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Business overview

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

/8 -2,/ LlVRQH RI IKH ZRUGTV largest publicly traded vertically integrated energy companies. Our proved
reserves under SEC standards amounted to 15.9 billion BOE at 1 January 2019 and comprised of
12.1 billion barrels of crude oil and 23.1 trillion cubic feet of gas. Most of our reserves are conventional.
We undertake exploration for, and production of, crude oil and natural gas in Russia and internationally. In
Russia, our major oil producing regions are West Siberia, Timan-Pechora, Ural and Volga region. Our
LQIHUQDILRQDO XSVIUHDP VHIPHQH LQFOXGHY VIDNHV LQ 36%1V DQG RIKHU SURIHFIV LQ - DJDNKVIDQ $JHUEDLIDQ
Uzbekistan, Romania, Iraq, Egypt, Ghana, Norway, Cameroon, Nigeria and Mexico. Our daily hydrocarbon
production in the first quarter of 2019 amounted to 2.4 million BOE, with liquid hydrocarbons representing
approximately 76% of our overall production volumes.

LUKOIL has geographically diversified downstream assets portfolio primarily in Russia and Europe. Our
downstream operations include crude oil refining, petrochemical and transport operations, marketing and
trading of crude oil, natural gas and refined products, power generation, transportation and sales of
electricity, heat and related services.

We own and operate four refineries located in European Russia and three refineries located outside Russia
t in Bulgaria, Romania, and Italy. Moreover, we have a 45% interest in the Zeeland refinery in the
Netherlands. We also own two petrochemical plants in Russia and have petrochemical capacities at our
refineries in Bulgaria and Italy. Along with our own production of refined products we refine crude oil at




Key financial and operational results

Q1 Q4 Change, Q1 Change,
2019 2018 % 2019 2018 %
(millions of rubles, except for figures in percent)
SIS o 1,850,933 2,043,217 (9.4) 1,850,933 1,630,728 135
EBITDAD, including ........ccoeveueveverereceeeeseeenee. 298,057 278,315 7.1 298,057 219,524 35.8

Exploration and production segment ................ 235,132 190,039 23.7 235,132 171,918







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 SULPDU\ GULYHU RIKH *URXS{V UHYHQXHV

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 2019, the price for Brent crude oil fluctuated between $50 and $68 per barrel, reached
its maximum of $68.2 at the end of March and its minimum of $50.2 in early January. Average price
expressed in US dollars decreased by 6.5% compared to the fourth quarter of 2018, and by 5.6% compared
to the first quarter of 2018.

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

Q1 Q4 Change, Q1 Change,
2019 2018 % 2019 2018 %
(in US dollars per barrel, except for figures in percent)
Brent Crude.......coveveeeeeiieieneeeeeeec e 63.05 67.43 (6.5) 63.05 66.81 (5.6)
Urals crude (CIF Mediterranean) .........c.ccccoveeene 63.33 67.22 (5.8) 63.33 65.23 (2.9)

Urals crude (CIF Rotterdam) .........cccooeverieiirnenens




The table below represents average domestic wholesale prices for refined products for the respective
periods.

Q1 Q4 Change, Q1 Change,
2019 2018 % 2019 2018 %

(in rubles per metric tonne, except for figures in percent)
DieSel fUBl........ceeiiiiccec s 39,791 45,143 (11.9) 39,791 36,821 8.1
High-octane gasoline (Regular) .........cccccceevevevrnenn. 35,965 41,737 (13.8) 35,965 35,664 0.8
High-octane gasoline (Premium) .........ccccceeverenene 36,924 45,791 (19.4) 36,924 36,192 2.0
FUBT O 16,014 25,162 (36.4) 16,014 11,928 34.3

Source: InfoTEK (excluding VAT).

Changes in ruble exchange rate and inflation

A substantial part of our revenue is either denominated in US dollars or euro or is correlated to some extent
with US dollar crude oil prices, while most of our costs are settled in Russian rubles. Therefore, a devaluation
of the ruble against the US dol(t )3i(292TJETQ EMC /P AMCID 103BDC ¢0.000008871 0 595.32 841.92 reW*nBT39 7 9.96 T




The impact of the tax changes that were implemented on 1 January 2019 on our financial results in the first
quarter of 2019 was marginally negative due to an increase in excise tax rates on refined products and
negative damper coefficient on gasoline experienced in January and February 2019.

Crude oil extraction tax rate is calculated on a monthly basis. Crude oil extraction tax is payable in rubles
per metric tonne extracted. The tax rate is calculated according to the formula below:
Exchange Rate

Rate =919 x (Price — 15) x BT E— Incentive + Fixed Factor

+Tax Maneuver Factor + Damper Factors,

where Price is a Urals blend price in US dollars per barrel and Exchange Rate is an average ruble exchange
rate to US dollar during the period. The Incentive Factor represents incentives discussed further in this
section. The Fixed Factor is presented in the table below. The Tax Maneuver Factor is derived as Export
duty reduction factor multiplied by the base export duty rate. The Damper Factors are applicable when the
corresponding components of a negative excise formula are positive.

The table below sets out key new components of the mineral extraction tax formula for crude oil.

2024 and
2018 2019 2020 2021 2022 2023 further

Export duty rate reduction

FaCtor ...vvveeeiiiee e n/a 0.167 0.333 0.5 0.667 0.833 0
(rubles)

Fixed Factor.......cccocoveveeeveereeneen. 357 428 428 428 0 0 0

Damper Factor for gasoline .............. n/a 125 105 105 105 105 105

Damper Factor for diesel fuel ........... n/a 110 92 92 92 92 92

There are different types of tax incentives on the mineral extraction tax on crude oil applied to our fields
and deposits:

A special reducing coefficient is applied to the standard tax rate depending on location, depletion,
type of reserves, size and complexity of a particular field. This type of incentive with different
coefficients is applied to our highly depleted fields (more than 80% depletion), our
Yu. Korchagin field located in the Caspian offshore, the Permian layers of our Usinskoye field in
Timan-Pechora producing high-viscous crude oil, our Pyakyakhinskoye field located in the Yamal-
Nenets Autonomous region of West Siberia (starting 2019, the field is subject to tax on additional
income from hydrocarbon production), a number of fields in the Nenets Autonomous region, as
well as to our new small-sized fields (recoverable reserves less than 5 million tonnes) and fields
and deposits with low permeability like V.N. Vinogradov and Imilorskoye fields and Tyumen
deposits;

A fixed tax rate of 15% of the Urals price is applied to our V. Filanovsky offshore field,







The rate for the next month is being based on average Urals price for the period from the 15" day of the
previous month to the 14
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Q1 Q4 Change, Q1 Change,

2019 2018 % 2019 2018 %
(in rubles per thousand cubic meters, except for figures in
percent)
Nakhodkinskoye field............c..ccooeveviiiviccicininnn, 353 310 14.0 353 299 17.9
Pyakyakhinskoye field..............ccccocervieincninncnnn. 544 529 2.8 544 511 6.5
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The following table sets forth the changes in the average tariffs charged by the state-controlled transportation

service providers in Russia.

Q12019 to Q12019 to

Q42018 Q12018

Transneft rude 0il)......ccoceiiiiicic 3.9% 3.9%
Russian Railways (+rude oil and refined products) ........................ 3.5% 3.5%

T
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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 operations of the 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 D UHVX0Il Rl FHUIDLQ IDFIRVY FRQVLGHUHG LQ IKH 3 ® RPHWILF
FUXGH RL0 DQG UHILQHG SURGXFIV SULFHV™ VHFILRQ 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 27 36HJPHQI LQIRUPDILRQ”™ IR RXU condensed interim consolidated financial statements.

Exploration and production

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

Q1 Q4
2019 2018 2019 2018
(millions of rubles)

EBITDA ...ttt sttt sbe b sbe e e 235,132 190,039 235,132 171,918
B [ 2 (VT T O 192,395 148,749 192,395 144,657

- outside Russia and 1rag.........ceovrvrenereneieieciee e 37,625 37,036 37,625 21,526

e L 1 (o TSRO 5,112 4,254 5,112 5,735
Hydrocarbon extraction eXPENSES. ........ccccvrererrereeieererenieneeeas 50,586 56,364 50,586 50,670
B (O R (VT T T 41,243 44,949 41,243 42,857

- outside Russia and 1raq ........ccooveveerinenenereeesc e 4,586 6,406 4,586 4,238

-inlraq
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Crude oil production by major regions is presented in the table below.

Q1 Q4 Q1
2019 2018 2019 2018
(thousands of tonnes)

WESE SIDEIIA ...vviviciicieciecre e 9,159 9,446 9,159 9,203
TimMan-PECNOIA .......cccviiiiiiciece e 3,988 4,119 3,988 3,966
Ural FEOION ...t 3,820 3,892 3,820 3,725
VOIga FEGION ...t 2,822 2,903 2,822 2,556
Other iN RUSSIA.......ocviviiriiie et 388 403 388 397
Crude oil produced in RUSSIA .......ccceoeeiieieniieieeeeeeeee 20,177
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The following table summarizes data on capital and operating costs incurred, compensation crude oil
received, costs yet unrecovered and remuneration fee.

Remuneration
Costs incurred®
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Refining, marketing and distribution

The following table summarizes key figures on our Refining, marketing and distribution segment:

Q1 Q4 Q1
2019 2018 2019 2018
(millions of rubles)
EBITDA ..ottt 79,938 81,486 79,938 46,849
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Refining and petrochemicals
The following table summarizes key figures for our refining and petrochemical volumes.

Q1 Q4 Q1

2019 2018 2019 2018
(thousands of tonnes)

Refinery throughput at the Group refineries .........ccccooovovviennne 16,668 17,002 16,668 16,113
S AN RUSSIA 1. 10,967 10,927 10,967 10,655
- outside Russia, iNClUdING .......cc.ccoevvvienieiiicieecc e 5,701 6,075 5,701 5,458
= CTUAE Ol oo 5,224 5,544 5,224 4,549
- refined products ........ccccvceieievccec e 477 531 477 909

Refinery throughput at third party refineries




In the periods considered, we processed our crude oil at third party refineries in Belarus, Kazakhstan and
Canada. In 2016, a Group company entered into a tolling agreement valid through 2019 with a Canadian
refinery. In the first quarter of 2019, attributable refined products output amounted to 1.5 million tonnes
(1.5 million tonnes in the fourth quarter of 2018 and 1.6 million tonnes in the first quarter of 2018).

Marketing and trading
In addition to our production, we purchase crude oil in Russia and on international markets. In Russia, we
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Exports of crude oil, refined
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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
2019 2018 2019 2018

25









In the first quarter of 2019, our revenues decreased by 192 billion RUB, or by 9.4%, ¢
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Compared to the first quarter of 2018, our revenue from sales of petrochemical products increased by
16 billion RUB, or by 61.9%, largely as a result of growth in trading volumes outside Russia, as well as the
ruble devaluation.

Sales of gas

Sales of gas increased by 7 billion RUB, or by 18.6%, compared to the fourth quarter of 2018, primarily as
a result of one-RI1 DGIXWIPHQIV UHIDIHG YR WKH *URXSYV 36% SURIHFIV LQ 8]EHNLVIDQ LQ WKH IRXUIK TXDUIHU RI
2018.

Our sales of gas increased by 18 billion RUB, or by 63.2%,
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Q1 Q4 Q1
2019 2018 2019 2018
(millions of rubles)
Hydrocarbon extraction expenses®...........ccccceeveviveriecennns 45,829 51,355 45,829 47,095
=N RUSSIA v 41,243 44,949 41,243 42,857
- OULSTIAR RUSSIAW ...t 4,586 6,406 4,586 4,238
(ruble per BOE)

Hydrocarbon extraction expensest
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At the end of 2016, as part of our trading business development, a Group company entered into a 3-year
tolling agreement with a Canadian refinery. Related refining expenses represent variable toll that is mostly
the difference between the price of feedstocks supplied, including various related costs, and the selling price
of the refined products taken. 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.

In the first quarter of 2019, this tolling fee amounted to 2.8 billion RUB, while in the fourth quarter of 2018
due to market conditions refining margin was negative that resulted in negative tolling fee in the amount of
0.9 billion RUB.

In the first quarter of 2018, tolling fee amounted to 2.5 billion RUB.

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 2018, our expenses for crude oil transportation to refineries decreased by
0.6 billion RUB, or by 4.8%, due to changes in structure of crude oil supplies to our refineries in Europe.

Compared to the first quarter of 2018, our expenses for crude oil transportation to refineries GLGQI FKDQJH.

Petrochemical expenses

Our petrochemical expenses decreased by 13.2% quarter-on-quarter due to main/F3 9.959 TJ 1 3841.92 reWnBT/F3 9.96
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The following table summarizes data on application of reduced and zero mineral extraction tax rates for
crude oil and natural gas produced in Russia (excluding special tax regimes).

Q1 Q4
2019 2018 2019 2018
(millions of rubles)
Decrease in extraction taxes from application of reduced
and zero rates for crude oil and gas production..................... 38,713 37,444 37,713 26,060
(thousands of tonnes)

Volume of crude oil production subject to:
ultra-high VISCOSItY........ccceiiriieieieee e 483 448 483 377
reduced rates (tax holidays for specific regions and high
VISCOSITY Ol) .. 1,045 1,503 1,045 1,354
reduced rates (low permeability deposits) 187 153 187 116
reduced rates (Tyumen deposits) ................. 160 255 160 190
reduced rates (depleted fields) ........cccccooriininiiciiiinen, 4,803 3,896 4,803 3,905
reduced rates (fields under tax on additional income)........ 1,138 + 1,138 +
reduced rates (Other).......ccceovveiereienrensese e 592
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Non-GAAP items reconciliation

Reconciliation of profit for the period attributable to PJISC LUKOIL shareholders to EBITDA
EBITDA is not defined under IFRS. We define EBITDA as profit from operating activities before
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Liquidity and capital resources

Q1 Q4 Q1
2019 2018 2019 2018
(millions of rubles)
Net cash provided by operating activities...........ccccccevvrrnene 243,324 325,511 243,324 166,992
including (increase) decrease in working capital .............. (37,434) 74,193 (37,434) (47,856)
Net cash used in investing activities..........cc.ccecevevievcniiennn, (99,551) (90,933) (99,551) (128,400)
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Q1 Q4 Q1
2019 2018 2019 2018
(millions of rubles)
Capital expenditures
Exploration and production
WESE SIDEIA ....vecviciccieccce e 32,035 30,306 32,035 38,189
Timan-Pechora... 16,683 14,739 16,683 21,737
Ural TEQION ....veviieeec et 7,459 8,392 7,459 9,484
VOIga FEGION. ...ttt 6,957 16,304 6,957 8,391
Other iN RUSSIA........cccciiiiieiicice e 2,337 4,813 2,337 2,228
TOtal iN RUSSIA ... 65,471 74,554 65,471 80,029
3,363 3,521 3,363 4,946
12,004 9,182 12,004
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Financing activities

In the first quarter of 2019, net movements of short-term and long-term debt generated an outflow of
21 billion RUB, including 9 billion RUB related to the newly adopted IFRS 16 Leases, compared to an
outflow of 60 billion RUB in the fourth quarter of 2018 and an outflow of 5 billion RUB in the first quarter
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