


The following report contains a discussion and analysis of the financial position of PJSC LUKOIL at
31 December 2021 and the results of its operations for the three-month periods
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From the beginning of COVID-19 pandemic the Group has taken necessary measures to avoid direct impact
of the pandemic on its operations with a special focus on protection of the health of employees and clients and
uninterrupted production processes.

The major impact of COVID-19 on the macroeconomic environment in the oil and gas industry resulted in a
number of consequences on operational and financial performance of the Group.

From February through August 2020, we reduced production of gas at our projects in Uzbekistan to
approximately 20% of the projects capacity due to lower demand for Uzbek gas from China. At the same time,
since September 2020, we have recovered our gas production in Uzbekistan on the back of growing demand
for gas from China. As of December 2020, production was back to the project levels.

Due to the new OPEC+ agreement, we cut our crude oil production in Russia in May 2020 by approximately
310 thousand barrels per day, or by 19%, as compared to our daily crude oil production in Russia in the first
quarter of 2020. To minimise the negative impact of this production cut on our financial performance the cut
was implemented at the least profitable fields. Since May 2020, our crude oil production in Russia stepped up
sequentially and in the fourth quarter of 2021 was approximately 270 thousand barrels per day higher
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Key financial and operational results

Q4 Q3 Change, 12 months of Change,
2021 2021 % 2021 2020 %
(millions of rubles)

SAIES FEVENUE .....cveeiictectie ettt ste sttt sreene s 2,768,031 2,588,745 6.9 9,435,143 5,639,401 67.3

EBITDAL iNClUAING .c.voveverieiiiieeecec e 395,013 355,176 11.2 1,404,411 687,094 >100

Exploration and production segment 296,522 245,036 21.0 986,255 500,081 97.2

Refining, marketing and distribution segment ............ 114,380 125,757 (9.0) 487,294 243,322 >100

EBITDA! net of West Qurna-2 project..........ccoceeeevervennn 377,440 347,438 8.6 1,361,080 655,098 >100

Profit for the period attributable to LUKOIL

ShArENOIAEIS.....cuviiveciicie s 233,790
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In the fourth quarter of 2021, our free cash flow amounted to 190 billion RUB, a decrease of 16.5% compared
to the third quarter of 2021, and in the full year 2021, it amounted to 694 billion RUB, an increase of 146.7%
compared to the full
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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 realised 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
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The table below represents average domestic wholesale prices for refined products for the respective periods.

Q4 Q3 Change, 12 months of Change,
2021 2021 % 2021 2020 %
(rubles per tonne)
DieSel fUBL ..o 49,000 45,007 8.9 43,625 37,292 17.0
Regular gasoline

........................................................ 44,694 48,681




PJSC LUKOIL
Management’s discussion and analysis of financial condition and results of operations for the three-month periods ended
31 December and 30 September 2021 and for the years 2021 and 2020

prices for motor fuel to changes in international prices, a so-called damper coefficient was included into the
negative excise formula, which also led to an increase in mineral extraction tax rate.

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 — 1 Incentive + 428 + Tax manoeuvre 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 Tax manoeuvre Factor is derived as Export duty reduction factor multiplied by the base export duty rate.
The two fixed Damper Factors are applicable when the corresponding components of a negative excise
formula are positive. From 2020, in addition to the fixed factors a new variable Damper Factor, which is linked
to the export netbacks for gasoline and diesel fuel, was added to the formula. In 2021, the formula was amended
by increasing the variable Damper Factor, which was synchronised with an increase in the damper coefficient
in the formula of negative excise tax on refinery feedstock.

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

2024 and
2020 2021 2022 2023 further
Export duty reduction factor............cccccveerveiennicneiensenns 0.333 0.500 0.667 0.833 1
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Tax on additional income. Starting from 2019, a tax on additional income (hereinafter TAI) from the crude
oil and gas condensate production has been implemented for certain licence areas. The TAI rate is set at 50%
and is applied to the estimated sales revenue less actual and estimated costs, where actual costs include both
operating expenses and capital expenditures. Moreover, TAI tax base may be reduced by the historical
cumulative losses attributable to the licence area. For crude oil production subject to TAI, a special mineral
extraction tax rate (in US dollars per barrel) is applied which equals to 50% of the difference between Urals
oil price and $15 less the enacted export duty rate. From September 2021, Damper Factors are added to this
special mineral extraction tax rate.

TAI is implemented for five groups of licence areas. In Group 1, LUKOIL has nineteen licence areas with
greenfields in the Yamal-Nenets Autonomous District, including Pyakyakhinskoye field, and a number of
fields in Timan-Pechora. In Group 3, LUKOIL has eight licence areas with brownfields in West Siberia that
adopted TAI regime as of 1 January 2019, as well as 105 licence areas with depleted reserves in different
regions transferred to TAI regime in 2021. In Group 4, LUKOIL has two licence areas with greenfields in
West Siberia and five licence areas in Timan-Pechora added in 2021. LUKOIL has licence areas neither in
Group 2 nor in Group 5 of the TAI regime.

Crude oil export duty rate
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Q4 Q3  Change, 12 months of Change,
2021 2021 % 2021 2020 %
(US dollars per barrel)
Urals price (Argus) ......ccccvevveevesererierieieeesesese e 78.17 71.19 9.8 69.10 41.39 66.9

Export duty on crude oil
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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.

Q42021 to
Q32021 2021 to 2020
Transneft (Crude Oil) ......coooeiee e 0.0% 3.6%
Russian Railways (crude oil and refined products)............ccccceceveeiiieiviiinnnns 0.0% 3.7%
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Compared to the full year 2020, our upstream EBITDA increased almost two-
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There are two steps of revenue recognition:

The Iraqi party, on a quarterly basis, approves invoice for cost recovery and remuneration fee for
which the Group is eligible for in the reporting period. Amount of the invoice depends on crude oil
production volumes during the period and amount of costs claimed for reimbursement. Approved
invoice amount for the reporting quarter is recognised in crude oil sales revenue.

Based on the approved invoices, the Iragi party arranges schedule of crude oil shipments against its
liability for cost compensation and remuneration. As this crude oil is actually shipped, its cost is
recognised at current market price in Cost of purchased crude oil, gas and products. Further, revenue
from sales of this crude oil, or products from its refining, is recognised in Sales. Unsold crude oil and
refined products are recognised in Inventories.

The following table summarises data on capital and operating costs incurred, compensation crude oil received,
costs yet unrecovered and remuneration fee.

Costs  Remunera- Crude oil  Crude oil to
(millions of US dollars) incurred? tion fee received  be received
Cumulative at 31 December this
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Refining and petrochemicals
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Exports of crude oil, refined and petrochemical products from Russia by our subsidiaries and export
revenues (both to the Group companies and third parties) are summarised as follows:

Q4 Q3 Change, 12 months of Change,
2021 2021 % 2021 2020 %
(millions of rubles)
Exports of crude oil to Customs Union ..................... 13,336 18,032 (26.0) 62,052 29,913 >100
Exports of crude oil beyond Customs Union............. 329,486 263,044 25.3 1,070,571 584,474 83.2
Total crude 0il eXPOrts ........ccoceveieieniieiicereees 342,822 281,076 22.0 1,132,623 614,387 84.4
(thousands of tonnes)

Exports of crude oil to Customs Union ..................... 375 559 (32.9) 1,988 1,779 11.7
Exports of crude oil beyond Customs Union............. 8,078 6,926 16.6 29,009 30,330 (4.4)
Total crude il eXPOrts........cccoevevieveeiieiiie e 8,453 7,485 12.9 30,997 32,109 (3.5)
Exports of crude oil through Transneft,
excluding ESPO pipeline........ccccocoveviiiiviiieiiieiens 4,998 3,998 25.0 16,806 18,440 (8.9)
ESPO PIPEliNg ..o 699 600 16.5 2,857 1,739 64.3
CPC PIPEIINE .o 1,461 1,537 (4.9 5,889 5,317 10.8
Exports of crude oil through the Group’s
transportation infrastructure ............ccoeeveienvienenienns 1,295 1,350 (4.1) 5,445 6,613 (17.7)
Total crude oil eXPOrts ........ccoceveievieiiieieieseens 8,453 7,485 12.9 30,997 32,109 (3.5)
Supply of exported crude oil to refineries ............. 422 711
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In the fourth quarter and the full year 2021, we sold 2.6 million tonnes and 9.9 million tonnes of motor fuels,
respectively, via our domestic retail network, which was 3.4% lower compared to the third quarter of 2021,
and 9.3% higher compared to the full year 2020. Outside Russia, retail sales decreased by 6.4% compared to
the third quarter of 2021 and increased by 9.5% compared to the full year 2020. The decrease in sales volumes
compared to the third quarter of 2021 was due to a seasonality factor, while the increase compared to the full
year 2020 was due to lower demand in 2020 because of the consequences of the COVID-19 pandemic.

In the fourth quarter and the full year 2021, our jet fuel deliveries volume net of trading operations amounted
to 1.0 million tonnes and 3.1 million tonnes, respectively, compared to 0.9 million tonnes in the third quarter
of 2021 and 2.5 million tonnes in the full year 2020.

In the fourth quarter and the full year 2021, our bunkering volume net of trading operations amounted to
0.5 million tonnes and 2.1 million tonnes, respectively, compared to 0.6 million tonnes in the third quarter
of 2021 and 2.7 million tonnes in the full year 2020.
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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.

Q4 Q3 Change, 12 months of Change,
2021 2021 % 2021 2020 %
(millions of rubles)

Revenues
Sales (including excise and export tariffs).................... 2,768,031 2,588,745 6.9 9,435,143 5,639,401 67.3
Costs and other deductions
Operating EXPENSES .....c..coveeeeeeirieriereeseesieseeeeeeneaennens (139,915) (128,314) 9.0 (509,192) (439,973) 15.7
Cost of purchased crude oil, gas and products.............. (1,667,146) (1,574,170)
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Sales revenues

Sales breakdown Q4 Q3 Change, 12 months of Change,
2021 2021 % 2021 2020 %
(millions of rubles)
Crude oil
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Sales volumes Q4 Q3 Change, 12 months of Change,
2021 2021 % 2021 2020 %
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Compared to the third quarter of 2021, our revenues were positively impacted by higher international
hydrocarbon prices, an increase in crude oil production volumes as a result of further partial lifting of the
external limitations under the OPEC+ agreement, an increase in refined products trading volumes and
international gas production volumes. The revenue growth was restrained by a decrease in refinery throughput
volumes, crude oil trading and retail sales volumes.

Compared to the full year 2020, our revenues were positively impacted by an increase in international
hydrocarbon prices and production volumesc.+es.

32



PJSC LUKOIL
Management’s discussion and analysis of financial condition and results of operations for the three-month periods ended

31 December and 30 September 2021 and for the years 2021 and 2020

Sales volumes Q4 Q3 Change, 12 months of Change,
2021 2021 % 2021 2020 %
(thousands of tonnes)

Wholesales outside RUSSIA .........ccccoeverienineriniinieiens 21,288 21,020 13 83,081 80,096 3.7
dieSel fUB ..o 7,202 7,461 (3.5) 29,192 29,745 (1.9
MOtOr gasoline .........ccooviiiiiiiiiee e 4,203 3,949 6.4 15,063 13,926 8.2
FUBL Ol o 3,351 2,724 23.0 13,638 20,415 (33.2)
JEETUBL o 536 679 (21.1) 1,898 654 >100
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Hydrocarbon extraction expenses

Our extraction expenses include expenditures related to repairs of extraction equipment, labour costs, expenses
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Q4 Q3 Change, 12 months of Change,
2021 2021 % 2021 2020 %
(millions of rubles)

Cost of purchased crude oil in Russia .............ccceue. 12,910 11,460 12.7 43,399 13,788 >100

Cost of purchased crude oil outside Russia............... 808,709 877,074 (7.8) 2,790,192 1,461,688 90.9
Compensation crude oil related to West Qurna-2

S0 [=L PSS 11,422 20,314 (43.8) 69,237 45,428 52.4

Cost of purchased crude 0il ...........cccoceveiiiiiiiennns 833,041 908,848 (8.3) 2,902,828 1,520,904 90.9

Cost of purchased refined products in Russia............ 13,824 14,205 2.7) 49,246 31,043 58.6

Cost of purchased refined products outside Russia ... 716,583 605,444 184 2,321,093 1,420,226 63.4

Cost of purchased refined products.............cccc..... 730,407 619,649 179 2,370,339 1,451,269 63.3
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Compared to the full year 2020, our expenses for transportation of crude oil and refined products decreased by
12.9% and 1.3%, respectively. In Russia, our expenses for transportation of crude oil increased as a result of
tariffs indexation, an increase in domestic sale volumes and changes in export routes from Russia that was
partly offset by inventory effect. Our expenses for transportation of refined products in Russia did not clr tand 30
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Also, a special tax regime is applied for crude oil production at certain Group’s offshore fields and deposits.
In the fourth quarter and the full year 2021, volumes of production subject to such regimes amounted to
1,497 thousand tonnes and 6,303 thousand tonnes, respectively (compared to 1,610 thousand tonnes in the
third quarter of 2021 and 6,389 thousand tonnes in the full year 2020).

The table below summarises our production from licence areas subject to TAI in the respective periods.

Q4 Q3 Change, 12 months of Change,
2021 2021 % 2021 2020 %
(millions of rubles)
Mineral extraction tax for crude oil and gas
condensate on licence areas under TAl ........cocve.... 65,609 51,684 26.9 210,784 18,521 >100
(thousands of tonnes)
GrOUP Luooiiiiieicieee et 506 540 (6.3) 2,101 2,071 14
GIOUP 3.t 4,992 4,752 51 18,741 3,030 >100
GIOUP 4. 46 47 (2.1) 152 95 60.0
Total volume of crude oil and gas condensate
production at licence areas subject to TAI ............... 5,544 5,339 3.8 20,994 5,196 >100
Excise and export tariffs
Q4 Q3 Change, 12 months of Change,
2021 2021 % 2021 2020 %
(millions of rubles)
In Russia
Excise tax on refined products............cccooeeevvennnenn. 46,531 47,425 (1.9) 166,658 132,303 26.0
Excise tax on oil feedstock (excluding damper) ...... (38,655) (33,352) 159 (124,173) (37,881) >100
DAMPET ..t (59,565) (49,203) 21.1  (148,477) 73,086
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Income taxes

The maximum statutory income tax rate in Russia is 20%. Nevertheless, the actual effective income tax rate
may be higher due to non-deductible expenses or lower due to certain non-taxable gains and application of
reduced regional income tax rates in Russia.

Our total income tax expense increased by 13 billion RUB, or by 26.0%, compared to the third quarter of 2021,
and by 109 billion RUB, or by 133.0%, compared to the full year 2020.
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Q4 Q3  Change, 12 months of Change,
2021 2021 % 2021 2020 %
(millions of rubles)

Capital expenditures
Exploration and production

WESE SIDEMA......cceeieciecceccce e 35,078 33,553 45 129,818 150,167 (13.6)
Timan-Pechora..........cccceiveieiecic e 10,063 9,439 6.6 48,310 81,967 (41.1)
Ural regioN........ccoveieieieicceeee e 7,654 7,600 0.7 30,788 39,733 (22.5)
VOlIga regioN .c.cveiiieeeicece e 8,655 8,446 25 34,618 61,739 (43.9)
Other in RUSSIA ......ccvevveiiiiecccceeece e 6,466 2,109
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Debt maturity
The following table displays the breakdown of our total debt obligation by maturity dates.

Total 2022 2023 2024 2025 2026 After
(millions of rubles)

Short term debt .......occvvvvvveieiiiieeeiieee 8,892 8,892 - - - - -
Long-term bank loans and borrowings . 58,728 4,887 4,809 29,528 4,822 5,438 9,244
6.656% Non-convertible US dollar
bonds, maturing 2022 ............ccccoveuenen. 37,131 37,131 - - - - -
4.563% Non-convertible US dollar
bonds, maturing 2023 ..........cccceverrnene 111,393 - 111,393 - - - -
4.750% Non-convertible US dollar
bonds, maturing 2026 ...........ccccccoeuenee. 74,186 - - - - 74,186 -
2.80% Non-convertible US dollar
bonds, maturing 2027 ...........cccceevreenne 85,299 - - - - - 85,299
3.875% Non-convertible US dollar
bonds, maturing 2030 ..........cccoceeerruenne 111,181 - - - - - 111,181
3.60% Non-convertible US dollar
bonds, maturing 2031 ..........ccccevrernene 85,297 - - - - - 85,297
Lease obligation® ...........cccceveveiinennnne. 185,843 29,341 23,374 21,617 18,921

46



PJSC LUKOIL
Management’s discussion and analysis of financial condition and results of operations for the three-month periods ended
31 December and 30 September 2021 and for the years 2021 and 2020

From January 2018 (based on acts adopted in August—October 2017), the US expanded abovementioned
sanctions to include certain categories of international oil projects initiated on or after 29 January 2018 in any
part of the world, in which companies placed on the Sectoral Sanctions Identifications List subject to Directive
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Forward-looking statements

Certain statements in this document are not historical facts and are “forward-looking.” We may from time to
time make written or oral forward-looking statements in reports to shareholders and in other communications.
Examples of such forward-looking statements include, but are not limited to:

statements of our plans, objectives or goals, including those related to products or services
statements of future economic performance

statements of assumptions underlying such statements.
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