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The following report contains a discussion and analysis of the financial position of PJSC LUKOIL at  

31 March 2018 and the results of its operations for the three months ended 31 March 2018 and 2017 and 

31 December 2017
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Business overview 

The primary activities of LUKOIL and its subsidiaries are hydrocarbon exploration, production, refining, 

marketing and distribution. 

LUKOIL is one of the world’s largest publicly traded vertically integrated energy companies. Our proved 
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Key financial and operational results 

 Q1 Q4 Change, Q1 Q1 Change, 

 2018 2017 % 2018 2017 % 

 (millions of rubles, except for figures in percent) 

Sales .............................................................................................................  1,630,728 1,662,452 (1.9) 1,630,728 1,431,599 13.9 

EBITDA(1), including ..................................................................................  219,524 223,735 (1.9) 219,524 207,645 5.7 

Exploration and production segment.........................................................  171,918 172,961 (0.6) 171,918 127,777 34.5 

Refining, marketing and distribution segment ..........................................  46,849 49,009 (4.4) 46,849 70,527 (33.6) 

EBITDA(1) net of West Qurna-2 project ......................................................  213,789 219,132 (2.4) 213,789 204,702 4.4 

Profit for the period attributable to LUKOIL 

shareholders .............................................................................................  109,058 120,510 (9.5) 109,058 62,306 75.0 

Capital expenditures ....................................................................................  121,057 137,726 (12.1) 121,057 130,228 (7.0) 

Free cash flow(2) ..........................................................................................  45,935 
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Changes in Group structure 

In December 2016, the Company entered into a contract with a company of the “Otkrytie Holding” group 

to sell the Group’s 100% interest in JSC “Arkhangelskgeoldobycha” (“AGD”), a company developing the 

diamond field named after V.P. Grib located in Arkhangelsk region of Russia. The transaction in the 

amount of Russian ruble equivalent of $1.45 billion was completed on 24 May 2017 after all necessary 

governmental approvals were received. As a result the Group recognized profit before income tax in the 

amount of 48 billion RUB that is included in “Other income (expenses)” in the consolidated statement of 

profit or loss and other comprehensive income (profit after income tax – 38 billion RUB). 

In February 2017, the Group completed the sale of wholly owned subsidiary – LUKOIL Chemical B.V., 

which owns “Karpatneftekhim” petrochemical plant located in the Ivano-Frankovsk area of Ukraine. 
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Main macroeconomic factors affecting our results of operations 

International crude oil and refined products prices 

The price at which we sell crude oil and refined products is the primary driver of the Group’s revenues.  

The dynamics of our realized prices on international markets generally matches the dynamics of 

commonly used spot benchmarks such as Brent crude oil price, however our average prices are usually 

different from such benchmarks due to different delivery terms, quality mix, as well as specifics of 

regional markets in case of petroleum product sales. 

In the first quarter of 2018, the price for Brent crude oil fluctuated between $61 and $71 per barrel, 

reached its maximum of $70.7 in early January and its minimum of $61.5 in early February. Average price 

expressed in US dollars increased by 8.7% compared to the fourth quarter of 2017 and by 24.4% 

compared to the first quarter of 2017. Nevertheless, as a result of the ruble appreciation, the prices 

expressed in rubles increased less significantly. 

The following tables show the average crude oil and refined product prices. 

 Q1 Q4 Change,  Q1 Q1 Change, 

 2018 2017 % 2018 2017 % 

 (in US dollars per barrel, except for figures in percent) 

Brent crude .........................................................................................................  66.81 61.44 8.7 66.81 53.69 24.4 

Urals crude (CIF Mediterranean)  ......................................................................  65.23 60.79 7.3 65.23 52.52 24.2 

Urals crude (CIF Rotterdam) .............................................................................  65.28 60.37 8.1 65.28 51.88 25.8 

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

Diesel fuel 10 ppm (FOB Rotterdam)  ...............................................................  591.62 555.55 6.5 591.62 479.02 23.5 

High-octane gasoline (FOB Rotterdam)  ............................................................  644.57 595.70 8.2 644.57 544.90 18.3 

Naphtha (FOB Rotterdam) .................................................................................  569.84 552.67 3.1 569.84 480.66 18.6 

Jet fuel (FOB Rotterdam) ...................................................................................  646.87 595.46 8.6 646.87 509.96 26.8 

Vacuum gas oil (FOB Rotterdam)  ....................................................................  466.78 419.13 11.4 466.78 352.38 32.5 

Fuel oil 3.5% (FOB Rotterdam) .........................................................................  353.98 336.48 5.2 353.98 290.17 22.0 

Source: Platts. 

 Q1 Q4 Change, Q1 Q1 Change, 

 2018 2017 % 2018 2017 % 

 (in rubles per barrel, except for figures in percent) 

Brent crude .........................................................................................................  3,800 3,588 5.9 3,800 3,159 
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 Q1 Q4 
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 A fixed ta
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Export duty rates on refined products are calculated by multiplying the current crude oil export duty 

rate by a coefficient according to the table below.  
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Income tax. The federal income tax rate in Russia is 3.0% and the regional income tax rate may vary 

between 12.5% and 17.0%. 

The Company and its Russian subsidiaries file income tax returns in Russia. A number of Group 

companies in Russia are paying income tax as a consolidated taxpayers’ group (“CTG”). This allows 

taxpayers to offset taxable losses generated by certain participants of a CTG against taxable profits of 

other participants of the CTG. 

The Group’s foreign operations are subject to taxes at the tax rates applicable to the jurisdictions in which 

they operate. 

Transportation tariffs on crude oil, 
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Segments highlights 

Our operations are divided into three main business segments: 

 Exploration and Production – which includes our exploration, development and production 

operations related to crude oil and gas. These activities are primarily located within Russia, 

with additional activities in Azerbaijan, Kazakhstan, Uzbekistan, the Middle East, Northern 

and Western Africa, Norway, Romania and Mexico.  

 Refining, Marketing and Distribution – which includes refining, petrochemical and transport 

operations, marketing and trading of crude oil, natural gas and refined products, generation, 

transportation and sales of electricity, heat and related services. 

 Corporate and other – which includes operations related to our headquarters (which 

coordinates the operations of Group companies), finance activities, and certain other activities, 

that are not primary to the Group. 

Each of our segments is dependent on the others, with a portion of the revenues of one segment being a 

part of the costs of the others. In particular, our Refining, Marketing and Distribution segment purchases 

crude oil from our Exploration and Production segment. As a result of certain factors considered in the 

“Domestic crude oil and refined products prices” section on p. 7, benchmark crude oil market prices in 

Russia cannot be determined with certainty. Therefore, the prices set for inter-segment purchases of crude 

oil reflect a combination of market factors, primarily international crude oil market prices, transportation 

costs, regional market conditions, the cost of crude oil refining and other factors. We present the financial 

data for each segment in Note 28 “Segment information” to our consolidated financial statements.  

Exploration and production 

The following table summarizes key figures on our Exploration and production segment: 

 Q1 Q4 Q1 Q1 

 2018 2017 2018  2017 

 (millions of rubles) 

EBITDA ................................................................................................................  171,918
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The following table summarizes our hydrocarbon production by major regions. 

 Q1 Q4 Q1 Q1 

 2018 2017 2018 2017 

 (thousand BOE per day) 

Crude oil and natural gas liquids(1)     

Consolidated subsidiaries      

Western Siberia
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Refining and petrochemicals  
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Marketing and trading  

In addition to our production, we purchase crude oil in Russia and on international markets. In Russia, we 

primarily purchase crude oil from affiliated producing companies and other producers. Then we either 

refine or export purchased crude oil. Crude oil purchased on international markets is used for trading 

activities,
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 Q1 Q4 Q1 Q1 

 2018 2017 2018  2017 

 (thousands of tonnes) 

Refined products exports     

- diesel fuel ....................................................................................................................................................................  2,811 2,529 2,811 2,519 

- gasoline  ......................................................................................................................................................................  177 185 177 40 

- fuel oil .........................................................................................................................................................................  621 751 621 1,018 

- jet fuel .........................................................................................................................................................................  24 8 24 28 

- lubricants and components ..........................................................................................................................................  177 147 177 151 

- gas refinery products ...................................................................................................................................................  301 433 301 218 

- other products ..............................................................................................................................................................  554 364 554 966 

Total refined products exports ..............................................................................................  4,665 4,417 4,665 4,940 

     

 (millions of rubles) 

Total refined products exports ...........................................................................................  139,438 131,060 139,438 117,659 

In the first quarter of 2018, the volume of our crude oil exports from Russia decreased by 2.3% compared 

to the fourth quarter of 2017, and by 7.8% compared to the first quarter of 2017. We exported 43.7% of 

our domestic crude oil production (43.6% and 46.6% in the fourth and the first quarters of 2017, 

respectively) and 43 thousand tonnes of crude oil purchased from our affiliates and third parties  

(55 thousand tonnes and 116 thousand tonnes in the fourth and the first quarters of 2017, respectively). 

The decrease in export volumes was primarily a result of higher domestic sales and lower crude oil 

production.  

The volume of our refined products exports increased by 5.6% compared to the fourth quarter of 2017 and 

decreased by 5.6% compared to the first quarter of 2017 following the changes in domestic sales volumes 

due to change in market environment.  

Substantially, we use the Transneft infrastructure to export our crude oil. Nevertheless, a sizeable amount 

of crude oil is exported through our own infrastructure. All the volume of crude oil exported that bypassed 

Transneft was routed beyond the Customs Union. 

Besides our own infrastructure, we also export the light crude oil th7t crud
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Financial results 

The table below sets forth data from our consolidated statements of profit or loss and other comprehensive 

income for the periods indicated.  

 Q1 Q4 Q1 Q1 

 2018 2017 2018 2017 

 (millions of rubles) 

Revenues     

Sales (including excise and export tariffs) .....................................................................  1,630,728 1,662,452 1,630,728 1,431,599 

     

Costs and other deductions     

Operating expenses ........................................................................................................  (108,640) (118,091) (108,640) (107,492) 

Cost of purchased crude oil, gas and products ...............................................................  (891,429) (903,181) (891,429) (742,569) 

Transportation expenses .................................................................................................  (66,055) (68,582) (66,055) (73,714) 

Selling, general and administrative expenses .................................................................  (36,754) (46,928) (36,754) (36,286) 

Depreciation, depletion and amortization ......................................................................  (87,690) (76,198) (87,690) (80,774) 

Taxes other than income taxes .......................................................................................  (186,667) (171,922) (186,667) (153,682) 

Excise and export tariffs ................................................................................................  (121,191) (119,930) (121,191) (109,447) 

Exploration expenses .....................................................................................................  (468) (10,083) (468) (764) 

Profit from operating activities ...................................................................................  131,834 147,537 131,834 126,871 
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Sales revenues 

Sales breakdown Q1 Q4 Q1 Q1 

 2018 2017 2018 2017 

 (millions of rubles) 

Crude oil     

Export and sales on international markets other than 

Customs Union ............................................................................................................  454,627 485,460 454,627 382,203 

Export and sales to Customs Union .............................................................................  13,765 13,216 13,765 6,583 
Domestic sales .............................................................................................................  13,618 9,583 13,618 8,902 

 482,010 508,259 482,010 397,688 

Cost compensation and remuneration at the West Qurna-2 

project ............................................................................................................................  9,359 11,826 9,359 7,634 

 491,369 520,085 491,369 405,322 

Refined products(1)     

Export and sales on international markets     
Wholesale ...............................................................................................................  783,209 769,886 783,209 714,341 
Retail ......................................................................................................................  71,998 75,494 71,998 62,707 

Domestic sales     
Wholesale ...............................................................................................................  84,829 102,898 84,829 67,904 
Retail ......................................................................................................................  103,672 106,491 103,672 94,466 

 1,043,708 1,054,769 1,043,708 939,418 

Petrochemicals     

Export and sales on international markets ...................................................................  16,308 12,380 16,308 12,126 
Domestic sales .............................................................................................................  10,580 5,899 10,580 9,746 

 26,888 18,279 26,888 21,872 

Gas   
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Sales volumes Q1 Q4 Q1 Q1 

 2018 2017 2018 2017 

 (thousands of tonnes) 

Crude oil  

Export and sales on international markets other than 

Customs Union ............................................................................................................  16,551 18,719 16,551 17,007 

Export and sales to Customs Union .............................................................................  689 658 689 392 
Domestic sales .............................................................................................................  713 492 713 558 

 17,953 19,869 17,953 17,957 

Crude oil volumes related to cost compensation and 

remuneration at the West Qurna-2 project ...................................................................  451 396 451 405 

 18,404 20,265 18,404 18,362
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Compared to the first quarter of 2017, our revenues increased by 199 billion RUB, or by 13.9%. Our 

revenues from crude oil sales increased by 86 billion RUB, or by 21.2%, and our revenues from sales of 

refined products increased by 104 billion RUB, or by 11.1%, largely, as a result of the increase in 

hydrocarbon prices which was partially offset by the effect of the ruble appreciation on our revenues 

denominated in the US dollars. 

Sales of crude oil 

Compared to the fourth quarter of 2017, our international crude oil sales revenue decreased by 6.4%, or by 

31 billion RUB. Our international sales volumes (beyond the Customs Union) decreased by   

2,168 thousand tonnes, or by 11.6%, mainly due to lower crude oil trading, production and export from 

Russia. Our average international ruble realized prices increased by 5.9%. In the first quarter of 2018, our 

realized domestic crude oil sales price decreased by 1.9%, and our sales volumes increased by 

221 thousand tonnes, or by 44.9%, as a result of decrease in volumes of crude oil processing. As a 

consequence, our domestic sales revenue increased by 42.1%, or by 4 billion RUB. 

Compared to first quarter of 2017, our international crude oil sales revenue increased by 18.9%, or by   

72 billion RUB. In the first quarter of 2018, our international sales volumes (beyond the Customs Union) 

decreased by 457 thousand tonnes, or by 2.7%. Our average international ruble realized prices increased 

by 22.2%. Our domestic sales volumes increased by 155 thousand tonnes, or by 27.8%, due to the 

decrease in volumes of export deliveries, and our realized sales price increased by 19.8%. As a 

consequence, in the first quarter of 2018, our domestic sales revenue increased by 53.0%, or by 5 billion 

RUB. 

Sales of refined products 

Compared to the fourth quarter of 2017, our revenue from the wholesale of refined products outside 

Russia increased by 13 billion RUB, or by 1.7%. Our sales volumes increased by 1.1% and our realized 

ruble prices increased by 0.6%.  

In the first quarter of 2018, our international retail revenue decreased by 3 billion RUB, or by 4.6%. Our 

international retail realized ruble prices increased by 3.0% as a result of devaluation of the ruble against 

euro, while our sales volumes decreased by 78 thousand tonnes, or by 7.4%, due to a seasonality factor. 

Compared to the fourth quarter of 2017, our revenue from the wholesale of refined products on the 

domestic market decreased by 18 billion RUB, or by 17.6%. Our realized prices increased by 3.2% and 

our sales volumes decreased by 20.1%, in favor of export deliveries. 

In the first quarter of 2018, our revenue from refined products retail sales in Russia decreased by  

3 billion RUB, or by 2.6%, compared to the fourth quarter of 2017. Our average domestic retail prices 

increased by 1.5% and volumes decreased by 4.1% due to a seasonality factor. 

Compared to the first quarter of 2017, our revenue from the wholesale of refined products outside Russia 

increased by 69 billion RUB, or by 9.6%, that was price driven. Our dollar and ruble realized prices 

increased by 21.3% and by 17.3%, respectively. Our sales volumes decreased by 6.5% as a result of the 

decrease in trading activities. 

Compared to the first quarter of 2017, our dollar realized retail prices outside Russia increased by 16.7% 

and our ruble realized prices – by 12.8%. Our sales volumes increased by 1.8%. As a result, our 

international retail revenue increased by 9 billion RUB, or by 14.8%. 

In the first quarter of 2018, our revenue from the wholesale of refined products on the domestic market 

increased by 17 billion RUB, or by 24.9%, compared to the first quarter of 2017. Our realized prices and 

volumes increased by 9.9% and by 13.6%, respectively. 

Our revenue from refined products retail sales in Russia increased by 9 billion RUB, or by 9.7%, 

compared to the first quarter of 2017. Our average domestic retail prices and volumes increased by 5.5% 

and by 4.1%, respectively. 

Sales of petrochemical products 

Compared to the fourth quarter of 2017, our revenue from sales of petrochemical products increased by   

9 billion RUB, or by 47.1%, largely, as a result of an increase in sales volumes following planned repairs 

at our petrochemical plant in Stavropol region of Russia in the fourth quarter of 2017. 

Compared to the first quarter of 2017, our revenue from sales of petrochemical products increased by   

5 billion RUB, or by 22.9%, largely as a result of the increased trading volumes outside Russia.  
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Hydrocarbon extraction expenses 

Our extraction expenses include expenditures related to repairs of extraction equipment, labor costs, 

expenses on artificial stimulation of reservoirs, fuel and electricity costs, cost of extraction of natural gas 

liquids, property insurance of extraction equipment and other similar costs. 

 Q1 Q4 Q1 Q1 

 2018 2017 2018 2017 

 (millions of rubles) 

Hydrocarbon extraction expenses(1) .......................................................................  47,095 51,300 47,095 45,545 

- in Russia ..........................................................................................................  42,857 46,311 42,857 42,952 

- outside Russia(1) ..............................................................................................  4,238 4,989 4,238 2,593 

 (ruble per BOE) 

Hydrocarbon extraction expenses(1) ......................................................................  235 251 235 237
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In the first quarter of 2018, this tolling fee amounted to 2.5 billion RUB (4.9 billion RUB in the fourth 

quarter of 2017 and 1.0 billion RUB in the first quarter of 2017). When the refined products are sold, this 

toll is naturally offset by the respective refined products sales revenue. The agreed compensation is 

received by the Group company for execution of this agreement. 

Expenses for crude oil transportation to refineries 

Expenses for crude oil and refined products transportation to refineries include pipeline, railway, freight 

and other costs related to delivery of crude oil and refined products to refineries for further processing.  

Compared to the fourth quarter of 2017, our expenses for crude oil transportation to refineries decreased 

by 0.8 billion RUB, or by 6.1%. 

Compared to the first quarter of 2017, our expenses for crude oil transportation to refineries increased by 

0.9 billion RUB, or by 8.3%. 

Petrochemical expenses 

Compared to the fourth quarter of 2017, our petrochemical expenses remained at the same level. 

Compared to the first quarter of 2017, they increased by 5.5%, largely as a result of the effect of the ruble 

devaluation to euro on the expenses of our European petrochemical units, as well as a result of feedstock 

price increase in Russia. 

Other operating expenses  

Other operating expenses include expenses of the Group’s upstream and downstream entities that do not 

relate to their core activities, namely rendering of transportation and extraction services, costs of other 

services provided and goods sold by our production and marketing companies, and of non-core businesses 

of the Group. 

Compared to the fourth quarter of 2017, other operating expenses didn’t change significantly. Compared 

to the first quarter of 2017, they decreased by 1.5 billion RUB, or by 13.5%, largely as a result of the 

decreased cost of transportation services provided to third parties and the decrease in the ruble value of 

other operating expenses of our foreign subsidiaries. This decrease also reflects the effect from sale of our 

diamond business in the middle of 2017. 



  29 

Transportation expenses 

 Q1 Q4 Q1 Q1 

 2018 2017 2018 2017 

 (millions of rubles) 

Crude oil transportation expenses ................................................................................  20,335 25,271 20,335 24,866 

Refined products transportation expenses ..................................................................  42,146 39,874 42,146 43,783 

Other transportation expenses ....................................................................................  3,574 3,437 3,574 5,065 

Total transportation expenses ....................................................................................  66,055 68,582 66,055 73,714 

Our transportation expenses decreased by 3 billion RUB, or by 3.7%, compared to the fourth quarter of 

2017 and by 8 billion RUB, or by 10.4%, compared to the first quarter of 2017. 

Compared both to the first and the fourth quarter of 2017, our expenses for transportation of crude oil 

decreased by 5 billion RUB. Outside Russia, transportation expenses decreased as a result of the decline in 

freight rates and sales volumes, and ruble appreciation to the US dollar. In Russia, transportation expenses 

decreased as a result of the export sales volume decline and changes in domestic shipment directions, 

despite indexation of transportation tariffs. 

Compared to the fourth quarter of 2017, our expenses for transportation of refined products increased by  

2 billion RUB as a result of the freight rates and sales volume growth abroad, partially offset by the effect 

of the ruble appreciation to the US dollar and decrease in expenses in Russia as a result of the sales 

volume decline in the domestic market. Compared to the first quarter of 2017, our expenses for 

transportation of refined products decreased by 2 billion RUB as a result of the decline in sales volume 

abroad, while expenses in Russia didn’t change significantly. 

Selling, general and administrative expenses 

Selling, general and administrative expenses include payroll costs (excluding extraction entities’,
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Equity share in income of affiliates 

The Group has investments in equity method affiliates and corporate joint ventures. These companies are 

primarily engaged in crude oil exploration, production, marketing and distribution operations in the 

Russian Federation, crude oil production and marketing in Kazakhstan. Currently, our largest affiliates are 

Tengizchevroil, an exploration and production company, operating in Kazakhstan, Bashneft-Polus, an 

exploration and production company that develops the Trebs and Titov oilfelds in Timan-Pechora, Russia, 

South Caucasus Pipeline Company and Caspian Pipeline Consortium, midstream companies in Azerbaijan 

and Kazakhstan.  

Our share in income of affiliates didn’t change significantly, compared to the fourth quarter of 2017, and 

increased by 2 billion RUB
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Compared to the fourth quarter of 2017, our total income tax expense decreased by 2 billion RUB, or by 

9.1%. At the same time, our profit before income tax decreased by 14 billion RUB, or by 9.6%. In the first 

quarter of 2018, our effective income tax rate was 17.4%, compared to 17.3% in the fourth quarter of 

2017.  

Compared to the first quarter of 2017, our total income tax expense increased by 7
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Liquidity and capital resources 

 Q1 Q4 Q1 Q1 

 2018 2017 2018  2017 



  35 

The increase in capital expenditures in the refining, marketing and distribution segment compared to the 

first quarter of 2017 was primarily due to payments in the first quarter of 2018 related to previously 

accrued expenditures. 

The table below presents our exploration and production capital expenditures in new promising oil 

regions. 
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Other information 

Sectorial sanctions against the Russian companies 

In July-September 2014, the United States (“US”), the European Union (“EU”) and several other countries 

imposed a set of sanctions on Russia, including sectoral sanctions which affect several Russian oil and gas 

companies. The US has placed the Company onto the Sectoral Sanctions Identifications List subject to 


