
2012 and 2011 and $49 million during the six morghded June 30, 2012 and 2011 are recognized as an
increase in additional paid-in capital, respectivéls of June 30, 2012 and December 31, 2011, $#B®m

and $28 million related to these plans are includetDther current liabilities” in the consolidatdxhlance
sheets, respectively. The total recognized tax fiteneéated to these accruals during the three moenhded
June 30, 2012 and 2011 and during the six monttiecedune 30, 2012 and 2011, is $9 million, $8 anilli

$16 million and $14 million, respectively.

Note 19.Segment information

Presented below is information about the Group®&rating and geographical segments for the threesiand
months ended June 30, 2012 and 2011, in accordaitbeTopic 280, “Segment reporting,”of the
Codification

The Group has the following operating segments plogation and production; refining, marketing and
distribution; chemicals; power generation and otheisiness segments. These segments have been
determined based on the nature of their operatddasagement on a regular basis assesses the panfoem

of these operating segments. The exploration andustion segment explores for, develops and praduce
primarily crude oil. The refining, marketing andstlibution segment processes crude oil into refined
products and purchases, sells and transports aildend refined petroleum products. The chemicals
segment refines and sells chemical products. Tikepgeneration segment produces steam and elégtrici
distributes them and provides related services.athieities of the other business operating segnmshide
businesses beyond the Group’s traditional opersition

Geographical segments are based on the area oftgpsr and include two segments: Russia and
International.

Operating segments

For the three months ended June 30, 2012

Refining,
Exploration marketing and Power

and production distribution Chemicals generation Other Elimination Consolidated
Sales
Third parties 806 30,961 336 253 41 - 32,397
Inter-segment 9,894 411 81 368 728 (11,482)
Total sales 10,700 31,372 417 621 769 (11,482) 32,397
Operating expenses 1,286 900 114 436 579 (988) 2,327
Depreciation, depletion
and amortization 729 320 18 62 29 19 1,177
Interest expense 214 180 10 13 138 (395) 160
Income tax expense 654 324 21 24 34 116 1,173
Net income (loss) 1,593 (365) (147) (44  (304) 285 1,018
Total assets 61,228 67,263 1,505 4,340 17,491 (58,939) 92,888
Capital expenditures 2,313 390 24 167 57 - 2,951
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Note 19. Segment information (continued)

For the three months ended June 30, 2011

Refining,
Exploration marketing and Power
and production distribution Chemicals generation Other Elimination Consolidated
Sales
Third parties 885 33,092 543 364 28 - 34,912
Inter-segment 10,299 509 180 390 611 (11,989) -
Total sales 11,184 33,601 723 754 639 (11,989) 34,912
Operating expenses 1,114 865 88 573 511 (711) 2,440
Depreciation, depletion
and amortization 703 300 15 62 33 36 1,149
Interest expense 189 189 4 12 126 (343) 177
Income tax expense 466 258 14 @) - 83 814
Net income (loss) 1,583 1,500 28 (108) (43) 291 3,251
Total assets 58,683 62,039 1,477 4,294 21,044 (55,488) 92,049
Capital expenditures 1,531 271 14 28 48 - 1,892
For the six months ended June 30, 2012
Refining,
Exploration marketing and Power
and production distribution Chemicals generation Other Elimination Consolidated
Sales
Third parties 1,736 64,518 645 695 64 - 67,658
Inter-segment 21,811 826 179 751 1,286 (24,853) -
Total sales 23,547 65,344 824 1,446 1,350 (24,853) 67,658
Operating expenses 2,527 1,710 216 910 1,015 (1,836) 4,542
Depreciation, depletion
and amortization 1,418 644 35 124 61 (10) 2,272
Interest expense 422 393 19 28 275 (816) 321
Income tax expense 1,031 355 31 27 41 55 1,540
Net income (loss) 4,404 808 (181) (206)  (293) 175 4,807
Total assets 61,228 67,263 1,505 4,340 17,491 (58,939) 92,888
Capital expenditures 4,315 741 34 224 99 - 5,413
For the six months ended June 30, 2011
Refining,
Exploration marketing and Power
and production distribution Chemicals generation Other Elimination Consolidated
Sales
Third parties 1,785 60,748 1,038 916 51 - 64,538
Inter-segment 20,358 893 306 798 1,125 (23,480) -
Total sales 22,143 61,641 1,344 1,714 1,176 (23,480) 64,538
Operating expenses 2,112 1,988 189 1,152 911 (1,774) 4,578
Depreciation, depletion
and amortization 1,372 609 30 125 67 5 2,208
Interest expense 368 370 8 24 248 (668) 350
Income tax expense 1,049 343 25 (4) 7 33 1,453
Net income (loss) 3,889 2,650 83 (83) 79 150 6,768
Total assets 58,683 62,039 1,477 4,294 21,044 (55,488) 92,049
Capital expenditures 2,924 498 28 78 86 - 3,614
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Note 19. Segment information (continued)

Geographical segments

For the three For the three For the six For the six

months ended months ended months ended months ended

June 30, 2012 June 30, 2011 June 30, 2012 June 30, 2011
Sales of crude oil within Russia 264 420 647 843
Export of crude oil and sales of oil of foreign
subsidiaries 6,226 7,879 13,531 15,002
Sales of refined products within Russia 3,953 3,839 7,578 6,867
Export of refined products and sales of refined
products of foreign subsidiaries 20,063 20,707 83,9 37,700
Sales of chemicals within Russia 66 264 118 503
Export of chemicals and sales of chemicals of fprei
subsidiaries 268 295 544 572
Other sales within Russia 711 799 1,595 1,747
Other export sales and other sales of foreign
subsidiaries 846 709 1,657 1,304
Total sales 32,397 34,912 67,658 64,538
For the three months ended June 30, 2012

Russia International Elimination Consolidated
Sales
Third parties 5,972 26,425 - 32,397
Inter-segment 9,307 34 (9,341) -
Total sales 15,279 26,459 (9,341) 32,397
Operating expenses 1,790 548 (11) 2,327
Depletion, depreciation and
amortization 972 205 - 1,177
Interest expense 74 127 (42) 160
Income tax expense 820 255 98 1,173
Net income 661 55 302 1,018
Total assets 77,022 33,206 (17,340) 92,888
Capital expenditures 2,396 555 - 2,951
For the three months ended June 30, 2011
Russia International Elimination Consolidated

Sales
Third parties 6,325 28,587 - 34,912
Inter-segment 10,879 16 (10,895) -
Total sales 17,204 28,603 (10,895) 34,912
Operating expenses 1,670 556 214 2,440
Depletion, depreciation and
amortization 928 190 31 1,149
Interest expense 87 120 (30) 177
Income tax expense 508 196 110 814
Net income 2,641 314 296 3,251
Total assets 72,183 34,439 (14,573) 92,049
Capital expenditures 1,551 341 - 1,892
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Note 19. Segment information (continued)

For the six months ended June 30, 2012

Russia International Elimination Consolidated
Sales
Third parties 11,921 55,737 - 67,658
Inter-segment 20,317 49 (20,366) -
Total sales 32,238 55,786 (20,366) 67,658
Operating expenses 3,486 1,078 (22) 4,542
Depletion, depreciation and
amortization 1,857 415 - 2,272
Interest expense 150 252 (81) 321
Income tax expense 1,134 368 38 1,540
Net income 4,185 430 192 4,807
Total assets 77,022 33,206 (17,340) 92,888
Capital expenditures 4,298 1,115 - 5,413
For the six months ended June 30, 2011

Russia International Elimination Consolidated
Sales
Third parties 11,819 52,719 - 64,538
Inter-segment 20,214 27 (20,241) -
Total sales 32,033 52,746 (20,241) 64,538
Operating expenses 3,596 1,017 (35) 4,578
Depletion, depreciation and
amortization 1,821 387 - 2,208
Interest expense 170 235 (55) 350
Income tax expense 1,159 282 12 1,453
Net income 6,064 544 160 6,768
Total assets 72,183 34,439 (14,573) 92,049
Capital expenditures 2,958 656 - 3,614

The Group’s international sales to third partieslude sales in Switzerland of $15,731 million, B0
million, $33,486 million and $32,029 million foretthree months ended June 30, 2012 and 2011 atukfor
six months ended June 30, 2012 and 2011, resplctiiee Group’s international sales to third pastie
include sales in the USA of $2,716 million, $2,688lion, $5,748 million and $4,680 million for thtaree
months ended June 30, 2012 and 2011 and for theamths ended June 30, 2012 and 2011, respectively.
These amounts are attributed to individual coustbhased on the jurisdiction of subsidiaries makhme
sale.

Note 20.Subsequent events

In accordance with the requirements of Topic 8%bsequent events,6f the Codificationthe Group
evaluated subsequent events through the date tieoladated financial statements were availabledo b
issued. Therefore subsequent events were evalbgptée Group up to August 27, 2012.

On August 22, 2012, the Group acquired Conocophilinvestments in NMNG and certain related assets
for approximately $0.6 billion. ConocoPhillips gmwwned 30% in NMNG. The acquisition brings the
Group’s total ownership interest in NMNG to 100%.
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