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Auditors’ Report
To the Shareholders and Board of Directors
OAO LUKOIL

We have audited the accompanying consolidated financial statements of OAO LUKOIL and its
subsidiaries, which comprise the consolidated balance sheets as of December 31, 2014 and 2013,
and the consolidated statements of comprehensive income, stockholders’ equity and cash flows
for 2014, 2013 and 2012, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with U.S. generally accepted accounting principles; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation of consolidated financial statements that are free from material misstatement, whether
due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on the fair presentation of these consolidated financial
statements based on our audits. We conducted our audits in accordance with Russian Federal
Auditing Standards and auditing standards generally accepted in the United States of America.
Those standards require that we comply with ethical requirements and plan and perform the audits
to obtain reasonable assurance about whether the consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the consolidated financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness ot accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to express an
opinion on the fair presentation of these consolidated tinancial statements.

Audited entity: Cpen Joint Stock Company “Oil company “LUKGIL" indepencent auditor: ZAO KPMG, a company incorporated under the
iLaws of the Russian Federation, a member firm of the KPMG network
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Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of OAO LUKOIL and its subsidiaries as of December 31,
2014 and 2013, and the results of their operations and their cash flows for 2014, 2013 and 2012
in accordance with U.S. generally accepted accounting principles.

Other Matter

U.S. generally accepted accounting principles require that the Supplementary Information on Oil
and Gas Exploration and Production Activities on pages 40 through 46 be presented to supplement
the basic consolidated financial statements. Such information, although not a part of the basic
consolidated financial statements, is required by the Financial Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic consolidated
financial statements in an appropriate operational, economic, or historical context.

We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management's responses to our inquiries, the
basic consolidated financial statements, and other knowledge we obtained during our audit of the
basic consolidated financial statements. We do not express an opinion or provide any assurance
on the informatipn-beeausethe limited procedures do not provide us with sufficient evidence to

ZAO KPMG

March 2. 2015

Moscow, Russian Federation



OAO LUKOIL

Consolidated Balance Sheets

As of December 31, 2014 and 2013

(Millions of US dollars, unless otherwise noted)

Note 2014 2013
Assets
Current assets
Cash and cash equivalents 3 3,004 1,712
Short-term investments 234 363
Accounts receivable, r 5 9,213 7,943
Inventories 6 6,154 8,801
Prepaid taxes and other expenses 2,174 3,801
Other current assets 500 775
Assets held for sale 11 1,480 -
Total current assets 22,759 23,395
Investments 7 4,808 4,255
Property, plant and equipment 8,9 81,467 78,466
Deferred income tax assets 14 725 684
Goodwill and other intangible assets 10 1,193 1,300
Other non-current assets 848 1,339
Total assets 111,800 109,439
Liabilities and equity
Current liabilities
Accounts payable 7,101 7,335
Short-term borrowings and current portion of lorgat debt 12 2,168 1,338
Taxes payable 1,437 2,501
Other current liabilities 3,231 1,923
Liabilities related to assets held for sale 11 275 -
Total current liabilities 14,212 13,097
Long-term debt 13,17 11,361 9,483
Deferred income tax liabilities 14 2,778 4,724
Asset retirement obligations 8 1,573 2,764
Other long-term liabilities 524 516
Total liabilities 30,448 30,584
Equity 16
OAO LUKOIL stockholders’ equity
Common stock 15 15
Treasury stock, at cost (5,189) (5,189)
Equity-linked notes (2,500) (2,500)
Additional paid-in capital 4,524 4,574
Retained earnings 84,317 81,733
Accumulated other comprehensive loss (37) (55)
Total OAO LUKOIL stockholders’ equity 81,130 78,578
Non-controlling interests 222 277
Total equity 81,352 78,855
Total liabilities and equity 111,800 109,439

/NG
I LB
President of OAC*UKOIL Vice-president — Chief acatant of OAO LUKOIL

Alekperov V.Y. Khoba L.N.

The accompanying notes are an integral part oktbhessolidated financial statements.



OAO LUKOIL

Consolidated Statements of Comprehensive Income
For the years ended December 31, 2014, 2013 and 201
(Millions of US dollars, unless otherwise noted)

Note 2014 2013 2012

Revenues
Sales (including excise and export tariffs) 22 147, 141,452 139,171
Costs and other deductions
Operating expenses (10,115) (10,086) (9,359)
Cost of purchased crude oil, gas and products 48),2 (65,924) (64,148)
Transportation expenses (5,894) (6,290) (6,171)
Selling, general and administrative expenses 8,85 (3,849) (3,755)
Depreciation, depletion and amortization (8,816) (5,756) (4,832)
Taxes other than income taxes 14 (12,892) (13,803) (13,666)
Excise and export tariffs (21,364) (22,334) (22,836)
Exploration expenses (1,104) (602) (364)
(Loss) gain on disposals and impairments of assets (1,753) (2,561) 30
Income from operating activities 7,126 10,247 1470
Interest expense (637) (488) (538)
Interest and dividend income 275 239 257
Equity share in income of affiliates 7 552 575 518
Currency translation loss (355) (443) (512)
Other non-operating (expense) income (189) 328 (72)
Income before income taxes 6,772 10,458 13,723
Current income taxes (2,876) (2,051) (2,738)
Deferred income taxes 818 (780) (60)
Total income tax expense 14 (2,058) (2,831) (2,798)
Net income 4,714 7,627 10,925
Net loss attributable to non-controlling interests 32 205 79
Net income attributable to OAO LUKOIL 4,746 7,832 11,004
Earnings per share of common stock attributable to
OAO LUKOIL (US dollars): 16

Basic 6.29 10.38 14.47

Diluted 6.20 10.18 14.17
Other comprehensive income, net of tax:
Defined benefit pension plan:

Prior service cost arising during the period 8 8 -

Actuarial gain (loss) 10 6 (15)
Other comprehensive income (loss) 18 14 (15)
Comprehensive income 4,732 7,641 10,910
Comprehensive loss attributable to non-controllimgriests 32 205 79
Comprehensive income attributable to OAO LUKOIL 4,74 7,846 10,989

The accompanying notes are an integral part oethessolidated financial statements.



OAO LUKOIL
Consolidated Statements of Stockholders’ Equity

For the years ended December 31, 2014, 2013 and 201

(Millions of US dollars, unless otherwise noted

2014

2013

2012

Stockholders’ Comprehen- Stockholders’ Comprehen- Stockholders’ Comprehen-
equity  sive income

equity  sive income

equity  sive income

Common stock

Balance as of January 1 15 15 15
Balance as of December 31 15 15 15
Treasury stock
Balance as of January 1 (5,189) (5,189) (4,081)
Stock purchased - - (128)
Equity-linked notes conversion - - (980)
Balance as of December 31 (5,189) (5,189) (5,189)
Equity-linked notes
Balance as of January 1 (2,500) (2,500) (980)
Equity-linked notes purchased - - (2,500)
Equity-linked notes conversion - - 980
Balance as of December 31 (2,500) (2,500) (2,500)
Additional paid-in capital
Balance as of January 1 4,574 4,734 4,798
Effect of stock compensation plan - - (197)
Changes in non-controlling interests (50) (160) 133
Balance as of December 31 4,524 4,574 4,734
Retained earnings
Balance as of January 1 81,733 76,216 67,940
Net income 4,746 4,746 7,832 7,832 11,004 11,004
Dividends on common stock (2,162) (2,315) (2,728)
Balance as of December 31 84,317 81,733 76,216
Accumulated other comprehensive loss, net of tax
Balance as of January 1 (55) (69) (54)
Pension benefits:
Prior service cost 8 8 8 - -
Actuarial gain (loss) 10 10 6 6 (15) (15)
Balance as of December 31 (37) (55) (69)
Total comprehensive income 4,764 7,846 10,989
Total OAO LUKOIL stockholders’ equity
as of December 31 81,130 78,578 73,207
Non-controlling interests
Balance as of January 1 277 981 1A72)
Net loss attributable to
non-controlling interests (32) (205) (79)
Changes in non-controlling interests (23) (499) 1,232
Balance as of December 31 222 277 981
Total equity as of December 31 81,352 78,855 7418

The accompanying notes are an integral part oethessolidated financial statements.



OAO LUKOIL

Consolidated Statements of Stockholders’ Equity

For the years ended December 31, 2014, 2013 and 201
(Millions of US dollars, unless otherwise noted

Share activity

2014 2013

2012

(thousands of shares) (thousands of shares)

(thousands of shares)

Common stock, issued

Balance as of January 1 850,563 850,563 850,563
Balance as of December 31 850,563 850,563 850,563
Treasury stock

Balance as of January 1 (95,697) (95,697) (76,101)

Purchase of treasury stock - - (2,096)

Equity-linked notes conversion - - (17,500)
Balance as of December 31 (95,697) (95,697) (95,697)

The accompanying notes are an integral part oethessolidated financial statements.



OAO LUKOIL

Consolidated Statements of Cash Flows

For the years ended December 31, 2014, 2013 and 201
(Millions of US dollars)

Note 2014 2013 2012
Cash flows from operating activities
Net income attributable to OAO LUKOIL 4,746 7,832 1,004
Adjustments for non-cash items:
Depreciation, depletion and amortization 8,816 56,7 4,832
Equity share in income of affiliates, net of dividks received (214) (20) 102
Dry hole write-offs 794 314 127
Loss (gain) on disposals and impairments of assets 1,753 2,561 (30)
Change in net deferred income tax liability (2,130 600 171
Non-cash currency translation (gain) loss (31) 128 68
Non-cash investing activities (25) 5) (18)
All other items — net (640) 58 211
Changes in operating assets and liabilities:
Trade accounts receivable (1,321) 816 641
Inventories 2,702 (1,105) (126)
Accounts payable (731) (78) 1,057
Taxes payable (1,020) (313) 468
Other current assets and liabilities 2,869 (95) 049
Net cash provided by operating activities 15,568 61449 18,997
Cash flows from investing activities
Acquisition of licenses (98) (849) (921)
Capital expenditures (14,545) (14,957) (11,647)
Proceeds from sale of property, plant and equipment 63 99 412
Purchases of investments (403) (559) (453)
Proceeds from sale of investments 159 315 252
Sale of subsidiaries and equity method affiliatest,of cash
disposed 132 97 27
Acquisitions of subsidiaries and equity methodliatés, net of
cash acquired 49 (2,785) (886)
Net cash used in investing activities (14,643) (639) (13,216)
Cash flows from financing activities
Net movements of short-term borrowings 282 25 (32)
Proceeds from issuance of long-term debt 3,940 4%,0 597
Principal repayments of long-term debt (1,698) 994 (1,831)
Dividends paid on Company common stock (1,357) 82)3 (2,800)
Dividends paid to non-controlling interest stocldas (80) (126) (113)
Financing received from non-controlling interestcktholders 2 2 2
Purchases of Company'’s stock - - (128)
Purchases of equity-linked notes - - (740)
Purchases of non-controlling interest (29) (589) (635)
Net cash provided by (used in) financing activities 1,060 1,029 (5,680)
Effect of exchange rate changes on cash and casvatnts (293) (42) 60
Cash included in “Assets held for sale” 11 (400) - -
Net increase (decrease) in cash and cash equivakent 1,292 (1,202) 161
Cash and cash equivalents at beginning of year 21,71 2,914 2,753
Cash and cash equivalents at end of year 3 3,004 1,712 2,914
Supplemental disclosures of cash flow information
Interest paid 565 405 497
Income taxes paid 2,300 2,452 1,585

The accompanying notes are an integral part oethessolidated financial statements.



OAO LUKOIL
Notes to Consolidated Financial Statements
(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 paremtity
of this vertically integrated group of companies.

The Group was established in accordance with R¥eiad Decree No. 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 enterprises.déinGovernment Resolution No. 861 issued on
September 1, 1995, a further nine enterprises warsferred to the Group during 1995. Since 1988, t
Group has carried out a share exchange programctease its shareholding in each of the twenty-four
founding subsidiaries to 100%.

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

Business and economic environment

The accompanying consolidated financial statemegitsct management’s assessment of the impacteof th
business environment in the countries in which @reup operates on the operations and the financial
position of the Group. The future business envirents may differ from management’s assessment.

Basis of preparation

These consolidated financial statements have bemaped by the Company in accordance with accogintin
principles generally accepted in the United Stafemerica (“US GAAP”).

Note 2. Summary of significant accounting policies
Principles of consolidation

These consolidated financial statements include fthencial position and results of the Company,
controlled subsidiaries of which the Company disectr indirectly owns more than 50% of the voting
interest, unless non-controlling stockholders haubstantive participating rights, and variable rese
entities where the Group is determined to be themagry beneficiary. Other significant investments in
companies of which the Company directly or indineciwns between 20% and 50% of the voting interest
and over which it exercises significant influenag bot control, are accounted for using the equigthod

of accounting. Investments in companies of whiah @ompany directly or indirectly owns more than 50%
of the voting interest but where non-controllingcitholders have substantive participating rights aso
accounted for using the equity method of accountuvdivided interests in oil and gas joint ventuaes
accounted for using the proportionate consolidat@thod. Investments in other companies are redaatle
cost. Equity investments and investments in othempanies are included in “Investments” in the
consolidated balance sheet.

Use of estimates

The preparation of financial statements in confoymiwith 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 employaeefits. Eventual actual amounts could differ frdroge
estimates.



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

Note 2. Summary of significant accounting policieécontinued)
Revenues

Revenues are recognized when title passes to cestaah which point the risks and rewards of owriprsh
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 &ithalue of the crude oil and petroleum produstitsl.
Foreign currency translation

The Company maintains its accounting records irsRnsrubles. The Company’s functional currencyés 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 W&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 December 31, 2014, 2013 and 2012, exchartgs od 56.26, 32.73 and 30.37 Russian rubles to the
US dollar, respectively, have been used for traiosigpurposes.

Cash and cash equivalents

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

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

Accounts receivable

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

[ nventories

The cost of finished goods and purchased prodgcteiermined using the first-in, first-out cost hoat
(FIFO). The cost of all other inventory categoliiedetermined using the “average cost” method.

10



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

Note 2. Summary of significant accounting policieécontinued)

| nvestments

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

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

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

at cost, adjusted for the amortization or accreabpremiums or discounts. Unrealized holding gand
losses on trading securities are included in prfitoss. Unrealized holding gains and losses,ofn¢he
related tax effect, on available-for-sale secwsitiare reported as a separate component of other
comprehensive income until realized. Realized gamslosses from the sale of available-for-salersees

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

loss when earned.

A permanent decline in the market value of anylatée-for-sale or held-to-maturity security belowstis
accounted for as a reduction in the carrying amoufair value. The impairment is charged to profiloss
and a new cost base for the security is establighemiums and discounts are amortized or accmted
the life of the related held-to-maturity or avalkfor-sale security as an adjustment to yield gigime
effective interest method and such amortizationawtetion is recorded in profit or loss.

Property, plant and equipment

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

The Group continues to capitalize costs of exptoyatvells and exploratory-type stratigraphic wedfser

the completion of drilling if the well has foundsafficient quantity of reserves to justify its coleton as a
producing well and the Company is making sufficipnbgress towards assessing the reserves and the
economic and operating viability of the projecttiése conditions are not met or if informationt tteases
substantial doubt about the economic or operativiaddility of the project is obtained, the well wdwbe
assumed impaired, and its costs, net of any salalge, would be charged to expense.

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 developirests.

Depreciation, depletion and amortization of the itzdiged costs of risk service contract oil and gas
properties is calculated using a depletion factdcudated as the ratio of value of the applicablede oil
production for the period to the total capitalizexsts to be recovered.

Depreciation of assets not directly associated wiklproduction is calculated on a straight-linesisaover
the economic lives of such assets, estimated to e following ranges:

Buildings and constructions 5 — 40 years
Machinery and equipment 5 — 20 years

Production and related overhead costs are expessiedurred.

11



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

Note 2. Summary of significant accounting policieécontinued)

In addition to production assets, certain Group gamies also maintain and construct social assethéo
use of local communities. Such assets are camthlimly to the extent that they are expected toltrés
future economic benefits to the Group. If capitdizthey are depreciated over their estimated eomno
lives.

Significant unproved properties are assessed feaimment 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, dismaotie
otherwise retire tangible long-lived assets in pleeiod in which the liability is incurred. A corgganding
increase in the carrying amount of the related Joreyl asset is also recorded. Subsequently, &gty is
accreted for the passage of time and the relatest asdepreciated using the unit-of-productionhoet

Goodwill and other intangible assets

Goodwill represents the excess of the cost of guieed entity over the fair value of net assetauaregl. It

is assigned to reporting units as of the acquisitiate. Goodwill is not amortized, but is tested fo
impairment at least on an annual basis and betampunal tests if an event occurs or circumstancasgg
that would more likely than not reduce the fairualof a reporting unit below its carrying amouniheT
impairment test requires assessing qualitativeofaand then, if it is necessary, estimating tlievidue of

a reporting unit and comparing it with its carryiagount, including goodwill assigned to the repaytinit.

If the estimated fair value of the reporting usitéss than its net carrying amount, including ggbdthen
the goodwill is written down to its implied fair hee.

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

I mpairment 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 csset
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.

I ncome 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 tlaesy which those temporary differences are exgketd
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.

12



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

Note 2. Summary of significant accounting policieécontinued)

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, mamnagg considers whether it is more likely than matt tthe
deferred income tax assets will be realized. Iningathis assessment, management considers theuwetied
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.

I nterest-bearing borrowings

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

For borrowings from related parties (except conlbrtnotes) issued with an interest rate lower ttien
market interest rate, the Group determines boolkievalsing a market interest rate at the moment the
borrowing is made. The resulting difference is edied to additional paid-in capital and is amodiz¢ a
constant rate over the term of the borrowings. Amation is included in profit or loss each periad the
carrying amounts are adjusted as amortization aclaies.

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 procemmdsved 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 obligatafnGroup 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 in the Group.

Treasury stock

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

Earnings per share

Basic earnings per share is computed by dividing ineome available for distribution to common
stockholders of the Company by the weighted-averagmber of shares of common stock outstanding
during the reporting period. A calculation is cadriout to establish if there is potential dilutionearnings
per share if convertible securities were to be eomd into shares of common stock or contractssad
shares of common stock were to be exercised. Ketli® such dilution, diluted earnings per share is
presented.
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OAO LUKOIL
Notes to Consolidated Financial Statements
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)
Contingencies

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

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

Environmental expenditures

Estimated losses from environmental remediationigabibns are generally recognized no later than
completion of remedial feasibility studies. Grouygmpanies accrue for losses associated with envieatah
remediation obligations when such losses are ptelaid reasonably estimable. Such accruals arstadju
as further information becomes available or circiamses change. Costs of expected future expensglitore
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 ogeret
and hedging of commodity price risks. Currentlysthctivity involves the use of futures and swapgreets
together with purchase and sale contracts thatifgued derivative instruments. The Group accouwots 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 nes.bas
Unrealized gains and losses are carried as ags@bidties on the consolidated balance sheet.

Share-based payments

The Group accounts for liability classified shaeséd payment awards to employees at fair valuden t
grant date and as of each reporting date. Expenrgeiecognized over the vesting period. Equitysifizsl
share-based payment awards to employees are valfait value on the grant date and expensed dwer t
vesting period.

Comparative amounts
Certain prior period amounts have been reclassiiembnform with the current period’s presentation.
Changes in accounting policy

In April 2014, the FASB issued ASU No. 2014-0Bresentation of Financial Statements (Topic 208fa
Property, Plant, and Equipment (Topic 360). RempgrtiDiscontinued Operations and Disclosures of
Disposals of Components of an Entitywhich changes the requirements for reporting disocoad
operations in Subtopic 205-20. This ASU defineg tirdy those disposals of components of an entiay t
represent a strategic shift that has (or will have)ajor effect on an entity’s operations and foiakresults
will be reported as discontinued operations in fihancial statements. ASU No. 2014-08 is effecfioe
annual reporting periods beginning after Decemidr 2014, and interim periods within those annual
periods but early adoption is permitted. The Gradppted the requirements of ASU No. 2014-08 strtin
from the first quarter of 2014. This adoption didt thave a material impact on the Group’s results of
operations, financial position or cash flows ardi bt require additional disclosures.
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Notes to Consolidated Financial Statements
(Millions of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policieécontinued)

In July 2013, the FASB issued ASU No. 2013-Hresentation of an Unrecognized Tax Benefit When a
Net Operating Loss Carryforward, a Similar Tax Loss a Tax Credit Carryforward Exists,Which
clarifies Topic 740 of the Codification. This ASthtes that an unrecognized tax benefit, or a poxican
unrecognized tax benefit, should be presented anfittancial statements as a reduction to a defamed
asset for a net operating loss carryforward, alairéx loss, or a tax credit carryforward. ASU 149613-11

is effective for fiscal years, and interim periagighin those years, beginning after December 13320he
Group adopted the requirements of ASU No. 2013tadtisg from the first quarter of 2014. This adopti
did not have a material impact on the Group’s tesofl operations, financial position or cash flcavel did

not require additional disclosures.

In March 2013, the FASB issued ASU No. 2013-B®reign Currency Matters (Topic 830).that requires
entities to apply the guidance in Subtopic 830@0alease any related cumulative translation aufjest
into net income when a reporting entity ceasesateHinancial interest in a subsidiary or groumse$ets
that is a nonprofit activity or a business withifareign entity. The cumulative translation adjusirn
should be released into net income only if the galdransfer results in the complete or substdgtial
complete liquidation of the foreign entity in whidime subsidiary or group of assets had resided.
Additionally, the amendments in this ASU clarifyatithe sale of an investment in a foreign entitiuides
both events that result in the loss of a contrglfimancial interest in a foreign entity and evethiat result

in an acquirer obtaining control of an acquireewinich it held an equity interest immediately beftine
acquisition date (sometimes also referred to @& acquisition). Accordingly, the cumulative triati®n
adjustment should be released into net income wmmurrence of those events. ASU No. 2013-05 is
effective for annual reporting periods beginninteaDecember 15, 2013, and interim periods withivse
annual periods. The Group adopted the requiren®msSU No. 2013-05 starting from the first quartdr
2014. This adoption did not have a material immacthe Group’s results of operations, financialifims

or cash flows.

Recent accounting pronouncements

In June 2014, the FASB issued ASU No. 2014*Cdmpensation — Stock Compensation (Topic 718)dt
clarifies issues regarding accounting for sharettgsayments when the terms of an award provideahat
performance target could be achieved after the isgquservice period. This ASU requires that a
performance target that affects vesting and thaldcbe achieved after the requisite service pehed
treated as a performance condition. Entities shapfaly Topic 718 to awards with performance coodagi
that affect vesting. ASU No. 2014-12 is effectioe &nnual reporting periods beginning after Decamlbe
2015, and interim periods within those annual mkxiand can be applied prospectively or retrospelgtiv
The Group is evaluating the effect of the adoptbASU No. 2014-12 on its results of operationsaficial
position and cash flows.

In May 2014, the FASB issued ASU No. 2014-0Revenue from Contracts with Customerdfiat
introduces new principles of revenue recognitiod wiill replace the existing guidance. ASU No. 2@31-

is effective for annual reporting periods beginnedter December 15, 2016, and interim periods withi
those annual periods. Early application is not pgech The standard permits the use of either the
retrospective or cumulative effect transition methdhe Group is evaluating the effect of the adopof
ASU No. 2014-09 and has not yet selected a transitiethod.

Note 3.Cash and cash equivalents

As of December As of December

31,2014 31,2013
Cash held in Russian rubles 993 260
Cash held in US dollars 1,344 1,120
Cash held in other currencies 333 241
Cash held in related party banks in Russian rubles 311 78
Cash held in related party banks in other currencies 23 13
Total cash and cash equivalents 3,004 1,712
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Note 4.Non-cash transactions

The consolidated statement of cash flows excludesffect of non-cash transactions, which are dssdr
in the following table:

Year ended Year ended Year ended
December 31, 2014 December 31, 2013 December 31, 2012

Non-cash investing activity 25 5 18
Total non-cash transactions 25 5 18

The following table shows the effect of non-castmsactions on investing activity:

Year ended Year ended Year ended
December 31, 2014 December 31, 2013 December 31, 2012
Net cash used in investing activity 14,643 18,639 13,216
Non-cash investing activity 25 5 18
Total investing activity 14,668 18,644 13,234

Note 5.Accounts receivable, net

As of December As of December

31, 2014 31, 2013
Trade accounts receivable (net of provisions ofshaillion and $217 million as of December 31, 2014
and 2013, respectively) 7,004 6,030
Current VAT and excise recoverable 778 1,518
Other current accounts receivable (net of provisioh$36 million and $53 million as of December 31,
2014 and 2013, respectively) 1,431 395
Total accounts receivable, net 9,213 7,943
Note 6.Inventories
As of December As of December
31, 2014 31, 2013
Crude oil and petroleum products 5,220 7,461
Materials for extraction and drilling 306 411
Materials and supplies for refining 77 110
Other goods, materials and supplies 551 819
Total inventories 6,154 8,801

Note 7.Investments

As of December As of December

31, 2014 31, 2013
Investments in equity method affiliates and joiahtures 3,297 2,872
Long-term loans to equity method affiliates anchjoientures 1,494 1,369
Other long-term investments 17 14
Total long-term investments 4,808 4,255

I nvestments in equity method affiliates and corporate joint ventures

The summarized financial information below is irspect of equity method affiliates and corporatetjoi

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

refining operations in Europe.
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Note 7. Investments (continued)

Year ended Year ended Year ended
December 31, 2014 December 31, 2013 December 31, 2012
Group’s Group’s Group’s
Total share Total share Total share
Revenues 26,498 2,458 29,821 3,011 29,618 4,160
Income before income taxes 13,930 842 13,572 848 ,6173 945
Less income taxes (5,476) (290) (4,414) (273) (5,387) (427)
Net income 8,454 552 9,158 575 8,230 518

As of December 31, 2014 As of December 31, 2013

Total Group’s share Total Group’s share
Current assets 6,001 863 6,352 924
Property, plant and equipment 24,206 4,494 21,105 4,260
Other non-current assets 522 139 572 169
Total assets 30,729 5,496 28,029 5,353
Short-term debt 426 233 1,241 334
Other current liabilities 2,529 345 3,525 454
Long-term debt 9,424 1,433 7,949 1,409
Other non-current liabilities 730 188 1,574 284
Net assets 17,620 3,297 13,740 2,872

Note 8.Property, plant and equipment and asset retiremenbbligations

At cost Net
As of December As of December As of December As of December
31, 2014 31, 2013 31, 2014 31, 2013
Exploration and Production:
Russia 77,661 72,944 50,505 47,957
International 12,648 12,770 8,102 10,052
Total 90,309 85,714 58,607 58,009
Refining, Marketing, Distribution
and Chemicals:
Russia 17,859 14,684 11,001 8,631
International 10,840 10,577 7,406 7,274
Total 28,699 25,261 18,407 15,905
Power generation and other:
Russia 5,892 5,655 4,162 4,285
International 457 411 291 267
Total 6,349 6,066 4,453 4,552
Total property, plant and equipment 125,357 117,041 81,467 78,466

The Company performs a regular annual impairmesttakits assets. The test is based on geologiodkia
and development programs, which are revised omalaebasis, at least annually. The fair valueestdd
assets is determined using the present value oéxpected cash flows. Fair value measurements model
used in the impairment tests were Level 3 (unolad#evinputs) fair value measurements.

As a result of the test, during the year ended Bées 31, 2014, the Company recognized an impairment
loss for its exploration and production assets ims$a in the amount of $900 million, including
$761 million related to the Tsentralno-Astrakhareskas-condensate field in the European part of iRuss
An impairment loss of $197 million relates to it#drnational exploration and production assets.s&he
losses were recognized due to adverse changes iectinomic environment and the sharp decreasé in oi
prices. An impairment loss of $114 million was rgeized in the refining, marketing and distribution
segment due to changes in the economic environment.
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Note 8. Property, plant and equipment and asset reement obligations (continued)

As a result of the test, during the year ended Bes 31, 2013, the Company

recognized an impairment

loss for its exploration and production assetshaamount of $941 million, including $510 millioalated
to the Yuzhnoye Khylchuyu oil field in the Timandb@ra region of the Russian Federation, due to a

revision of geological models. An impairment lo§$&78 million was recognized

in the refining, matikg

and distribution segment due to unfavorable mackeiditions. The Company recognized an impairment
loss for assets of OOO Karpatnaftochim, a petrodtednplant in Ukraine, in the amount of $411 mitio

due to unfavorable economic conditions. The Compaleg recognized an imp

airment loss for assets of

OOO LUKOIL-Ecoenergo, a power generating compankunopean Russia, in the amount of $270 million

due to unfavorable market conditions in the eneegtor in Southern Russia.

The following table sets out values of propertyantl and equipment measured at fair value on a

nonrecurring basis in periods subsequent to thaial recognition:

Fair value fair value measu

Level 3
rements Before-tax loss

Year ended December 31, 2014

Property, plant and equipment 133 133 1,211
Year ended December 31, 2013
Property, plant and equipment 374 374 1,800

Year ended December 31, 2012
Property, plant and equipment -

As of December 31, 2014 and 2013, the asset reatmemobligations amounted to
$1,579 million and $2,769 million of which $6 mdh and $5 million were included in “Other current

liabilities” in the consolidated balance sheets.

During 2014 and 2013, asset retirement obligatah@siged as follows:

2014 2013
Asset retirement obligations as of January 1 2,769 2,200
Accretion expense 228 181
New obligations 53 814
Changes in estimates of existing obligations (353) (270)
Spending on existing obligations (12) (4)
Property dispositions (5) (2)
Foreign currency translation and other adjustments (1,102) (150)
Asset retirement obligations as of December 31 1,579 2,769

The asset retirement obligations incurred during42@nd 2013 were Level 3 (unobservable inputs) fair

value measurements.

Note 9.Suspended wells

Net changes in capitalized exploratory suspendddoasts during 2014, 2013 and 2012 were as follows

2014 2013 2012
Balance as of January 1 470 524 542
Additions pending the determination of proved ressr 12 62 25
Charged to expenses (404) (92) -
Reclassification to proved properties (12) (24) (43)
Balance as of December 31 66 470 524
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Note 10.Goodwill and other intangible assets

The carrying value of goodwill and other intangilalesets as of December 31, 2014 and 2013 was as
follows:

As of December As of Decembe

31, 2014 31, 2013

Amortized intangible assets
Software 332 382
Licenses and other assets 257 311
Goodwill 604 607
Total goodwill and other intangible assets 1,193 1,300

All goodwill relates to the refining, marketing addstribution segment. In 2014, as a result of [faadion

of valuation process the Group recognized goodwfill$16 million related to distribution companies
acquired in 2013. The value of goodwill was basedte value of assets determined by the independent
appraiser. As result of an increase of political @sonomic instability in Ukraine during 2014, Beoup
recognized an impairment loss of $19 million wigtspect to goodwill relating to LUKOIL Ukraine, a
distribution company operating in Ukraine.

Note 11.Assets held for sale

On April 15, 2014, a Group company entered intooatract with a Sinopec group company, to sell for
$1.2 billion the Group’s 50% interest in Caspiamelstment Resources Ltd., an exploration and prastuct
company operating in Kazakhstan. As of Decembe814, the Group has classified the associatedsasse
and liabilities as “held for sale” in the consolield balance sheet. “Assets held for sale” inclucgperty,
plant and equipment of $1,137 million, cash anchcaguivalents of $398 million, other current ass#ts
$181 million and other non-current assets of $3ani “Liabilities related to assets held for saieclude
current liabilities of $90 million and non-currelibilities of $176 million, consisting primarilyfdong-
term debt and accounts payable, directly relateahtbto be transferred with the assets held fa. #ed of
December 31, 2014, the Group recognized an impairhoss related to assets held for sale amounting t
$358 million. Assets and liabilities held for salelate to the exploration and production segment.
Subsequent to December 31, 2014, Sinopec groupamynfpiled to close the sale and purchase under the
contract, arguing that the conditions precedentri@deen satisfied by the agreed longstop dafaufiary

15, 2015. The Group contends that those condijioesedent were satisfied prior to the longstop.date
February 9, 2015, the Group company commenced atibit proceedings in London against Sinopec group
companies seeking damages. The quantum of that cégmains to be determined.

Note 12.Short-term borrowings and current portion of long-term debt

As of December As of December

31, 2014 31, 2013
Short-term borrowings from third parties 323 124
Short-term borrowings from related parties 84 32
Current portion of long-term debt 1,761 1,182
Total short-term borrowings and current portion of long-term debt 2,168 1,338

Short-term borrowings from third parties include aamts repayable in US dollars of $230 million and
$66 million and amounts repayable in other curremaf $93 million and $58 million as of December 31
2014 and 2013, respectively. The weighted-avenaigedst rate on short-term borrowings from thirdipa
was 4.44% and 4.71% per annum as of December 34, &0d 2013, respectively. Approximately 56% of
total short-term borrowings from third parties aeeured by inventories.
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Note 13.Long-term debt

As of December As of December

31,2014 31, 2013
Long-term loans and borrowings from third partiesiuding loans from banks
in the amount of $5,897 million and $2,660 millemof December 31, 2014 and 2013, respectively) 5,898 2,662
6.375% non-convertible US dollar bonds, maturing420 - 899
2.625% convertible US dollar bonds, maturing 2015 1,488 1,462
6.356% non-convertible US dollar bonds, maturing20 500 500
3.416% non-convertible US dollar bonds, maturing®0 1,500 1,500
7.250% non-convertible US dollar bonds, maturingg®0 597 597
6.125% non-convertible US dollar bonds, maturing@0 998 998
6.656% non-convertible US dollar bonds, maturing20 500 500
4.563% non-convertible US dollar bonds, maturing20 1,500 1,500
Capital lease obligations 141 47
Total long-term debt 13,122 10,665
Current portion of long-term debt (1,761) (1,182)
Total non-current portion of long-term debt 11,361 9,483

Long-term loans and borrowings

Long-term loans and borrowings from third partiexlude amounts repayable in US dollars of
$4,121 million and $2,121 million, amounts repagainl euros of $640 million and $521 million, amaunt
repayable in Russian rubles of $1,121 million afd$llion and amounts repayable in other currenofes
$16 million and $19 million as of December 31, 2@t 2013, respectively. This debt has maturitgsiat
from 2015 through 2024. The weighted-average istei@e on long-term loans and borrowings fromdthir
parties was 4.65% and 2.94% per annum as of DeceBihe2014 and 2013, respectively. A number of
long-term loan agreements contain certain financavenants which are being met by the Group.
Approximately 8% of total long-term loans and bevitogs from third parties are secured by exportsale
and property, plant and equipment.

The Company has an unsecured loan agreement widtbh&ik with an outstanding amount of
$1,500 million as of December 31, 2014, maturing048. Borrowings under this agreement bear intetes
twelve month LIBOR plus 2.50% per annum.

The Company has an unsecured loan agreement welb&ik denominated in Russian rubles with an
outstanding amount of RUB 63 billion ($1,120 mitljoas of December 31, 2014, maturing in 2017.
Borrowings under this agreement bear interest 622 per annum as of December 31, 2014.

A Group company has an unsecured loan agreemeht @ittbank and J.P. Morgan Limited with an
outstanding amount of $1,000 million as of Decentiikr2014, maturing in 2017. Borrowings under this
agreement bear interest at three month LIBOR plzs% per annum.

The Group company has an unsecured loan agreeniténtNg Bank, a branch of ING-DIBA AG, Societe
Generale, UniCredit Bank Austria AG, UniCredit &p.and BNP Paribas Fortis SA/NV with an
outstanding amount of $511 million as of Decemkr2)14, maturing up to 2023. Borrowings under this
agreement bear interest at six month EURIBOR pl&8% per annum.

The Company has an unsecured loan agreement widtbh&ik with an outstanding amount of
$500 million as of December 31, 2014, maturing @2 Borrowings under this agreement bear intexest
twelve month LIBOR plus 2.75% per annum.

The Company has an unsecured loan agreement withnskyazbank with an outstanding amount of
$300 million as of December 31, 2014, maturing @2 Borrowings under this agreement bear intexest
three month LIBOR plus 2.75% per annum.
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Note 13. Long-term debt (continued)

The Company has an unsecured loan agreement witBrédit bank with an outstanding amount of
$300 million as of December 31, 2014, maturing ®M.2 Borrowings under this agreement bear intexest
three month LIBOR plus 2.90% per annum.

A Group company has a secured loan agreement wdtanADevelopment bank, BNP Paribas (Suisse),
Credit Agricole Corporate and Investment bank, Kloeea Development bank and Islamic Development
bank with an outstanding amount of $200 million cgfsDecember 31, 2014, maturing up to 2017.
Borrowings under this agreement, depending onrdneche, bear interest at a floating rate of threatm
LIBOR plus 3.00%, three month LIBOR plus 4.50% dixad rate of 6.08% per annum.

A Group company has a secured loan agreement \mith Buropean Bank for Reconstruction and
Development with an outstanding amount of $180iamillas of December 31, 2014, maturing up to 2019.
Borrowings under this agreement bear interestxansinth LIBOR plus 1.50% per annum.

As of December 31, 2014, the Group has a numbethar loan agreements with a number of banks and
other organizations totaling $287 million, maturing to 2024. The weighted average interest ratesrund
these loans was 1.48% per annum.

USdollar 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 ordinanaghof the Company) and as of December 31, 2014
had a conversion price of $69.39 per ADR. Bondhsld®ve the right to convert the bonds into LUKOIL
ADRs during the period starting from 40 days aftez issue date and ending 6 dealing days before the
maturity date. The issuer has the right to reddenbbnds starting from December 31, 2013.

US dollar non-convertible bonds

In April 2013, a Group company issued two tranabfeson-convertible bonds totaling $3 billion. Thest
tranche totaling $1.5 billion was placed with a anay of 5 years and a coupon yield of 3.416% peruan.
The second tranche totaling $1.5 billion was plawvétth a maturity of 10 years and a coupon yield of
4.563% per annum. All bonds were placed at faceevahd have a half year coupon period.

In November 2010, a Group company issued two tsc non-convertible bonds totaling $1 billion twit
a maturity of 10 years and a coupon yield of 6.12%%e first tranche totaling $800 million was plda a
price of 99.081% of the bond’s face value with suténg yield to maturity of 6.250%. The seconchtiae
totaling $200 million was placed at a price of #3®%6 of the bond’s face value with a resulting yigdd
maturity of 5.80%. All bonds have a half year cauperiod.

In November 2009, a Group company issued two tremaif 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'® fe&lue with a resulting yield to maturity of 7.3%5All
bonds have a half year coupon period. In Novembéri2a Group company redeemed all issued bonds of
the first tranche in accordance with the conditiohthe bond issue.

In June 2007, a Group company issued non-convertibhds totaling $1 billion. $500 million were phaic
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.
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Note 13. Long-term debt (continued)

Maturities of long-term debt

Annual maturities of total long-term debt duringethext five years, including the portion classifiasl
current, are $1,761 million in 2015, $267 million2016, $2,820 million in 2017, $3,158 million i01B,
$1,319 million in 2019 and $3,797 million thereafte

Note 14.Taxes

The Group is taxable in a number of jurisdictionshim and outside of the Russian Federation andy as
result, is subject to a variety of taxes as esthbll under the statutory provisions of each jurtat.

The total cost of taxation to the Group is repoitethe consolidated statements of comprehensiv@ie

as “Total income tax expense” for income taxes;Esise and export tariffs” for excise taxes, expor
tariffs and petroleum products sales taxes andTaxes other than income taxes” for other types of
taxation. In each category taxation is made upxdd levied at various rates in different jurisidics.

Operations in the Russian Federation are subjexfRederal 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 inckhthey
operate.

As of January 1, 2014 and 2013, and during 20143 2Md 2012, the Group did not have any unrecodnize
tax benefits with respect to uncertain tax pos#ticend thus, no interest and penalties related to
unrecognized tax benefits were accrued.

The Company and its Russian subsidiaries file irectem returns in Russia. With a few exceptionspine
tax returns in Russia are open to examination byRissian tax authorities for tax years beginnmng0d12.

A number of Group companies in Russia are payiogrire tax as a consolidated taxpayers’ group (“CTG”)
This allows taxpayers to offset taxable losses g#ed by certain participants of a CTG against liéexa
profits of other participants of the CTG.

Domestic and foreign components of income befocenme taxes were:

Year ended Year ended Year ended
December 31, 2014 December 31, 2013 December 31, 2012
Domestic 8,294 11,387 12,458
Foreign (1,522) (929) 1,265
Income before income taxes 6,772 10,458 13,723

Domestic and foreign components of income taxeg wer

Year ended Year ended Year ended
December 31, 2014 December 31, 2013 December 31, 2012
Current
Domestic 2,479 1,608 2,178
Foreign 397 443 560
Current income taxes 2,876 2,051 2,738
Deferred
Domestic (446) 804 131
Foreign (372) (24) (71)
Deferred income taxes (818) 780 60
Total income tax expense 2,058 2,831 2,798
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Note 14. Taxes (continued)

The following table is a reconciliation of the amowf income tax expense that would result fromlgpg
the Russian combined statutory income tax rate€d®f applicable to the Company to income before ireom

taxes to total income taxes:

Year ended Year ended Year ended
December 31, 2014 December 31, 2013 December 31, 2012
Income before income taxes 6,772 10,458 13,723
Notional income tax at the Russian statutory rate 354 2,001 2,745
Increase (reduction) in income tax due to:
Non-deductible items, net 1,567 900 227
Foreign rate differences (60) (67) (60)
Domestic regional rate differences (231) (242) (311)
Change in valuation allowance (572) 149 197
Total income tax expense 2,058 2,831 2,798
Taxes other than income taxes were:
Year ended Year ended Year ended
December 31, 2014 December 31, 2013 December 31, 2012
Mineral extraction tax 11,647 12,410 12,354
Social taxes and contributions 586 640 604
Property tax 502 571 535
Other taxes and contributions 157 182 173
Taxes other than income taxes 12,892 13,803 13,666

Deferred income taxes are included in the cons@dlhalance sheets as follows:

As of December

As of December

31,2014 31, 2013
Other current assets 77 71
Deferred income tax assets — non-current 725 684
Other current liabilities (152) (325)
Deferred income tax liabilities — non-current (2,778) (4,724)
Net deferred income tax liability (2,128) (4,294)
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Note 14. Taxes (continued)

The following table sets out the tax effects ofregpe of temporary differences which give riseléderred
income tax assets and liabilities:

As of December As of December

31, 2014 31, 2013

Accounts receivable 5 4
Long-term liabilities 292 539
Inventories 32 9
Property, plant and equipment 268 311
Accounts payable 2 4
Long-term investments 7 -
Operating loss carry forwards 806 1,003
Other 90 128
Total gross deferred income tax assets 1,502 1,998
Less valuation allowance (327) (899)
Deferred income tax assets 1,175 1,099
Property, plant and equipment (3,028) (4,911)
Accounts payable - (24)
Accounts receivable ) (5)
Long-term liabilities (33) (33)
Inventories (61) (107)
Investments (38) (53)
Other (141) (260)
Deferred income tax liabilities (3,303) (5,393)
Net deferred income tax liability (2,128) (4,294)

As of December 31, 2014, retained earnings of foreiubsidiaries included $22,021 million for which
deferred taxation has not been provided becausitaene of the earnings has been indefinitely parstol
through reinvestment and, as a result, such amametgonsidered to be indefinitely invested. Inat
practicable to estimate the amount of additioneds$athat might be payable on such undistributediegs.

In accordance with Topic 830Foreign currency matters”of the Codification and Topic 740lncome
Taxe$ of the Codificationdeferred tax assets and liabilities are not reasghfor the changes in exchange
rate effects resulting from the translation of sactions and balances from the Russian ruble tdJ®e
dollar using historical exchange rates. Also, inaadance with Topic 740 of the Codification, noateéd
tax assets or liabilities are recognized for tHea$ of the related statutory indexation of préypgulant and
equipment.

Based upon the levels of historical taxable incamneé projections for future taxable income over the
periods in which the deferred income tax assetsladeictible, management believes it is more likegn
not that Group companies will realize the benefitshe deductible temporary differences and lossyca
forwards, net of existing valuation allowances iBecember 31, 2014 and 2013.

As of December 31, 2014, the Group had operating lcarry forwards of $3,742 million of which
$9 million expire during 2015, $107 million expimuring 2016, $143 million expire during 2017,
$68 million expire during 2018, $263 million expiduring 2019, $197 million expire during 2020,
$49 million expire during 2021, $5 million expireiihg 2037 and $2,901 million have an indefiniterga

forward.
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Note 15.Pension benefits

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

is based on the salary. These plans are solelgdathby Group companies. Simultaneously employaes h
the right to receive pension benefits with a pagayment by the Group (up to 4% of the annualrgaté
the employee). Plan assets and pensions payoffsnamaged by a non-state pension fund, LUKOIL-
GARANT. The Group also provides several long-teouia benefits, including lump-sum death-in-service
benefit, in case of disability and upon retirempayments. Also certain payments are received bredet
employees upon reaching a certain old age or iditali

The Company uses December 31 as the measuremenfoddts post employment and post retirement
benefits program. An independent actuary has asdeke benefit obligations as of December 31, 201d}
2013.

The following table provides information about thenefit obligations and plan assets as of DeceBiber
2014 and 2013. The benefit obligations below reprethe projected benefit obligation of the pengitam.

2014 2013
Benefit obligations
Benefit obligations as of January 1 294 294
Effect of exchange rate changes (119) (22)
Service cost 15 18
Interest cost 18 21
Plan amendments 2 5
Actuarial loss (15) (12)
Benefits paid (33) (40)
Curtailment gain (2) 3)
Other - 32
Benefit obligations as of December 31 160 294
Plan assets
Fair value of plan assets as of January 1 120 120
Effect of exchange rate changes (54) 9)
Return on plan assets 6 6
Employer contributions 40 43
Benefits paid (33) (40)
Fair value of plan assets as of December 31 79 120
Funded status (81) (174)
Amounts recognized in the consolidated balance shess of December 31,
2014 and 2013
Accrued benefit liabilities included in “Other lostigrm liabilities” (70) (157)
Accrued benefit liabilities included in “Other cant liabilities” (112) a7

Weighted average assumptions used to determinditellégations as of December 31, 2014 and 2013:

2014 2013
Discount rate 13.00% 7.70%
Rate of compensation increase 9.65% 7.12%
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Note 15. Pension benefits (continued)

Weighted average assumptions used to determingeniedic benefit costs for the year ended Decer8her
2014 and 2013:

2014 2013
Discount rate 7.70% 7.10%
Rate of compensation increase 7.12% 7.10%
Expected rate of return on plan assets 7.70% 8.14%

Included in accumulated other comprehensive lossfd3ecember 31, 2014 and 2013, are the following
after-tax amounts that have not yet been recognizadt periodic benefit cost:

2014 2013
Prior service cost 43 51
Net loss 5 15
Total costs 48 66

Amounts recognized in other comprehensive lossdutie years ended December 31, 2014 and 2013:

2014 2013
Additional gain arising during the period (20) (6)
Additional prior service cost from plan amendment 2 4
Re-classified prior service cost amortization (10) (12)
Net amount recognized for the period (18) (14)

The real returns on bonds and equities are basedhan is observed in the international markets over
extended periods of time. In the calculation of élxpected return on assets no use is made of sharibal
returns LUKOIL-GARANT has achieved.

In addition to the plan assets, LUKOIL-GARANT holdssets in the form of an insurance reserve. The
purpose of this insurance reserve is to satisfisipanobligations should the plan assets not beécserft to
meet pension obligations. The Group’s contributit;mthe pension plan are determined without comsige
the assets in the insurance reserve.

The plans are funded on a discretionary basis tfraa solidarity account, which is held in trust fwit
LUKOIL-GARANT. LUKOIL-GARANT does not allocate sepately identifiable assets to the Group or its
other third party clients. All funds of plan assatal other individual pension accounts are managed
pool of investments.

The asset allocation of the investment portfoliam@ned by LUKOIL-GARANT for the Group and its
clients was as follows:

As of December As of December

Type of assets 31, 2014 31, 2013
Eurobonds 7% 7%
Russian corporate bonds 66% 25%
Bank deposits 9% 54%
Shares in investment funds 8% 12%
Cash 9% 1%
Other assets 1% 1%
100% 100%
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Note 15. Pension benefits (continued)

The investment strategy employed by LUKOIL-GARANciudes an overall goal to attain a maximum
investment return, while guaranteeing the principatlount invested. The strategy is to invest with a
medium-term perspective while maintaining a levelliguidity through proper allocation of investment
assets. Investment policies include rules andditiaibs to avoid concentrations of investments.

The investment portfolio is primarily comprised iofzfestments: bank deposits and securities withdfixe
yield. The securities with fixed yield include miirhigh yield corporate bonds with low and mediuskr
ratings. Maturities range from one to three years.

Components of net periodic benefit cost were devid:

Year ended Year ended Year ended
December 31, 2014 December 31, 2013 December 31, 2012
Service cost 15 18 14
Interest cost 18 21 19
Less expected return on plan assets (8) 9) 9)
Amortization of prior service cost 13 15 13
Curtailment gain (2) (2) -
Total net periodic benefit cost 36 43 37

Total employer contributions for 2015 are expedtede $25 million. An amount of $9 million beforaxtis
included in other comprehensive income and expeittdak recognized in the net periodic benefit ¢ost
2015.

The following benefit payments, which reflect exigecfuture services, as appropriate, are expeotde t
paid:
5-year period 5-year period
2015 2016 2017 2018 2019 2015-2019 2020 — 2024

Pension benefits 14 10 10 10 10 54 43
Other long-term employee benefits 11 8 8 7 8 42 30
Total expected benefits to be paid 25 18 18 17 18 96 73

Note 16.Stockholders’ equity
Common stock

As of December As of December

31,2014 31,2013
(thousands of (thousands of
shares) shares)
Authorized and issued common stock, par value@®Russian rubles each 850,563 850,563
Treasury stock (95,697) (95,697)
Qutstanding common stock 754,866 754,866

Dividends and dividend limitations

Profits available for distribution to common stoolders in respect of any reporting period are deiteed
by reference to the statutory financial statemeftthe Company prepared in accordance with the lafws
the Russian Federation and denominated in Russides: Under Russian Law, dividends are limiteth®
net profits of the reporting year as set out ingtatutory financial statements of the Company.s€haws
and other legislative acts governing the rightsiodireholders to receive dividends are subject timuys
interpretations.
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Note 16. Stockholders’ equity (continued)

The Company’s net profits were 371,857 million Rassrubles, 209,871 million Russian rubles and
217,807 million Russian rubles respectively for 202013 and 2012, pursuant to the statutory firenci
statements, which at the US dollar exchange ratesf ®ecember 31, 2014, 2013 and 2012, amounted to
$6,610 million, $6,412 million and $7,171 milliorgspectively.

At the extraordinary stockholders’ meeting on Debeni2, 2014, interim dividends for 2014 were destla

in the amount of 60.00 RUB per common share, whicthe date of the meeting was equivalent to $1.10.
Dividends payable of $733 million and $10 milliomeaincluded in “Other current liabilities” in the
consolidated balance sheets as of December 31,£@12013, respectively.

Total dividends for 2013 including interim dividesxdiere declared in the amount of 110.00 Russialesub
per common share, which was equivalent to $3.32alTdividends for 2012 including interim dividends
were declared in the amount of 90.00 Russian ryi@esommon share, which was equivalent to $2.82.

Earnings per share

The calculation of basic and diluted earnings pere for these years was as follows:

Year ended Year ended Year ended

December 31, 2014 December 31, 2013 December 31, 2012
Net income 4,746 7,832 11,004
Add back interest and accretion on 2.625% convertits
dollar bonds, maturing 2015 (net of tax at effextiate) 66 65 64
Total diluted net income 4,812 7,897 11,068
Weighted average number of outstanding common share
(thousands of shares) 754,866 754,866 760,588
Add back treasury shares held in respect of coinerdebt
(thousands of shares) 21,617 21,189 20,509
Weighted average number of outstanding common share
assuming dilution (thousands of shares) 776,483 ,0bB6 781,097
Earnings per share of common stock attributable to
OAO LUKOIL (US dollars):
Basic 6.29 10.38 14.47
Diluted 6.20 10.18 14.17

Note 17.Financial and derivative instruments
Fair value

The fair values of cash and cash equivalents (L&yeturrent and long-term accounts receivable ¢L8&Y
are approximately equal to their value as disclasebe consolidated financial statements. Thevalue of
long-term receivables was determined by discountirlh estimated market interest rates for similar
financing arrangements.

The fair value of long-term debt differs from tharying amount in the consolidated financial staets.
The estimated fair value of long-term debt as of cédsber 31, 2014 and 2013 was
$11,259 million and $11,170 million, respectivelyhe fair value of long-term loans (Level 3) was
determined as a result of discounting using es@thamarket interest rates for similar financing
arrangements. These amounts include all future cagfiows associated with the long-term debt
repayments, including the current portion and egerMarket interest rates mean the rates of gaising-
term debt by companies with a similar credit rafiogsimilar tenors, repayment schedules and siroiflaer
main terms. The fair value of bonds (Level 1) wasedmined based on market quotations as of
December 31, 2014 and 2013, respectively.
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Note 17. Financial and derivative instruments (coribued)

During the year ended December 31, 2014, the Gdidimot have significant transactions or events tha
would result in nonfinancial assets and liabilithesasured at fair value on a nonrecurring basis.

Derivative instruments

The Group uses financial and commodity-based diérev&ontracts to manage exposures to fluctuations
foreign currency exchange rates, commodity prioesp exploit market opportunities. Since the Gragip
not currently using hedge accounting, defined bgi@ 815,"Derivative and hedging,’of the Codification,
all gains and losses, realized or unrealized, filenivative contracts have been recognized in poofibss.

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., contractsbédigor the normal purchases and normal salespixu®.

The Group does apply the normal purchases and heaies exception to certain long-term contractselb

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

The fair value hierarchy for the Group’s derivati¥gsets and liabilities accounted for at fair vabmea
recurring basis was:

As of December 31, 2014 As of December 31, 2013

Levell Level2 Level 3 Total Level 1 Level 2 Level 3 Tdta
Assets
Commodity derivatives - 7,688 - 7,688 - 645 - 645
Total assets - 7,688 - 7,688 - 645 - 645
Liabilities
Commodity derivatives - (6,688) - (6,688) - (761) - (761)
Total liabilities - (6,688) - (6,688) - (761) - (761)
Net assets (liabilities) - 1,000 - 1,000 - (116) - (116)

The derivative values above are based on an asalfgiach contract as the fundamental unit of atcas
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 legditriaf
offset exists. Gains or losses from contracts ia @mvel may be offset by gains or losses on cotsric
another level or by changes in values of physicaltracts or positions that are not reflected in ttdae
above.

Commodity derivatives are valued using quotatiorsided by brokers and price index developers. &hes
quotes are corroborated with market data and assifled as Level 2 fair value measurements. Contgnod
derivatives are valued using industry-standard sotfet consider various assumptions, includingtegdio
forward prices for commodities, time value, voigilfactors, and contractual prices for the undedy
instruments, as well as other relevant economicsores.
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Note 17. Financial and derivative instruments (coribued)
Commodity derivative contracts

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

and is exposed to fluctuations in the prices feisthcommodities. These fluctuations can affecGitmip’s
revenues as well as the cost of operating, invgstind financing activities. Generally, the Groupddicy is

to remain exposed to the market prices of comnexlitHowever, 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 arhofitrading not directly related to the Grouplsypical
business. These activities may move the Group’Sl@mway from market average prices.

The fair value of commodity derivative assets aabilities was:

As of December As of December

31, 2014 31, 2013
Assets
Accounts receivable 7,688 645
Liabilities
Accounts payable (6,688) (761)

Hedge accounting has not been used for items itatiie.

As required under Topic 815 of the Codification #irmounts shown in the preceding table are presented
gross (i.e., without netting assets and liabilivggh the same counterparty where the right of eiffsnd
intent to net exist). Derivative assets and ligiesi resulting from eligible commodity contractsréeeen
netted in the consolidated balance sheet and amerded as accounts receivable in the amount of
$1,046 million and accounts payable in the amo@fdé million.

Financial results from commodity derivatives wereclided in the consolidated statements of
comprehensive income in “Cost of purchased crudegais and products” and during the year ended
December 31, 2014 and 2013 amounted to net gaii1g892 million (of which realized gain was
$729 million and unrealized gain was $1,163 milliamd net loss of $200 million (of which realizext$
was $132 million and unrealized loss was $68 nmi)ljsespectively.

For each Group trading company there is a limitndpe combination of quantity and value-at-riskjlie
amount of unhedged fixed-price commodity positipesmissible. The Group’s net commodity position is
reviewed daily.

Financial and commodity-based derivative contracéssubject to fluctuations in value. These flutttues

are generally offset by the value of the underlyaxgposures being hedged. Future changes in theetmark
values of certain financial instruments may resnoltoff-balance-sheet risk in excess of the amounts
currently recognized in the consolidated balanezth

Currency exchange rate derivative contracts

The Group has foreign currency exchange rate gsklting from its international operations. The @ro
does not comprehensively hedge the exposure t@rayrrate 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 December 31, 2014 mais
significant.

The impact from foreign currency derivatives durthg year ended December 31, 2014 on the consadidat
statement of comprehensive income was not sigmificBhe net position of outstanding foreign curgenc
swap contracts as of December 31, 2014 also wasigruficant.
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Note 17. Financial and derivative instruments (coribued)
Credit risk

The Group’s financial instruments that are potdigtiaxposed to concentrations of credit risk consis
primarily of cash equivalents, over-the-counterwdgive contracts and trade receivables. Cash atpnts
are placed in high-quality commercial paper, momayket funds and time deposits with major inteoradl
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 predetexthicredit 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 IntercontinentalExchaii@& Futures).

Certain of the Group’s derivative instruments confarovisions that require the Group to post celat if
the derivative exposure exceeds a threshold amdtetGroup has contracts with fixed threshold aneun
and other contracts with variable threshold amotimi$ are contingent on the Group’s credit ratifilge
variable threshold amounts typically decline fowés credit ratings, while both the variable andefix
threshold amounts typically revert to zero if theo@'s credit rating falls below investment gra@ash is
the primary collateral in all contracts; howeveany contracts also permit the Group to post lettérsedit
as collateral.

There were no derivative instruments with such itmésk-related contingent features that were Irahility
position as of December 31, 2014. The Group po$tednillion in collateral in the normal course of
business for the over-the-counter derivativeshédf Group’s credit rating was lowered by one levehT its
“BBB-" rating (per Standard and Poors) as of Decengi, 2014, and it would be below investment grade
the Group would be required to post additionalatellal of $8 million to the Group’s counterpartiesthe
over-the-counter derivatives, either with cashetters of credit. The maximum additional collatdsated
on the lowest downgrade would be $20 million iratot

Note 18.Business combinations

In December 2013, after approval by European réguylaauthorities, the Group acquired the remaining
20% interest in the joint venture which operates I®AB refining complex (Priolo, Italy) for €446 Whibn
(approximately $613 million) after final adjustmsrihcreasing its stake in the joint venture fronds3t
100%. This transaction was exercised in line wité initial agreement on the establishment of thet jo
venture signed in 2008. This agreement gave thenskeitivestor — ERG S.p.A. a step-by-step put option
sell its share in the joint venture to the GroupeTGroup obtained control over the ISAB in Septambe
2012, when within this agreement it acquired a 2Df&rest in the joint venture for €494 million
(approximately $621 million) and increased its stk 80%.

In April 2013, after approval by the Federal Antbnopoly Service, in line with the strategy to irase
crude oil production in Russia the Company purctiab@0% of the shares of ZAO Samara-Nafta for
$2.1 billion after final adjustments. ZAO Samarafilas an exploration and production company ofegat

in the Samara and Uljanovsk regions of the RusBiederation. The Group allocated $2,384 million to
property, plant and equipment, $183 million to eumirassets, $311 million to deferred tax liabikiyd
$142 million to current liabilities. The value ofgperty, plant and equipment was determined by an
independent appraiser.

In April-May 2013, Group companies acquired the a@nmg 50% of the shares of ZAO Kama-oil for

$400 million increasing the Group’s ownership up1@0%. As a result of this acquisition the Group
obtained control and consolidated ZAO Kama-oil.eaploration and production company operating in the
Perm region of the Russian Federation.
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Note 19.Commitments and contingencies
Capital expenditure, exploration and investment programs

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

In February 2013, the Group started to construga@uum gasoil refinery complex at OOO LUKOIL-
Volgogradneftepererabotka. Completion is expectetha end of 2015. As of December 31, 2014, the
amount of capital commitment related to this cangton is evaluated as $437 million.

In 2012, a construction agreement for a heavy-tesidydrocracking complex at LUKOIL Neftochim
Bourgas AD in Bulgaria was signed. Commissioningh&f complex is expected in 2015. As of December
31, 2014, the amount of capital commitment relatetthis construction is evaluated as $52 million.

Group companies have commitments for capital expemdcontributions in the amount of $253 million
related to various production sharing agreemengs the next 23 years.

The Company has signed a three-year agreemenhdoydars 2013-2015 for drilling services with EDC

Group Advisory Company Limited. The volume of theservices is based on the Group’s capital

construction program, which is re-evaluated on mmual basis. As of December 31, 2014, the amount of
capital commitment under this agreement for 201v@uated as $861 million.

The Company has signed a strategic agreement doortjoing provision of construction, engineering an
technical services with ZAO Globalstroy-Engineerimfe volume of these services is based on theg®ou
capital construction program, which is re-evaluatedan annual basis. As of December 31, 2014, the
amount of capital commitment under this agreeman2®15 is evaluated as $44 million.

The Group has signed a number of agreements fatremtion of offshore platforms in the Caspian oegi
As of December 31, 2014, the amount of this capiaimitment is evaluated as $564 million.

Operating lease abligations

Group companies have commitments of $374 milliomnarily for the lease of vessels and petroleum
distribution outlets. Operating lease expenses B286 million, $295 million and $218 million durirtbe
years ended December 31, 2014, 2013 and 2012,ctesghe. Commitments for minimum rentals under
these leases as of December 31, 2014 are as follows

As of December

31, 2014
2015 146
2016 61
2017 46
2018 38
2019 33
beyond 50

32



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

Note 19. Commitments and contingencies (continued)
Insurance

The insurance industry in the Russian Federatiahcantain other areas where the Group has opesaition

in the course of development. Management belidvatsthe Group has adequate property damage coverage
for its main production assets. In respect of thpedty 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 limitstsethe local legal requirements. Management bedigkiat

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

Environmental liabilities

Group companies and their predecessor entities tyaerated in the Russian Federation and other deant
for many years and, within certain parts of therapiens, environmental related problems have deezlo
Environmental regulations are currently under adasition 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 environnenobligations are able to be determined, they are
recognized in profit or loss. The likelihood andamt of liabilities relating to environmental olditpns
under proposed or any future legislation cannotrdssonably estimated at present and could become
material. Under existing legislation, however, ngaraent believes that there are no significant oo
liabilities or contingencies, which could have atenally adverse effect on the operating resultBrancial
position 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 Federatiorodrat 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 intetgtion. Often, differing interpretations exist @mg
different tax authorities within the same juriséics 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 Y@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.
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Note 19. Commitments and contingencies (continued)

The tax authorities in each region may have a whffeinterpretation of similar taxation issues whinay
result in taxation issues successfully defendedheyGroup in one region being unsuccessful in aroth
region. There is some direction provided from thatwal authority based in Moscow on particular texa
issues. The Group has implemented tax planningr@ahgement strategies based on existing legislation
the time of implementation. The Group is subjediatoauthority audits on an ongoing basis, as isnabin
the Russian environment and other republics ofdhmer Soviet Union, and, at times, the authoritiase
attempted to impose additional significant taxegl@ Group. Management believes that it has adelyuat
met and provided for tax liabilities based on i$erpretation of existing tax legislation. Howevére
relevant tax authorities may have differing intetptions and the effects on the financial statespéhthe
authorities were successful in enforcing theirrptetations, could be significant.

Litigation and claims

On November 27, 2001, Archangel Diamond Corporafi@xDC”"), a Canadian diamond development
company, filed a lawsuit in the Denver District @yuColorado 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 tvea
between ADC and AGD. ADC claimed compensatory dawagf $1.2 billion and punitive damages of
$3.6 billion. On October 15, 2002, the District @odismissed the lawsuit for lack of personal jdigsion.
This ruling was upheld by the Colorado Court of Agls on March 25, 2004. However, on November 21,
2005, due to a procedural error, the Colorado Suer€ourt remanded the case to the Colorado Court of
Appeals and the Colorado Court of Appeals remankedase to the District Court. On October 20, 2011
the Denver District Court dismissed all claims agathe Company for lack of jurisdiction. On Augast
2012, the Colorado Court of Appeals affirmed thégidion. On July 1, 2013, the Colorado Supreme Cour
denied ADC'’s Petition for Writ of Certiorari. Th@ge in the state court is therefore over.

On January 6, 2012, ADC filed a lawsuit in the UiStict Court for the District of Colorado (federaurt)
reasserting almost identical claims asserted inafleeementioned lawsuit and dismissed by the Denver
District Court (state court). In the Federal Cocase, the Company has filed a Motion to Dismiss. On
December 18, 2014, the federal court granted theomdased on lack of personal jurisdiction oveg th
Company and the doctrine of forum non convenier3CAiled a notice of appeal and the case is now
pending in the US Court of Appeals for the Tenthc@it. The Company plans to seek dismissal of Heec
and vigorously defend the matter. Management doedelieve that the ultimate resolution of this teat
will have a material adverse effect on the Grodimancial condition.

In 2011, the Prahova Police Inspectorate (Frauddtigation Unit), Romania, initiated an investigatiof
several Romanian third parties (individuals and panies) in connection with alleged tax evasion and
money laundering. The investigation was later ed¢einto PETROTEL-LUKOIL S.A., a Group company.
In June 2014, the prosecutors with the Ploesti ColuAppeals (hereinafter — the “Prosecutor’'s afic
issued an order on initiation of criminal proceediragainst PETROTEL-LUKOIL S.A. refinery and its
general director based on alleged tax evasion andewn laundering. In September 2014, criminal
proceedings were initiated against two other Groompanies, LUKOIL LUBRICANTS EAST EUROPE
S.R.L. and LUKOIL ENERGY & GAS ROMANIA S.R.L., foaiding and abetting tax evasion and money
laundering. At the same time the Prosecutor’s effias brought charges against PETROTEL-LUKOIL S.A.
and its general director for tax evasion and mdaeydering. The amount of the claim is approximatel
€230 million. The following precautionary measurveasre adopted against the refinery: arrest of sirate
inventory, fixed assets and money on accounts. gémeral director is subject to the undertaking toot
leave the place. At the moment preliminary invesimn of the criminal case is being conducted. Adim

to preliminary estimate this investigation will talat least six months. At the same time, managewfent
PETROTEL-LUKOIL S.A. and its tax and legal consattare actively defending the lawful rights and
interests of the refinery, providing all requireglports, clarifications and comments, and prepagng
exhaustive set of evidence for challenging thenmdabf the Prosecutor’s office. Management does not
believe that the ultimate resolution of this mattél have a material adverse effect on the Grodip'ancial
condition.
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Note 19. Commitments and contingencies (continued)

The Group is involved in various other claims amdal proceedings arising in the normal course of
business. While these claims may seek substaiahdes against the Group and are subject to umtgrta
inherent in any litigation, management does noteliel that the ultimate resolution of such matteils w
have a material adverse impact on the Group’s tipgreesults or financial condition.

Political situation

During 2014, there was an increase of political andnomic instability in Ukraine. Though the Graaip’
assets and operations in Ukraine are not mateéhi@lGroup monitors the situation and assessesigke r
associated with its operations in Ukraine. As ot®waber 31, 2014, the Group recognized an impairment
loss related to assets held for sale amounting8® ®illion and relating to goodwill amounting to
$19 million. Management believes that there areotiwer potential losses that can be identified and
reasonably estimated with respect to the situatidvkraine at present.

In July-September 2014, the United States (US) Biepean Union (EU) and other countries imposed a
number of sectorial sanctions on Russian entitrediding the Company. These sanctions prohibitdo8

EU companies and individuals from the provisiongobds, services or technology (except for financial
services to the Company) that can be used on thigotg of the Russian Federation in deepwater
exploration and production of crude oil, exploratend production of crude oil in Arctic offshoredashale
projects. The Company considers these sanctioits activities, continuously monitors them and gsab

the effect of the sanctions on the Company’s firemmsition and results of operations.

The Group is exposed to political, economic andilleggks due to its operations in Iraq. Management
monitors the risks associated with the projecttrag and believes that there is no adverse effedhe
Group’s financial condition that can be reasona&siymated at present.

Note 20.Related party transactions

In the rapidly developing business environmenthie Russian Federation, companies and individuais ha
frequently used nominees and other forms of intdiarg companies in transactions. The senior
management of the Company believes that the Graspappropriate 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 Higant. Related party sales and purchases of rall @il
products were primarily to and from affiliated commges. Related party processing services were ¢dvi
by affiliated refineries.

Below are related party transactions not discladedwhere in the consolidated financial statemdReger
also to Notes 3, 7, 12 and 21 for other transastwith related parties.

Sales of oil and oil products to related partiesen@403 million, $487 million and $1,038 millionrfthe
years ended December 31, 2014, 2013 and 2012 ciasghp.

Other sales to related parties were $31 millior2 86llion and $50 million for the years ended Debem
31, 2014, 2013 and 2012, respectively.

Purchases of oil and oil products from related ipartwere $2,184 million, $1,426 million and
$1,368 million for the years ended December 3142Q013 and 2012, respectively.

Purchases of processing services from relatedegantere $188 million, $228 million and $702 millitor
the years ended December 31, 2014, 2013 and 285(#atively.

Other purchases from related parties were $209omjl5195 million and $92 million for the years endd
December 31, 2014, 2013 and 2012, respectively.

35



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

Note 20. Related party transactions (continued)

Amounts receivable from related parties, includamgrt-term loans and advances, were $235 milliah an
$470 million as of December 31, 2014 and 2013, getbgely. Amounts payable to related parties were
$246 million and $176 million as of December 3112@nd 2013, respectively.

Note 21.Compensation plan

During the period from 2010 to 2012, the Company a&ompensation plan available to certain memtfers
management, which was based on assigned shar@sasdied compensation consisting of two parts.

The first part represented annual bonuses that based on the number of assigned shares and amiunt
dividend per share. The payment of these bonuses eomtingent on the Group meeting certain findncia
KPIs in each financial year. The second part waedaipon the Company’s common stock appreciation
from 2010 to 2012, with rights vested in Decemb@l2 The number of assigned shares for this
compensation plan was approximately 17.3 millioarsh.

For the first part of the share plan the Group gaeixed a liability based on expected dividends amahber
of assigned shares. The second part of the shamneophinally was classified as equity settled2012, this
compensation plan was amended in relation to atlgiants, which resulted in reclassification bétplan
as a liability settled. The liability for this past the share plan was settled in January-April201

In December 2012, the Company introduced a new easgiion plan to certain members of management
for the period from 2013 to 2017. Its conditions amilar to the conditions of the previous comaios
plan after modification. The number of assighedeahi#s approximately 19 million shares.

For the first part of the new share plan the Groegognized a liability based on expected divideand
number of assigned shares.

The second part of the new share plan was clagsafieliability settled. The grant date and repgrtiate
fair value of this part of the plan was estimaté$249 million and $226 million, respectively, ugithe
Black-Scholes-Merton option-pricing model. The mgjpg date fair value was estimated assuming & risk
free interest rate of 14.89% per annum, an expetitédend yield of 6.36% per annum, an expectee tim
maturity of three years and a volatility factor 2.6%. The expected volatility factor for the annua
weighted average share price was estimated bastub dristorical volatility of the Company’s shafesthe
previous seven year period up to January 2013.

Related to these share plans the Group recorde® $iiion, $109 million and $182 million of
compensation expense during the years ended Dece3ibe2014, 2013 and 2012, respectively. As of
December 31, 2014 and 2013, $44 million and $52iamilrelated to the new compensation plan are
included in “Other current liabilities” in the carglated balance sheets, respectively.

As of December 31, 2014, there was $135 milliontai&l unrecognized compensation cost related to
unvested benefits. This cost is expected to begrézed periodically by the Group up to December7201

Note 22.Segment information

Presented below is information about the Group®srafing and geographical segments for the yearsdend
December 31, 2014, 2013 and 2012, in accordanck Wipic 280, “Segment reporting,” of the
Codification
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Note 22. Segment information (continued)

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 operatidasagement on a regular basis assesses the panfoem

of these operating segments. The exploration aodyation 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 awildend refined petroleum products. The chemicals
segment refines and sells chemical products. Tiepgeneration segment produces steam and eléegtrici
distributes them and provides related services.dhieities of the other business operating segrmshtide
businesses beyond the Group’s traditional operstion

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

Operating segments

Refining,
Exploration marketing and Power

2014 and production distribution Chemicals generation  Other Elimination Consolidated
Sales

Third parties 5,920 135,671 1,006 1,457 113 - 6,1

Inter-segment 39,746 1,252 245 1,663 906 (43,812) -
Total sales 45,666 136,923 1,251 3,120 1,019 (23,81 144,167
Operating expenses 6,084 3,087 549 1,978 759 42,34 10,115
Depreciation, depletion and
amortization 6,823 1,503 36 336 129 (12) 8,816
Interest expense 664 637 45 127 713 (1,549) 637
Income tax expense 871 1,057 1 (6) 33 102 2,058
Net income (net loss) 7,427 (2,272) (51) 246  (1,035) 431 4,746
Total assets 79,742 70,197 735 3,998 22,567 (65,439 111,800
Capital expenditures 11,882 2,791 253 340 125 - ais,3

Refining,
Exploration marketing and Power

2013 and production distribution Chemicals generation  Other Elimination Consolidated
Sales

Third parties 2,900 135,189 1,681 1,573 109 - 12,4

Inter-segment 43,555 1,686 302 1,779 3,205 (50,527) -
Total sales 46,455 136,875 1,983 3,352 3,314 (99,52 141,452
Operating expenses 5,759 3,718 784 2,156 2,730 061p, 10,086
Depreciation, depletion and
amortization 3,698 1,545 66 362 118 (33) 5,756
Interest expense 719 527 46 103 712 (1,619) 488
Income tax expense 1,640 1,146 35 (60) (5) 75 2,831
Net income (net loss) 7,528 1,166 (501) (415) (224) 278 7,832
Total assets 80,182 71,883 665 4,098 20,744 (68,133 109,439
Capital expenditures 11,808 2,715 113 285 513 - 36,4
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Note 22. Segment information (continued)

Refining,
Exploration marketing and Power

2012 and production distribution Chemicals generation  Other Elimination Consolidated
Sales

Third parties 3,471 132,798 1,362 1,411 129 - 13p,1

Inter-segment 43,998 1,845 307 1,557 2,926 (50,633) -
Total sales 47,469 134,643 1,669 2,968 3,055 (39,63 139,171
Operating expenses 5,245 3,579 568 1,867 2,299 1994, 9,359
Depreciation, depletion and
amortization 3,085 1,347 65 248 124 (37) 4,832
Interest expense 854 698 47 73 557 (1,691) 538
Income tax expense 1,935 696 57 34 52 24 2,798
Net income (net loss) 8,447 3,518 (279) (278) (363) (42) 11,004
Total assets 68,058 69,769 1,166 4,530 20,512 185,0 98,961
Capital expenditures 8,973 2,007 90 503 277 - 11,850
Geographical segments

2014 2013 2012

Sales of crude oil within Russia 3,418 3,071 1,634
Export of crude oil and sales of crude oil by fgresubsidiaries 33,661 24,270 26,036
Sales of refined products within Russia 16,282 17,476 16,803
Export of refined products and sales of refinecdpats by foreign
subsidiaries 82,907 87,796 86,604
Sales of chemicals within Russia 272 886 418
Export of chemicals and sales of chemicals by fpraiubsidiaries 838 936 992
Other sales within Russia 3,419 3,475 3,281
Other export sales and other sales by foreign digvis 3,370 3,542 3,403
Total sales 144,167 141,452 139,171
2014 Russia International Elimination Consolidated
Sales

Third parties 24,235 119,932 - 144,167

Inter-segment 35,090 246 (35,336) -
Total sales 59,325 120,178 (35,336) 144,167
Operating expenses 7,595 2,334 186 10,115
Depletion, depreciation and amortization 4,790 8,01 11 8,816
Interest expense 126 598 (87) 637
Income tax expense 1,934 25 99 2,058
Net income (net loss) 5,859 (1,547) 434 4,746
Total assets 89,660 37,398 (15,258) 111,800
Capital expenditures 10,780 4,611 - 15,391
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Note 22. Segment information (continued)

2013 Russia International Elimination Consolidated
Sales

Third parties 26,552 114,900 - 141,452

Inter-segment 39,193 151 (39,344) -
Total sales 65,745 115,051 (39,344) 141,452
Operating expenses 8,117 2,048 (79) 10,086
Depletion, depreciation and amortization 4,607 9,14 - 5,756
Interest expense 34 547 (93) 488
Income tax expense 2,390 419 22 2,831
Net income (net loss) 8,724 (1,234) 342 7,832
Total assets 87,469 37,176 (15,206) 109,439
Capital expenditures 10,859 4,575 - 15,434
2012 Russia International Elimination Consolidated
Sales

Third parties 25,370 113,801 - 139,171

Inter-segment 39,355 200 (39,555) -
Total sales 64,725 114,001 (39,555) 139,171
Operating expenses 7,333 2,113 (87) 9,359
Depletion, depreciation and amortization 3,834 998 - 4,832
Interest expense 194 504 (160) 538
Income tax expense 2,316 489 (7 2,798
Net income 10,238 776 (10) 11,004
Total assets 78,515 36,108 (15,662) 98,961
Capital expenditures 9,343 2,507 - 11,850

The Group’s international sales to third partieslude sales in Switzerland of $68,538 million,
$66,070 million and $67,057 million for the yearsdled December 31, 2014, 2013 and 2012, respectively
The Group’s international sales to third partiedude sales in the USA of $9,982 million, $12,868iom

and $12,649 million for the years ended December2814, 2013 and 2012, respectively. These amounts
are attributed to individual countries based onjtinisdiction of subsidiaries making the sale.

Note 23.Subsequent events
In accordance with the requirements of Topic 8Tybsequent events6f the Codificationthe Group

evaluated subsequent events through the datetdr@minconsolidated financial statements were akibélto
be issued. Therefore subsequent events were esdlbgthe Group up to March 2, 2015.
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This section provides unaudited supplemental infdiom on oil and gas exploration and production
activities in accordance with Topic 93Disclosures About Oil and Gas Producing Activitiesof the
Coadification in six separate tables:

I.  Capitalized costs relating to oil and gas produciatiyities.

Il. Costs incurred in oil and gas property acquisitexploration, and development activities.

lll. Results of operations for oil and gas produciniyits.

IV. Reserve quantity information.

V. Standardized measure of discounted future netftashb.

VI. Principal sources of changes in the standardizexsure of discounted future net cash flows.

Amounts shown for equity companies represent theus share in its exploration and production
affiliates, which are accounted for using the gguaiethod of accounting.

|. Capitalized costsrelating to oil and gas producing activities

Total Group's share

consolidated in equity
As of December 31, 2014 International Russia companies companies
Unproved oil and gas properties 1,593 2,731 4,324 612
Proved oil and gas properties 11,055 74,766 85,821 2,835
Accumulated depreciation, depletion, and
amortization (4,546) (27,083) (31,629) (1,087)
Net capitalized costs 8,102 50,414 58,516 2,360

Total Group's share

consolidated in equity
As of December 31, 2013 International Russia companies companies
Unproved oil and gas properties 1,450 3,441 4,891 635
Proved oil and gas properties 11,320 69,341 80,661 2,493
Accumulated depreciation, depletion, and
amortization (2,718) (24,923) (27,641) (973)
Net capitalized costs 10,052 47,859 57,911 2,155

Total Group’s share

consolidated in equity
As of December 31, 2012 International Russia companies companies
Unproved oil and gas properties 1,145 2,393 3,538 551
Proved oil and gas properties 8,555 59,054 67,609 2,436
Accumulated depreciation, depletion, and
amortization (2,213) (22,150) (24,363) (838)
Net capitalized costs 7,487 39,297 46,784 2,149
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Il. Costsincurred in oil and gas property acquisition, exploration, and development activities

Total Group’s share
consolidated in equity
Year ended December 31, 2014 International Russia companies companies
Acquisition of properties — proved - 1 1 -
Acquisition of properties — unproved - 97 97
Exploration costs 720 692 1,412 18
Development costs 3,011 7,459 10,470 345
Total costs incurred 3,731 8,249 11,980 363
Total Group’s share
consolidated in equity
Year ended December 31, 2013 International Russia companies companies
Acquisition of properties — proved - 2,200 2,200
Acquisition of properties — unproved 15 1,914 1,929 10
Exploration costs 234 543 777 18
Development costs 3,234 7,782 11,016 162
Total costs incurred 3,483 12,439 15,922 190
Total Group's share
consolidated in equity
Year ended December 31, 2012 International Russia companies companies
Acquisition of properties — proved 97 - 97 -
Acquisition of properties — unproved 37 937 974
Exploration costs 144 525 669 16
Development costs 1,621 6,560 8,181 490
Total costs incurred 1,899 8,022 9,921 506

I11. Results of operationsfor oil and gas producing activities

The Group’s results of operations for oil and gesdpcing activities are presented below. In acaocda
with Topic 932 of the Codification, sales and tfens to Group companies are based on market prices.
Income taxes are based on statutory rates. Thégeswoperations exclude corporate overhead atefant

costs.

Total Group’s share
consolidated in equity

Year ended December 31, 2014 International Russia companies companies
Revenue

Sales 5,857 19,454 25,311 1,330

Transfers - 14,944 14,944 29
Total revenues 5,857 34,398 40,255 1,359
Production costs (excluding production taxes) (956) (3,762) (4,718) (142)
Exploration expense (772) (332) (1,104) Q)
Depreciation, depletion, and amortization, and
valuation provision (3,480) (3,339) (6,819) (123)
Taxes other than income taxes (259) (21,378) (21,637) (407)
Related income taxes (294) (928) (1,222) (271)
Total results of operations for producing actistie 96 4,659 4,755 415
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Total Group’s share
consolidated in equity
Year ended December 31, 2013 International Russia companies companies
Revenue
Sales 2,722 22,233 24,955 1,632
Transfers - 17,776 17,776 49
Total revenues 2,722 40,009 42,731 1,681
Production costs (excluding production taxes) (314) (4,021) (4,335) (141)
Exploration expense (384) (218) (602) 3)
Depreciation, depletion, and amortization, and
valuation provision (544) (3,150) (3,694) (140)
Taxes other than income taxes (352) (23,092) (23,444) (527)
Related income taxes (278) (1,717) (1,995) (355)
Total results of operations for producing actiitie 850 7,811 8,661 515
Total Group’s share
consolidated in equity
Year ended December 31, 2012 International Russia companies companies
Revenue
Sales 2,910 23,011 25,921 1,728
Transfers - 17,165 17,165 34
Total revenues 2,910 40,176 43,086 1,762
Production costs (excluding production taxes) (299) (3,562) (3,861) (126)
Exploration expense (159) (205) (364) (6)
Depreciation, depletion, and amortization, and
valuation provision (500) (2,568) (3,068) (126)
Taxes other than income taxes (399) (24,247) (24,646) (564)
Related income taxes (428) (1,618) (2,046) (423)
Total results of operations for producing actistie 1,125 7,976 9,101 517

I'V. Reserve quantity information

Proved reserves are the estimated quantities @fnailgas reserves which geological and engineelatey
demonstrate will be recoverable with reasonablé¢asey in future years from known reservoirs under
existing economic and operating conditions. In adance with Topic 932 of the Codification existing
economic and operating conditions are based od2khaonths average price and the year-end costgeéro
reserves do not include additional quantities baod gas reserves that may result from applyicgrsgary

or tertiary recovery techniques not yet testeddetdrmined to be economic.

Proved developed reserves are the quantities ekgdroeserves expected to be recovered throughrexist
wells with existing equipment and operating methods

Due to the inherent uncertainties and the necdgsamnited nature of reservoir data, estimates efarves
are inherently imprecise, require the applicatidnjulgment and are subject to change as additional

information becomes available.

Management has included within proved reservesfgignt quantities which the Group expects to praalu
after the expiry dates of certain of its currenddqurction licenses in the Russian Federation. THes&U
Law of the Russian Federation states that, upoiradiqn, a license is subject to renewal at thédtive of
the license holder provided that further explomtiappraisal, production or remediation activitee
necessary and provided that the license holdendiagiolated the terms of the license. Since tinedaplies
both to newly issued and old licenses and the Ghagpcurrently renewed 57% of its licenses, managem
believes that licenses will be renewed upon thepiration for the remainder of the economic lifeezfch

respective field.
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Estimated net proved oil and gas reserves and elahgreto for the years ended December 31, 20148, 2
and 2012, are shown in the tables set out below.

Group's share

Millions of barrels Consolidated subsidiaries in equity
companies
International Russia Total

Crude oll

January 1, 2012 337 12,786 13,123 280
Revisions of previous estimates Q) 67 66 (1)
Purchase of hydrocarbons in place 42 - 42 -
Extensions and discoveries 40 511 551 2
Production (25) (631) (656) (22)
Sales of reserves (2) (3) (5) -

December 31, 2012 391 12,730 13,121 260
Revisions of previous estimates 11 (38) (27) (2)
Purchase of hydrocarbons in place* - 194 194 )
Extensions and discoveries 14 585 599 7
Production (24) (640) (664) (20)

December 31, 2013 392 12,831 13,223 238
Revisions of previous estimates 38 ) 36 32
Purchase of hydrocarbons in place - 18 18 -
Extensions and discoveries 50 729 779 1
Production (63) (644) (707) (20)
Sales of reserves - - - (6)
December 31, 2014 417 12,932 13,349 245
Proved developed reserves

December 31, 2012 136 8,241 8,377 160
December 31, 2013 129 7,972 8,101 136
December 31, 2014 204 8,280 8,484 145

* Purchase of hydrocarbons in place for equity canies includes transfers of reserves to the cateselil group upon those equity
companies becoming subject to consolidation.

The non-controlling interest share included in #di®ove total proved reserves was 77 million barrels,
74 million barrels and 71 million barrels as of Pether 31, 2014, 2013 and 2012, respectively.
The non-controlling interest share included in &éieve proved developed reserves was 41 millioretsarr
40 million barrels and 43 million barrels as of Baer 31, 2014, 2013 and 2012, respectively. Afi-no
controlling interests relate to the reserves inRbgsian Federation.
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Group’s share

Billions of cubic feet Consolidated subsidiaries in equity
companies
International Russia Total
Natural gas

January 1, 2012 6,071 16,851 22,922 274
Revisions of previous estimates (155) 602 447 12
Purchase of hydrocarbons in place 1 - 1 -
Extensions and discoveries 93 595 688 5
Production (248) (571) (819) (26)
Sales of reserves (17) - (17) -
December 31, 2012 5,745 17,477 23,222 265
Revisions of previous estimates 325 529 854 17
Purchase of hydrocarbons in place* - 9 9 (2)
Extensions and discoveries - 168 168 3
Production (247) (618) (865) (29)
December 31, 2013 5,823 17,565 23,388 254
Revisions of previous estimates 1,051 (74) 977 12
Purchase of hydrocarbons in place - 7 7 -
Extensions and discoveries 29 182 211 -
Production (238) (637) (875) (28)
December 31, 2014 6,665 17,043 23,708 238

Proved developed reserves:

December 31, 2012 2,505 6,066 8,571 156
December 31, 2013 1,476 5,942 7,418 129
December 31, 2014 1,779 5,783 7,562 162

* Purchase of hydrocarbons in place for equity canips includes transfers of reserves to the cafetelil group upon those equity
companies becoming subject to consolidation.

The non-controlling interest share included in #imve total proved reserves was 28 billion cubet,fe
26 billion cubic feet and 23 billion cubic feet aé December 31, 2014, 2013 and 2012, respectively.
The non-controlling interest share included in #move proved developed reserves was 15 billionccubi
feet, 14 billion cubic feet and 14 billion cubiceteas of December 31, 2014, 2013 and 2012, respbcti

All non-controlling interests relate to the resexuethe Russian Federation.

V. Standardized measure of discounted future net cash flows

The standardized measure of discounted future as#t flows, related to the above oil and gas reseige
calculated in accordance with the requirements a@pid 932 of the Codification. Estimated future cash
inflows from production are computed by applying tt2-months average price for oil and gas to yadr-e
gquantities of estimated net proved reserves. Adjests in this calculation for future price changes
limited to those required by contractual arrangeém existence at the end of each reporting yeature
development and production costs are those estinfiatere expenditures necessary to develop andupeod
year-end estimated proved reserves based on ydacast indices, assuming continuation of year-end
economic conditions. Estimated future income ta&es calculated by applying appropriate year-end
statutory tax rates. These rates reflect allowaaductions and tax credits and are applied to agtidn
future pre-tax net cash flows, less the tax bateslated assets. Discounted future net cash floave been
calculated using a ten percent discount factorc@iating requires a year-by-year estimate of wheauaré
expenditures will be incurred and when reservekheilproduced.
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The information provided in the tables set out beltoes not represent management’s estimate of the
Group’s expected future cash flows or of the valfithe Group’s proved oil and gas reserves. Estimat
proved reserve quantities are imprecise and change time as new information becomes available.
Moreover, probable and possible reserves, which negpme proved in the future, are excluded from the
calculations. The arbitrary valuation, prescribeder Topic 932 of the Codification, requires asstioms

as to the timing and amount of future developmemnt production costs. The calculations should not be

relied upon as an indication of the Group’s futcash flows or of the value of its oil and gas ressr

Total Group’s share
consolidated in equity
International Russia companies companies
As of December 31, 2014
Future cash inflows 65,575 827,202 892,777 20,718
Future production and development costs (42,254)  (574,572) (616,826) (11,823)
Future income tax expenses (2,742) (46,333) (49,075) (1,792)
Future net cash flows 20,579 206,297 226,876 7,103
Discount for estimated timing of cash flows (10%.). (12,267) (115,102) (127,369) (3,714)
Discounted future net cash flows 8,312 91,195 98,50 3,389
Non-controlling share
in discounted future net cash flows - 506 506
Total Group’s share
consolidated in equity
International Russia companies companies
As of December 31, 2013
Future cash inflows 62,620 676,195 738,815 22,027
Future production and development costs (38,292)  (461,998) (500,290) (11,947)
Future income tax expenses (3,239) (37,321) (40,560) (2,154)
Future net cash flows 21,089 176,876 197,965 7,926
Discount for estimated timing of cash flows (10%.). (9,669) (105,503) (115,172) (4,196)
Discounted future net cash flows 11,420 71,373 B2,7 3,730
Non-controlling share
in discounted future net cash flows - 383 383
Total Group’s share
consolidated in equity
International Russia companies companies
As of December 31, 2012
Future cash inflows 58,747 619,743 678,490 24,279
Future production and development costs (36,468)  (424,260) (460,728) (12,469)
Future income tax expenses (4,156) (34,573) (38,729) (2,592)
Future net cash flows 18,123 160,910 179,033 9,218
Discount for estimated timing of cash flows (10%.). (9,964) (96,015) (105,979) (4,723)
Discounted future net cash flows 8,159 64,895 7,05 4,495
Non-controlling share
in discounted future net cash flows - 397 397
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VI. Principal sources of changes in the standardized measure of discounted future net cash flows

Consolidated companies 2014 2013 2012
Discounted present value as at January 1 82,793 73,054 75,162
Net changes due to purchases and sales of mineakce 135 1,266 256
Sales and transfers of oil and gas produced, natoafuction costs (12,796) (14,350) (14,215)
Net changes in prices and production costs estimate 78,088 21,515 (8,480)
Net changes in mineral extraction taxes (68,471) (15,355) 627
Extensions and discoveries, less related costs 7,493 4,677 3,174
Previously estimated development cost incurredndyittie period 5,107 4,003 7,241
Revisions of previous quantity estimates 2,174 975 377
Net change in income taxes (3,783) (999) 1,337
Other changes (408) (138) (735)
Accretion of discount 9,175 8,145 8,310
Discounted present value at December 31 99,507 82,793 73,054
Group’s share in equity companies 2014 2013 2012
Discounted present value as at January 1 3,730 4,495 4,835
Net changes due to purchases and sales of mineaksce (102) (29) -
Sales and transfers of oil and gas produced, natoafuction costs (809) (1,010) (1,066)
Net changes in prices and production costs estimate (850) (487) (101)
Net changes in mineral extraction taxes 409 77 )
Extensions and discoveries, less related costs 8 109 20
Previously estimated development cost incurredndypittie period 256 132 88
Revisions of previous quantity estimates 299 (80) 3)
Net change in income taxes 174 200 139
Other changes 172) (207) 17
Accretion of discount 446 530 573
Discounted present value at December 31 3,389 3,730 4,495
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