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Address to Shareholders

Dear Shareholders,

We are pleased to report record operating and financial
results by LUKOIL in 2006. Net profit of the Group was $7.484
billion, which is 16.2% more than in 2005. Return on average
capital employed was 21.5%. Excellent performance by the
Company led to substantial increase of shareholder value:
the LUKOIL share price rose by 48.1% in 2006.

LUKOIL celebrated its fifteenth birthday in 2006, and we are
proud of the major successes, achieved by the Company in all
business segments during these years. LUKOIL has trans-
formed itself into an international company, working in more
than 30 countries worldwide. But the greatest achievement
has been rapid and consistent growth of shareholder value -
an achievement made possible by strenuous efforts to
increase efficiency and expand the business.

In 15 years LUKOIL has asserted itself as one of the leading
oil & gas companies in the world, and Company ambitions
extend further. In 2006 we designed a new strategy for
Company development over the next 10 years, combining
intensive and efficient growth with further expansion of the
geography of LUKOQIL's business in all segments. Qur goal is to
turn LUKOIL into a global oil & gas company, a match for
today's absolute industry leaders in terms of efficiency and
scale,

Chairman of LUKOIL Board of Directors
Valery Grayfer

2 + LUKOIL COMPANY

Strong results in 2006 were due both to favourable external
price factors and to development of the scale and efficiency
of Company business.

The price environment was favourable on both international
and domestic markets. Oil prices on international markets
reached a historical maximum, although there was much price
volatility during the year. Tax law in Russia, where a significant
part of Company business is concentrated, took away most
extra export revenue from ail prices above $25 per barrel
through increase in rates of export tariffs and mineral extrac-
tion tax. However, growth of crude oil expart tariffs led to
significant growth of Russian refining margins, making it
possible to obtain extra profit by redirecting crude volumes
from exports to the Company's own and third-party refineries
in Russia. Level of refining margins in Europe was also high,
which had positive effect on the Company's financial results.

Growth of financial results was also due to growth of business
scale. Production of marketable hydrocarbons grew by record
12.2% in 2006, refinery throughputs (including processing at
third-party refineries) increased by 7.5% and volumes of retail
sales increased by 4.7%. These developments were due both
to organic growth and to acquisition of new, highly efficient

assets.

However, the main contributing factor to growth of financial
results last year was improvement of efficiency in all of the
Company's business segments. The Group continued internal
restructuring, withdrawal of non-core assets, closure of
inefficient wells, optimization of field development systems,
modernization of refineries and logistics improvement.
LUKOIL continued to observe strict financial discipline in 2006,
controlling expenses and capex. This contributed to raising of
the Company's credit rating, which reached investment grade
for the first time in the Company’s history. The higher credit
rating helped to reduce cost of borrowed capital and to
increase shareholder value. Steps taken last year to increase
efficiency should have further significant positive effect in the
near future.

We are glad to note that the Company is continuing steady
increase of payouts to shareholders. Recommended dividends
per share for 2006 reached 38 roubles {$1.47), representing
nearly 1.81% dividend yield and payout ratio of 16.8%. Total
return to shareholders last year was thus 50.1%. The Company
also announced the start of a share buy-back program worth
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OAO LUKOIL BOARD OF DIRECTORS RESOLVES TO HOLD /53,0 5T Es 22,

ANNUAL GENERAL SHAREHOLDERS MEETING

The Board of Directors took resolutions related to holding of the Annual General Shareholders Meeting of
OAO LUKOIL.

In particular, it was resolved that the meeting shall take place on 28 June 2007 at 11:00 am at the Company’s
headquarters in Moscow. The record date for the list of the shareholders entitled to participate in the Annual
General Shareholders Meeting shall be 11 May 2007. The Board of Directors intends to recommend that
dividends for the 2006 financial year be paid in the amount of 38 roubles per ordinary share (as opposed to
33 roubles in 2005).

The shareholders will also elect the Board of Directors of OAO LUKOIL, consisting of |1 memebers, from
the list of candidates approved by the Board of Directors of OAO LUKOIL on February 3, 2007:

1. Vagit Yu. Alekperov President of OAO “LUKOIL”
2. Igor V. Belikov Director of the Russian Institute of Directors
Mikhail P. Berezhnoi General Director of the Non-State Pension Fund LUKOIL.-

GARANT

4. Donald Evert Wallette (Jr.) President of Russia/Caspian Region, ConocoPhillips

5. Valery 1. Grayfer General Director of OAOQ “RITEK”

6. Oleg E. Kutafin Rector of the Moscow State Academy of Law

7. Ravil U. Maganov First Executive Vice President of OAO “LUKOIL”

8. Richard H. Maizke former Vice Chairman of Chevion Corporation

9. Sergei A. Mikhailov General Director of OO0 Upravlyayuschaya kompaniya
Management-Consulting

10. Nikolai A. Tsvetkov Chairman of OAOQ URALSIB Management Commettee

11, [gor V. Sherkunov Chairman of the Board of Directors of ZAO Investitsionnaya
Gruppa Kapital [Capital Investment Group]

12, Alexander N. Shokhin President of Russian Union of Industrialists and Entrepreneurs

{employers)

The Board of Directors resolved to recommend that the shareholders approve KPMG as the Company’s
independent auditor.

The Board of Directors also resolved to add to the agenda of the Annual General Shareholders Meeting an
item on amending the Charter of OAO LUKOIL with a provision on authorised shares of OAO LUKOIL in
the amount of 85 million ordinary registered shares, with a par value of 2.5 kopecks each. This provision
will allow the Board of Directors to quickly adopt resolutions on placement of additional share issue in case
of necessity.

The Board of Directors also proposed to add to the agenda of the Annual General Shareholders Meeting an
item on approving membership of OAQ LUKOIL in the Russian National Association SWIFT which will
allow to maintain the centralized treasury functions at the level of the up-to-date technologies, efficiently
integrate the acquired assets in the LUKOIL Group. At present, the Company already uses the SWIFT
system fo bring solution of & number of treasury tasks to automated level.

Press-service
Tel.:(495) 627 1677 Fax: (495) 627 1653 E-mail: pr@lukoil.com




over $3 billion, which will further increase returns of our
shareholders. LUKOIL spent $782 million on buy-back of its
own shares in 2006.

The Company held to its strategic goals in the Exploration &
Production segment, increasing volumes and efficiency of
production as well as increasing the reserve base to ensure
steady growth in the long term.

LUKOIL crude ail cutput increased by 5.8% in 2006, to
1.926 million barrels per day {95.235 million tonnes for the
year}, and production of marketable gas rose by 141.6%, to
219,000 boe per day (13.612 billion cubic meters for the year).
Awverage daily production of marketable hydrocarbons reached
2.145 million boe. Growth compared with 2005 was
234,000 boe per day, representing the highest y-o-y rate of
growth in Company history.

Resource base increased in 2006 both through geological
exploration and acquisition of new assets. The biggest acqui-
sition was of praduction assets of the American compary,
Marathon Qil Corporation, in Khanty-Mansiysk Autonomous
District. LUKOIL fully replaced its production with new proved
-eserves for the seventh consecutive year.

_UKOIL continued rapid commissioning and development of
new reserves. Production started at 11 fields, spread over most
of the regions where the Company has exploration & produz-
tion activities. Work continued to prepare development of
large and promising fields in the Northern Caspian, Timan-
Pechora, Bolshekhetskaya Depression and Uzbekistan. Fields
such as South Khylchuyuskoye, Pyakyakhinskoye, South
Wessoyakhskoye, V. Filanovsky and the Kandym - Khauzak -
Shady project will be cornerstones for growth of Company
production and value in the medium term.

LUKOIL's gas program made significant advances in 2006,
focusing on accelerated growth of gas production and
commercialization of gas reserves. The share of gas in overall
production of marketable hydrocarbons increased by more
than two times, from 4.8% to 10.2%, representing major
progress towards the strategic target level of 33%. The
significant growth was due to near-achievement of target
production level at the Nakhodkinskoye field (Bolshe-
khetskaya Depression). Development of other fields in the
Eclshekhetskaya Depression and gas reserves in the Kandym -
Khauzak - Shady project will ensure that high rates of gas
production growth are maintained in the medium term. In the
longer term growth of gas production will be secured by fields

in the Northern Caspian. We view gas sector development as
one of the main conditions for long-term sustainable develop-
ment by the Company as a whole.

LUKOQIL worked hard to develop international business in the
Exploration & Production segment as part of its strategy for
geographical diversification in order to reduce country risk.
There were major breakthroughs in impiementation of cur-
rent projects in Kazakhstan, Uzbekistan, Saudi Arabia and
Colombia. Contribution of international projects to total
Company production of marketable hydrocarbons increased
from 5.3% to 6.4%. LUKOIL also stepped up its involvement
in Africa by acquisition of a stake in an exploration & produc-
tion PSA on the Cote d'Ivoire shelf, as well as signing a memo-
randurm on cooperation with state oil & gas companies in
Algeria and Angola,

Company efforts in the Refining & Marketing segment were
concentrated on modernization of facilities, seeking oppor-
tunities to increase refining capacities, and development of
the retail network.

Throughputs al LUKOIL's own refineries grew by 3.4%, to
48.9 million tonnes, despite temporary closure of the Odessa
Refinery for reconstruction in the second half of 2005.
Refining business was driven by high margins in Russia and
Europe. The Company compensated refining capacity shortages

President of LUKOIL
Vagit Alekperov
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by use of third-party facilities {third-party refinery through-
puts increased by 75.2% in 2006, to 5.0 miltion tonnes).

Rapid growth of production volumes makes it important for
LUKOIL to obtain new refining capacities. The Company’s new
strategy for the coming 10 years includes achievement of a
refining-to-production ratio of 70%. We therefore looked
hard in 2006 at opportunities for increasing capacity at
refineries which LUKOIL already owns and for acquisition ar
construction of new refineries.

LUKQIL continued modernization of its Russian and foreign
refineries in 2006 in order to increase output of products with
high value added and better environmental characteristics.
Main projects in this direction are modernization of the
Odessa and Nizhny Novgorod refineries. Completion of this
work will enable the Company to make products, which meet
the latest European standards, and to reduce dependence on
the highly volatile international crude oil market.

The Company reached an important milestone in its refinery
modernization program last year when it started production
and sale in Russia of gasaline, which exceeds Russian legal
requirements and meets Euro-3 standards. The gasoline is sold
under the EKTO brand and has found strong demand among
customers. Starting from the end of 2006 LUKOIL also sells
diesel fuel under the EKTO brand.

The Company significantly expanded its distribution network
at the end of 2006, enabling increase of LUKOIL fuel sales to
consumers in 2007. An agreement for acquisition of a highly
efficient network of 376 filling stations in six European
countries was signed with ConocoPhillips. The Company also
acquired a stake in a network of 100 stations in the Republic of
Udrmurtia. And LUKOIL started a retail business in Macedonia,
where it plans to build about 40 filling stations over four years.
We are optimizing and improving efficiency of the retail
network as well as increasing its size. As a result of these
efforts daily sales per outlet grew to 7.2 tonnes.

Development of cooperation between LUKOIL Group and
ConocoPhillips continued in 2006. The American company
increased its stake in LUKOIL share capital to 20%, which is

the maximum permitted level under the Shareholder
Agreement. The joint venture Naryanmarneftegaz is pur-
suing successful development of hydrocarbon reserves in
the promising Timan-Pechora oil province in northern
European Russia as part of the strategic partnership bet-
ween LUKOIL and ConocoPhillips. Oil production by the JV in
2006 was 500,000 tonnes {about 10,000 barrels per day).

LUKOIL acknowledges that any production has environmental
impact, and the Company is taking steps to reduce and prevent
any negative impacts on populations and the environment due
to its operations. We aim to ensure that our production capa-
cities are completely safe by annual checks and certification to
international standards. We also fully acknowledge our respon-
sibility to society for rational use of natural resources and
therefore apply only the most up-to-date and most efficient
technologies in all spheres of our business.

We believe in a socially oriented approach to business, without
which sustainable development of the Company would be
impossible. Health and safety of our employees and of people
who live in regions where LUKOIL operates have paramount
importance for us. We also understand that Company
successes in 2006 were primarily thanks to our employees.
LUKOIL values the contribution of everyone who works for the
Company and realizes that people are the foundation on
which our future development will be built. We therefore pay
much attention to social policy, and to raising levels of quali-
fication and motivation among LUKOIL personnel.

Inits first 15 years of work LUKOIL has done all it can to create
a highly efficient business. Starting from zero we have
increased shareholder value by many times, created an
efficent system of corparate governance, significantly expan-
ded our reserve base, increased hydrocarbon production and
developed the Refining & Marketing segment. We are proud
of LUKOIL's achievements to date, but we understand that
much still remains to be done in order to achieve the ambitious
goals which we have set ourselves. We are confident that
LUKOIL will meet future challenges and difficulties success-
fully thanks to its competitive advantages, which are high-
quality assets, efficient technologies, a talented workforce -
and your support.

Chairman of LUKOIL
Board of Directors

Valery Grayfer

%wz
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President of LUKOIL
Vagit Alekperov
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| | | 1 2006 2005 Growth, %
Main financial indicators
Sales, $ million 67,684 55,774 24
(Jperating income, $ million 10,477 9,388 1.6
EBITDA, $ million - 12,299 10,404 18.2
[ncome before income taxes, $ million 10,257 8,910 15.1
Met income, $ million 7,484 6,443 16.2
Easic EPS, § R 9.06 7.91 145
FOACE, % 215 233
Capital expenditures, $ million 6,886 41077 64.9
Acquisition of companies and Group investments, $ million 1,688 2,874 {41.3)
Share price {end of year), $ o 87.95 59.40 48.
Dividend per share, roubles 38 33 15.2
Main operating indicators
Dil reserves, million barrels 15,927 16,114 {1.2)
aas reserves, billion cubic feet 26,597 25,298 5.1
dydrocarben reserves, million boe 20,360 20,330 0.1
iZrude oil production, million barrels 7032 664.3 5.8
Production of marketable natural gas, million cubic meters 9,821 1,878 423.0
Production pf marketable associated gas, million cubic meters 3,79 3,757 0.9
Production of marketable hydrocarbons, thousand boe per day 2,145 1,91 12.2
“hroughputs at own refineries, million tonnes 48.88 4728 34
Throughputs at third-party refineries, million tonnes 4.99 2.85 75.1
(5as processing, million cubic meters 2,647 2,383 1.1
Production of petrochemicals, million tonnes __ 2.04 2.18 (6.4)
Ciude oif exports, million tonnes 4413 45.82 3.7}
Petroleumn product exports, miliion tennes 205 16.6 235
(rude oil sales, miltion tonnes 42.84 46.59 (8.0)
Wholesale sales of petreleum products, million tonnes 7271 65.97 10.2
F.etail sales of petrolevm products, million tonnes 1.17 10.67 47
Mumber of filling stations (owned, leased and franchises) 5,793 5,830 (0.6)
Employees, thousand 148.6 145.4 2.2
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Events in 2006

January

LUKOIL begins exploration drilling at the Block A contract territory
in Saudi Arabia, aiming to find gas and condensate fields.
Production of gas and gas condensate will be organized at the
Block if commercial reserves are found. The first exploration well
is at the dome of the Tukhman structure and will be drilled to a
depth of 4,800 meters.

LUKOQIL approves a Program for industrial safety, development of
labour conditions and labour protection, and prevention and
resolution of emergency situations in the period 2006-2010.
Overall planned financing of the Program is 26.7 hillion roubles
{about $1 billion}. Spending on the previous program, for the
period 2001-2005, was 28.2 billion roubles {about $950 million}.

LUKOIL begins drilling of a second exploration well at the offshore
North-East Geisum block in the Guif of Suez (Red Sea, Egypt). Work
is being carried out at sea depth of 20 meters. The well will be drilled
to a depth of 1,574 meters. The first exploration well at North-East
Geisum was drilled at the end of 2004 and found hydrocarbons.

LUKOIL approves an R&D program for 2006 worth about
$25 million. Economic effect from R&D applications in 2005 is
estimated at $50-60 million.

February

In order to optimize management of LUKOIL subsidiaries and
international projects, the Company decides to transfer 100% of
share capital of LUKOIL-Perm from LUKOIL Overseas Holding to
direct ownership by LUKOIL. It is also decided to transfer 54% of
shares in LUKARCO B.V., which belong directly to LUKOIL, to
LUKOIL Overseas Holding.

LUKOIL begins production of gasoline that meets Euro-3 standard
at the Nizhny Novgorod Refinery. Euro-3 gasoline will rise to 50%
of total gascline output at the Refinery. Production of Euro-3
gasoline was made possible by commissioning of an isomerization
facility at the refinery with 440,000 tonnes annual capacity.

LUKOQIL and the National Iranian Qil Company sign a contract on
joint gealogical and geophysical work at Iran's Mogan and Lali
oil & gas blocks. The work will include reprocessing and interpre-
tation of drilling data, borehole logging measurements, as well as
seismi¢, gravitational and magnetometric exploration, and geo-
chernical study of rock formations.

March

LUKOIL completes calculation and independent audit of its
hydrocarbon reserves as of 1 January, 2006. According to data,
confirmed by Miller and Lents (USA}, the Company's proved
reserves as of 1 January, 2006 are 20.330 billion boe, including
16.114 billion barrels of oil and 25.298 trillion cubic feet of gas. The

8 + LUKOIL COMPANY

Company remains a world leader in terms of proved hydrocarbon
reserves, taking first place among Russian oit companies and
second place among privately owned international oil & gas
companies. LUKQIL achieved more than 100% reserve
replacement in 2006 for the sixth consecutive year.

April

Fitch international rating agency awards a credit rating to LUKOIL
for the first time. The agency rates the Company at BBB-
(investment grade) for foreign currency and rouble liabilities, and
assigns an F3 short-term rating.

LUKOIL and the company Naftan set up a 50-50 joint venture,
LLK-Naftan, for production and sale of modern, economically
efficient additives for motor oils under the LUKOIL brand and for
R&D relating to motor oils. LUKOIL has paid $11.46 million in cash
into the new company and Naftan contributed various production
facilities. The JV will meet up to 80% of LUKOQIL's additive needs.

LUKOIL begins sales in Russia of new gasolines under the EKTO
brand (environmentally friendly fuels). The new gasolines have
improved performance and environmental characteristics, which
meet Euro-3 standard and surpass Russian legal requirements,

May

The US magazine Global Finance names LUKOIL the best oil & gas
company in Russia. Respondents of a survey by the magazine
appraised Russian companies by a number of criteria, including:
corporate governance standards; accounting transparency;
quality of acquired assets; and environmental responsibility.

June

LUKQIL acquires 41.81% of shares in Udmurtnefieprodukt, which
controls over 60% of the petroleum product market in the
Republic of Udmurtia {the company has a network of 100 filling
stations and 9 tank farms). Value of the transaction is $25 million.

Shareholders at the LUKOIL AGM approve the Annual Report and
financial accounts for 2005. Sharehalders also approve dividends
for 2005 at 33 roubles per comimon share (up from 28 roubles for
2004), Vagit Alekperov is elected as Company President for a
pericd of five years.

The international rating agency, Moody's Investors Service, raises
LUKOQIL's corporate credit rating by two notches, from Bal to
Baa2, which is the second investment grade. Moady's also raises
the Company's unsecured issuer rating from Ba2 to Baa2.

LUKOIL acquires 100% of the share capital of Khanty-Mansiysk Oil
Corporation from Marathon Qil Corporation for $847 million
{including $249 million repayment of Khanty-Mansiysk Oil
Corporation debt). The deal price is subject to adjustment to reflect




alterations in working capital and other indicators in accordance
with the purchase agreement. Khanty-Mansiysk Qil Corporation
owns about 95% of shares in Khantymansiyskneftegazgeologiya
as well a5 100% of shares in Paitykh oil and Nazymgeodobycha.
These companies operate at nine license areas on both banks of the
Db River in Khanty-Mansiysk Autonomous District {Russia).

LUKOIL and the Norwegian company, Norsk Hydro, win exciusive
negotiating rights on further devalopment of the Azar field (at
the Anaran block in western iran). A declaration on commerciali-
zation of the field is signed by the National Iranian Oil Company
after completion of reserve appraisal. {The field has estimated
geological reserves of 2 hillion barrels of oil,}

LUKQIL and PDVSA complete the first stage of joint work to
assess hydrocarbon reserves at the Junin-3 block, located in the
heavy oil belt of the Orinaco River {Venezuela). The work provides
detailed grounds for viewing Junin-3 as one of the main blocks in
the extensive oil province, located in the east of Venezuela.

LUKOIL begins production drilling at the Khauzak contract territory
in the Dengizkulsky gas field as part of the Kandym - Khauzak —
Shady project in south-western Uzbekistan. A total of 37 new
production wells will be drilled at this territory. Industrial production
of naturai gas should begin in the fourth quarter of 2007. Peak
annual production will exceed 10 billion cubic meters of gas.

LUKQOIL and Russian Railways sign an agreement o development
of railway infrastructure at the approaches to the Company's port
at Vysotsk. Realization of this project will enable increase of
annual deliveries through the Vysotsk terminal to 9 million tonnes.
‘Work has also begun on a project for further development of rail
irfrastructure in order to increase annual transport volumes to
nearly 15 million tonnes.

July

Standard & Poor's international rating agency raises LUKOIL's long-
term credit rating from BB to BB+, which is the highest speculative
grade. The rating outlook is positive. S5&P alse raised the Company's
rating on its Russian scale from ruAA ta ruAA+-

InfoTEK-Consult, one of the leading Russian oil & gas consulting
agencies, judges LUKOIL to be the leading oil company on the
Russian retail market in 2005.

LUKOIL acquires 63% of a PSA for exploration, development and
production of hydrocarbons at the CI-205 ultra-deep-water block
in Cote d'lvoire from the Nigerian company, Crante Petroleum
International. Value of the deal is $50 million. The block covers
2,600 km? adjacent to the recently discovered Baobab oil field,
which is the biggest field in Cote d'lvoire. The project is being
implemented jointly with the national oil & gas company, PETROC!
Holding.

August

LUKOIL and the Algerian state oil company 3Sonatrach sign a
mermorandum of understanding on cooperation in prospecting,
exploration and hydrocarbon production projects in Algeria, Russia
and third countries. The document also envisages cooperation in
refining and marketing as well as exchange of know-how,

LUKCIL completes in full its commitments to the Iragi Qil Ministry
for technical aspects of a humanitarian aid program. The program
was stipulated in @ memorandum signed in March 2004 in
Baghdad by the iragi Oil Minister and the President of LUKOIL.

LUKOIL and the Slovenian company, Petrol, reach a framework
agreement on creation of a joint venture for sale of petroleum
products in Balkan countries. Petrol's contribution to JV share
capital will consist of four companies owning filling stations in
Slovenia, Croatia, Bosnia and Serbia. LUKOIL will contribute shares
of its subsidiaries, LUKOIL-Beopetrol (Serbia} and LUKOIL-
Macedonia. Petrol will own 51% of the new venture and LUKOIL
will take 49%. Management roles will be equal.

The government of Uzbekistan and a Consortium of investors
including LUKQIL (with a 20% stake} sign a PSA for geological
exploration work and subsequent development of discovered
hydrocarbon fields in the Uzbek sector of the Aral Sea.
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September

LUKOIL takes 6t place amang Eurbpean companies and 15t place
among world companies in Platt's rating of the Top 250 Global
Energy Companies in 2006. LUKOCIL is appraised using four main
criteria: assets, sales, profit and return on capital employed. LUKOIL
took 9th and 161 places respectively in Platt’s rating for 2005.

LUKOIL opens its first filling station in the city of Skopje (Republic
of Macedonia). The Company plans to open 40 stations in
Macedonia in the next four years.

The Mayor of Moscow, Yury Luzhkov, awards LUKOIL official
recognition for environmental quality of fuel sold at the
Company's filling stations in Moscow. The recognition is accorded
under a city government resolution, which set up an expert council
for promotion of motor fuels, additives and oils with improved
environmental characteristics. The decision by the Moscow
government offers further proof that LUKOIL's fuel and filling
station facilities meet modern environmental standards.

LUKQIL completes construction of the third stage of its trans-
shipping complex at Vysotsk. The first stage of the terminal was
commissioned in June 2004 and the second stage in April 2005.
Design capacity of the terminal is nearly 15 million tonnes of
petroleum products per year.

A majority of shareholders of the company Chaparral Resources
vote at an EGM for merger with LUKQIL. Chaparral Resources owns
a 60% stake in the company KarakudukMunai, which has a license
for development of the Karakuduk field in Kazakhstan. LUKOIL
Group acquired 40% of KarakudukMunai and 60% of Chaparral
Resources at the end of 2005 as part of assets of Nelson Resources.

October

LUKOIL and the Angolan oil & gas company Sonangol sign a
memorandum of mutual understanding. The document gives
LUKOIL the opportunity to take part in geological exploration
projects on the Angolan continental shelf.

LUKOIL completes upgrading of production facilities at the
Lokosovsky Gas-processing Plant. The reconstruction increases
annual processing capacity at the Plant from 1.0 to 1.9 billion cubic
meters of associated gas. Completion of the work means that a
full system is now in place for processing of associated gas
produced by LUKOIL-Waestern Siberia.

The Arbitration institute of the Stackholm Chamber of Commerce
gives LUKOIL priosity rights to acquire a 50% stake in Turgai
Petroleum {Kazakhstan), which is a joint venture between LUKOIL
and PetroKazakhstan developing the large Kumkol oil field in
Kazakhstan.

A catalytic reforming facility with annual capacity of 1.0 million
tonnes is commissioned at the Volgograd Refinery. It replaces an
old reformer with 0.7 million tonnes annual capacity. Commissio-
ning of the new reformer increases gasoline output by more than
30% (thanks to lower output of straight-run gasoline) and raises
the share of high-octane gasolines from 60% to 83%.

The Perm Refinery opens a new automated terminal, which is the
first stage of a new complex for production, packaging, storage
and delivery of lubricants. The terminal includes storage facilities
for 3,000 tonnes of packaged lubricants with a system for
computerized management of product flows.

Main principles of LUKQIL's strategic development in 2007-2016
are presented to the business community. The strategy plan aims
to make LUKOIL one of the leading global energy companies and
places chief emphasis on accelerating business growth and
maximizing shareholder value.

November

LUKOIL takes first place among Russian oil companies in a
corporate responsibility rating, compiled by the Institute for Social
and Ethical Accountability (AccountAbility, UK), the British
consulting group CSRnetwork and the international project
bureau Business Culture (Russia), supported by the international
auditor, PricewaterhouseCoopers. The rating measures a number
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of parameters, which reflect the level of understanding by the
Company af its social responsibility and the balance between
husiness strategy and the interests of society.

LUKOIL signs an agreement with KazMunaiGaz and Repsol
Exlporacion Kazakhstan on transfer to the Group of a 25% stake
in the company Zhambai, which is the PSA contractor for the
South Zhambai and South Zaburunye offshore territories (total
area in excess of 2,000 km2), located in the Kazakh sector of the
Caspian Sea. 2D seismic work indicates presence of three
promising structures at these territories.

An automated petroleum product loading facility is commissioned
at the Ukhta Refinery. The new complex enables high efficiency in
loading of petroleum products into tanker trucks, accurate
wracking and records of product deliveries, and reduction of
discharges into the environment.

LUKOIL approves a program for development of retail sales of non-
tuel products and services at Russian filling stations in the period up
to 2014. The program targets increase of non-fuel product and
service turnover by nearly five times by 2014, when their share in
operating profit of filling stations should rise to about 20%.

A new employee incentive program for LUKOIL and its subsidiaries
is approved following completion of the Group's option program.
The program applies to management of the Group as wel! as a
number of other key employees, as decided by the LUKOIL BoD.
600 people stand to benefit from the program, which is over five
times more than beneficiaries of the previous scheme. Program
participants gain entitlement {o annual dividends from 15.5 million
‘phantom shares’ in LUKCIL as well as entitlernent to the growth in
value of those shares by the end of the three-year period.

LUKQIL signs an agreement with Pittal Investments on sale o” a
50% stake in Caspian Investments Resources (former Nelson
Resources), which is 100% owned oy LUKOIL Group. Value of the
deal is $980 million. Mittal Investments also assumes commitments
to pay 50% of outstanding debt of Caspian Investments Resources
te the Group, totalling about $175 million at the time of the deal.

December

LUKOIL sells 100% of shares in LUKOIL Shelf Limited and LUKCIL
Overseas Crient Limited {owners and operators of the Astra jack-
up rig) to the BKE group of companies. The value of the deal is
about $40 million.

LUKQOIL signs an agreement to acquire retail business of
ConocoPhillips, consisting of 376 filling stations in Belgium,
Finland, the Czech Republic, Hungary, Poland and Slovakia. The
acquired stations are highly efficient; their average daily fuel sales
are 9.9 tonnes, which is 40% more than the Group average.

LUKQIL holds a third audit check of its systems for management
of industrial safety, labour and environmental protection to attest
compliance with requirements of the 15O 14001:2004 and QHSAS
18001:1999 siandards. The ceriifying organization Bureau Veritas
Certification confirmed receipt by LUKQIL of attestation that the
Company's systems are maintained in working order, are effective
and meet the audit criteria.

LUKQIL places two issues of non-cenvertible, interest-bearing
documentary bearer bonds, series 03 and 04, on the MICEX. Total
face value of the bonds is 14 billion roubles (about $530 million).
The 03 bonds have a five-year maturity, and offer 7.1% annual
coupon. The 04 bonds have a seven-year maturity, and offer
7.4% annual coupon. LUKOIL thus becomes the first Russian non-
state company to place bonds with seven-year maturity.

The Company begins drilling of a first stratigraphic well at the
Junin-3 block in Venezuela. Commencement of drilling marks the
start of the second stage of assessment and certification of
reserves at the block.

The consortium for development of the Shakh Deniz gas
condensate field, which includes LUKQIL, starts commercial
production of hydrocarbons from the first production well.
Planned production at Shakh Deniz in 2007 is about 5 billion cubic
meters of gas and 1.5 million tonnes of condensate.

ANNUAL REPORT 2006 = 11







technologies. From 2002 to 2006 LUKOIL's hydrocarbon lifting
costs in Russia decreased by more than 40% in real terms.

Average lifting costs for the Group increased by 15.8% in
2006, frem $2.66 to $3.08 per boe. The increase in real terms
was 1.3%.

Acquisitions and Asset Consolidation

The Company continued to increase its reserves and produc-
tion capacities in 2006 through acgquisition of highly efficient
assets. LUKOIL spent $1.560 billion in 2006 on investment in
new assets in the E&P segment and consolidation of com-

panies that were already in Group ownership.

The main acquisition in 2006 was of production assets owned
by Marathen Oil Corporation in Khanty-Mansiysk Autonomous
District. These include about 95% of Khantymansiysknefte-
gazgeologiya and 100% of the companies Paitykh ocil and
Nazymgeodobycha, The deal price was $847 millien (including
£249 millien repayment of Khanty-Mansiysk Oil Corporation
debt). That implies $3.7 per barrel of proved reserves, which is
below the industry average. The acquired companies produce
oil at nine license areas on both sides of the Ob river. Their daily
producticn in 2006 exceeded 30,000 barrels of crude. Proved
oil reserves at the end of 2006 were 219 million barrels. Joini
development of the acquired fields and adjacent fields of
LUKQIL-Western Siberia will give a synergy effect estimated at
rnore than $100 million. LUKOIL plans to increase oil production
at the acquired fields to 4.4 million tonnes {88,000 barrels per
day) by 2016. Studies of the areas where the acquired com-
panies carry out production have been limited to date and the
outlook for new discoveries is good.

In 2006 LUKOIL consclidated the remaining 24% of
kKarakudukMunai, which owns the license for development of
the Karakuduk field in Kazakhstan, through acquisition of tne
company Chaparral Resources. A 76% stake in Karakuduk-

Munai was acquired in 2005 as part of MNelson Resources.
Production of oil at the Karakuduk field was over 700,000
tonnes in 2006. Proved reserves at the end of 2006 were
50 million barrels of oil.

The joint venture in Western Siberia between LUKOIL-Western
Siberia and the company Brazos Petroleum Overseas Limited
was dismantled in 2006. Brazos is a Group affiliate and the
joint venture was accounted in Group financials as an affiliate.
License areas of the joint venture were transferred to LUKOIL-
Western Siberia. Production by the venture in 2006 was
770,000 tonnes of oil and its reserves at the end of 2006 were
47 million barrels.

In November 2006 LUKOIL signed an agreement to exercise an
option to acquire 25% of Zhambat, a sub-contractor to the
PSA, which is developing the offshore South Zhambai and
South Zaburunye license areas {covering more than 2,000
km2). The areas are located in the shallow and transitional
zones of the Kazakh sector of the Caspian Sea. Detailed 2D
seismic exploration has already been carried out and has
found three promising structures. The project will be imple-
mented jointly with KazMunaiGaz and Repsol.

In July 2006 the Company signed an agreement with the
Nigerian company, Oranto Petroleum International, to acquire
a 63% stake in the PSA for geological exploration, develop-
ment and hydrocarbon production at the offshore C1-205
block, with 2,600 km?2 area. The block is located on the deep-
water shelf of the Gulf of Guinea, 100 km fram the shoreline
of Cote d'lvoire, and is part of the Tano Basin, where the
Baobab field - the largest Cote d'lvoire field - was previously
discovered. 2D and 3D seismic exploration has already been
carried cut at the block. The next phase is drilling of an explo-
ration well. The project is being implemented jointly with the
national oil company PETRQOCI Holding. Reinterpretation of 3D
seismic data and analysis and interpretation of all available
geological and geophysical information was carried out in 2006.
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Major Discoveries

Drilling of a second exploration well at the V. Filanovsky field
in the Northern Caspian (discovered at the end of 2005)
brought excellent results in 2006. Proved, probable and
possible reserves of hydrocarbons at the field doubled to
1.5 billion boe, of which 1.3 billion barrels of oil. About
320 million boe (including 268 million barrels of oil) were
transferred to proved category. The V. Filanovsky discovery
has significantly improved economics of reserve develop-
ment in the Northern Caspian. Peak annual production at the
V. Filanovsky field is estimated at 10 million tonnes of oil
{210,000 barrels daily).

Testing of an exploration well as part of the Condor project in
Colombia gave commercial il flow in excess of 1,200 barrels
per day. A new field was thus discovered, commercial reserves
of which will be assessed after analysis of information
obtained from initiat drilling and from drilling of further wells.

Optimizing Corporate Structure

LUKOIL continued to optimize its corporate structure in 2006
in order to raise management efficiency of subsidiaries and
reduce administrative expenses. As part of this process 100%
of share capital of LUKOIL-Perm was transferred from LUKOIL
Overseas Holding (a 100% LUKOIL subsidiary) to direct
ownership by LUKOIL. This will allow LUKOIL Overseas Holding
to focus its business exclusively on the Group's international
projects. LUKOIL-Perm will now be managed together with
the Group's other production projects in Russia.

For the same reason it was decided to transfer 54% of shares
in LUKARCO B.V., which were directly owned by LUKOIL, to
LUKOIL Overseas Holding. LUKARCO B.V. has a 5% stake in the

project for development of the Tengiz field in Kazakhstan and
a12.5% stake in the Caspian Pipeline Consartium.

Sharehalders of RITEK (a Group subsidiary} approved incorpo-
ration to RITEK of Nazymgeodobycha (company acquired in
2006 as part of assets of Marathon Qil Corporation). The
transaction is justified, since RITEK has the experience and
technologies needed to successfully continue exploration at
six fields of Nazymgeodobycha, located on the right bank of
the Ob river, which have particularly complex geological
structures, and to begin intensive production at these fields.

Asset consolidation and optimization of corporate structure in
Timan-Pechora neared completion in 2006. Over a period of
five years more than 15 companies with activities in that region
have been united into three companies: Naryanmarmeftegaz,
LUKOIL-Sever and the group LUKOIL-Komi (consisting of
LUKOIL-Kami, YaNTK, Sever-TEK and Bitran).

Withdrawal of Non-core and Inefficient Assets

in December 2006 LUKQIL sold its 100% stakes in the com-
panies LUKOIL Shelf Ltd. and LUKOIL Overseas Orient Ltd.,
which are owners and operators of the Astra jack-up drilling
rig. The assets were sold for about $40 million.

In March 2006 LUKOIL sold its 51% stake in First National
Drilling Company, which specializes in drilling and workaover
services, 10 Integra group. The sale price was $17 million.

In May 2006 the companies Verkhneomrinskaya neft,
Voivozhneft and Nizhneomrinskaya neft were sold to Urals
Energy. The companies own licenses for development of the
Voivozhskoye, Nizhne-Omrinskoye and Verkhne-Omrinskoye
fields in Komi Republic. The deal value was about $1.5 million.

Licensing

The main tasks for the Company as regards licensing are: to
obtain new licenses for mineral resource exploitation; to
extend the term of licenses up to total field exhaustion; and
to recast licenses to reflect reorganization of subsidiaries.

In 2006 LUKOIL obtained one license for hydrocarbon

production through a competition and six production licenses
based on certificates of field discovery. The Company also

16 + LUKOIL COMPANY

obtained twa licenses to carry out geological studies. A total of
11 licenses were obtained through acquisition of new assets,
including the companies Khantymansiyskneftegazgeologiya,
Paitykh oil and Nazymgeodobycha. in addition, 23 licenses
were extended until the end of field life and four were
extended until completion of geclogical studies. LUKOIL recast
16 licenses in connection with restructuring and changes in

corporate structure.
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Strategy:

Creating the potential for long-term Company growth by
reserve replacement in traditional production regions and
faster development in new production regions both in Russia

and abroad

Improving efficiency of geological exploration work through
careful selection of projects and application of the latest
technologies

Achieving compound annual growth rates of hydrocarbon
production no lower than 6% in the medium term

Improving production indicators and lowering lifting costs by
application of modern technologies, and by optimization of
the well stock and of field development systems

Applying financial criteria for assessment of projects and
business results and for optimization of the asset portfolio
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LUKOIL Group achieved record operating and financial
results in the E&P segment during 2006 thanks both to the
favourable price environment and to successful realization
of Company strategy for accelerated growth of hydrocarbon
production, particularly production of gas. Business results
were also helped by pursuit of restructuring and increased
production efficiency through withdrawal of non-core
assets, optimization of the well stock, application of modern
technologlies, optimization of corporate structure and
logistics, and acquisition of new assets. There was negative
impact on results from increase of the tax burden in Russia
and strengthening of the rouble in real terms, which led to
growth of lifting costs.

Daily production of marketable hydrocarbons grew by 12.2%
in 2006, to 2.145 million boe, thanks to 5.8% increase in
output of oil and 141.6% increase in output of marketable gas.
Rapid growth of gas production was the main achievement in
2006. Net income in the E&P segment during 2006 was
$3.578 billion, which is 6.4% more than in 2005. Capital
expenditures were $5.120 billion. The results show that the
Company is continuing to advance successfully towards
achievement of its strategic and tactical goals.

Price and Tax Environment

Growth of Company revenues from higher oil prices was
leveled off by increase of the tax burden. This is due to specifics
of the tax system in Russia, where 93.6% of the Company's
production of marketable hydrocarbons is concentrated.

The average 2006 price for Urals crude oil (Russian export
blend) was 21.1% higher than in 2005, while the average rate
of mineral extraction tax rose by 25.7% and crude oil export
tariffs rose by 50.8%. As a result mineral extraction tax and
export tariffs took $38.3 of the $61.3 average price per barrel
of Urals crude in 2006. Net revenue per barre! of Russian oil
exporters was thus $23.0, which is 3% less than in 2005,

The Company significantly increased production of natural gas
in Russia in 2006, leading to increase of tax payments on natu-
ral gas production. The tax rate in 2006 was 147 roubles per
1,000 cubic meters, which is 8.9% more than in 2005.
Relatively modest growth of tax rates in the gas sector cor-
relates with growth of government-regulated domestic prices
for gas. In 2006 LUKOIL sold gas from the Nakhodkinskoye
tield, which accounts for 94% of the Company's natural gas
production in Russia, to Gazprom under an agreement
between the two companies for $22.5 per 1,000 cubic meters
{not including VAT) and at a higher price to other companies.

In international projects LUKOIL pays taxes under PSAs and
concession agreements. The only significant tax paid by the
Company in Egypt is income tax, which is paid as a share of
production. The tax rate is progressive and depends on oil
prices. In Kazakhstan the Company pays income tax at a fixed
rate in cash form. But Kazakh PSAs also require payment of a
share of profit production (the size of the share depends on a
project’s internal rate of return), while other Kazakh projects
require payment of royalties and tax on super profits. So taxa-
tion for all the Company’s projects in Kazakhstan is progressive.

The facts above demonstrate that growth of profitin the E&P
segment was mainly due to growth of production volumes
and improvement of production efficiency.

inflation and Exchange Rates

Since LUKOIL produces most of its hydrocarbons in Russia, real
strengthening of the rouble against the US dollar {taking
account of rouble inflation} leads to growth of Company costs
in dollar terms. Real strengthening of the rouble to the dollar
was 14.3% y-o-y in 2006. This led to a rise in hydrocarbon
lifting costs in Russia from $2.60 to $3.01 per barrel, or by
15,8%. However, growth of lifting costs in real terms was only

1.3%, which shows success of the Company in controlling such
costs through optimization of production and use of modern




LUKOIL surrendered 11 licenses due to expiry of the period, in
which the licenses gave rights 1o carry out geological studies.
Four licenses were sold together with companies, which
owned them, as part of the Group program to withdraw
inefficient assets.

LUKOQIL had 403 licenses on its balance for use of mineral
resources at the end of 2006, of which 362 give production
rights and 41 give rights to carry out geological exploration,
including prospecting and field assessment,

Geological Exploration

The focus of LUKOIL's geological exploration work is to
replace production with new commercial reserves of
hydrocarbons and to rapidly prepare reserves for launch and
expansion of production in promising regions (Timan-
Pechora, Northern Caspian and the Bolshekhetskaya
Depression). The Company maximizes efficiency of its geo-

logical exploration work by use of the latest technologies.

The biggest volumes of geolegical exploration by LUKOIL in
2006 were concentrated in the Timan-Pechora oil province,
Western Siberia, Perm Territory, Volgograd Region and the
cffshore Caspian.

The Company carried ot 10,573 kmn of 2D seismic exploration
and 3,118 km2 of 3D seismic in 2006 in order to locate and
detail structures, and to prepare for drilling of prospecting and
exploration wells at promising structures. In recent years the
quality of seismic exploration has improved and the speed of
data processing and interpretation, has increased. This is
mainly thanks to application of new IT solutions. For example,
high-quality seismic has enabled a 100% success rate for
axploration drilling in the Russian sector of the Northern
Caspian, and the average success rate for the Group as a
whole during the last five years has been over 70%.

Geoelectric exploration in 2006 totalled 4,030 km, Vertical
seismic profiling, which details the geological structure around
a drilled well, was catried out at 33 wells in 2006. Total explo-

ration drilling in 2006 was 162,000 meters with efficiency level
of 1,003 tonnes of reference fuel per meter. That is much
higher than a figure of 385 tonnes of reference fuel per meter
of exploration drilling, shown by the Company five years ago.

Most growth cf liquid hydrocarbon reserves due to geological
exploration work was achieved in the offshore Caspian,
Western Siberia and Timan-Pechora. Qil discoveries were also
made as part of the Condor project in Colombia and additional
reserves were discovered in the Anaran project in Iran.

Geological exploration work led to discovery of 10 new fields
in 2006, of which one was an oil & gas field {Shiryaevskoye in
Perm Territory) and 9 were oil fields: Polyamskoye, North
Pokamasovskoye, West Novomostovskoye and  South
Valovoye in Western Siberia; Verkhneye Volminskoye in Komi
Republic; Stepnoye, Nemirovskoye in Volgegrad Region;
Olginskoye in Nenets Autonomous District; and Condor in
Colombia. There were 15 new oil strata finds at existing fields.

Commercial reserves under Russian classification discovered
by LUKOIL in 2006 through geological exploration work
totalled 139.6 million tonnes of reference fuel (including
shares in international projects). Extensions and disco-
veries of proved reserves under SPE classification totalled
617 million boe (551 million barrels of oil and 399 hillion cubic
feet of gas). Spending by LUKOIL on geological exploration in
2006 was $479 million.
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Main Exploration Regions of LUKOIL Group
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Russia

Exploration drilling in Russia in 2006 totalled 139,000 meters,
2D seismic exploration was 9,240 km and 3D seismic was
2,848 km2. Geological exploration spending in Russia was
$286 million. Most of the positive results from geological
exploration work were obtained in the offshore Caspian,
Western Siberia and Timan-Pechora.

Northern Caspian

The Northern Caspian is one of the most promising regions for
increase of oil & gas production by LUKOIL in the medium
term and the Company is focusing on development of
resource potential in the region. LUKOIL made yet another
major discovery in the offshore Caspian in 2006, when a
second exploration well at the V. Filanovsky field confirmed
oil-bearing capacity of a previously discovered stratum and
detected another ail stratum. Daily flow rate at the new weli
was 5,000 barrels {compared with average 75 barrels per day
for oil wells in Russia).

Proved, probable and possible reserves of the V. Filanovsky
field doubled in 2006 to 1.5 billion boe, with oil representing
86% of the total. That makes the V. Filanovsky field the
biggest oil discovery in Russia for the last 20 years and
significantly improves the economics of reserve development
in the Northern Caspian.

18 ¢ LUKOIL COMPANY
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Seismic exploration work and preparation for drilling of new
wells in the Northern Caspian has been continued. Work on
the plan for drilling of a prospecting well at the Tsentralnaya
structure is close ta completion. Seismic exploration work
continued at the West Rakushechnaya structure in preparation
for drilling.

Khanty-Mansiysk Autonomous District

The Khanty-Mansiysk Autonomous District (Western Siberia} is
LUKOIL's main oil production base. The chief aim of geological
exploration work there is replacement of reserves in order to
maintain the Group's current production levels in the region.

Total 2D seismic in the region during 2006 was 3,066 km,
3D work totalled 1,384 km2 and exploration drilling was
60,100 meters. A total of 16 wells were drilled, of which 14
were productive, so the success rate of exploration drilling was
88%. Four oil fields were discovered in the region in 2006 and
11 new oil strata were detected at existing fields. The
Company's proved oil reserves in the Khanty-Mansiysk
Autonomous District (taking account of production) increased
by 445 million barrels, or by 5.2% in 2006.

Testing of a prospecting well at the North Pokamasovsky
license area gave daily oil flow of 470 barrels and led to
discovery of the North Pokamasovskoye field with proved
reserves of t million barrels.




Testing of a prospecting well at the Dorozhny license area
gave daily oil flow of 150 barrels and led 1o discovery of the
Polyemskoye field with proved and probable reserves of
2.3 million barrels.

The West Novomostovskoye field was discovered at the
Shaimsky license area. Testing of the well gave maximum daily
flow of 680 barrels. Field reserves under Russian categories
C1 and CZ are estimated at 20 million barrels of oil.

The South valovoye field was discovered at the Semividovo-
Totumsky license area following testing of a prospecting well.
Russian C1and C2 reserves are estimated at 2.5 million barrels
of ail.

Drilling of three exploration wells was completed at the
Talnikovoye field, which is currently under development. Well
testing gave daily oil flows between 280 and 990 barrels.
Proved reserves at the end of 2006 were over 70 million barrels
of oll. Growth of proved reserves in 2006, including produc-
tion, was 15.9%.

Testing of an exploration well at the South Yagunskaye fiald,
which is also under devetopment, gave daily oil flows up to
660 barrels. Drilling of the well detected two new oil strata.
Proved reserves at the South Yagunskoye field at the end of
2006 were over 800 million barrels of oil. They grew by 2.4%
in 2006, including producticn, which was 27 million barrels of
ail,

Timan-Pechora

The Timan-Pechora oil province (the Nenets Autonomous
District and the Komi Republic) is a promising region for oll
production by the Company. The region is little studied and
has high potential for new discoveries. The Company carried
out extensive geological explaration work in Timan-Pechora

during 2006, including 468 km of 2D seismic and 146 km2 of
3D seismic. Exploration drilling totalled 27,100 meters.

In the Nenets Autonomous Region LUKOIL completed
drilling of a prospecting well at the Olginskaya structure.
Drilling and testing of the well led to discovery of the
Olginskoye field with proved, probable and possible reserves
of about 7 million barrels of oil.

Drilling of an exploration well at the East-Sarutayuskoye field,
discovered in 2004, gave a daily oil flow of 1,000 barrels.
Proved, possible and prebable reserves at the field were
estimated at 134 million barrels of oil at the end of 2006.
Drilling of one more well was begun at the field in 2006.

Drilling of three wells was completed at the Tedinskoye field,
which is already under development. Growth of proved
reserves of oil at the field in 2006, including production, was
over 11 million barrels, or more than 11%.

Naryanmarneftegaz, the joint venture between LUKOIL and
ConocoPhillips, completed 3D seismic exploration at the West
Khancharginsky license area in the Nenets Autonomous
District. The exploration results justified preparations for
drilling at the West Khancharginskaya structure.

Drilling was completed and well testing was begun at the
North Saremboiskoye field. Testing of productive deposits
during drilling gave daily cil flow of 400-600 barrels.

Orilling of a prospecting well was compieted at the
Verkhnevolminskaya structure in the Komi Republic. Well
testing gave daily oil flow of 1,100 barrels. The new field is
small-scale and initial estimates suggest reserves of about 2
million barrels of oil. Drilling of a well also continued at the
Bayandyskaya area of the Denisovskaya Depression. Testing
of strata confirmed oil-bearing capacity.
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Yamal-Nenets Autonomous District (Bolshekhetskaya
Depression)

LUKOIL is developing gas reserves in the Bolshekhetskaya
Depression as part of its program for accelerated production
of gas. Proved reserves of gas at Company fields in the region
totalled 12.8 trillion cubic feet at the end of 2006, representing
48.1% of LUKQIL's total praved gas reserves. Probable and
possible reserves were 7.1 trillion cubic feet, which is 17.6%
more than at the end of 2005.

More than 800 km of 2D seismic was carried out in the region
during 2006 and exploration drilling totalled 3,700 meters,

Drilling of a prospecting well at the Pyakyakhinskoye field was
completed in 2006 and two gas condensate strata were
discovered. Drilling of a further well at the field has begun.
Drilling of a well at the Khalmerpayutinskoye field was conti-
nued and gas saturated strata were found. Completion of the
well and evaluation of results are planned in 2007.

Urals

The Urals is a traditional production area for the Company and
fields there have already been extensively explored. LUKOIL
carried out 100 km of 2D seismic and 231 km2 of 3D seismic in
the region in 2006. Exploration drilling was 9,000 meters.
Seven exploration wells were drilled in 2006.

The work led to discovery of the Shiryaevskoye oil & gas field
at the Kolvinskaya area. Testing of a prospecting well gave
flows of oil and gas. Field reserves under Russian categories
C1and C2 are estimated at 2.6 million boe.

Volga

The Volga is also a traditional production region for LUKOIL
Group and its geology has also been extensively explared.
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LUKOIL carried out 2,496 km of 2D seismic in the region
during 2006, and exploration drilling totalled 27,000 meters.
Three fields were discovered as a result of this work.

Drilling of a well at the Kudinovsko-Romanovsky license area
gave daily oil flow of 530 barrels and marked discovery of the
Stepnoye field with Russian C1 and C2 reserves of about
7 million barrels of oil. Reserves at the newly discovered
Nemirovskoye field are estimated at 4.6 million barrels under
Russian category C1.

Kaliningrad Region

The Company's resource base in the Kaliningrad Region
consists of a number of small on-shore fields and the large
Kravtsovskoye field on the shelf of the Baltic Sea.

LUKOIL carried out geological exploration work on land in the
Kaliningrad Region during 2006. Five new structures were
discovered as a result, preparations were made for drilling at
five previously discovered structures and two new oil strata
were found at existing fields.

As part of its strategy for increasing reserves and speeding up
productian growth the Company began geological exploration
work in 2006 on the shelf of the Baltic Sea, where probability
of new reserve discoveries is high.

International Projects

Total 2D seismic exploration work in 2006 as part of
international projects was 1,333 km, 3D seismic work totalled
270 km2 and exploration drilling was 23,000 meters. Spending
on geological exploration outside Russia was $193 million, As
part of LUKOILs strategy for transformation into a global
energy company, the priority in geological exploration abroad
is to bring reserves into production as quickly as possible.




The Company took part in nine geological exploration projects
outside Russia in 2006: D-222 {Azerbaijan}, Condor (Colombia),
Anaran {Iran), West Geisum and North-East Geisum (Egvpt)
Tyub-Karagan and Atashsky {Kazakhstan), Block A (Saudi
Arabia) and Kandym — Khauzak — Shady (Uzbekistan).

LUKOIL added five new projects to its geological explorazion
pertfolio outside Russia in 2006. The Company signed an
agreement to exercise an option to acquire a 25% stake in the
Kazakh offshore geological exploration projects, South
Zhambai and South Zaburunye. In Africa, the Company
acquired a 63% stake in a deep-water exploration project in
Cote d'lvoire. In Central Asia, LUKOIL signed a PSA for
geological exploration and development af hydracarbon fields
in the Uzbek sector of the Aral Sea in August 2006. The PSA
will be implemented by a consortium of investors consisting of
Uzbekneftegaz, LUKOIL Overseas, Petronas Carigali Oversaas
{Indonesia), CNPC International {China) and KNOC (Korea).
The participants have equal stakes in the project. Agreements
an joint business and on a single operator for the project were
signed in December 2006, and a tender was announced for
choice of a seismic exploration sub-contractor. The three-year
geological exploraticn program includes 2D seismic work gnd
drilling of two exploration wells, In February 2006 LUKOIL
Group and the National Iranian Qil Company signed a contract
tor joint geological and geophysical studies at Iran's Mogan
and Lali oil & gas biocks (located in the South Caspian and
Zagrossky Basins, respectively}, The joint wark includes repro-
cessing and interpretation of drilling data, well-logging, seis-
rnic, gravitational and magnetometric exploration as well as
geochemical studies of strata.

An outstanding achievement in 2006 was successful drilling
of a prospecting well at the Condor block in the Llanos oil
basin in Colombia. The well was drilled to a depth of
4,500 meters in the dome of the Medina structure. Testing
gave a flow of high-quality Colombian oil {Vasconia) at a
daily rate of 1,200 barrels. Presence of a field with commer-
cial reserves was thus confirmed. Reserves of the field will be
specified following analysis of information obtained during

drilling and testing and by further exploration drilling.

JJKOIL together with Norsk Hydro made successtul progress
irimplementaticn of the Anaran project in lran. Analysis of
results of deep exploration drilling led to discovery of the Azar
‘ield with geoclogical reserves of il in excess of 2 billion
harrels. This is one of the world's biggest discoveries of il
in the last decade. In June 2006 the National Iranian Qil
Company, signed a declaration on commercialization of the
Azar field, giving the project participants exclusive rights 10
negotiate on further development. The negotiations and

preparation of a general field development plan are to be
completed in the first half of 2007. The project participants
have also completed drilling of a second exploration well,
where testing gave daily oil flow of 4,500 barrels. The drilling
has increased recoverable reserves at the field by 60%.

As part of the Kandym — Khauzak — Shady project in
Uzbekistan the Company completed 500 km? of 3D seismic
at the Khauzak - Shady field and began interpretation of data.
A total 882 km of 2D seismic was completed at the Kungrad
black and interpretation of data was begun.

In Saudi Arabia drilling of a first exploration well was
successfully completed at the Tukhman structure, part of the
Block A gas area in the Rub Al-Khali desert. The well was
drilled to a depth of 4,800 meters and a hydrocarbon
accumulation was found. Analysis of the geological
information obtained is now in progress. Exploration drilling at
the Muleikha structure was also carried out in 2006, and the
East Tukhman and West Faidakh structures were prepared for
drilling. The project 1s being implemented by LUKOIL together
with the national oi' & gas company, Saudi Aramco.

LUKOIL and the Venezuelan company, PDVSA, completed the
first stage of joint studies to assess hydrocarbon reserves at
the Junin-3 block, which extends over 640 km?2 in the heavy
oil belt of the QOrinoco river in Venezuela. The work has
provided complex proof of high petential of Junin-3. Drilling
of stratigraphic wells was begun as part of the second stage of
work at the block. The aim of the second stage is to complete
a geological model using new seismic and drilling data, and to
compare these data with the results of work at neighbouring
blocks. A total of 17 stratigraphic wells will be drilled at
Junin-3.

Drilling of two prospecting wells was completad as part of the
North-East Geisum and West Geisum projects in Egypt. The
drilling failed to detect commercial hydrocarbon reserves, and
LUKOIL Group has now quit the projects.

Total 452 km of 2D seismic was carried out as part of the
Atashsky project in Kazakhstan and data were processed.
Electrical exploration work totalling 200 km was carried out in
the Tyub-Karagan project and analysis of data obtained from
a prospecting well was continued.

An exploration well was drilled as part of the Tengiz project in

Kazakhstan, and a hydrocarbon accumulation was found.
Assessment of the new reserves is now underway.
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Oil & Gas Reserves

Proved reserves of LUKOIL Group under international classifica-
tion' as of 1 Januvary, 2007, were 20.360 billion boe, consisting
of 15.927 billion barrels of oil and 26.597 trillion cubic feet of gas.

The ratio of hydrocarbon reserves to production is 26 years
(23 years for oil and 47 years for gas).

Proved hydrocarbon reserves of LUKOIL Group increased by
4.1% in 2006 including production. Group reserves not including
production remained almost unchanged from 2005. Growth of
reserves including production was 3.2% for ail and 7.4% for gas.

The reserve replacement rate was 104% (73% for oil and
330% for gas).

Reserve calculation took account of changes in Russian legis-
lation regarding the mineral extraction tax. Legislation which
was previously in force called for lowering of the mineral
extraction tax rate from 2007. However, this stipulation was
changed in 2006, and the farmula for calculation of mineral
extraction tax rates, which was applied in 2006, was
maintained. Estimated reserves at some fields were revised
downwards as a result. Reserve calculations also take account
of tax relief for fields with high-viscosity oil. Tax relief envi-
saged far fields with high exhaustion was not taken into
account due to lack of application in practice. Application of

Proved Oil & Gas Reserves of LUKOIL Group by Regions
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the latter type of refief in the future will have a positive effect
on Company reserve estimates.

Extension and discovery of new proved hydrocarbon reserves in
2006 totalled 617 million boe (551 million barrels of oil and
399 billion cubic feet of gas}. The Company thus replaced mare
than 77% of hydrocarbon production in 2006 through geologi-
cal exploration and drilling at fields already under development.

The biggest addition to proved reserves was from the
V. Filanovsky fleld, discovered in 2005. Proved reserves at
the field rose by 322 million boe thanks to drilling of a
second exploration well and transfer of a part of reserves
from 'probable’ to 'proved'. Increase of proved reserves of
other LUKOIL assets through exploration and drilling was
295 million boe.

Positive results were obtained from further drilling, modelling
and optimization of development systems at large fields in
Waestern Siberia. For example, drilling and optimization gave a
7.5% increase of proved oil reserves (taking account of
production} at the Vatyeganskoye field, to 1.46 billion barrels
by the end of 2006. Proved oil reserves at the Kogalymskoye
field grew by 9.1% in 2006 (taking account of production), to
0.23 billion barrels. Analysis of data from newly drilled
production wells at the Kochevskoye field led to revision of oil

Bolshekhetskaya Depression International projects
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1 Miller and Lents (USA) carried out its twelfth annual technical and ecanomic audit of reserves of LUKOIL Group in 2008, using standards of the

US Society of Petroleum Engineers (US SPE).

22 « LUKOIL COMPANY




Broved[Hydrocarbon]Reservesy RrovedlGasiReserves
B fbillionboe] billionlbarrels trillionlcubidfeed]

0%360]
| 2008!
[ lpossg
|%
CED M0 AW A2 S J ®” ®

B B w B =B B> B> >

B Oil & Gas Reserves of LUKOIL Group

@M, GasH

hilanuany 2007 illi i million]b,
Brroved[reserves)

ofiwhich]
| 10,176 77480 19478

%751 18,197 8%9 37
‘m 8%7.6174 12114 361 12,890
gRossiblelresenves) [4%2i75] 1[0¥4749) 6Y022]

L.

I@mmmmw&amm@m@@e [boeY

stratum geometry and increase of the oil-bearing area. As a
result, proved reserves of oil at the field rose by 13.9% in 2006
itaking account of production) 10 84 million barrels,

Increase of proved reserves in 2006 was also achieved by
acquisitions and consolidation of assets. Proved reserves of

the assets of Marathon Qil Corporation, which LUKOIL
acquired in 2006, were 219 million barrels of oil at the end of
the year. Reserves of KarakudukMunai at the end of 2006
were S0 million barrels of oil, so acquisition of the remaining
24% stake in that company added 12 million barrels to reserves
of LUKOIL Group.

Oil Field Development and Production

LUKOIL Group produced 95.235 million tonnes of oil in 2006
(1.926 million barrels per day)', of which 91.537 million
tonnes were produced by subsidiaries. Average daily oil
production by LUKOIL was 5.8% higher than in 2005. Organic
growth of production was 2.0%.

The Company worked hard in 2006 to prepare and launch
production at fields in Russia and abroad as part of its strategy
of accelerated preduction growth. Particular attention was
paid to fields in Timan-Pechora and the Northern Caspian.

LUKOIL subsidiaries and affiliates produced oil at 349 fields in
2006. In the course of the year 10 new oil fields were brought
into production: Ulyanovskoye, Stepnoye and Nemirovskoye
(‘Volga region); West Pokamasovskoye and West
{otukhtinskoye {Western Siberia); Gabyshevskoye (Urals};

South Sedmesskoye, Verkhnegrubeshorskoye and West
Lekkeyaginskoye {Timan-Pechora}; Menzelinskoye (Tatarstan);
and 1 gas and condensate field — Shakh Deniz (Azerbaijan).
Proved, probable and possible reserves at fields, which were
brought into production in 2006, are over 680 million boe. The
newly commissioned reserves compensated more than 85%
of hydracarbon production by LUKOIL Group in 2006.

Work continued in 2006 to improve efficiency of field
development and reduce operating expenses as part of
LUKOIL's program for optimization of development and
production of cil in the period 2006—2008. LUKOIL produc-
tion companies took systematic measures in 2006 for
increasing well productivity and oil recovery rates in order to
achieve oil production targets. Development costs totalled
$4.652 billion.

" Production by subsidiaries and share of production by affiliates under US GAAP.
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LUKOIL Group Qil Production by Regions
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By the end of 2006 a total of 196 fields were included in a
multi-level system of field development monitoring by use of
geological-hydrodynamic models. Modelling of 47 fields was
carried out in the course of the year. Geological-hydrodynamic
models are helpful in selecting optimal technical solutions for
field development, matching solutions to specific geology and
structure of reserves. Modelling raises the oil recovery ratio and
lowers field development costs. The Company makes intensive
use of models for drilling over fields and for application of
enhanced recovery techniques. LUKOIL plans to increase the
number of geological-hydredynamic field models to 261 by
2009, so that 75% of Company fields will have such models
(compared with 55% of fields at present). Geological-hydro-
dynamic modelling will be extended to all fields in such regions
as Western Siberia, Timan-Pechora and Kaliningrad Region.

The Company carried out 2,341 thousand meters of produc-
tion drilling in 2006, which is 61% more than in 2005. A total
of 945 new production wells were cormmissioned, of which 56

were horizontal wells. Average daily flow from new wells was
39.9 tonnes (110.4 tonnes from horizontal wells). Production
from new wells (Group share) was 4.91 million tonnes.

The Company continued to make extensive use of sidetracks
in 2006. A total of 146 sidetracks were drilled in 2006, giving
extra daily flow of 25.9 tonnes on average. By comparison
102 sidetracks were drilled in 2005 and gave extra flow of

25.0 tonnes per day.

The Company put 636 new injection wells under pressure in
2006 as part of efforts to optimize field development and
maintain pressure in strata. That compares with 376 injection
wells put into operation during 2005.

The Company had 27,830 preduction wells at the end of 2006
of which 23,490 were actually in production. The number of
injection wells was 8,660, of which 6,340 were under
pressure. The number of production wells was 1.8% greater
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than in 2005, mainly due to acquisition of new production
assets. The share of idle production wells in the tcotal
decreased from 16.8% t0 15.6%.

The Company decommissianed 332 wells with high water cut
{average 98.8%) and marginal wells in 2006 in order to
increase efficiency and reduce energy consumption. This
saved extraction of 1.9 million tonnes of water, reducing
energy expenses and preventing rapid growth of average
water cut at wells. A total of 3,165 operations were carried out
to optimize production at mechanized wells and 144 wells
were transferred ta mechanized operation.

LUKOIL compensates natural decline of oil production levels
due to field exhaustion and worsening reserve structure by
intensive application of enhanced oil recovery technigues.
A total of 5,274 physical, chemical, hydrodynamic and heat
operations were carried out in 2006 to increase the recovery
ratio from productive strata. Additional production from wells
due to these operations totalled 24.2 million tonnes, or 27.0%
of total production by the Group in Russia.

All of the efforts described above led to increase of average
daily production per well to 11.8 tonnes, which helped to limit
growth of lifting costs. Average daily production at the
Company's wells in Russia has grown from 8.6 to 11.2 tonnes
in the period from 2001 to 2006.

Russia

LUKQIL produced 89,561 million tonnes of oil inside Russia
during 2006, of which 87.930 millicn tonnes were produced
by subsidiaries. Production in Russia grew by 3.8% compared
with 2005. Organic growth of production was 1.6%.,

Subsidiaries and affiliates of LUKOQIL Group produced oil at 327
Fields in Russia during 2006. Production drilling was 2,122
meters, which is 59.7% more than in 2005. Production wells
numbered 26,970 at the end of 2006, of which 22,800 were

in use. A total of 782 new wells were commissioned in 2006
and they produced 4.47 million toennes of oil.

Western Siberia accounted for 66.7% of oil production by
the Group inside Russia during 2006. Fields in Western Siberia
provided most of the growth in LUKOIL's Russian production
(39.5%, or 1.30 million tonnes). A significant part of the
production increase in Western Siberia was due to acquisition
of assets of Marathon Qil Corporation, which produced
0.9 million tennes of oil in the period after their acquisition by
the Group. Work to optimize field development systerns in the
region continued in 2006, leading to increase of reserves and
forecast production levels at major fields. The Company
commissioned new fields in Western Siberia as well as optimi-
zing production at old fields. Major new commissionings
included the West Pokamasovskoye and West Kotukhtinskoye
fields with proved, probable and possible oil reserves in excess
of 280 million barrels.

There was also a significant increase in output (by 1.12 million
tonnes) in Timan-Pechora, contributing 34.3% of produc-
tion growth by the Company in Russia. Consolidation of
Sever-TEK at the end of 2005 accounted for 55% of the
production growth in Timan-Pechora in 2006. Remaining
growth was organic and came mainly from the Tedinskoye,
Makarelskoye, Inzyreiskoye and Kharyaginskoye fields.

LUKOIL is making every effort to prepare new reserves in
Timan-Pechora for development as quickly as possible. Three
fields were commissioned in 2006: West Lekkeyaginskoye
{(commissioned by Naryanmarneftegaz, the joint venture
between LUKOIL and ConocoPhillips), Verkhnegrubeshorskoye
and Scuth Sedmesskoye, with overall proved, probable and
possible reserves of about 230 million barrels of oil.

Naryanmarneftegaz produced 500,000 tonnes of oil in
2006 {about 10,000 barrels daily) and continued preparations
to start production at the South Khylchuyuskoye field, which is
the Company’s largest field in the north of Timan-Pechora.
Proved reserves at the field are over 500 million barrels.
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The quality of oil is higher than that of Urals export blend:
density is 35.5 API {32.0 APi for Urals) and sulphur content is
0.71% {1.30% for Urals). Oil from the field will thus have a
price premium to Urals blend on international markets.
Production at South Khylchuyuskoye will be from 78 wells and
commissioning is scheduled for the end of 2007. Planned
annual production at the field, to be achieved in 2009, is
7.5 million tonnes {over 150,000 barrels daily).

LUKOIL increased production in the Urals region by 616,000
tonnes in 2006 (or by 6.0% y-o0-y). The region accounted for
18.7% of overall production increase by the Group in Russia.
All of the increase in the Urals was organic, and a significant
role was played by new technologies, such as radial drilling
and acid hydrofracturing.

Nearly 300,000 tonnes of additional production was obtained
at the Kravtsovskoye field in the Baltic Sea. Production there
in 2006 was 861,000 tonnes, which is 53% more than in 2005
and 77% more than was forecast in the initial field develop-
ment plan. The field is being developed with use of horizontal
drilling. Four new wells were drilled in 2006 giving daily flows
between 790 and 2,830 barrels of oil.

Production in the Volga region in 2006 was 3.2 million tonnes,
which is the same as in 2005. Improvements in field
development efficiency enabled increase of oil recovery rates
in the region and maintenance of production at previous
levels, despite a high level of reserve exhaustion.

Work at fields on the shelf of the Caspian Sea continued
in 2006. Russian government supervisory agencies appro-
ved a feasibility study for construction of facilities at the
Yu. Korchagin field. Enterprises in Astrakhan carried out work
an construction of the ice-resistant stationary platform, which
will be used for development of the field. The first tug-and-
transport vessel for work at Caspian fields was completed and
building of a second vessel was continued. Documentation was
developed for design and construction of a jetty and floating
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oil reservoir. Production at the Yu. Korchagin field should begin
in 2009. A zerg-discharge principle will be used in order to
minimize impact on the natural environment of the Caspian
Sea.

Supervisory agencies also approved a technical scheme for
development of the V. Filanovsky field in 2006. Production at
the largest field in the Northern Caspian is scheduled to begin
in 2012. Forecast daily production, based on current data, will
be 210,000 barrels of high-quality crude oil. Oil at the field is
light, with low sulphur content (density is 44 APl and sulphur
content is only 0.1%) and will merit a premium to Brent crude
on international markets.

The Yu. Korchagin and V. Filanovsky fields will be the mainstay
of oil production by LUKOIL in the Northern Caspian.
Production at these fields should exceed 12 million tonnes of
oil per year (250,000 barrels per day) by 2016.

International Projects

LUKOIL's share of production in iniernational projects was
5.674 million tonnes in 2006. Production grew by 46.2%.
Most of the growth (about 80%) was from acquisition at the
end of 2005 of Nelson Resources, which has stakes in four
production projects in Kazakhstan. LUKOIL's share of il from
these projects in 2006 was about 2.0 million tonnes. Organic
growth of production from international projects in 2006 was
9.7%, mainly due to Kumkol, where il production accruing to
LUKOIL increased by more than 200,000 tonnes compared
with 2005.

Production drilling in the Company’s international projects was
219,000 meters and the total number of production wells was
868, of which 691 were in use. A total of 163 new wells were
commissioned. Average daily production per new well was
53.3 tonnes. Commissioning of new wells gave an extra
0.44 million tonnes of oil {as per LUKOIL's share).
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A key achievement in 2006 was launch of gas condensate
production as part of the Shakh Deniz project in Azerbaijan.
The first production well came into operation in December
2006. LUKOIL has a 10% stake in the project. Forecast peak
overall production of gas condensate at Shakh Deniz is about
% million tonnes per year {over 100,000 barrels daily).

LUKOCIL's share of production in 2006 from the Karachaganak
project was 1.45 million tonnes of cil and gas condensate.
Production levels were unchanged from 2005. A new efficient
oil export route was develcped, carrying oil from Karachaganak
to Samara, from where it can be delivered through the
Transneft pipeline system either to Black Sea and Baltic Sea
ports or directly to Central Europe via the Druzhba pipeline,
The Karachaganak consortium plans to carry out preparatory
work for expansion of preduction capacities in 2007,

Development of the Kumkol field proceeded at a brisk pace in
2006 with drilling of 20 new production wells and use of
polymer solutions to penetrate productive strata. Average
daily preduction from the new wells in 2006 was 56.7 tonnes.
Eight injection wells were also commissioned. A new facility
was installed at Kumnkol for preparation and pumping of oil
with annual capacity of 4 million tonnes of oil and 8 millien
tonnes of water (for injection into strata). The new facility
helped to increase production at the field by 13.7% compared
with 2005, to 1.7 million tonnes {LUKOIL's share).

A decisicn by the Arbitration Institute of the Stackhalm
namber of Trade confirmed LUKOIL's priority right to acquire
a 509% stake in Turgai Petroleum, a joint venture between
LUKOIL and PetroKazakhstan developing the Kumkaol field.
“he right arose from a shareholders’ agreement governing
LUKOIL's joint ownership of Turgai Petroleum, and was
activated following acquisition of 100% of PetroKazakhstan
by the Chinese state oil company, CNPC.

In Egypt nine new wells were brought into operation as part of
the Meleiha project, and drilling and construction of facilities
for the WEEM project was continued. Two new production
wells were brought into operation at WEEM, with average
daily production of 85.5 tonnes. A system for maintaining
strata pressure was designed.

Four new wells with average daily oil flow of nearly 1,000
tonnes were commissioned at the end of the year as part of the
Tengiz project in Kazakhstan. Production at Tengiz matched
the level in 2005 and LUKOIL's share was 360,000 tonnes.
Work continued in 2006 to expand production capacity.

Canstruction of an oil loading facility and terminal was
completed as part of the Karakuduk project in Kazakhstan. A
project for utilization of associated gas was agreed with
supervisory agencies in the Kazakh government, Three new
production wells, with average daily production of 41.1tonnes,
were cemmissioned. Oil production at the field grew by 39.3%
compared with 2005, or by nearly 200,000 tonnes.

A total of 11 wells, with average daily production of 67.6
tonnes, were brought into operation as part of the
Alibekmola and Kozhasai projects. Work continued on
implementation of a project for utilization of assocated gas
from the fields. A new well design was applied at the
Alibekmola field and polymers were used to help maintain
collector gualities of productive strata.

The North Buzachi project in Kazakhstan commissioned 113
new production wells, with average daily output of 31.0
tonnes. A new export pipeline was brought into operation
for delivery of oil from the field to the KazTransOil transport
system. Total oil production at the field rose by 78.1%, or by
nearly 600,000 tonnes.
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Gas Field Development and Production

The objectives of LUKOIL's gas program are to accelerate
growth of gas production in Russia and abroad and to
increase the share of gas to a third of total hydrocarbon
production by the Group. The main point of the strategy is to
commercialize gas reserves and lower Company dependence
on the highly volatile international oil market.

Gas production by LUKOIL in 2006 totalled 15.967 billion cubic
meters (1,545 million cubic feet per day). Production of
marketable gas (net of own use, reinjection and transport
losses) was 13.612 billion cubic meters {1,317 million cubic feet
per day), of which 13.396 billion cubic meters were produced
by Group subsidiaries. Average daily production of marketable
gas rose by 141.6% in 2006 compared with 2005.

Production of associated gas in 2006 totalled 5.258 billion
cubic meters, of which 3.791 billion cubic meters was
marketable. Associated gas is reinjected in order to maintain
strata pressure at Company fields, as well as being used to
generate electricity from gas-powered generating stations
and for other industrial uses. Marketable associated gas is
supplied to gas processing plants and to local consumers.

The utilization rate! of associated gas in 2006 was 72.2%,
representing a decline from 2005. This was due to acquisition
in 2005-2006 of new production assets, which lack systems
for gas utilization. The Company is building gas-powered
generating stations at fields in order to increase utilization rate

LUKOIL Group Marketable Gas Production by Regions
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of associated gas. This reduces flaring of gas and lowers
spending on electricity, decreasing oil lifting costs. Also in
2006 the Company completed expansion of capacities at the
Lokosovsky Gas-processing Plant to 1.9 billion cubic meters of
associated gas, thus creating a complete system for pro-
cessing of associated gas produced at Company fields in
Western Siberia. LUKOIL is on track to implement the program
of measures adopted in 2003, which aimed to raise utilization
rate of associated gas at LUKOIL fields to 95%.

Production of natural gas in 2006 was 10.709 billion cubic
meters, of which 9.821 billion cubic meters was marketable
gas. The Company's main natural gas production achieve-
ment during 2006 was increase of output at the
Nakhodkinskoye field to a level close to maximum planned

capacity.

The Company had 367 gas production wells at the end of
2006, of which 285 were in use.

Russia

Production of marketable gas in Russia in 2006 was 12.424
hillion cubic meters, which is 180.6% more than in 2005.
The share of natural gas in the total rose from 20% to 71%.
The Company had 295 gas production wells at the end of
20086, of which 239 were in use.

e ©

International projects Other

2,089 mcm

w
6.3%
Urals
853mem -
L
f~
43% o

N ,,-—/
t
oL

.,\ (f \V—\,,_}

;g:gr:acm f&\ﬁﬁ T oar J[

8,348 mcm

1,189 mcm 9 mecm

TOTAL

100% M 13612 mem

Share of produced gas in total gas extracted from strata (the remainder is flared).

28 + LUKOIL COMPANY




| I Crecedion o Merteiel @s,

billionJcubidmeters]

I (Gas]ProductionjWellskwells)

I GasleroductioniWellslinlUseSwells]

The largest share of natural gas production in Russia in 2006
came from the Nakhodkinskoye field in the Bolshekhetskaya
Depression. The Company commissioned 12 new production
wells at the field in 2006. Gazprom agreed that natural gas
from the field could be fed into its gas transport network
during the summer period. These breakthroughs made it
possible to raise production at Nakhodkinskoye to a level close
to maximum planned capacity: a total of 8.486 billion cubic
meters of gas were produced at the field in the course of the
year. Natural gas from the field has been supplied to Gazprom
since May 2006 under an agreement with the gas monopalist
ata minimum price of $22.5 per 1,000 cubic meters (excluding
VAT). Gas from Nakhodkinskoye has been also sold 10 other
buyers at higher prices. An additional agreement was signed
with Gazprom in the course of the year, by which prices for
gas from fields in the Bolshekhetskaya Depression were
increased to 1,059 roubles {about $40) per 1,000 cubic meters
from lanuaiy 1, 2007, and minimum annual sales volume was
set at 8 billion cubic meters. The price in the additional
agreement;is 280 roubles {nearly $11} higher than the price set
by the Russian Federal Tarnff Service for industrial gas
consumers in the Yamal-Nenets Autonomous District.

LUKOIL alse pursued its gas projects on the shelf of the
Northern Caspian during 2006. !n January 2006 Russia and
Kazakhstan signed a protoco!, by which authorized organiza-
tions of Russia and Kazakhstan obtain rights for development
of the Khvalynskoye field and Tsentralnaya structure without
any competitions or auctions. The authorized organizations on
the Russian and Kazakh sides are, respectively, LUKQIL and
KazMunaiGaz. A PSA for the Khvalynskoye field should be
signed in 2007.

International Projects

Production of marketable gas in 2006 as part of international
projects was 1.188 billion cubic meters, which is 1.7% less than
in 2005. The share of natural gas was 85%. At the end of
2006 the Company had 72 gas production wells as part of
foreign projects, of which 46 were in use.

The largest volume of marketable gas preduced outside Russia
was at the Karachaganak field in Kazakhstan (LUKOIL's share
was 1.005 billion cubic meters}, where cutput was 2.6% more
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than in 2005. Preparations were completed in 2006 for
construction of the Karachaganak - Uralsk pipeline, which will
supply up to 500 million cubic meters of gas each year to
consumers in West Kazakhstan Region. An agreement was
also signed on increase of gas supplies to the Orenburg Gas-
processing Plant, where a joint Russian-Kazakh gas enterprise
is now operating. The Karachaganak consortium plans to carry
out preparatory works in 2007 for expansion of production
capacity at the field.

Work continued in 2006 on the Kandym — Khauzak - Shady
project in Uzbekistan. Production drilling and construction of
an initial gas treatment facility advanced rapidly at the
Khauzak area, and there was also rapid progress with

construction of gas collection points, a settlement for field
personnel, an approach road and electricity transmission
cables. The first commercial gas should be produced at the end
of 2007 and forecast peak annual production is more than 10
billion cubic meters.

An important achievement in 2006 was launch of natural gas
production by the Shakh Deniz project in Azerbaijan. The first
well, drilled to 6,500 meters from a stationary platform at
sea depth of 105 meters, was put into operation in December
2006. LUKOIL's share in the project is 10%. Peak production in
the project should be over 20 billion cubic meters. Gas produ-
ced at Shakh Deniz will be supplied to the domestic market in
Azerbaijan and also to Turkey and Georgia.

Oil Deliveries

Total oil deliveries by the Company in 2006 were 96.7 million
tonnes, which is the same as in 2005. Higher export tariffs and
growth of refining margin created a generally favourable
market environment on the Russian market in 2006. LUKOIL
maximized its profit by quickly redirecting crude volumes from
less efficient exports to the internal market and to refining at
the Company’'s own and third-party refineries inside Russia.

A total 1.82 million tonnes of crude oil were sold inside Russia
in 2006, which is 171.3% more than in 2005. The Company also
processed 42,79 million tonnes of crude (3.9% more than in
2005) at its own and third-party refineries inside the country.
LUKQIL purchased 1.85 million tonnes of oil on the domestic
market in 2006, compared with 1.47 million tonnes in 2005,
Economic effect from seizing the opportunities offered by
much improved efficiency of supplies to the domestic market
exceeded $150 million in 2006.

LUKOIL continued to optimize oil supply routes in Russia
during 2006. For example, economic effect due to optimi-
zation of pipeline supply routes from fields in Western Siberia
was over $10 million.

Qil exports by LUKOIL subsidiaries from Russia {including oi!
acquired from other producers) decreased by 3.7% in 2006
compared with 2005, to 44.13 million tonnes. Exports to the
far-abroad countries were 39.79 million tonnes, and exports
to the near-abroad countries were 4.34 million tonnes. The
Company carefully managed its export routes in 2006, giving
preference to the most profitable. Main export routes were via
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the ports of Primersk and Novorossiysk, which accounted for
46% of exports by the Company (31% in 2005). A further
21% of exports {19% in 2005) were to Germany and Poland
through the Druzhba pipeline. Due to changes in the economic
environment exports via the CPC system (Caspian Pipeline
Consortium) were completely halted in 2006. LUKOIL made no
crude exports in 2006 via the ports of Vysotsk, Butinge and
Viting or by rail to China.

The biggest share of exports in 2006 was through the
Transneft transport system. Exports via Transneft were 41.48
million tonnes in 2006 (7.7% more than in 2005) and their
shares in total export grew to 94.0% from 84.1% in 2005. Due
to lower attractiveness of export deliveries LUKOIL did not use
its own refinery infrastructure since more efficient routes
were sufficient for all export volumes. For the same reason the
volume of export bypassing the Transneft system decreased
by 63.6% in 2006, to 2.66 millien tonnes.

Work continued in 2006 to increase efficiency of pipeline
exports. These efforts increased the relative contract price by
up to 30 cents per barrel on some export routes, giving extra
$20 million revenues.

The Company continued to develop its own export capacities,
which help to reduce transport expenses and to make
transport arrangements more flexible. The Company exported
2.2 million tonnes of oil through its own transport terminals in
2006.
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The Company continued expansion of capacities at the
Varandey terminal on the Barents Sea through construction of
a unique ice-resistant module, suitable for year-round use.
The module will have 12 million tonnes annual capacity and it is
an essential asset in view of growing production levels in
northern Timan-Pechora and lack of developed transport
infrastructure in the regicn. The project includes construction
of a stationary ice-resistant jetty, an underwater oil pipeline,
an an-shore reservoir complex, and a maritime trans-shipping
base near Murmansk. Ice-class tankers with deadweight up to
70,000 tonnes will operate a shuttle service, delivering oil to a
floating oil reservoir in the ice-free waters near Murmansk,
from where ocean-going tankers with deadweight up to
150,000 tennes will transport the oil to Western Europe and
the USA. Engineering and geclogical studies were completed
in 2006 at the site of tha jetty and along the route of the
underwater pipeline, work on the underwater pipeline was
Eegun and work continued on documentation for construc-
tion of the stationary ice-resistant jetty. Half a million tonnes

of il were shipped through the terminal in 2006. Enlargement
of the terminal should be completed in 2008,

Deliveries of oil to LUKOIL's foreign refineries totalted
9.38 million tonnes in 2006, down by 6.0% from their level in
2005. The reduction in deliveries is due to temporary closure of
the Odessa refinery for reconstruction. However, deliveries to
the Petrotel and Burgas refineries grew by 3.3% in 2006
compared with 2005. As well as making deliveries to its own
refineries, the Company delivered oil for processing at third-
party refineries (Naftan and the Mozyr Refinery in Belarus and
the Panchevo Refinery in Serbia). The volume of such delive-
fies in 2006 was 1.70 million tonnes of crude. In addition
41.02 million tonnes of oil were sold on the international
market, of which 2.96 million tonnes in near-abroad countries
and 38.06 million tonnes in far-abroad countries.
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Strategy:

Production of high-quality, environmentally friendly petro-
leum products with high value-added

Increase of light-products yield

Control over production expenses

Optimizing logistics: reduction of transport expenses

Increasing efficiency of trade operations

Increasing retail sales of petroleum products and related pro-
ducts and services
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Oil Refining

The Company refined 53.87 million tonnes of oil in 2006 (inclu-
ding processing at third-party refineries}), which is 7.5% more
than in 2005. LUKOIL's own facilities refined 48.88 million
tonnes (3.4% more than in 2005). The Company's program for
modernization and reconstruction of its refineries was conti-
nued in 2006, with capital expenditures of $696 million. Con-
solidation of the Group's refining assets was also continued in
2006 with investments in the segment of $2 million.

The intensive growth strategy for 2007-2016, which the
Company presented in 2006, includes increase of oil refining
capacities from 58 to 100 million tonnes. This will be achieved
by modernization of existing refineries, as well as by acquisi-
tion and construction of new refineries in various parts of the
world (Europe, America and Asia).

Net profit in the Refining & Marketing segment was $3,652
million, which is 19.4% more than in 2005, The impressive
results were achieved through increase of refinery throughputs
and retail sales, favourable macroeconomic climate and impro-
vement of business efficiency in the segment.

The price environment on the petroleum product market was
favourable in 2006. Wholesale prices in Russia for gasoline
(excluding excises and VAT) were 22.9% higher than in 2005.
The tax environment was also favourable in the refining
segment: petroleum product excises in Russia were unchanged
and significant growth of Russian export tariffs on crude oil
led to refining margins in Russia being almost twice higher
than in 2005. LUKOIL drew maximum benefit from this situ-
ation, redirecting part of its crude export volumes to load
capacities at its own and third-party refineries inside Russia.

The price environment gutside Russia was also favourable. For
example, growth of gasoline prices in Europe was 17.9% from
their average level in 2005. Refining margins in Europe were
more than 50% higher than their average level in the previous
five years.

Refining Margin in Russia (for avterage refinery
in European Russia without catalytic cracking),

$/barrel
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Russian Refineries

Refinery throughputs at the Group's own refineries in Russia
increased by 5.9%, to 39.50 million tonnes, and capacity load
was 94.7%, which is the highest level in the Company's his-
tory. The Company also obtained refining quotas at refineries
in Ufa in order to maximize additional profit from the
favourable environment: LUKOIL delivered 3.29 million tonnes
of oil for refining at facilities in Ufa, which is twice more than
in 2005.

The Company reached an important milestone in its refinery
maodernization program when it launched production of
gasoline that meets Eurc-3 standards thanks to commissio-
ning of a gasoline isomerization unit at the Nizhny Novgorod
Refinery. The share of high-octane gasolines in total gaso-
line output at the Company’s Russian refineries (not inclu-
ding mini-refineries) rose to 76.6% in 2006 from 69.0% in
2005. Refining depth was 76.2% and light-product yield was
50.2%.

LUKOQIL's Russian refineries took steps in 2006 to reduce opera-
ting expenses and raise production and business efficiency.
Irretrievable losses during the refining process were reduced
from 0.74% to 0.70% and the average workforce at Russian
refineries declined by 8.1% compared with 2005. Savings from
cost reduction measures were more than $35 million.

Capital expenditures on modernization of the Company's
Russian refineries were $533 million in 2006 and investments
were $2 million.

Installation of a catalytic reforming unit with one million
tonnes annual capacity was completed at the Volgograd
Refinery in 2006, Launch of the new unit reduces output of
straight-run gasoline and increases output of gasoline with a
higher octane number. The share of high-octane gasolines
should rise from 60% to 83% of total gasoline production at

Qil Refining by LUKOIL, million tonnes

At third~- party
refineries

2.8
[f00 [] 50
] At the Company's

13 foreign refineries
m 44.3 O At the Company s

refineries in Russia

40 50 60

e ll’ i A



LUKOIL Group Refineries
3.2

36
Nizhny Novgorod m
Refinery [ t 14.26 f ]

Odessa Refinery 2.8
{Ukraine)

9

Petratel-

LUKOIL
{Romania} 2.32

8.3

B/

LUKOIL
Meftokhim Burgas 7.06 —
{Bulgaria)

TEEL
Total, foreign ‘ 14.0 lh Total, Russian ‘ 441 .
refineries 9.38 refineries 319.50

the Refinery. Economic effect from the new unit is estimated
at $115 million.

clole

€

Preparations for commissioning of an isomerization unit at the
Refinery with annual capacity of 385,000 tonnes continued in
2006. The unit should be ready by the end of 2007. The new
unit will allow the Refinery to start production of gasoline
meeting Eurc-3 standards.

Measures were designed and implemented at the Perm
Refinery to raise efficiency and reduce energy expenses.
Economic effect is estimated at $13 million.

A program for reconstruction and renewal of fixed assets and
technologies at the Perm Refinery has been prepared,
involving large-scale, systematic development of oil refining
and secondary capacities in the period up to 2016, and adhe-
"ing closely to strategic goals of LUKOIL Group. Main tasks of
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the program are increase of refining depth and attainment of
product quality matching Euro-3 standards by 2009 and
Euro-4 by 2012,

Construction of the second stage of a rail loading facility for
oil and petroleum products was completed at the Ukhta
Refinery. The facility has 4 million tonnes annual capacity.

Re-equipment of the catalytic reforming umt was also
completed at Ukhta, increasing its annual capacity from
300,000 to 380,000 tonnes and lowering gasoline production
costs. Economic effect from overhau! of the unit is in excess of
$16 million.

Large-scale reconstruction and medernization of the Nizhny
Novgorod Refinery, begun in 2005, was continued in 2006.
A gasoline isomerization unit with 440,000 tennes annual
feed capacity was commissioned. The unit produces
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isomerizate, which is the high-octane component in gasoline.
Its use enables production of gasoline with aromatic content
no higher than 42% and benzene content below 1% (meeting
Euro-3 standards). Euro-3 gasoline will now account for 50%
of total gasoline production at the Nizhny Novgorod Refinery.
Economic effect of the isomerization unit is estimated at $75
million.

Modernization of Distillation Unit-6 was completed, increa-
sing its annual capacity to 9 million tonnes. A pneumatic
control system on the unit was replaced with an electronic
distribution control system. Economic effect is estimated at
$100 million.

The hydrotreatment unit at Nizhny Novgorod was also rebuilt,
reducing sulphur content in diesel fuel to below 50 ppm
{meeting the Furo-4 standard) and making it possible to start
production of diesel fuel with sulphur content below 10 ppm
{the Euro-5 standard).

International Refineries

LUKOIL refined 11.08 million tonnes of oil outside Russia in
2006 (including processing at third-party refineries), which is
1.0% less than in 2005, Refinery throughputs at the Company’s
own foreign refineries were 9.38 million tonnes of crude,
which is 6.0% less than in 2005. The reduction was due to
closure of the Odessa Refinery for reconstruction in July 2005.
Not taking account of the Odessa Refinery the Company would
show growth of 9.3% in throughputs at its own foreign
facilities. Average capacity load in 2006 at the Petrotel Refinery
(Romania) and Burgas Refinery (Bulgaria) was 84.1%.

Average refining depth at LUKOIL's foreign refineries increased
to 80.4% in 2006 from 77.5% in 2005. Light product yield rose
to 66.1% from 60.9%, and irretrievable losses declined from
1.07% in 2005 to 0.99% in 2006, saving about $3.5 million. The
share of high-actane gasoline in total gasoline production rose
from 98.6% in 2005 to 100.0% in 2006. This was due to
temporary closure of the Odessa Refinery, indicators of which

were inferior to those of the Company's other foreign refineries.

Capital expenditure on modernization of LUKCIL's foreign
refineries totalled $163 million in 2006.

Most of the work needed for installation of a n-butane
isomerization unit at the Burgas Refinery in Bulgaria was
carried out in 2006 and the unit should be commissioned in
2007. It will produce more feedstock for the Refinery's
sulphuric acid alkylation unit, enabling greater production of
alkylate, the high-octane gasoline component.

Measures were taken to reduce emissions of sulphur
compounds, benefiting the environment around the Refinery.

A unit for production of MTBE/TAME high-octane additives!
was installed at the Petrotel-LUKOIL Refinery in Romania.
The unit significantly reduces spending on purchases of high-
octane additives for gasoline production. Economic effect
from commissioning of the unit is estimated at $40 million.

Refinery development plans include a number of projects for
improving efficiency of industrial processes. Since Romania
has become a member of the EU, the refinery needs to
produce biofuels, so the MTBE units will be modified to enable
production of ETBE".

1 MTBE {methyl tert-butyl ether), TAME (tert-amyl methyl ether) and ETBE (ethyl tert-butyl ether) are oxygen-rich high-octane additives to gasoline.
They are used worldwide as substitutes for tetraethyl lead and for reducing the amount of unsaturated and aromatic hydrocarbons in gasoline (all
af these are harmful to the environment). Their use also ensures more complete combustion of motor fuel. ETBE is the most environmentally friendly
additive. It is produced from ethyl spirit, obtained by fermentation of natural cane sugars and other plants, and is used for production of biofuels.
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Wark on reconstruction of the Odessa Refinery (Ukraine)
continued in 2006. The Refinery has been closed since August
2005 for the duration of the work, which is due for completion
at the end of 2007. The Refinery will then be reopened. The
reconstruction includes installation of a visbreaker, overhaul of
the atmospheric and vacuum distillation unit and of the hydro-
treatment unit. The visbreaker will reduce the share of fuel oil
in overall production from 44% ta 17% and increase the share

of vacuum gasoil from 5% to 29% {previously a large share of
the Refinery's vacuum gasoil output was mixed with bitumen to
make fuel oil; bitumen is a feedstock for the new visbreaking
unit). As a result of these improvements annual crude refining
capacity at Odessa will be 2.8 million tonnes, refining depth will
increase from 56% to 78%, the share of high-octane products
in total gasoline output will increase from 82% to 97%, and
the Refinery's Nelsan index will rise from 3.2 to 4.7.

Production of Qils and Lubricants

Production and sales of ocils and lubricants is an important
part of LUKOIL's business. They are produced at the Group's
Russian refineries in Perm, Volgograd and Nizhny Novgorod,
and LUKOIL accounts for over 40% of total Russian
production of lubricants. The Company also mixes lubricants
from ready-made compeonents (both produced by the
Company and bought from third parties) at plants of Beloil in
Russia, Petrotel in Romania and Teboil in Finland. LUKQIL
produces more than 85 lubricant types to international
standards. They include base oils {used as inputs for
production of ready-tc-use oils, lubricants, and additives),
industrial oils for use in factory equipment, as well as motor
and transmission oils for all types of transport.

Production of oils and lubricants at the Company's refineries
totalied 1.17 million tonnes in 2006, which is 5.3% more than
in 2005. Mixing and packaging of oils (including those
produced at Group refineries) at other Company plants
totalled about 90,000 tonnes. LUKOIL began production of
base oils with improved quality in 2006, developed a range
of new oils, standardized the ingredients of oils produced at
all the Company's Russian refineries, and reduced use of
additives supplied by other companies. LUKOIL launched
production of 78 reformulated and completely new oils and
lubricants during 2006.

LUKOIL set up a 50/50 joint venture in 2006 with the Naftan
Refinery in Belarus for production of additives. LUKOIL
contributed $11.46 million in cash to share capital, while
Naftan paid its share with production assets {buildings,
constructions, equipment, reservoirs, etc.). The purpose of the
venture is to produce and sell modern economically efficient
additives for oils produced under the LUKOIL brand ard to
carry out relevant R&D work. Launch of work by the joint
venture in the third quarter of 2006 reduced dependence of
LUKOIL Group on additive supplies from other companies. The
venture should provide up to 80% of additive needs of
LUKOQIL Group in the medium term.

Consistent improvement in quality of Company oils has led to
them heing more widely used. For example, the automotive
plants VAZ, KAMAZ and MAZ have staried 1o use LUKOIL oils
in their newly assembled vehicles. And growth in demand for
packaged oils led to 15% increase in their production
compared with 2005, to 206,000 tonnes (sales of LUKOIL
packaged oils rose by 2.5 times in Belarus and by 65% in
Ukraine during 2006).

The Company has created a system for managing customer
relations in its oil and Jubricant business. LUKOIL is one of the
first sector companies to offer complete back-up and tracking
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LUKOIL Production of Oils and Lubricants

Refinery

Nizhny Novgorod 25n4

Teboil
Hamina, Flnland

Volgograd Refinery

.._-—4j
Petrotel-LUKOIL 2

4

of the process of lubricant sales, from receipt of the customer
request to delivery of the product and disposal of used
lubricants. This support enables LUKOIL to sell over 80% of its
oil and lubricant production direct to the end-user.

Lubricants produced at LUKOIL refineries are sold in more than
20 countries worldwide, and the Company plans to significantly
extend its network for sales of packaged oils in the near-abroad
countries, the Baltic states and South-East Asia. New markets
for LUKOIL lubricants in 2006 included China, Vietnam,
Mongolia, Turkey, Armenia, and Pridnestroviye.

Perm Refinery m

Ploestl, Romania M . ; R

Full cycle
lubricant production

Beloil m

Tyumen Region
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In June 2005 LUKOIL launched motor oils under the Teboil
brand on the Russian market, adding to the range of Group
products represented in Russia. LUKOIL thus acquired
presence in a new, more expensive market segment and
broadened the product choice, which it offers to consumers.
Unique ingredients and preparation techniques in
manufacture of Teboil lubricants make them ideally suited
for winter conditions, ensuring high demand from Russian
motorists. Supplies of Teboil lubricants to the Russian market
were 8,500 tonnes in 2006,
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Gas Processing

The Company's gas-processing plants process associated gas
produced in Russia, turn it into marketable gas (fed into the
Gazprom gas pipeline system) and into liquid hydrocarbons.

LUKOIL gas-processing plants processed 2.647 billion cubic
meters of gas feedstock and 628,000 tonnes of natural gas
liquids in 2006. Gas precessing increased by 11% from 2005
and processing of natural gas liquids was 31% higher. The
plants preduced 2.038 billion cubic meters of stripped gas.
They also produced 705,000 tonnes of PG, which is 23%
mare than in 2005, and 631,000 tonnes of liquid hydrocar-
oons (stable gas naphta, isopentane, hexane-heptane fractions
and natural gas liquids}, which is 22% more than in 2005.

Gas-processing Piants of LUKOIL Group

Usinsk Lokosovsky

Gas-processing Plant Gas-processing Plant Total

Usinsk {Komi} Langepas {Western Siberia)
700 1,900 3,555
265 2,647

1,399

Permneftegazpererabotka
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" 505‘700\ PR et
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Korobkowvsky'
Gas-processing Plant
Kntovo (Volgograd Reglon}
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Reconstruction work was carried out at the Permneftegaz-
pererabotka in 2006, increasing annual capacity for refining
of natural gas liquids to 700,000 tonnes. LUKOIL also
completed reconstruction of the Lokosovsky Plant, increasing
its annual capacity from 1.0 to 1.9 billion cubic meters of asso-
ciated gas. The new capacities will be loaded through reduc-
tion in sales of associated gas to StBUR Holding. The work
included connection of the plant to the Urengoi — Surgut -
Chelyabinsk trunk gas pipeline, helping to diversify sales of dry
stripped gas. This is particularly important in the summer
penod, when need for gas at Surgut Power Station declines.
LUKOIL has thus created a complete system for processing of
associated gas, produced at fields in Western Siberia.

861 Capacity,
Capacity, th, tonnes
628 mcm per year per year

Processing
in 2006,
th. tonnes,

Processing
in 2006,
mcm

Gas processing Processing of
liquid

hydracarbons
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Petrochemicals

LUKQIL's petrochemical business is the biggest in Russia and
Eastern Europe. Company plants in Russia, Ukraine and
Bulgaria make pyrolysis products, organic synthesis products,
fuel fractions and polymer materials. LUKOIL meets a major
share of Russian domestic demand for various chemicals as
well as exporting chemicals to more than S0 countries.

LUKOIL has been steadily increasing production of chemicals
with high value-added (polymers, monomers and organic
synthesis products) over the last five years, in line with the
Company's strategy for development of its petrochemical
business. At the same time production of chemicals with low
value-added (pyrolysis products and fuel fractions) has been
reduced. Output of polymers, monomers, and organic
synthesis products grew by 11% from 2002 to 2006, while
output of pyrolysis products and fuel fractions declined by 11%.

LUKOQIL petrochemical plants produced 2.038 million tonnes of
marketable chemicals in 2006, including 798,000 tonnes of
polymers and monomers, 648,000 tonnes of organic synthesis
products, and 584,000 tonnes of pyrolysis products and fuet
fractions. Qutput included 447,300 tonnes of polyethylene
{4.8% less than in 2005), 232,500 tonnes of propylene (2.7%
less than in 2005) and 70,200 tonnes of polypropylene (3.3%
more than in 2005). Overall reduction of petrochemical
praduction volumes in 2006 was due to scheduled repair and
upgrading work at the Company's petrochemical plants.

LUKOQIL Group Petrochemical Plants

Petrochemical Plants

Saratovorgsintez
Saratov (Russia)

Acrylonitrile and other organlc
synthesis products

Stavrolen

8udennovsk {Stavropol Region, Russia)
Paolyethylene and other products

Karpatneftekhim

Kalush {Ukraine)
Polyethylene, vinyl chloride and
other products

Refineries with petrochemical
units

LUKOQIL Neftokhim Burgas

Burgas {Bulgaria)
Palymers and organic synthesls
products
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Price environment on petrochemical markets was favourabte 1
in 2006. Polyethylene prices increased by 17% in Russia and by
22% in Europe, and sale prices for polypropylene in Russia and
Europe rose by 16% and 13% respectively. The market price for
benzene rose by 21% in Russia and 12% in Europe. Net profit
in the petrochermical sector was $96 million.

LUKOIL pursued its strategy for development of petro-
chemical business in 2006 with a number of measures for
modernization of existing production and creation of new
facilities. Capital expenditures in the petrochemical sector
were $172 million.

LUKOIL, continued work in 2006 to set up polypropylene
praduction at the Stavrolen Plant. A polypropytene unit with
120,000 tonnes annual capacity was commissicned in the first
quarter of 2007. It is the first such unit among the Company's
petrochemical assets. Propylene feedstock is produced in the
Stavrolen complex and supplied to the unit through a pipeline.
The Unipol process, which the unit uses, was designed by the
US company, DOW Chemicals, and has fewer environmental
risks than other production methods, since sources of harmful
atmospheric emissions are avoided. The technology enables
productien of shockpraof and frost-resistant polypropylene
as well as various modifications for use in medicine and

agriculture, General-purpose polypropylene from Stavrolen
will be supplied to Russian factories for production of fibres
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and threads, pipes, technical items, and consumer goods.
Capacity of the new unit is sufficent to meet all Russian
demand for modern polypropylene grades.

Saratovorgsintez carried out installation of a unit capable of
producing 15,000 tonnes of sodium cyanide per year.
Commissicning is scheduled for the second quarter of 2007.
The production process is based on DuPont technology which
is highly reliable and safe. Sedium cyanide is used in gold
mining far separation of the metal from ore rock. Until now
needs of the Russian gold mining industry, estimated at
20,000 tonnes per year, have been mostly met by import
supplies. |n 2006 Saratovorgsintez also carried out recon-

struction of a phenol-acetone production column in erder to
improve quality and efficiency of phencl production.

Karpatneftekhim plans to install chlorine and caustic soda
production using membrane technology in 2007, enabling
annual production of up to 200,000 tonnes of caustic soda.
Karpatneftekhim also intends to build a suspended polyvinyl
chloride facility with 300,000 tonnes annual capacily.
Integration of the new facility with preduction of vinylchloride
monomer will significantly increase averall production
efficiency.

A key project for implementation in the next few years is
construction of the Caspian Gas-chemical Complex, which will
process natural gas and gas coendensate, produced by LUKOIL
in the Caspian region. The purpose of the project is to increase
value-added by deeper processing of gas feedstock and to
ensure efficient chemical processing of ethane, natural gas
liquids and condensate. The Caspian Complex will refine
natural gas and its componenis to produce basic organic
synthesis products, polyethylene, polypropylene and other
petrochemicals. Work on a feasibility study for the compiex
proceeded in 2006 and should be completed in the secand
quarter of 2007.

Petroleum Product Marketing

Wholesale Trading in Petroleum Products

Wholesale trading in petroleum products is carried out in
Russia by the Group's refineries and eight petroleum product
organizations, which work in 60 regions countrywide. Volume
of petroleum product wholesale inside Russia in 2006 was
15.16 million tonnes, which is 7.7% less than in 2005.

In 2006 LUKOIL exported 20.5 million tonnes of petroleum
products from Russia to near- and far-abroad countries
(23.5% more than in 2005), of which 37.4% was diesel fuel,
28.6% was fuel oil, 19.3% was vacuum gasecil, 5.0% was
straight-run gasoline, 3.3% was oils and lubricants and 6.4%
consisted of other products.

Most petroleum products (82.9% in 2006) are delivered to
export by railway. LUKOIL optimized its system for rail delivery
of petroleum products in 2006. Measures and achievements
include use of the Company's own tank cars and tank cars of

other private companies, lowering transport tariff rates, and
obtaining discounts on main export routes. Economic effect
from these steps was more than $30 million. Petroleum
products are also exported by river /sea and pipeline.

LUKOIL continued to develop its own export terminals in 20086,
enabling significant reduction of transport expenses and
making export schemes more flexible. The third stage of a
terminal at Vysotsk in north-west Russia was completed. The
terminal has been used exclusively for export of petroleum
products since 2005, making deliveries to Western Eurcpe, the
USA and South-East Asia. Transshipment of petroleum
products at the terminal in 2006 was 9.2 million tonnes. An
agreement was signed with Russian Railways in April 2007 for
increase of annual capacity on the line to Vysotsk 1o
12 milion tonnes. The terminal project capacity is nearly
15 million tonnes. The Vysotsk terminal saved the Company
about $300 million in 2006 alone due to avoidance of more
expensive export routes through ports in the Baltic republics.
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LUKOIL is working hard to develop its international trade in
petroleum products, increasing the scale and geographical
diversification of this business. The Company trades its own
products and products of third parties. LUKOIL Group has
trading offices in 15 countries, and the Company's foreign
refineries and marketing substdiaries also carry out wholesale
operations. A key objective in this business is to increase direct
deliveries of petroleum products to end-users, without use of
trade intermediaries. Volume of petroleum product wholesale
sales on the international market in 2006 was 57.56 million
tonnes, which is 16.2% more than in 2005.

In 2006 LUKOCIL made deliveries of petroleum products
{including arbitrage arrangements} to Europe, the USA and
the Asia-Pacific region, as well as increasing its sales in new
regions — Africa, Latin America and the Middle East. The
Company also carried out blending of petroleum products on
its main markets in order to achieve the closest possible match
with customer needs and quality requirements.

Retail Sales of Petroleum Products

The Company's marketing network encompasses 19 countries,
including Russia, near-abroad and European countries

o el Seiles of Raelam
s ey ARG Stetdor,
copardey.

{Azerbaijan, Belarus, Georgia, Moldova, Ukraine, Bulgaria,
Hungary, Finland, Estonia, Latvia, Lithuania, Poland, Serbia,
Romania, Macedonia, Cyprus and Turkey), and the United
States. The network consists of 200 tank farm facilities, with
total reservoir capacity of 3.12 million cubic meters, and
5,793 filling stations (including franchises).

Retail sales continued to grow in 2006. The Company sold
11.17 million tonnes of fuel through its own filling stations,
which is 4.7% more than in 2005. The growth was mainly due
to increased sales per station, supported by the good macro-
economic environment and optimization of the filling station
network.

Efforts at optimization, which continued in 2006, were
focused on withdrawal of stations and tank farms with low
efficiency levels. In Russia the Group sold 41 relatively
inefficient filling stations and closed 11. In the USA 122 low-
efficiency filling stations were removed from the Group. In
Europe the Group reduced the number of stations with daily
sales below one tonne, while the number of stations with daily
sales over five tonnes rose by 24%.

The Company also continued to build and acquire new,
highly efficient filling stations and to upgrade existing ones.
A total of 155 new stations were built, 148 were upgraded,
and 114 were acquired. Capital expenditures and invest-
ments in the retail sector in 2006 were $553 million. Average
daily sales per station (owned and leased) increased to
7.2 tonnes as a result.

Volume of retail sales will continue to grow in the medium
term thanks to further optimization and development of the
station network and to major new acquisitions.

In 2006 LUKOIL acquired 41.81% of shares in Udmurtnefte-
produkt, which owns over 100 filling stations and nine tank
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* Including Petrol-Bulgaria.

farms in Udmurtia. The deal price was $25 million. LUKOIL
thus entered a new and pramising market estimated at
250,000 tonnes of light petroleumn products per year.

At the end of 2006 LUKGIL signed an agreement to acquire
the European retail business of ConocoPhillips, consisting of
376 filling stations in six European countries. The acquired
assets include 156 stations in Belgium, 49 in Finland, 44 in the
Czech Republic, 30 in Hungary, 83 in Poland and 14 in
Slovakia. The acquired stations are leaders by efficiency on
their markets. The stations currently operate under the let
brand, but will be transferred to the LUKOIL brand in the
space of a year in Finland and two years in other countries.
The deal should be finalized in the second quarter of 2007,

including anti-trust approval from the EU Commission.
Russia

The Company's retail network in Russia consists of 1,658 filling
stations (including franchises) and 125 tank farm facilities
with 1.71 million cubic meters of reservoir capacity. The filling
stations and tank farms are operated by eight petroleum
product organizations in 60 Russian administrative regions.

“he Company sold 4.00 million tonnes of petroleum products
through filling stations on the domestic market in 2006, which
is 12.6% more than in 2005. Capital expenditures and
imvestments in the Russian retail sector were $234 million,

including construction of 42 new filling stations, upgrading of
73 stations and acquisition of 45. The Company also carried
out reconstruction and modernization of its tank farm assets.

LUKOIL withdrew {sold, closed or mothballed) 24 tank farm
facilities and 52 filling stations with low efficiency in 2006 as
part of its program for optimization of the retail network.
Average daily sales per filling station in Russia grew by

almost 7% as a result and reached 8.1 tonnes,

The Company's Russian retail business took an important siep
forward in 2006 when sales began of LUKOIL's own gasoline
under the EKTO brand (the name is an acronym from the
Russian words for ‘ecological fuel). EKTO fuels fully meet
Eure-3 standards and exceed Russian legislative requirements.
Performance qualities of EKTO fuels are enhanced by addition
at tank farms of a multifunctional combination of additives,
which help to keep engines clean, prevent corrosion, etc, Qur
new gasolines have found strong demand from consumers.
Manthly volumes of EKTO sales grew by nearly 20 times from
April to December 2006, when they reached 30,300 tonnes.
By the end of 2006 EKTO gasolines were sold in Russia's
Central, Volga and North-West federal districts. The Company
has also been selling diesel fuel under the EKTO brand since
November 2006.

The Company's efforts in ecology, product quality and service
have earned special recognition from the Moscow City
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Government, which awarded the Company an ‘Ecology Stamp’
in 2006, in accordance with a City Government resolution on
introduction of motor fuel, fuel additives and oils with
improved environmental features. The Ecology Stamp is
further proof that LUKOIL's fuels and filling station equipment
meet the highest environmental standards.

LUKOIL continued to increase the number of filling stations
using the LICard fuel card system in 2006. The LICard network
increased by 10.8%, to 2,179 stations by the end of the year.
The number of cards in circulation doubled to 1.17 million.
A total of 1.55 million tonnes of petroleum products were
sold using the cards, which is 45% more than in 2005.

LUKOIL approved a program in 2006 for development of non-
fuel retail sales at the Company’s Russian filling stations in the
period up to 2014, The program calls for increase in turnover
of non-fuel goods and services by almost five times by 2014,
and increase of their share in operating profit of filling

stations to about 20%. In order to achieve these objectives,
LUKOIL plans to introduce new efficient filling-station
formats in cities, on highways and in the countryside, as well
as developing the range of goods available in filling-station
shops and cafeterias and optimizing additional services
offered at Company stations. Sales of non-fuel goods at the
Group's Russian filling stations grew by nearly 25% in 2006, to
about $90 million. Development of non-fuel business is
important for positioning LUKOIL as a customer-oriented
company with European standards of service.

International

The Company's network in Europe, near-abroad countries and
the USA consists of 4,135 filling stations (including franchises)
and 75 tank farm facilities with reservoir capacity of 1.41 million
cubic meters, LUKOIL built 113 filling stations outside Russia,
acquired 69 and upgraded 75 during 2006. Capital expendi-
tures in the international retail sector in 2006 were $319 miltion.
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Retail petroleum product sales an international markets were
7.37 million tonnes in 2006, which is 0.8% more than in 2005.
Optimization of the filling station network helped to increase
average caily sales per station in Europe and near-sbroad
countries by 12%, to 5.5 tonnes. Average daily sales at US
stations in 2006 were 8.1 tonnes.

LUKOIL opened its first filling station in Macedonia in 2006,
Average daily sales at the station were more than 16 tonnes.
The Company plans to open 40 stations in Macedonia over the
next four years, supplying them with petroleumn products
from LUKOIL refineries in Bulgaria and Romania.

LUKOIL Group and the Slovenian company Petrol reached a
framework agreement in 2006 on creation of a joint venture
for sale of petroleum products in Balkan countries. Petrol will
take 51% of the new venture and LUKOIL will have 49%.
Petrol's contribution to capital will consist of four companies
with filling stations in Slovenia, Croatia, Bosnia and Serbia.
LUKOIL will contribute shares of its subsidiaries, LUKOQIL-
Beopetrol {Serbia) and LUKOIL-Macedonia.
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Commodity Balance of LUKOIL Subsidiaries (2006)

ETR@LEUM P,[I:!(DUCT
RERIES ]

RUSSIA

OIL PRODUCTION
87.9 min tonnes

OIL PURCHASES TOTALOIL

1.9 min tonnes 89.8 min tonnes

OIL SALES
1.8 min tonnes

OIL EXPORTS
44.1 min tonnes

INTERNATIONAL

OIL PURCHASES
5.1 min tonnes

QIL PRODUCTION TOTAL OIL
3.6 min tonnes 52.8 min tonnes

OIL SALES
41.0 min tonnes

“Total oil” includes LUKOIL's own consumption and transportation losses.
Cther figures include refining, transportation and storage 'osses as well as
changes in stocks.

* Excluding refining at mini-refineries.
++ Excluding fuel oil processed at Burgas Refinery,
+»+ ncluding petrochemical products produced at Burgas Refinery.
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Commitment to innovative technologies is one of LUKOIL's
competitive advantages. We improve existing technologies
and design new and promising solutions, ensuring that
technology contributes everything it can to every segment of
our business, supporting steady growth of the business and
raising its efficiency.

LUKOIL is a leader among Russian and international companies
by rate of commercial use of intellectual property (over 40%).

LUKOIL uses innovative technologies to achieve major
breakthroughs in protection of the environment and sus-
tainable use of natural resources.

R&D financing by the Company in 2006 was about $20 million,
of which 92% was spent on the Exploration & Production
segment, 4% on Refining & Marketing and 4% on other
objectives (protecting the environment, industrial safety,
finance and investment). Economic effect from R&D spending
in 2006 is estimated at $35 million.
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Exploration & Production Technologies

Most R&D spending in the E&P segment was on development
of geological and geophysical study techniques, improvement
of reserve assessment methods (including work on methods
to assess hydrocarbon reserves in reservoirs with complex
structure), as well as design and improvement of methads for
increasing oil recovery and optimizing the technology used for
development of new license areas and hydrocarbon strata.
Special attention was given to technologies for ensuring
environmental safety during field development, particularly
development of offshore fields.

One of the most important results of our R&D activity is
efficient application of oil production intensification and
enhanced oil recovery (EOR) technologies. EOR offers
significant increase of recoverable reserves and il produc-
tion levels, In particular, it allows commercial development
of high-viscosity oil reserves, reserves in almost impe-
netrable collectors and hard-to-recover reserves at late
stages of field development. In recent years the share of oit
produced at LUKOIL fields using various EOR techniques has
been over 20% of total oil production.

The Company carried out 5,274 EOR operations in 2006 (4.4%
more than in 2005), using physical, chemical, hydrodynamic
and heat techniques. Additional production in 2006 thanks to
EOR totalled 24.2 million tonnes, which s 9.5% more than in
2005. Additional production using EOR was more than 25% of
total oil production by LUKOIL Group in 2006.

Most of the additional production (14.7 million tonnes, or
60.7%)} was obtained using physical methods, particularly
hydrofracturing. LUKOIL improved its hydrofracturing
technology at fields in Western Siberia using deep-penetration
hydrofracturing of strata (ane such operation was carried out

in October 2006 with 150 tonnes of proppant), selective
hydrofracturing with use of water shut-off compositions at
varied rates of injection, as well as hydrofracturing in
horizontal wells and sidetracks with horizontal botioms. First
results suggest that increase of daily production is 2-2.7 times
greater than can be achieved using standard technology.

The Company obtained positive results from use of acid
hydrofracturing and hydrofracturing with injection of
proppant in quantities over 30 tonnes at fields in the Urals
region, where average growth of daily flow rates due to such
operations was 15 and 17 tonnes respectively.

Other forms of EQOR {hydrodynamic, heat, chemical methods
and oil production intensification} gave 9.5 million tonnes of
production. Analysis of results showed high efficiency of
chemical methods in preventing growth of water cut at wells.
The Company therefore increased chemical EOR operations by
almost two times (from 276 to 494). Further increase of
chemical EOR to 1,000 operations is scheduled for 2007.

Drilling of sidetracks at existing wells has also proved a
highly efficient form of EOR and the Company increased
drilling of sidetracks in 2006. A total of 146 sidetracks were
brought into operation in 2006, compared with 102 in 2005,
and gave average daily production increase of 25.9 tonnes.
Total additional production due to sidetracks was 494,000
tonnes in 2006, which is 15.7% more than in 2005.

The Company carried out radial drilling (drilling of small-
diameter sidetracks} on an experimental basis in the Urals
region. Drilling of radial channels was found to be an
inexpensive way of increasing production and reaching hard-
to-recover reserves. Results showed the technology to be
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particularly well suited for carbonate collectors: growth of
daily production was between 6 and 25 tonnes. LUKOIL plans
1o proceed from experimental to industrial use of radial drilling
in 2007.

Horizontal drilling also improves efficiency of production,
o*fering productivity increases of 1.5-2 times per well.

Production per horizontal well in 2006 was 110.4 tonnes
and best results were achieved at the Kravtsovskoye field on
the Baltic Sea shelf, where daily flows were as high as
196.7 tonnes.

ANNUAL REPORT 2006 = 51




Refining Technology

In the Refining, Gas Processing & Petrochemicals segments
LUKOIL carried out work to design and test new fuels and
lubricants. The Company is increasing its profits by greater
output of products with higher value-added, and modern
high-tech equipment reduces refining costs. New techno-
logies enable steady improvement of product quality,
benefiting our customers and the environment.

LUKOIL started production of gasoline that meets Euro-3
standards in 2006 thanks to commissioning of an isomeri-
zation unit at the Nizhny Novgorod Refinery.

Following careful analysis of existing isomerization
" technologies, Company specialists chose the Par-lsom
process, designed by the US company, UOP Ltd., which
provided the technology, catalyser and general plan for
reconstruction of the unit. The unit praduces the high-octane
gasoline component, isomerizate, which enables production
of gasoline with aromatic content under 42%, benzene
content under 1% and less than 150 ppm of sulphur.

New types of gasoline are sold under the specially developed
EKTO {'Ecological Fuel) brand. Company tank farms put a

multi-functional combination of additives into the fuel in
order to improve its performance qualities (cleansing, anti-
corrosion, etc.). The Company has alsc been selling diesel fuel
under the EKTO brand since November 2006. Creation of
branded fuel by blending with additives at tank farms is
common practice in Western Europe (it is done, for example,
by Shell, BP, Neste and Teboil among others}, but sale of
branded fuel is a novelty in Russia.

LUKOIL works hard on developing new technologies for
production of ails, lubricants and additives. A special science
and technology secticn has been set up within the Company
for this purpose, concerned particularly with design and
market launch of new high-quality products that meet the
needs of modern engines, as well as development of new
technologies and mixtures. Company specialists in the new
section work in close association with Russian scientific
centres. In 2006 the Company began production of 78
completely new and reformulated products, 13 new products
are at the testing stage and 35 are at the design stage.

Energy-saving Technologies

LUKOIL designed and implemented an energy-saving
program in 2006 in order to make Company operations less
energy-intensive. Thanks to this program the Company was
able to save about $14 million (10% more than economies due
to energy-saving measures in 2005).

LUKOIL also completed installation of an automated system
for metering of electricity use at all of the Company’s
subsidiaries. The system takes advantage of three different
levels of tariffs, in force at different times of the day, and
measurement  of
consumption, reducing spending on electric power and
keeping track of the Company's power supply arrangements.
LUKOIL has thus achieved its key cbjectives of accurate
metering of electricity use and changecver to variable tariffs.
Installation of the system has also put the necessary technical

increases accuracy in electricity

52 + LUKOIL COMPANY

conditions in place for LUKOIL subsidiaries to start using
Russia's wholesale electricity market.

LUKOIL is also working hard to develop in-house electricity
generating facilities, which offer significant savings on energy
costs as well as increasing rates of utilization of associated
gas, which is used as fuel at gas power stations. LUKOIL's
Russian subsidiaries (LUKOIL-Western Siberia, LUKOIL-
Nizhnevolzhskneft, LUKQIL-Komi, RITEK, Permneftegaz-
pererabotka and LUKOIL-Sever) operate 36 power generating
stations, which provided 356.6 million kilowatt-hours, or
3.4% of the Company's electricity needs in Russia in 2006.
International projects, in which LUKOIL is a participant, also
use gas-turbine power stations. Their overall capacity is
238.0 megawatts.




Information Technologies

As well as developing industrial technolegies, we are also keen
to develop technologies, which improve efficiency of business
management. LUKOIL has been working since 2001 on
installation of an integrated management system based on
SAP R/3, which wili help to optimize decision-making
processes and automate management accounting, By the
beginning of 2006 four production and refining subsidiaries
operated the system. In 2006 the system was installed at
another four production subsidiaries (LUKOIL-Western
Siberia, LUKOIL-Nizhnevolzhskneft, LUKOIL-Kaliningrad-
morneft and LUKOIL-Sever) and at three refining subsidiaries
(the Nizhny Novgorod, Ukhta and Volgograd refineries). The
system was also used in test regime by LLK-International,
which runs the Group's oils and lubricants business. Further
work was carried out on design and implementation of the

integrated management system at marketing and trading
companies, including LITASCO. Work to install the system at
the parent Company was also continued. Elements of the
system, at various stages of design and implementation, are
thus encompassing all spheres of LUKOIL Group business,

Preparations continued in 2006 for changeover from IT
projects by distinct business segments to a global integrated
management system and a system for monitoring of IT
infrastructure. This will help to ensure that business
management in the Group as a whole is more balanced and
functional.
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Mission of LUKOIL:

"Our purpose is to harness natural energy resources for human
benefit

We aim to support long-term economic growth, social
stability, prosperity and progress in the regions where we
operate, as well as caring for the environment and ensuring
sustainable use of natural resources ..."

ANNUAL REPORT 2006 « 55




Protecting the Environment

LUKQIL observes the highest standards as regards protection
of the environment and industrial safety. The Company is fully
aware of its responsibility to society for maintaining the
environment and for rational use of resources. We make every
effort to raise the level of enviranmental safety at our
production facilities, to reduce burden on the environment
due to our industrial activities, and to ensure that natural
resources (both those directly employed in production and
those adjacent to our production sites} are used in the most
rational way possible. Protection of the environment is a prime
consideration at all stages of project implementation, from
investment idea to disposal of production assets and
equipment.

LUKOIL carried out scheduled work in 2006 to ensure
ecological security as required by national legislation and
international environmental standards. The Company also
worked hard to raise quality of its products, increasing the
share of products, which meet the latest ecological standards.

The Company's environmental activities are guided by the
LUKQIL environmental management system, which has been
certified as compliant with the 1SO 14001 international
standard. LUKQIL underwent its regular exiernal audit of
Company systems for management of environmental
protection in 2006.

The Company continued to implement its program to ensure
ecological security of organizations in LUKOIL Group during
the period 2004-2008. The program consists of more than
400 measures to protect the environment with overall cost
of about $1.2 billion. The Group spent about $380 million in
2006 on measures to ensure ecological security (up from
$320 million in 2005), including about $150 million of capital
expenditures on environmental facilities. Thanks to these
efforts many of the Company's environmental impact
indicators were lower than the average for the Russian oil
sector and LUKOIL was the best in Russia on several

environmental counts.

An ecological rating prepared by a non-government
organization, the International Social-Ecological Union, and by
the Independent Ecological Rating Agency found LUKOIL
Group to be one of the three Russian leaders by reduction of
environmental impact since 2000. The rating was based on
study of the business of 75 large Russian companies and about
500 of their subsidiaries.

Work proceeded in 2006 to install a single standard of
environmental control at LUKOIL organizations in order to
raise efficiency of the Group’s environmental efforts. The
single standard will enable to create a unified, vertically
integrated system of environmental control over industrial
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activities by the Group. Work also continued on drafting of a
corparate strategy for creation of an innovative mechanism to
attract investments to LUKOIL enterprises through environ-
mental and economic means outlined in the Kyoto Protocol.
The strategy involves reduction of greenhouse gas emissions
by the Compariy as a whole and sale of emission quotas on the
market by Group subsidiaries {or transfer of the quotas to
Group organizations outside Russia).

The Company is extremely careful to minimize negative impact
on the environment from its production activities, to maximize
utiization of assodated gas, 10 punfy waste water, 10 reduce
preduction of dangerous waste, and to carry out recultivation
of land, which has been used for hydrocarbon extraction. New

technologies are being applied by the Company, which
combine efficiency with environmental safety in production of
0il & gas. These include permanent satellite monitoring of the
environmental situation in the Baltic Sea, where LUKOIL is
developing the Kravtsovskoye field,

LUKQIL understands the impertance of high-quality products
for reducing enviranmental impact, and works hard io
increase their share in overall output by the Company. More
than 20% of all capital expenditures by the Company are
directed to the Refining & Marketing segment and a large part
of these investments are in production of fuels with improved
environmentat features.
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At the start of 2006 LUKOIL began production of gasotine,
which meets Euro-3 standards, thanks to commissioning of an
isomerization unit at the Company's refinery in Nizhny
Novgorod. The new gasoline, sold under the 'EKTO’
(‘Ecological Fuel') brand, significantly reduces emission of
carcinogenic substances, sulphur campounds, nitrogen and
other harmful substances.

The Company's refineries in Romania and Bulgaria fully
converted to production of Euro-4 fuels as of 1January, 2006,
in compliance with €U requirements.

The Company is also taking steps to protect the environment
in its transportation and distribution business. In 2006 the
Company completed construction of the third stage of the
terminal at Vysotsk., Petroleum product reserveirs and rail
loading facilities have been built using the latest technologies,
which rules out any leakage of products inte water or soil.
These provisions make Vysotsk one of the most
environmentally safe oil terminals in the world.

The Company's newly built filling stations use systems, which
return gasoline fumes from the reservoir to the tanker truck
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when fuels are being unloaded, as well as systems for
prevention of fuel spillages from reservoirs and equipment for
waste water purification.

In September 2006 LUKOIL filling stations in Moscow were
awarded an ‘Ecology Stamp' by the City Government (in
accordance with a Moscow Government resolution ‘On the
Expert Committee for introduction of motor fuel additives and
oils with improved environmental features’). The award is
visible proof that LUKOIL's fuels and filling station equipment
meet the highest environmental standards.

Work by LUKOIL Group to protect the environment has been
acclaimed by social organizations over a number of years. In
2006 LUKOIL, LUKOIL-Western Siberia, LUKXOIL-Nizhne-
volzhskneft, LUKOIL-Nizhegorodnefteorgsintez {the Nizhny
Novgorod Refinery), and LUKOIL-Volganeftepredukt were all
winners of the 'Envirenmental Leader competition held as
part of a conference entitled 'New Priorities for National
Enwironmental Policy in the Real Sector’.




Industrial Safety and Labour Protection

The company recegnizes its duty to ensure safe working
conditions and to care for the health of its employees, LUKOIL
enterprises have therefore set up systems for managing
industrial and labour safety, which meet international
standards. In 2001 LUKOIL became the first Russian oil
company to obtain certification under the international
standard 1SO 14001 and the OHSAS 18001 specification. All of
LUKOIL's main subsidiaries confirmed their compliance with
these standards in 2006.

LUKOIL implemented all planned measures in 2006 as part of
its program for industrial and labour safety, improvement of
working conditions, and prevention and resoluticn of
emergency situations at Group enterprises. This program,
which cavers the period from 2006 to 2010, includes steps to
improve corporate culture among Group employees, to make

work places comply with legal requirements, and to ensure
that employees are provided with protective clothing and
equipment, as well as hygiene and medical facilities, and
adequate health care. Total spending for these purposes was
about $200 million.

Efforts by LUKOIL to ensure high standards of industrial
safety were rewarded in 2006, when the total number of
accidents at Company enterprises decreased by 10%
compared with 2005.

Good working conditions and low accident levels throughout
the workforce mean that many LUKOIL subsidiaries can obtain
discounts on standard rates for obligatory insurance covering
industrial accidents and job-related illness.
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Personnel and Social Programs

LUKOIL recognizes the prime importance and value of its
employees, who take a large part of the credit for increase of
business efficiency and shareholder value of the Company.
We understand that success of the Company is completely
dependent on the people who work for it. LUKOIL therefore
places a high value on contribution of each employee to
Company achievements. The Company's social policy aims
both to help employees work more efficiently and to ensure
that they have social guarantees. We also take motivation of
our employees seriously and try to ensure that each of them
is personally interested in achievement of best possible
results by the Company.

We are constantly improving standards of personnel
management in order to help the Company tc develop steadily
and successfully. Systematization of processes and preparation
of guidelines in the sphere of personnel management
developed further in 2006. In particular, we began work on
design of a functional recruitment strategy as part of the
Strategy for intensive growth by LUKOIL Group in the period
2007-2016. The objective of the recruitment strategy is to
ensure that the Company has the human resources, which it
neads in order to achieve its strategic goals. We also continued
work on adgption within the Group of modern methods for
work with personnel, including preparation for automation of
employee assessment and training procedures.

Work on restructuring of LUKOIL Group continued in 2006
with the basic aims of reducing costs and improving business
efficiency. One aspect of the work is standardizing orga-
nizational structure of subsidiaries, which will make it
possible to eliminate functions that duplicate one another.
Withdrawal of non-core and inefficient assets from the
Group also continued in 2006. These processes led to
reduction in the number of employees in geological explo-
ration, production and oil refining. However, overall num-
bers of Group employees increased in 2006 by 2.2%, mainly
due to growth in the number of employees at the Company's
fast-growing network of filling stations.

LUKOIL pays careful attention to its system of employee
compensation as an essential tool for maintaining motivation
and ensuring commitment of employees to growth of
shareholder value. Regular monitoring of wage levels in the
industry ensures that LUKOIL acts quickly to correct wage
levels, making them competitive and adequate for attracting
highly qualified specialists to the Company. LUKOIL's payroll
has increased by almost a third during 2004-2006, from $1.5
billion to $1.9 billion.

The employee share program carried out by LUKOIL and its
subsidiaries in 2003-2006 was concluded last year. Program
participants became owners of 9 million Company shares.
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A new program has now been put in place for the period
2007-2009, ensuring maintenance of employee incentives.
The program extends to about 600 people, including both
senior managers and other key employees who contribute
much to development of LUKOIL. The participants derive
benefits from 15.5 million ‘phantom shares’: at the end of each
of the three years the beneficiaries receive dividends on the
shares and at the end of 2009 they are paid the diffe-
rence between price of the shares in December 2006 and
December, 2009.

In addition to material incentives, LUKCIL employees who
achieve outstanding results at work are rewarded by various
marks of distinction. High levels of professionalism, and
conscientious and productive work led to 108 Company
amplayees receiving national awards in 2006, while 803 were
awarded sectoral marks of distinction, and 784 employees and
53 employee groups were awarded marks of distinction within
the Company. Also in 2006 the Company organized and held
3 competition entitled ‘Best Employees and Organizations of
LUKOIL Group'.

As welt as material and non-material incentives, LUKOIL offers
its employees a social package consisting of a system of
programs and special measures, as follows:

"

health care and medical treatment, including voluntary health
insurance;

rest and recreation for employees and their families,
organization of sport and fitness events;

&

help to employees in buying their own homes;
social support to women and families with children;

* social support for young specialists;
= non-state pension provision for employees on the basis of
shared funding, consisting of contributions by the Company

($19.5 million in 2006) and the employees {$11.4 million in
2006} to the non-state pension fund, LUKOIL-GARANT.
This system has been in operation since 2004. It enables
participants to raise their pension to over 60% of salary
levels. Over 63,000 peaple had subscribed to this scheme by
the end of 2006.

The Group ensured tighter control over social spending in 2006
in accordance with the LUKQIL Social Code, and the Group's
social package was made more efficient and consistent.

An efficient system of social guarantees helps to attract
qualified specialists to the Company, reduces employee
churn, strengthens Company morale and provides the best
basis for successful conduct of business.

We devote much attention to employee qualifications. The
Company has a system of non-stop training, helping
employees to obtain the knowledge and professional know-
how, which they need in their jobs. We also encourage rapid
progress in the Company by talented employees. LUKOIL uses
the whole range of modern educational techniques: seminars
away from the work-place, training days, distance learning,
learning on the job, individual study programs, as well as MBA
programs. In 2006 LUKOIL developed a personnel training
association with the US company UCP and the French Qi
Institute, as well as with Moscaow University, the Higher School
of Economics and the Gubkin State Qil & Gas University.

LUKOIL and ConocoPhillips have carried out exchanges of
personnel as part of their strategic partnership. A second
group of 18 people were selected and dispatched for a period
of work at ConocoPhillips in 2006, and preparations were
made for choice of candidates to join the third group, which
will work at the US company in 2007-2008.
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We take a responsible attitude to professional training of
ordinary employees as well as of employees in senior positions.
In 2006 the Company created an institute of corporate
training specialists as part of efforts to systematize training of
personnel in LUXOIL marketing enterprises. The institute is
already giving positive results in the form of improved levels of
qualification among filling-station employees.

LUKOIL works particularly hard to encourage young specia-
lists. In 2006 LUKOIL held its first Forum for Youth and Young
Specialists as well as a competition to find the best young

specialist in the Company. A special program is in place for
work with young employees and specialists in Group organi-
zations, and LUKQIL is continuing its cooperation with several
higher-education institutions, in order to ensure a steady
supply of young and well-qualified employees for the Group.
These institutions include Moscow State University, the
Gubkin State Oil & Gas University, the Higher School of
Economics, the Financial Academy, as well as other institutions
in Russia and the near-abroad countries. LUKOIL Group has
hired more than 3,000 young specialists during the last three
years.

Social Policy and Charity Activities

Social and charity programs are an integral part of the
Company’s corporate strategy and help to ensure constructive
partnership with the state, business and society. Such
programs have a targeted character and are based on the
specific professional experience and human potential of the
regions, where they are implemented.

The Company continues to deliver on commitments, which it
undertock voluntarily and on its own initiative under the
LUKOIL Social Code. This Code is obligatory for all LUKOIL
organizations and represents a set of principles and norms of
socially responsible behaviour towards all parties, whose
interests are affected by Company business. Commitments
under the Code are additional to commitments arising from
collective negotiations with employees. Points in the Code
regulate Company dealings with its employees, pensioners
and shareholders as well as business partners, the state and
society as a whole.

As well as traditional forms of charity, LUKOIL carries out
strategic charity programs and social investment programs,
which connect solution of social problems with the
Company's own strategic goals. Total spending by the
Company in 2006 on charity and social partnership was
about $62 million.

Support for Children's Homes and Schools

Help to children has priority for LUKOIL, and the Company
designs all of its social programs (charity, sponsorship, support
for culture and sport) with this priority in mind. The Company
tries to achieve a balanced approach, providing assistance both
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to children who are relatively disadvantaged due to family
circumstances or for health reasons and to children from
secure family backgrounds in order to encourage their natural
abilities and talents.

LUKOIL helps children in more than 50 children's homes and
boarding schools all over Russia. The Company's support
enables the homes to provide comfortable conditions for their
children, helps children to obtain education, ensures good
health care and assists them in finding a profession and a
place in life. Since 2006 LUKOIL has provided grants to
students who continue their education in higher or vocational
colleges after leaving children’s homes which the Company
5pONsors.

Children with disabilities are in special need of help. LUKOIL's
charity project "A book for each blind child’ has been in
operation for several years. In 2006 such books were provided
10 institutions in the Komi Republic and St. Petersburg which
specialize in caring for children with sight disabilities.

Education Programs

LUKOIL pays much attention to preparation of qualified young
specialists for the Russian oil & gas industry, since they are
essential for the Company's future success and prosperity.

LUKOQIL provides financial support to a number of higher
education institutions which train oil & gas specialists. These
include specialized institutions in Moscow, St. Petersburg,
Perm, Ukhta, Tyumen, Volgograd, Arkhangelsk and Ufa.
Sector training institutes in the near-abroad countries, such as




the State Oil Academy of Azerbaijan, also receive support
from LUKOIL. As well as supporting oil & gas institutes,
LUKOIL also helps the Russian Civil Service Academy, the
Khrulev Military and Transport Academy, and secondary
schools, including a college in Kstove that trains technicians
for the Nizhny Novgorod Refinery.

In 2000 the Company inaugurated grants to particutarly
talented students at oil industry and technical institutes. Such
corporate grants are currently paid to 170 students in various
towns and cities across Russia. LUKQIL plans to extend this
scheme in order to provide incentives to young people when
they are still at school.

The Company is also cencerned te maintain quality of teaching
staff and pays special grants to 45 talented young teachers at
l=ading Russian oil & gas institutes.

Support for Medical Institutions

Another integral part of LUKOIL's social effort is support to
the medical care system in regions where the Company has
operations, as well as support to a number of major
specialized medical research centers. These include the
Scientific Center for Obstetrics, Gynaecology and Perinatal
Care, the Center for Haematology Research, the Russian
Cardiovascular Scientific and Industrial Complex, the Research
Center for Children’s Surgery and others. As part of an
egreement with the Russian Minisiry of Defence, the
Company provided assistance in 2006 for rebuilding of a ward
at the Seventh Central Military Clinical Hospital.

Social Projects Competition

In 2006 LUKOIL-Perm held its fifth social projects competition,
which drew 600 entries. The competition committee selected
192 projects as worthy of financing. These are the most
interesting, innovative and socially useful among the entries —
those best designed to address specific secial problems.

Geography of LUKOIL's sacial project competitions is
expanding year by year. Since 2004 competitions have been
held in Volgograd and Astrakhan Regions as well as in Komi
and Western Siberia in 2005. In 2006 40 projects were
selected for financing in these regions.

Over a period of five years more than 3,000 social projects
have applied for financing through the competitions and over
500 have received financing.

Preserving Cultural and Spiritual Heritage

LUKOIL provides suppart to a number of leading Russian
museums, theatres and performance groups including the
Pushkin Museumn of Fine Art, Museums of the Moscow
Kremlin, the Bolshoi Theatre and the Tchaikovsky Symphony
Orchestra. In 2006 the Company sponsored restoration of a
gallery at the Pushkin Museum displaying European and
American art of the 19t and 20t centuries, helped to finance
an exhibition of work by Alexey Savrasov ai the Russian
Museum, and was an organizer of exhibitions in London and
Nizhny Novgorod of items from the Moscow Kremiin
Museumns. LUKOIL presenied a bas-relief by the eminent
Russian artist and sculptor Mikhail Kozlovsky to the Tretyakov
Gallery in Moscow in honour of the Gallery's 150th birthday.
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Tours by the Tchaikovsky Symphony Orchestra, conducted by
Vladimir Fedoseyev, were organized to Bulgaria, Serbia and
Montenegro, Finland and the USA in connection with LUKOIL's
fifteenth anniversary. The Company also helped to finance a
tour by the Bolshoi Theatre to London and construction of a
new concert hall for the Mariynsky Theatre.

LUKOIL makes significant contributions to restoration and
preservation of religious traditions and spiritual heritage.
Churches were built in 2006 with the Company's support in
Sochi and lzhevsk, and a cathedral was rebuilt in Bobruisk.
LUKOIL continues to fund restoration work at the Optina
Pustyn Monastery in Kozelsk.

Help to War Veterans and the Disabled

Assistance to oil workers who fought in the Great Patriotic
War (World War |1}, to other war veterans and to veterans of
the labour front has a special place in Company social
initiatives. Oil worker veterans, other war veterans and labour
veterans who live in regions where the Company has
operations receive special payments to coincide with Victory
Day.

LUKOIL also provides financial assistance to disabled people
and helps them to earn a living and thus to feel a part of
society. In particular, LUKQIL provided the rehabilitation
equipment for an association of the disabled in the town of
Langepas. The Company has also refurbished a boarding
house in Usinsk for elderly people living alone and provided the
necessary technical equipment.

Support for Northern Peoples

Operations by Group companies in Siberia and the Far North
of Russia can have significant impact on the living conditions
of small indigenous peoples, creating various social problems.
LUKOIL respects the traditions and customs of these peoples
and understands the importance of preserving their age-old
way of life. That is why the Company is implementing special
programs to help such indigenous graups, and LUKOIL's policy
is to shift gradually from charity provision to economic
partnership.

tn the Komi Republic, Nenets Autonomous District and
Western Siberia LUKOIL has signed agreements with local
administrations, with heads of lands that are traditionally
inhabited and exploited by indigenous groups, and with social
organizations. The agreements guarantee money compen-
sation to indigenous families for use of their traditional lands,
provision of tools and equipment for reindeer herding and
hausehald purposes, construction of housing and communi-
cations, medical care and air transportation. The Company
organizes traditional celebrations and sports events, as well as
holding competitions which offer financing for projects to
support spiritual, historical and cultural values of indigenous
peoples. LUKOIL understands that material support alone is
not enough, and that northern peoples also need help to
improve education levels and find employment. The Company
therefore works hard to provide various specal training to
local people and to find them subsequent employment at
LUKOIL enterprises.
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Sport

Company priorities in the sphere of physical education and
sport are enccuragement of health and fitness activities
among employees and their families, development of mass
sport, support to Russian sports professionals who compete
under flags of the Company, assistance to national
federations and the Olympic Movement, as well as supporting
children’s sport in Russia.

The Company holds large-scale international amateur sports
competitions to help encourage involvement in sport and
fitness. The first two such competitions were held in 2001 in
Astrakhan and 2003 in Perm. The third such event was held in
Kaliningrad in June 2005.

The Company continued its cooperation with the Foundation
for Support of Russian Olympic Spart in 2006. The Faundation
was set up to support members of Russian national teams
which compete in Olympic sports, as well as young sportsmen
and sport veterans. LUKOIL is general sponsor of the Russian
Federation of Ski-Racing.

The Company continues its support to leading Russian sports
teams, including Spartak football club, LUKOIL-Spartak water
polo team (Volgograd) and LUKOIL-Dinamo handball team
{Astrakhan).

Sport means more to LUKCIL than support for selected
teams — it (s also a way of testing the Company's own pro-
ducts in extreme conditions. Victories and outstanding
performances by LUKOIL Racing Team (Moscow), LUKOIL-
Bashkiria speedway team and Sura moteoreross team (Penza)
are proof of the excellence of LUKOIL's fuels and motor oils.

LUKOIL is a partner of ane of the biggest children’s sport
organizations, the Children's Football League, which enables
150 teams frem nearly all regions of Russia to participate
annually in regional championships and international com-
petitions.
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The Company views corporate governance first and foremost
as an instrument for protecting and observing the interests of
its shareholders

We take great care to protect the rights of minority share-
holders

LUKOIL strives to make its corporate management processes
comply with best international practice, and to make them
transparent and efficient

LUKOIL's level of informational openness and quality of
information disclosure fully comply with internationally
accepted standards and with standards of the LSE
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Corporate Governance

The Company views corporate governance first and foremost
as an instrument for pratecting and observing the interests of
its shareholders. Efficient corporate governance is a decisive
factor for increasing competitiveness of LUKOIL Group,
reducing investrment risks and cost of capital, and raising
investment attractiveness and shareholder value of the
Company. We take great care to protect the rights of minority
shareholders. Amendments to the LUKOIL Charter, made in
2005, expanded authority of the Board of Directors and
required unanimous agreement on key questions (issue of
securities, payment of dividends in excess of consolidated net
income, changes in charter capital, large transactions). These
changes help to protect interests and lawful rights of minority
shareholders.

LUKOIL strives to make its corporate management processes
comply with best international practice, and to make them
transparent and efficient: an efficient system of corporate
governance has been put in place; 4 of 11 BoD members are
independent; and for several years the Company has had
BoD committees on Strategy and Investment, Audit, and
Personnel and Remunerafion, and a Corporate Secretary.
Company management is always open to dialogue, as
confirmed by regular meetings of Company officials with
investors and shareholders, organization of trips for
representatives of the investment community to Company
production regions, conference calls and webcasts to accom-
pany publication of financial results, and explanation and
presentation of other important Company events.

The main objective of the restructuring program, which the
Company has been implementing since 2002, is to increase
shareholder value, and one way of achieving this is by
increasing transparency and efficiency of management
processes, consolidating core subsidiaries and withdrawing
non-core and inefficient assets from the Group.

A total of 57 companies were withdrawn from the Group in
2006 through sale of shares and stakes in capital to third
parties, or by liquidation and merger with other LUKOIL
companies. The Group also created 18 subsidiaries and
acquired a further 16. As a result of these operations, the total
number of companies in the Group decreased by 23, from 334
to 31.

Restructuring in 2006 also involved disposal of stakes in non-
core assets, that were not part of the Group. The largest such
transaction last year was sale of remaining shares in
Petrocommerce Bank for $33 million.
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Total sales by the Group af shares and stakes in capital during
2006 amounted to over $100 million. At the same time, the
Group spent $1.688 hillion on acquisitions and consolidations.

There were further transformations of the Group's internal
structure in 2006, intended to improve management effi-
ciency and reduce administrative expenses. LUKOIL-Perm was
removed from LUKOIL Overseas Holding {a fully-owned sub-
sidiary of LUKOIL) and transferred to LUKQIL itself. It was also
decided to transfer 54% of shares in LUKARCO B.V., which
belonged directly to LUKOIL, to ownership by LUKOIL
Overseas Holding. LUKARCO B.V. has a 5% stake in the project
for development of the Tengiz field in Kazakhstan and a
12.5% stake in the Caspian Pipeline Consortium.

Increasing scale and geographical diversification of Company
business requires a global approach to financial management.
LUKQIL has therefore centralized its treasury functions in
order to optimize management of capital flows and their
distribution between Group organizations.

A system for pooling of cash balances was set up in 2006 by
more than 40 of the Group's Russian subsidiaries and creation
of an analogous system by foreign subsidiaries is proceeding
successfully. The new systems enable efficient management
of the Group's payment position through the day and move-
ment of cash between parts of the Group in Russia and
abroad.

Pooling has reduced external financing needs and interest
expenses. In particular, short-term external debt relating to
international projects has been fully repaid.

LUKOIL continued to centralize its external financing policy in
2006, since centralization significantly reduces the average
cost of borrowed capital for the Group. LUKOIL is working
hard to reduce the share of expensive credits and credits,
which are secured by exports. A high level of liguidity in 2006
enabled LUKOIL to reduce the share of secured credits from
34% to 14%, helping to improve the Company's financial
position and exercising positive effect {together with other
factors) on the Company's credit rating.

Overall economic effect from measures to optimize financial
management in 2006 was nearly $350 million,

Raising of LUKOIL's credit ratings in 2006 by all three leading
rating agencies reflected the Company's success in making
itself more creditworthy and attractive to investors. LUKOIL
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obtained an investment-level rating for the first time - not
from one, but from two agencies. Fitch Ratings gave the
Company a BBB- rating with stable outlook. Moody's raised
LUKOIL’s rating from Bal to Baa2 (investment level), also with

stable outlook. And Standard & Poor’s raised its rating from BB
to BB+ with positive outlock. The S&P rating remains one
noich below investment level.

Informational Openness

Since receiving a full listing on the London Stock Exchange in
2002 the Company has set up and successfully operates a
system of corporate information disclosure for the investment
community. LUKOIL's level of informaticnal openness and
quality of infcrmation disclosure fully comply with inter-
nationally accepted standards and with standards of the LSE.

In 2006 Standard & Poor's again singled out LUKOIL Group as
the leader among privately owned Russian oil & gas com-
panies for informational openness. The agency estimated
LUKOIL's transparency level at 65% (compared with average
71% for UK companies).

The Company's policy of informational openness includes:

* quarterly publication of financial statements, prepared in
accordance with US GAAP;

* annual publication of international audit of Company
hydrocarbon reserves;

+ conference calls and webcasts for the investment
community to accompany publication of financial results

and announcement of other important corporate events;

* trips for representatives of the investment community to
Company production regions;

* regular meetings with investors and shareholders;

* annual publication of an Analyst DataBook and Fact Book
containing detailed industrial and financial statistics,

* publication every two years of a Company Report on
Sustainable Development in the Russian Federation.
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Valery Grayfer
Chairman of the LUKOQIL Board of Directors

CEO of RITEK
Born 1929

Graduated in 1952 from Moscow's Gubkin Oil Institute. Doctoral Candidate
in Technical Sciences. Awarded five orders, four medals, and a diploma of
the Supreme Soviet of the Tatar ASSR. Deputy to the USSR Qil Industry
Minister from 1985, Head of the Tyumen Main Office for the Oil & Gas
Industry. From 1992, CEO of the Russian fnnovative Fuel and Energy
Company (RITEK). Chairman of the Board of Directors of LUKOIL from
2000. Professor of the Gubkin Russian State Oil & Gas University, Lenin
Prize Winner and Russian Government Prize Winner.

Mikhail Berezhnoi

Member of the LUKOQIL Board of Directors
President of Non-state Pension fund LUXOIL-
Garant

Member of the LUKOIL BoD Committee on Audit
Born 1945

Graduated in 1974 from the Saratov Institute of Law. Doctoral Candidate in
Philosophy. Awarded two medals. CEO of the Non-state pension fund
LUKOIL-Garant from 1924,

Ravil Maganov

Member of the LUKOIL Board of Directors
Member of the LUKOIL Management
Committee

First Executive Vice-President of LUKOIL
(Exploration & Production)

Member of the LUKOIL BoD Committee on
Strategy and Investment

Born 1954

Graduated in 1977 from Mascow's Gubkin Qil & Gas Institute. Honored
Employee of the il and Gas industry of the Russian Federation. Awarded
two orders and three medals. Winner of three Russian Government prizes in
science and technology. Chief Engineer, Deputy CEO, CEQ of
Langepasneftegaz (oil production company} from 1988 to 1993. Vice-
President of LUKOIL from 1993 ta 1994, First Vice-President of LUKOIL
from 1994. First Executive Vice-President of LUKOIL from 2006.
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Vagit Alekperov

President of LUKOIL

Member of the LUKOIL Board of Directors
Chairman of the LUKOIL Management
Committee

Born 1950

Graduated in 1974 from the Azizbekov Institute of Qil and Chemistry in
Azerbaijan. Doctor of Economics, current Member of the Russian Academy
of Natural Sciences. Awarded four orders and eight medals. Winner of two
Russian Government prizes, Worked from 1968 in the oil industry in
Azerbaijan and Western Siberia. From 1987 to 1990 CEQ of Kogalymneftegaz
(il production company), a division of Glavtyumenneftegaz within the
Ministry of the Oil & Gas Industry of the USSR. From 1990 to 1991, Deputy,
then First Deputy to the USSR Oil & Gas Industry Minister. From 1292 to
1993 President of Langepasuraykegalymneft (oil production group).
Chairman of the Board of Directors of LUKOIL from 1993 to 2000. President
of LUKOQIL from 1993.

Oleg Kutafin

Independent Director of the LUKOIL Board
of Directors

Rector of the Moscow State Law Academy
Chairman of the LUKOQIL BcD Committee on Audit
Born 1937

Graduated in 1959 from Moscow State University. Professor and Doctor of
Law. Member of the Russian Academy of Science, awarded special
recognition for contributions to Russian science. Rector of Moscow State
Academy of Law from 1987. Chairman of the Russian Presidential
Commissicn on Nationality, Awarded orders ‘For Service to Russia® (2nd, 3rd
and 4th grades) and 10 medals.

Richard Matzke

Independent Director of the LUKOIL Board
of Directors

Chairman of the LUKOIL BoD Committee on
Strategy and Investment

Born 1937

Graduated from lowa State University {1959), Pennsylvania State University
(1981}, and St. Mary's College in California (1577). Masters in Geology, MBA,
President of Chevron Qverseas Petroleum and Member of the Board of
Directors of Chevron Corporation from 1989 to 1999, Vice-Chairman of
Chevron Corporation and Chevron-Texaco Corperation from 2000 until 2002.
Awarded a non-Government (sectoral) medal 'For Development of the
Russian Oil & Gas Industry’ in 2006; winner of the national prize ‘Director of
the Year, 2006 (Russia) in the ‘Independent Directors’ nomination, organized
by the Association of Independent Directors and PricewaterhouseCoopers.




Kevin Meyers

Member of the LUKOIL Board of Directors
President of ConocoPhillips Canada

Member of the LUKOIL BoD Committee on

Strategy and Investment
Born 1853

Graduated in 1975 from Capital University with a Bachelor's Degree in
Chemistry apd Mataematics, and in 1980 from the Massachusetts Institute
of Technology. Doctorate in Chemical Engineering. President of Arco Alaska
from 1998. President of ConocoPhillips Alaska from 2000. Russia/Caspian
Region President of ConocoPhillips from November 2004. President of
ZonocoPhillips Canada from December 2006.

Nikolai Tsvetkov

Member of the LUKQIL Board of Directors
President of URALSIB Corporation

Chief Executive of URALSIB BANK

Member of the LUKOIL BoD Committee on
Personnel and Remuneration

Born 1960

Graduated in 1980 from Dzerzhinsky Military Aviation Engineering School in
Tambov, in 1988 from the Zhukovsky Air Force Academy and in 1996 from
the Plekhanov Russian Economics Academy. Doctoral Candidate in
Economics. Prasident of NIKoil Oil Investment Company, Executive Director
of LUKOIL's Securities Department, Vice-President of LUKOIL from 1994 to
1997. President of N!Koil investment bank from 1998 to 2003. Chairman of
AVTOBANK-NIKOIL bank from 2003 to 2005. Chief Executive of URALSIB
EANK from 2005.

igor Sherkunov

Member of the LUKOIL Board of Directors
Chairman of the Board of Directors of Capital
Investment Group

Member of the LUKOIL BoD Committee on
Strategy and Investment

Born 1963

Graduated in 1985 from the Moscow Finance Institute, and in 1993 from
the All-Union Acaclemy of Foreign Trade. Vice-President of LUKOIL
Insurance Company from 1993 to 1996. CEQ of LUKOQIL-Reserve-Invest
from 1896 to 2002. Chairman of the Board of Directors of Capital
Investment Group from 2003.

Sergei Mikhailov

indepencdent Director of the LUKOIL Board
of Directors

CEO of the company Management-Consulting
Member of the LUKCIL BoD Committee on Audit
Member of the LUKOIL Bol} Committee on
Personnel and Remuneration

Bornin 1957

Graduated in 1979 from Dzerzhinsky Military Academy, in 1981 from the
Moscow Aviation Institute (Further Qualification Faculty), in 1998 from the
Plekhanov Russian Economics Academy. Doctoral Candidate in Technical
Sciences, Doctor of Economic Sciences, Professor. Awarded four medals.
1974-1992, service in armed forces. Head of Department, Deputy Chairman
of the Russian Federal Property Fund from 1992 to 1996. Head of
Restructuring and Investment Department of Ministry of Industry in
1996-1997. CEQ of Management-Center (management company)} from
1997 to 2003. CEO of the company Management Consulting from 2001,
Chairman of the BoD of Management-Center {rom 2003.

Alexander Shokhin

Independent Director of the LUKOIL Board
of Directors

President of the Russian Union of Industrialists
and Entrepreneurs

President of the State University-Higher School
of Economics

Chairman of the LUKOIL BoD Committee on
Persannel and Remuneration

Born 1951

Graduated from Economics Faculty of Moscow State University in 1974,
Doctor of Economic Science, Professor, Member of the Russian Academy
of Natural Sciences. Awarded an order and a medal. Began working career
in 1969. Deputy Chairman of the Government of the Russian Federation,
Minister of the Economy, Minister for Labour and Employment
(1991-1994). Deputy of the State Duma of the Russian Federation
(1994-2002). First Deputy Chairman of the State Duma of the Russian
Federation {1996-19G7). Chairman of Duma Fraction ‘Our Home is Russia’
(1997-1998). Deputy Chairman of the Russian Government in 1998,
Chairman of the Supervisory Council of Renaissance Capital Investment
Group {from 2002 to 2005). President of the Russian Union of Industrialists
and Entrepreneurs (frem 2005). Member of the Social Chamber of the
Russian Federation, Member of the Inter-departmental Commission of the
Security Coundil of the Russian Federation, Member of the Competitiveness
and Enterprise Council of the Russian Federal Government, Member of the
Government Comimission for Administrative Reform.
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Management Committee

Anatoly Barkov

Member of the LUKOIL Management
Committee

Vice-President, Head of the Main Division of
General Affairs, Corporate Security and
Commuprications

Born 1948

Graduated in 1992 from Ufa Oil institute. Candidate of Economic Science.
Honored Employee of the Oil & Gas Industry of the Russian Federation.
Awarded an order and ten medals. Head of Operations, Head of Oil & Gas
Production, Senior Engineer at Kogalymneftegaz from 1987 to 1992
Executive Director, then Director of the Department of Foreign Projects at
Langepasuraykoagalymneft in 1982-1993. Vice-President of LUKOIL and
Head of the Main Division of General Affairs, Corporate Security and
Communications from 1993.

lvan Masliaev
Member of the LUKOIL Management
Committee

Head of the Main Division of Legal Support
Born 1958

Graduated in 1980 from Moscow State University. Doctoral Candidate in
Law. Awarded three medals. Head of the Legal Depariment of
Langepasuraykogalymneft from 1992 to 1993. Head of the LUKQIL Legal
Department from 1994 to 1999. Head of the Main Division of Legal Support
at LUKOIL since 2000.

Anatoly Moskalenko

Member of the LUKOIL Management
Committee

Head of the Main Division of Human Resources
Born 1959

Graduated in 1980 from Moscow Higher School of the Armed Forces, from
the Military-Diplomatic Academy in 1987, and from the Russian Presidential
Civil Service Academy in 2005. Doctoral Candidate in Economic Science.
Awarded four orders and 20 medals. Served in the Armed Forces from 1976
to 2001. Head of Human Resources Department of LUKOIL from 2001 to
2003. Head of the Main Division of Human Resources at LUKOIL from
2003.
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Sergey Kukura

Member of the LUKOIL Management
Committee

First Vice-President for Economics and Finance
Born 1953

Graduated in 1979 from the Ivano-Frankovsk Institute of Oil & Gas. Doctor
of Economic Science. Honored Economist of the Russian Federation.
Awarded an order and five medals. Vice-President ©f Langepasuray-
kogalymneft from 1992 to 1993. First Vice-President of LUXOIL {rom 1993.

Alexander Matytsyn

Member of the LUKOIL Management
Committee

Vice-President, Head of the Main Division of

Treasury and Corporate Financing
Born 1961

Graduated in 1984 from Moscow State University. Docioral Candidate in
Economic Science. MBA from Bristol University (1997). Awarded a medal
'For Services 10 Russia’ {second grade). Director and CEO of international
auditing firm KPMG in 1984-1997. Vice-President, Head of the Main
Division of Treasury and Corporate Finance at LUKOIL from 1997,

Vladimir Nekrasov

Member of the LUKOIL Management
Committee

First Vice-President of LUKOIL for Refining &
Marketing
Born 1957

Graduated in 1978 from Tyumen Industrial Institute. Doctoral Candidate in
Technical Science, Member of the Academy of Mining Sciences. Awarded
an order and three medals. Winner of a Russian Government prize. Chief
Engineer, CEO of LUKOIL's Kogalymne{tegaz and LUKOIL-Western Siberia
from 1992 to 1999. Vice-President of LUKOIL and CEQ of LUKOIL-Western
Siberia from 1999 to 2005. First Vice-President of LUKOIL since 2005,




Leonid Fedun

Member of the LUKOIL Management
Committee

Vice-President of LUKOIL, Head of Main Division
of Strategic Development and Investment
Analysis

Born 1956

Graduated in 1977 from Rostov Nedelin Higher Military School. Doctoral
Candidate in Philosophy. Awarded an order and seven medals. CEO of
LUKOIL Consulting from 1983 to 1994, Vice-President of LUKOIL and Head
of Strategic Development and Investment Analysis from 1994,

Lyubov Khoba

Member of the LUKOIL Management
Committee

Chief Accountant
Born 1957

Graduated in 1992 from the Sverdlovsk Institute of National Economy.
Doctoral Candidate of Economic Science. Honored Economist of the
Russian Federation. Awarded two medals and an order. Senior Accountant
at Kogalymneftegaz from 1991 to 1993, Senior Accountant at LUKOIL from
1993 1o 2000. Vice-President of LUKQOIL, Head of Financial Accounting
from 2000 to 2003. Senior Accountant and Vice-President of LUKOIL from
2003 to 2004. Chief Accountant of LUKOIL from 2004,

Jevan Cheloyants

Member of the LUKOIL Management
Committee

Vice-President, Head of the Main Technical
Division

Born 1959

Graduated in 1981 from Grozny Qil Institute. Honored Emplayee of the
Oil & Gas Industry Awarded five medals. Winner of a Russian Government
prize. Section Head, then Deputy CEO for Foreign Economic Affairs of
Langepasneitegaz from 1990 to 1993. Vice-President of LUKOIL for Foreign
Market Trading from 1993 to 1995. Vice-President of LUKOIL and Head of
the Main Department for Maritime and Foreign Projects from 1995 to 2001,
Vice-President, Head of the Main Division of Oil & Gas Production and
Infrastructure from 2001 to 2007. Vice-President of LUKCIL and Head of
the Main Technical Division since 2007.

Evgueny Khavkin

Member of the LUKOIL. Management
Committee

Secretary of the Board of Directors, Head of the
BoD Office

Born 1964

Graduated in 2003 from Moscow Institute of Economy, Management and
Law. Awarded two medals. Werked in oil companies in Western Siberia
from 1988. Deputy Head of the BoD Office, First Deputy Head of the BoD
Office of LUKOIL from 1997 to 2003. BoD Secretary, Head of the BoD
Office of LUKOIL from 2003.

Vagit Sharifov

Member of the LUKOIL Management
Committee

Vice-President, Head of the Main Division of
Control and Internal Audit

Born 1945

Graduated in 1968 from Azerbaijan’'s Azizbekov Institute of Oil and Gas.
Doctor of Economics. Honored Employee of the Oil and Gas Industry of the
Russian Federation. Awarded two orders and six medals. Senior Engineer,
CEC of Volgogradnefteprodukt, and LUKOIL-Volgogradnefteprodukt from
1985 10 1994. CEO of the regional branch of LUKOIL Finance in 1994-1595.
CEO of LUKOIL regional office in Volgograd in 1995-1996. Vice-President
of LUKOIL for Petroleum Product Marketing from 1996. Vice-President,
Head of the Main Division of Control and Internal Audit from 2002,
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The general meeting of shareholders on June 24, 2004
decided to set remuneration for newly elected Board of
di