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PJSC LUKOIL
Notes to Condensed Interim Consolidated Financial Statements (unaudited)
(Millions of Russian rubles, unless otherwise noted)

Note 1. Organization and environment

The primary activities of PJSC LUKOIL (the “Company”) and its subsidiaries (together, the “Group”) are oil
exploration, production, refining, marketing and distribution. The Company is the ultimate parent entity of
this vertically integrated group of companies.

The Group was established in accordance with Presidential Decree No. 1403, issued on 17 November 1992.
Under this decree, on 5 April 1993, the Government of the Russian Federation transferred to the Company
51% of the voting shares of fifteen enterprises. Under Government Resolution No. 861 issued on
1 September 1995, a further nine enterprises were transferred to the Group during 1995. Since 1995, the
Group has carried out a share exchange program to increase its shareholding in each of the twenty-four
founding subsidiaries to 100%.



PJSC LUKOIL
Notes to Condensed Interim Consolidated Financial Statements (unaudited)
(Millions of Russian rubles, unless otherwise noted)

Note 2. Basis of preparation (continued)

The results and financial position of Group companies whose functional currency is different from the
presentation currency of the Group are translated into presentation currency using the following procedures.
Assets and liabilities are translated at period-end exchange rates, income and expenses are translated at rates
which approximate actual rates at the date of the transaction. Resulting exchange differences are recognised
in other comprehensive income.

Note 3. Changes in accounting policies

The accounting policies adopted in the preparation of these condensed interim consolidated financial
statements are consistent with those applied and disclosed in the consolidated financial statements for 2017
except for IFRS 9 Financial instruments and IFRS 15 Revenue from Contracts with Customers that the
Group has adopted with effect from 1 January 2018.

IFRS 9, issued in July 2014, replaced the existing guidance in IAS 39 Financial Instruments: Recognition
and Measurement. IFRS 9 sets out requirements for recognising and measuring financial assets, financial
liabilities and some contracts to buy or sell non-financial items. IFRS 9 replaced the current ,incurred loss”
model with a forward-looking ,expected credit loss" model. The adoption of IFRS 9 resulted in recognition of
additional provisions for impairment of receivables under the expected credit loss model. The overall impact
of applying the standard resulted in recognition of additional allowance on accounts receivables recognised
directly in equity in the amount of 6,831 million RUB net of deferred income tax at 1 January
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Notes to Condensed Interim Consolidated Financial Statements (unaudited)
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Note 5. Income taxes

Operations in the Russian Federation are subject to a Federal income tax rate of 3.0% and a regional income
tax rate that varies from 12.5% to 17.0% at the discretion of the individual regional administration.
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(Millions of Russian rubles, unless otherwise noted)

Note 9. Prepaid taxes

30 September 31 December

2018 2017

Income tax prepaid 11,096 13,543
VAT and excise tax recoverable 40,553 38,930
Export duties prepaid 15,451 15,418
VAT prepaid 25,282 15,655
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Notes to Condensed Interim Consolidated Financial Statements (unaudited)
(Millions of Russian rubles, unless otherwise noted)

Note 12. Property, plant and equipment

Exploration Refining, marketing

and production and distribution Other Total
Cost
31 December 2017 3,902,267 1,236,552 72,543 5,211,362
Additions 268,811 66,538 1,065 336,414
Capitalised borrowing costs 6,884 - - 6,884
Disposals (29,019) (7,514) (476) (37,009)
Foreign currency translation differences 164,397 38,123 1,651 204,171
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Note 16. Long-term debt

30 September 31 December

2018 2017

Long-term loans and borrowings from third parties 210,234 244,000

3.416% non-convertible US dollar bonds, maturing 2018 - 86,384

7.250% non-convertible US dollar bonds, maturing 2019 39,241 34,466

6.125% non-convertible US dollar bonds, maturing 2020 65,500 57,506

6.656% non-convertible US dollar bonds, maturing 2022 32,723 28,748

4.563% non-convertible US dollar bonds, maturing 2023 98,261 86,274

4.750% non-convertible US dollar bonds, maturing 2026 65,445 57,467
Capital
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Notes to Condensed Interim Consolidated Financial Statements (unaudited)
(Millions of Russian rubles, unless otherwise noted)

Note 17. Taxes payable

30 September 31 December

2018 2017

Income tax 14,951 8,963

Mineral extraction tax 73,355 47,175

VAT 48,172 34,147

Excise tax 22,066 17,750

Property tax 5,451 3,652

Other taxes 5,258 6,797

Total taxes payable 169,253 118,484
Note 18. Other current liabilities

30 September 31 December

2018 2017

Advances received 28,041 27,698

Dividends payable 1,333 62,254

Other 4,088 3,468

Total other current liabilities 33,462 93,420

Note 19. Provisions
Asset Provision for Provision for Provision
retirement employee environmental Pension for unused Other
obligation  compensations liabilities  provisions vacations  provisions Total
30 September 2018 43,043 11,367 3,994 10,687 4,888 13,834 87,813

Incl.:  Non-current
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Notes to Condensed Interim Consolidated Financial Statements (unaudited)
(Millions of Russian rubles, unless otherwise noted)

Note 24. Operating lease

At 30 September 2018 and 31 December 2017, Group companies had commitments primarily related to the
lease of vessels, tank-cars, storage facilities and petroleum distribution outlets. Commitments for minimum
rentals under these leases are payable as follows:

30 September 31 December

2018 2017

Less than a year 22,136 24,753
1-5 years 48,633 54917
More than 5 years 88,990 88,277
Total 159,759 167,947

Note 25. Commitments and contingencies
Capital commitments

At 30 September 2018, capital commitments of the Group relating to construction and acquisition of
property, plant and equipment are evaluated as 377,869 million RUB.

Taxation environment

The taxation systems in the Russian Federation and other emerging markets where Group companies operate
are relatively new and are characterized by numerous taxes and frequently changing legislation, which is
often unclear, contradictory, and subject to interpretation. Often, differing interpretations exist among
different tax authorities within the same jurisdictions and among taxing authorities in different jurisdictions.
Taxes are subject to review and investigation by a number of authorities, who are enabled by law to impose
substantial fines, penalties and interest charges. In the Russian Federation a tax year remains open for review
by the tax authorities during three subsequent calendar years. However, under certain circumstances a tax
year may remain open longer. Recent events within the Russian Federation suggest that the tax authorities are
taking a more assertive position in their interpretation and enforcement of tax legislation. Such factors
significantly increase taxation risks in the Russian Federation and other emerging markets where Group
companies operate, comparing to other countries where taxation regimes have been subject to development
and clarification over longer periods.

The tax authorities in each region of the Russian Federation may have a different interpretation of similar
taxation issues which may result in taxation issues successfully defended by the Group in one region being
unsuccessfully defended by the Group in another region. There is some direction provided from the central
authority based in Moscow on particular taxation issues.

The Group has implemented tax planning and management strategies based on existing legislation. The
Group is subject to tax authority audits on an ongoing basis, which is a normal practice in the Russian
Federation and other republics of the former Soviet Union, and, at times, the authorities have attempted to
impose additional significant taxes on the Group. Management believes that it has adequately met the
requirements and provided for tax liabilities based on its interpretation of existing tax legislation. However,
the relevant tax authorities may have differing interpretations and the effects on the consolidated financial
statements, if the authorities were successful in enforcing their interpretations, could be significant.

Litigation and claims
In July 2015, the prosecutors with the Ploesti Court of Appeals (hereinafter the *“Prosecutor®s Office”)

charged the general director and several officers of PETROTEL-LUKOIL S.A., a Group company, with bad
faith use of the company”s credit and money laundering. Similar charges were brought against LUKOIL
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Note 27. Compensation plan (continued)

The fair value of the plan was estimated at the grant date at 156.8 billion RUB based on forecasting principles
of Monte-Carlo model and is not going to be recalculated in the future. The fair value was estimated
assuming a spot-price of the Company"s share in the amount of 4,355 RUB at the grant date, discount for
illiquidity in the amount of 9.95% per annum, a risk-free interest rate of 7.50% per annum, an expected
dividend yield of 4.99% per annum, an expected time to maturity of five years and a volatility factor of
25.68%. The expected volatility factor was estimated based on the historical volatility of the Company"s
shares for the previous five years. The vesting of shares is contingent on meeting the requisite service period,
certain KPIs and share price appreciation. The Group is planning to recognise expenses related to the plan
evenly during the vesting period.

Related to these share plans the Group recognised expenses of 23,269 million RUB, 23,459 million RUB,
3,043 million RUB and 325 million RUB during the three and nine months ended 30 September 2018 and
2017, respectively.

Note 28. Segment information

The Group has the following operating segments — exploration and production; refining, marketing and
distribution; corporate and other. These segments have been determined based on the nature of their
operations. Management on a regular basis assesses the performance of these operating segments.

The exploration and
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Note 28. Segment information (continued)
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Note 28. Segment information (continued)

For the nine months ended 30 September 2017

Geographical segments

For the three For the three For the nine For the nine

months ended months ended months ended months ended

30 September 2018 30 September 2017 30 September 2018 30 September 2017

Sales of crude oil within Russia 14,423 9,930 38,667 27,942
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