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LUKOIL IS ONE OF THE LARGEST PUBLICLY TRADED, VERTICALLY 
INTEGRATED OIL AND GAS COMPANIES IN THE WORLD. WE 
EMPLOY OVER 100,000 PEOPLE WHO JOIN THEIR EFFORTS AND 
EXPERTISE TO PROVIDE ENERGY FOR THE GROWING NEEDS 
OF THE POPULATION OF OUR PLANET. EACH DAY WE IMPROVE 
THE QUALITY OF LIFE FOR MILLIONS OF CONSUMERS IN OVER 
100 COUNTRIES AROUND THE GLOBE THROUGH THE SUPPLY 
OF OUR PRODUCTS, POWER AND HEAT.
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Hydrocarbon reserves life, 
years

STRONG COMPETITIVE 
ADVANTAGES

IN PRODUCTION
Decrease in per barrel lifting costs 
and per meter drilling costs in Russia 
vs. 2018

by 3% 

BY IMPROVING EFFICIENCY
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IN 2019, WE DELIVERED OUTSTANDING RESULTS ON THE PATH OF IMPLEMENTING OUR LONG-TERM 
STRATEGY THROUGH SUCCESSFUL DEVELOPMENT OF OUR PRIORITY PROJECTS, QUALITATIVE 
IMPROVEMENT OF OUR BUSINESS AND STRONG CAPITAL DISCIPLINE. A KEY TOOL OF DELIVERING OUR 
STRATEGIC PLANS IS CONTINUOUS EFFICIENCY IMPROVEMENT ACROSS ALL AREAS.
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ЛУКОЙЛ Крупнейшие
частные
нефтегазовые
компании мира

12.53,8

LUKOIL �7�K�H���Z�R�U�O�G�N�V���O�D�U�J�H�V�W���S�U�L�Y�D�W�H���R�L�O���D�Q�G���J�D�V���F�R�P�S�D�Q�L�H�V

307 

Free cash flow per barrel of 
production in 2019
USD/boe

Scope 1 greenhouse gas 
emissions to revenue in 2019,
tonnes of CO 2 equivalent/USD

ROACE in 2019
%

EFFICIENT ENERGY

IN REFINING
Lower fuel oil output 
vs. 2018

by 10%

IN DISTRIBUTION
�+�L�J�K�H�U���J�U�R�V�V���S�U�R�è�W���I�U�R�P���V�D�O�H�V���R�I��
non-fuel goods and services 
vs. 2018

by 8% 

�)�U�H�H���F�D�V�K���é�R�Z
+26% vs. 2018

702
RUB billion

WE ACHIEVE RECORD-
BREAKING FINANCIAL 
PERFORMANCE

For more details on LUKOIL, see the Reference Information section on page 148

References to “PJSC LUKOIL,” “LUKOIL Group,” “the Group,” “LUKOIL,” “the Company,” “we,” and “our” throughout this document are all equivalent for the purposes of this 
Report and refer to LUKOIL Group, PJSC LUKOIL and/or its subsidiaries, depending upon the context in which the terms are used. 



KEY EVENTS IN 2019 
AND DEVELOPMENT OF OUR CAPITALS

Capitals

FINANCIAL
We use our own cash flow as well as borrowed funds to finance 
business development for continuous value creation
For more details see page 46.

OPERATIONAL
We continuously improve production capacities to facilitate 
the conversion of hydrocarbon resources into high value-added 
products
For more details see page 47.

HUMAN
We invest in developing the skills and talent of over 100,000 of our 
professional employees to ensure efficient business growth and 
asset management 
For more details see page 84.

SOCIAL
Our commitment to sustainability, significant contributions to the 
development of the regions where we operate, and our reputation 
create a favorable environment for our business 
For more details see page 89.

NATURAL
Our business relies on natural resources: hydrocarbons, water, air, 
and land
For more details see page 78.

INTELLECTUAL
State-of-the-art development technologies, patents, business 
process automation and digitalization constitute our competitive 
advantages
For more details see page 58.
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Key Events and Development of Our Capitals
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RUSSIA

THE REPUBLIC OF THE CONGO
UAE

IRAQ

DEVELOPMENT 
OF PRIORITY 
PROJECTS

3  The Baltic Sea
�3�X�W���R�Q���V�W�U�H�D�P���W�K�H���'�������è�H�O�G

7  Iraq
Second development stage of the West 
�4�X�U�Q�D�������è�H�O�G���X�Q�G�H�U���Z�D�\��
�'�U�L�O�O�H�G���D�S�S�U�D�L�V�D�O���Z�H�O�O�V���D�W���W�K�H���(�U�L�G�X���è�H�O�G��
(Block 10 project)

6  UAE
Acquisition of a 5% interest in the Ghasha 
�S�U�R�M�H�F�W���W�R���G�H�Y�H�O�R�S���V�K�D�O�O�R�Z���Z�D�W�H�U���è�H�O�G�V��
in the Persian Gulf

2  Timan-Pechora
Launched new steam-generation 
facilities at the Yaregskoye and 
�8�V�L�Q�V�N�R�\�H���K�L�J�K���Y�L�V�F�R�V�L�W�\���R�L�O���è�H�O�G�V

1  West Siberia
Extensive development of low-
permeability reservoirs. Launched 
implementation of new development 
plans for license areas covered by the tax 
on additional income (TAI)

8  Nizhny Novgorod
Construction of a delayed 
coker complex and 
an isomerization unit 
at the  Nizhny Novgorod 
�5�H�è�Q�H�U�\

9  Volgograd
Launched production of low-
sulfur bunker fuel compliant 
with the new MARPOL 
requirements

4  �Bashkortostan, Orenburg and 
Saratov Regions

Extended the geographical footprint of 
the Company’s license portfolio with the 
acquisition of license areas in the Republic 
of Bashkortostan, the Orenburg Region and 
the Saratov Region

1

5  �The Republic of the 
Congo

Acquisition of a 25% interest in the 
Marine XII hydrocarbon production 
project in the continental shelf of the 
country

6

Development of Priority Projects

>30
COUNTRIES

>60
RUSSIAN REGIONS



9 ����9�����)�L�O�D�Q�R�Y�V�N�\���è�H�O�G

Launch of Phase 3

10 ����9���,�����*�U�D�\�I�H�U���è�H�O�G

Facilities construction

11 ����<�X�����.�R�U�F�K�D�J�L�Q���è�H�O�G

Phase 2 development

THE CASPIAN SEA

9 11

13

10

14

12

CASPIAN SEA

KAZAKHSTAN

RUSSIA

AZERBAIJAN

12  �Shah Deniz 
(Azerbaijan)

Phase 2 development

14  �I-P-2 block 
(Kazakhstan)

Signed Heads of Agreement

13  �Zhenis 
(Kazakhstan)

Signed a contract for 
exploration and production

LUKOIL has pioneered the development of 
the Russian sector of the Caspian Sea bed: its 
�H�I�I�R�U�W�V���U�H�V�X�O�W�H�G���L�Q���W�K�H���G�L�V�F�R�Y�H�U�\���R�I���Q�L�Q�H���è�H�O�G�V��
in the region with combined initial recoverable 
reserves of one billion tonnes of oil equivalent 
(seven billion barrels of oil equivalent). Two 
of these (the Yu. Korchagin and V. Filanovsky 
�è�H�O�G�V�����D�U�H���D�O�U�H�D�G�\���L�Q���S�U�R�G�X�F�W�L�R�Q�����Z�K�L�O�H���W�K�H��
remaining seven will support our future 
development potential. We are bringing 
forward the development of the V.I. Grayfer 
�è�H�O�G�����D�L�P�L�Q�J���W�R���E�H�J�L�Q���S�U�R�G�X�F�W�L�R�Q���W�K�H�U�H���D�O�U�H�D�G�\��
in 2022.

We also participate in a number of 
international projects in the Caspian Sea. 
In 2019, we expanded our presence in the 
region through the signing of a contract for 
hydrocarbon exploration and development 
and Heads of Agreement for blocks in 
Kazakhstan’s sector of the Caspian Sea.

About the Company Board of Directors Report Corporate Responsibility Corporate Governance
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CLIMATE
CHANGE

�/�8�.�2�,�/���P�D�N�H�V���D���V�L�J�Q�L�è�F�D�Q�W���F�R�Q�W�U�L�E�X�W�L�R�Q���W�R���P�H�H�W�L�Q�J���W�K�H���P�R�X�Q�W�L�Q�J���J�O�R�E�D�O���G�H�P�D�Q�G���I�R�U���K�\�G�U�R�F�D�U�E�R�Q�V���D�Q�G��
�H�O�H�F�W�U�L�F�L�W�\�����O�H�Y�H�U�D�J�L�Q�J���L�W�V���H�[�S�R�V�X�U�H���W�R���D���K�L�J�K���T�X�D�O�L�W�\���U�H�V�R�X�U�F�H���E�D�V�H���D�Q�G���Z�H�O�O���G�H�Y�H�O�R�S�H�G���U�H�è�Q�H�U�L�H�V���W�R���R�I�I�H�U�� 
cleaner products to its clients.  Our continued strategic focus on cost reduction  
�D�Q�G���H�Y�H�U���P�R�U�H���H�Q�H�U�J�\���H�I�è�F�L�H�Q�W���R�S�H�U�D�W�L�R�Q�V���D�O�V�R���F�R�Q�W�U�L�E�X�W�H�V���W�R���D���F�R�Q�W�L�Q�X�R�X�V���U�H�G�X�F�W�L�R�Q�� 
in our per unit GHG emissions. 

VAGIT ALEKPEROV 
President, Chairman of the Management Committee of PJSC LUKOIL

TODAY, THE OIL AND GAS INDUSTRY IS FACED WITH NEW CHALLENGES AS THE WORLD TRANSITIONS TO 
A LOW-CARBON ECONOMY. HUMANKIND NEEDS TO REDUCE GREENHOUSE GAS (GHG) EMISSIONS AND 
PREVENT CLIMATE CHANGE, WHILE STILL CONTINUING SUSTAINABLE ECONOMIC GROWTH – WHICH 
INEVITABLY REQUIRES HIGHER ENERGY CONSUMPTION.

Climate Change   

The climate change agenda 
is addressed on the strategic 
level (by the Board of Directors, 
the Strategy, Investment and 
Sustainability Committee, the 
Management Committee), 
and on the operational level 
(by the Health, Safety and 
Environmental Committee, 
heads of business units, heads of 
subsidiaries).

In 2019, the Strategy and 
Investment Committee of the 
Board of Directors was renamed 
the Strategy, Investment and 
Sustainability Committee and 
its functions were expanded 
accordingly to include climate 
change as well as other ESG 
matters.

A much larger number of 
climate-related items were 
reviewed by the Board of 
Directors and the Strategy, 
Investment and Sustainability 
Committee.

MANAGEMENT RISKS AND OPPORTUNITIES DISCLOSURE

We place special focus on 
risk management to provide 
reasonable assurance of 
achieving our strategic 
objectives despite uncertainties 
and negative impacts. Climate-
related risks (both carbon 
transition and physical) are key 
among sustainable development 
risks. The Company takes action 
to mitigate those risks.

To leverage climate-related 
opportunities the Company 
established a Competence 
Center on renewables, which 
evaluates the feasibility 
of  renewable energy projects 
and generates proposals 
for further developing this 
business. To promote renewable 
energy development in 
Russia, the Company also 
engages in  training industry 
experts: LUKOIL supported 
the establishment of Russia’s 
�è�U�V�W���6�S�H�F�L�D�O�L�]�H�G���'�H�S�D�U�W�P�H�Q�W��
of Renewable Energy Sources 
at the Gubkin Russian State 
University of Oil and Gas.

We have been publicly 
disclosing emissions of methane, 
a potent greenhouse gas, 
since 2004. We have been 
a participant of the Carbon 
Disclosure Project (CDP) since 
2014, making disclosures 
about Scope 1 greenhouse 
gas emissions and key risks 
and opportunities in that 
area. We keep working to 
make our disclosures more 
comprehensive. In 2018, we 
�G�L�V�F�O�R�V�H�G���I�R�U���W�K�H���è�U�V�W���W�L�P�H��
data on the emissions of our 
international assets and some 
modules pursuant to TCFD 
recommendations as part of our 
CDP carbon disclosure. 

Our disclosures follow the 
consistency and comparability 
principle. For example, we have 
reported on our progress on an 
annual basis since 2016 when 
�R�X�U���è�U�V�W���6�F�R�S�H�������*�+�*���U�H�G�X�F�W�L�R�Q��
target was set.

For more details, see Sustainability 
Management System section 
on page 132

For more details,  
see Appendix 2: Risks







Recently, we began working on setting 
further emission-reduction targets, 
and preparing a detailed inventory 
of GHG sources, which will allow us 
improve our planning and information 
disclosure.

We made good progress on further 
�H�I�è�F�L�H�Q�F�\���L�P�S�U�R�Y�H�P�H�Q�W�V���G�X�U�L�Q�J��
the year, reducing a number of 
cost items and strengthening our 
capital reinvestment discipline. 
The development and roll out of 
�Q�H�Z���W�H�F�K�Q�R�O�R�J�L�H�V���P�D�G�H���D���V�L�J�Q�L�è�F�D�Q�W��
�F�R�Q�W�U�L�E�X�W�L�R�Q���W�R���R�X�U���L�P�S�U�R�Y�H�G���H�I�è�F�L�H�Q�F�\��

In particular, we have reduced our per 
unit lifting and drilling costs in Russia 
both by 3%, owing to a considerable 
increase in the number of wells 
�Z�L�W�K���D���V�L�P�S�O�L�è�H�G���G�H�V�L�J�Q�����X�S�V�W�U�H�D�P��
digitalization technologies, the further 
�U�R�O�O�R�X�W���R�I���D�G�Y�D�Q�F�H�G�����H�Q�H�U�J�\���H�I�è�F�L�H�Q�W��
pumps, and other cost-optimization 
measures. Along with improving our 
�E�X�V�L�Q�H�V�V���H�I�è�F�L�H�Q�F�\�����F�R�V�W���U�H�G�X�F�W�L�R�Q��
helps us enhance our production 
potential.

Despite external limitations, we 
managed to exceed our hydrocarbon 

production plans in 2019, primarily due 
to the development of our international 
gas projects. The external production 
constraints, however, helped us to 
sharpen our focus on further high-
grading of our production structure. 
The share of high-margin projects in our 
total hydrocarbon output has exceeded 
�����������J�R�L�Q�J���V�L�J�Q�L�è�F�D�Q�W�O�\���E�H�\�R�Q�G���R�X�U��
plans. I would like to particularly 
highlight our achievements in managing 
�S�U�R�G�X�F�W�L�R�Q���D�W���P�D�W�X�U�H���è�H�O�G�V�����H�Q�D�E�O�H�G��
�E�\���R�X�U���H�I�è�F�L�H�Q�F�\���J�D�L�Q�V�����W�K�H���S�U�R�G�X�F�W�L�R�Q��
�G�H�F�O�L�Q�H���U�D�W�H�V���D�W���V�X�F�K���è�H�O�G�V���L�Q���:�H�V�W��
Siberia were reduced to 2.5%.

About the Company Board of Directors Report Corporate Responsibility Corporate Governance
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ROACE IN 2019
in line with strategic target

15%

EBITDA IN 2019
+11%

1.2 RUB trillion



In 2019, we started implementing 
new development plans for license 
areas covered by the tax on additional 
income (TAI) regime, with their 
aggregate production totaling 6% 
of our total oil and gas condensate 
production in Russia. The major effect 
�R�I���W�K�H���7�$�,���R�Q���W�K�H���S�U�R�G�X�F�W�L�R�Q���S�U�R�è�O�H���L�V��
�P�D�L�Q�O�\���H�[�S�H�F�W�H�G���D�W���R�X�U���P�D�W�X�U�H���è�H�O�G�V���L�Q��
West Siberia included into Group 3 of 
TAI. We already ramped up production 
�D�W���V�X�F�K���è�H�O�G�V���E�\���P�R�U�H���W�K�D�Q���������\�H�D�U��
on-year by increasing drilling volumes 
and the number of well workover 
operations.

We have also continued the successful 
development of our large-scale Caspian 
projects. We have launched Phase 3 
�R�I���W�K�H���9�����)�L�O�D�Q�R�Y�V�N�\���è�H�O�G�����F�R�P�S�O�H�W�L�Q�J��
�W�K�H���è�H�O�G�N�V���L�Q�I�U�D�V�W�U�X�F�W�X�U�H���G�H�Y�H�O�R�S�P�H�Q�W��
program, with its production up by 5% 
to 6.4 million tonnes in 2019.

�$�W���W�K�H���<�X�����.�R�U�F�K�D�J�L�Q���è�H�O�G�����D�Q�R�W�K�H�U��
Caspian Sea project of LUKOIL, we 
continued with the drilling program as 
�S�D�U�W���R�I���3�K�D�V�H�������R�I���è�H�O�G���G�H�Y�H�O�R�S�P�H�Q�W��
launched in 2018. As a result, oil 
�S�U�R�G�X�F�W�L�R�Q���D�W���W�K�H���è�H�O�G���J�U�H�Z���E�\���P�R�U�H��
than 20% in 2019.

We have also accelerated the 
development of our third Caspian Sea 
�S�U�R�M�H�F�W�����W�K�H���9�����*�U�D�\�I�H�U���è�H�O�G�����I�R�U�P�H�U�O�\��
Rakushechnoye), representing another 
huge achievement that will help us put 
�W�K�H���è�H�O�G���R�Q���V�W�U�H�D�P���D�O�U�H�D�G�\���L�Q��������������
Furthermore, we have expanded our 
footprint in the region by joining two 
exploration projects in the Kazakh 
sector of the Caspian Sea.

By leveraging our high-tech 
capabilities, we have reached 
impressive growth rates in both high-
viscosity oil production in Timan 
Pechora and production at low 
�S�H�U�P�H�D�E�L�O�L�W�\���è�H�O�G�V���L�Q���:�H�V�W���6�L�E�H�U�L�D����
�6�S�H�F�L�è�F�D�O�O�\�����K�L�J�K���Y�L�V�F�R�V�L�W�\���F�U�X�G�H��
�S�U�R�G�X�F�W�L�R�Q���D�W���W�K�H���<�D�U�H�J�V�N�R�\�H���è�H�O�G���D�Q�G��
�3�H�U�P�L�D�Q���U�H�V�H�U�Y�R�L�U���R�I���W�K�H���8�V�L�Q�V�N�R�\�H���è�H�O�G��
went up by 15% year-on-year, while 
production at the V. Vinogradov and 
�,�P�L�O�R�U�V�N�R�\�H���è�H�O�G�V���Z�L�W�K���O�R�Z���S�H�U�P�H�D�E�L�O�L�W�\��
reservoirs was ramped up by almost 
40%.
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We have made solid progress in the 
expansion of our resource base: the 
proved reserves replacement ratio for 
liquids, excluding the effect of changes 
in macroeconomic factors, totaled 
107% in 2019. We have broadened our 
geographical footprint by acquiring 
blocks in new Russian regions and 
interests in international projects 
in the Republic of the Congo and 
the United Arab Emirates with well-
�H�[�S�O�R�U�H�G���U�H�V�R�X�U�F�H���E�D�V�H���D�Q�G���V�L�J�Q�L�è�F�D�Q�W��
production potential.

�,�Q���W�K�H���5�H�è�Q�L�Q�J�����0�D�U�N�H�W�L�Q�J���D�Q�G��
Distribution segment, we have not only 
�L�Q�F�U�H�D�V�H�G���R�X�U���U�H�è�Q�H�U�L�H�V�N���W�K�U�R�X�J�K�S�X�W����
�E�X�W���D�O�V�R���V�L�J�Q�L�è�F�D�Q�W�O�\���L�P�S�U�R�Y�H�G���R�X�U��
petroleum products slate. Moreover, 
we have made good progress on our 
�U�R�D�G�P�D�S�V���I�R�U���L�P�S�U�R�Y�L�Q�J���H�I�è�F�L�H�Q�F�\���D�W��
�R�X�U���U�H�è�Q�H�U�L�H�V��

The major upgrade program 
completed back in 2016 has put our 
�U�H�è�Q�H�U�L�H�V���L�Q���D���V�W�U�R�Q�J���S�R�V�L�W�L�R�Q���D�K�H�D�G��
of the introduction of the global sulfur 
content limit for bunker fuel under 
MARPOL global requirements. Owing 
to a carefully crafted set of measures, 
we managed to reduce high-sulfur 
fuel oil output to a record low of 8% 
at end-2019, compared to 14% in 2018, 
which helped us mitigate the negative 
effect from weaker fuel oil spreads. 
We also launched the production of 
bunker fuel with 0.5% sulfur content at 
�R�X�U���9�R�O�J�R�J�U�D�G���5�H�è�Q�H�U�\�����L�Q�F�U�H�P�H�Q�W�D�O�O�\��
capitalizing on the market situation.

We proceeded with implementation of 
selective projects to further improve 
our petroleum products slate, with 
the construction of a delayed coker 
�F�R�P�S�O�H�[���D�W���1�L�]�K�Q�\���1�R�Y�J�R�U�R�G���5�H�è�Q�H�U�\��
being the largest. As at the end of 2019, 

the project was 60% completed, which 
is fully in line with the schedule.

In retail, we maintained our focus on 
�L�Q�F�U�H�D�V�L�Q�J���W�K�H���H�I�è�F�L�H�Q�F�\���R�I���R�X�U���è�O�O�L�Q�J��
stations network and maximizing our 
�I�U�H�H���F�D�V�K���é�R�Z�����3�U�R�è�W���I�U�R�P���W�K�H���V�D�O�H�V��
of non-fuel goods and services at our 
�è�O�O�L�Q�J���V�W�D�W�L�R�Q�V���L�Q�F�U�H�D�V�H�G���F�R�Q�V�L�G�H�U�D�E�O�\����
becoming a very important driver of 
�W�K�L�V���V�H�J�P�H�Q�W�N�V���è�Q�D�Q�F�L�D�O���S�H�U�I�R�U�P�D�Q�F�H��
improvement.

Focusing on boosting our sales to end 
consumers, we have increased our 
bitumen sales to road construction 
companies by 50%, and ramped 
up high-margin into-plane refueling 
volumes.

Despite a weaker macroeconomic 
environment compared to 2018, we 
�K�D�Y�H���G�H�O�L�Y�H�U�H�G���U�H�F�R�U�G���K�L�J�K���è�Q�D�Q�F�L�D�O��
results, solely due to a number of 
business factors, including quantitative 
and qualitative improvements, high 
vertical integration and strict cost 
control. Our 2019 EBITDA exceeded 
RUB 1.2 trillion, up by 11% year-on-year, 
�D�Q�G���I�U�H�H���F�D�V�K���é�R�Z���U�H�D�F�K�H�G���5�8�%����������
billion.

In 2019, the new dividend policy was 
approved, whereby the total amount 
of dividends equals at least 100% of 
the Company’s adjusted free cash 
�é�R�Z�����7�K�H���Q�H�Z���S�R�O�L�F�\���K�D�V���D�O�U�H�D�G�\���E�H�H�Q��
applied to determine the amount of 
the interim dividend for 2019. In line 
with the policy, the Board of Directors 
recommended that the Annual General 
�6�K�D�U�H�K�R�O�G�H�U�V���0�H�H�W�L�Q�J���D�S�S�U�R�Y�H���W�K�H���è�Q�D�O��
dividend for 2019 in the amount of RUB 
350 per share. If the recommended 
�è�Q�D�O���G�L�Y�L�G�H�Q�G���L�V���D�S�S�U�R�Y�H�G���E�\���W�K�H��
shareholders, the total dividend for 

2019 will be RUB 542 per share, which 
is more than a two-fold increase year-
on-year.

In conclusion, I would like to touch 
on 2020, which hit the oil industry 
hard through the crash in demand 
for hydrocarbons triggered by the 
COVID-19 pandemic. This crisis has sent 
oil prices spiraling and undermined 
production both for economic 
reasons, and as a result of international 
agreements. In this context, I would 
like to reiterate again that our business 
model is highly resilient to such 
shocks. LUKOIL has high operational 
�D�Q�G���è�Q�D�Q�F�L�D�O���é�H�[�L�E�L�O�L�W�\�����O�R�Z���S�U�R�G�X�F�W�L�R�Q��
costs, strong vertical integration and 
�D�Q���H�[�W�U�H�P�H�O�\���U�R�E�X�V�W���è�Q�D�Q�F�L�D�O���F�R�Q�G�L�W�L�R�Q����
Natural hedging mechanisms in Russia 
provide us with an extra competitive 
edge. This combination has repeatedly 
proven itself highly effective. Moreover, 
�Z�H���K�D�Y�H���V�L�J�Q�L�è�F�D�Q�W�O�\���L�P�S�U�R�Y�H�G���R�X�U��
production structure and petroleum 
products slate over the past years.

Therefore, I am convinced that 
we will successfully pass through 
this price cycle, and continue with 
the implementation of our long-
term strategy and the sustainable 
development of our business. Creating 
shareholder value invariably remains 
our key focus in any macroeconomic 
environment.
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Vagit Alekperov 
President, Chairman  

of the Management Committee  
of PJSC LUKOIL

1	 Total dividend per share recommended by the Board of Directors for 2019.

Dividend per share,
RUB

Hydrocarbon production,
thousand boe per day

2017

5421

215

2502018

2019

+116.8%

2017 2,269 

2,347 

2,380
2018

2019

+1.4%



OUR BUSINESS MODEL IS BASED ON THE PRINCIPLE 
OF MAXIMUM VERTICAL INTEGRATION IN ORDER TO 
CREATE ADDED VALUE AND FURTHER REINFORCE 
THE HIGH RESILIENCE OF OUR BUSINESS TO THE 
CHANGING MACROECONOMIC ENVIRONMENT 
THROUGH RISK DIVERSIFICATION 

BUSINESS MODEL
EXPLORATION AND PRODUCTION
EXPLORATION
• �Unlocking r esource 

potential and building up 
commercial reserves

DEVELOPMENT
• �Field dev elopment and 

construction of supporting 
infrastructure

PRODUCTION
• �Drilling and hydr ocarbon 

production

REFINING
OIL REFINING
• �Creating added value by 

processing crude oil into 
various petroleum products 
�D�W���H�L�J�K�W���U�H�è�Q�H�U�L�H�V

GAS PROCESSING
• ��(�I�è�F�L�H�Q�W���X�V�H���R�I���D�V�V�R�F�L�D�W�H�G��

�S�H�W�U�R�O�H�X�P���J�D�V���D�W���è�Y�H���J�D�V��
processing plants and 
production facilities within oil 
�U�H�è�Q�H�U�L�H�V

PETROCHEMICALS
• �Deep con version of 

hydrocarbon feedstock into 
complex petrochemicals at 
four plants and production 
�I�D�F�L�O�L�W�L�H�V���Z�L�W�K�L�Q���R�L�O���U�H�è�Q�H�U�L�H�V

MARKETING AND DISTRIBUTION
INTERNATIONAL TRADING
• ��7�K�H���P�R�V�W���H�I�è�F�L�H�Q�W���Z�K�R�O�H�V�D�O�H��

marketing of our crude oil 
and petroleum products; 
�V�X�S�S�O�L�H�V���W�R���R�X�U���R�Z�Q���U�H�è�Q�H�U�L�H�V��
and retail networks in Europe

• �Incremental value added 
from trading third-party 
hydrocarbons

RETAIL SALES
• �Access to end consumers 

across various regions, 
incremental value added 
from premium fuel sales, 
�D�G�G�L�W�L�R�Q�D�O���G�L�Y�H�U�V�L�è�F�D�W�L�R�Q��
through non-fuel sales

LUBRICANTS PRODUCTION 
AND MARKETING
• �35 production facilities,  

a priority sales channel, wide 
product range, access to end 
consumers

MARINE AND RIVER 
BUNKERING
• �A priority pr emium sales 

channel, access to end 
consumers in 25 ports both 
in Russia and outside Russia

AIRCRAFT REFUELING
• �A priority pr emium sales 

channel, into-plane refueling 
in 33 airports in Russia, 
Bulgaria and Turkey 

POWER GENERATION
POWER GENERATION
• �Heat energy and electric 

power generation using 
�Q�D�W�X�U�D�O���J�D�V�����H�I�è�F�L�H�Q�W���X�V�H��
of associated petroleum 
gas, supplies of our own 
production facilities by low-
cost energy, access to end 
consumers

RENEWABLES
• �Electric pow er generated 

from sunlight, wind and 
water

Electricity and heat 
generation

8
facilities

Water energy

4
hydroelectric power plants

Solar energy

3
solar power plants

Wind energy

1
wind power plant

Exploration and Production

14 countries
83% of total production – 
in Russia

Feedstock

14

Business Model   

Gas

34 
billion cubic meters

Crude oil

85 
million tonnes

Purchases
76 million tonnes



SUSTAINABLE ORGANIC HYDROCARBON PRODUCTION GROWTH WITH A FOCUS ON CREATING VALUE AND 
UNLOCKING THE POTENTIAL OF OUR EXISTING RESOURCE BASE 
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Strategy   

EXPLORATION 
AND PRODUCTION STRATEGY

COMPETITIVE ADVANTAGES

FUNDAMENTAL FACTORS

•	 Growth in global demand for energy due to increasing world population and growth in GDP 
per capita

•	 Deterior ating quality of the resource base and depletion of conventional reserves

•	 Evolution of electric vehicles and renewable power generation

•	 Transition to a low-carbon economy

•	 Advancements in exploration and production technologies

•	 Vast resource base of liquid hydrocarbons and natural gas

•	 Low production costs

•	 Extensive expertise in implementing large projects

•	 Strong technological expertise

•	 Low per barrel and per USD greenhouse gas emissions

�6�7�5�$�7�(�*�<�����������k�������� Unlocking potential

MATURE FIELDS

GREENFIELDS

HARD-TO-RECOVER RESERVES

Efficiency improvement, cost 
reduction

Slowing down production decline rates at 
West Siberia’s mature fields to 2–3%

Efficient delivery of new 
projects

Accelerated involvement of hard-to-
recover reserves into production

1	 Base target for annual average hydrocarbon production growth excluding the West Qurna-2 
project based on the existing resource base with an oil price of $50 per barrel, in line 
with LUKOIL’s Strategic Development Program for 2018–2027.

�$�&�7�8�$�/�����������m����������

BASE TARGET

1%
2.5%
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For the list of key performance indicators of the 
�*�U�R�X�S�����Z�K�L�F�K���G�H�è�Q�H���W�K�H���O�H�Y�H�O���R�I���D�F�K�L�H�Y�H�P�H�Q�W���R�I��
strategic targets, see page 38

For more details on key strategic risks, 
see Appendix 2: Risks

Performance in 2018–2019

Per barrel lifting costs and per meter drilling costs 
in Russia down by 4% and 8% from 2017

Production decline at West Siberia’s mature fields 
slowed down to 2.5% in 2019

Scaling up technologies

Rapid production growth at new projects by 44% from 
2017, fast-tracking of construction

Rapid growth of high-viscosity oil and tight oil 
production at key projects, by 50% from 2017



2020
AND MID-TERM PRIORITIES

•	 Exploration works near existing 
�è�H�O�G�V���D�Q�G���L�Q���S�U�R�P�L�V�L�Q�J���U�H�J�L�R�Q�V���W�R��
support reserve replacement

•	 Focus on gr owth projects: 
increase in high-viscosity and 
tight oil production; development 
�R�I���Q�H�Z���è�H�O�G�V���L�Q���W�K�H���&�D�V�S�L�D�Q���D�Q�G��
Baltic seas; implementation of 
new production plans at mature 
�è�H�O�G�V���X�Q�G�H�U���W�K�H���7�$�,�����P�D�L�Q�W�D�L�Q�L�Q�J��
production at plateau at 
previously commissioned large 
�è�H�O�G�V�����6�O�R�Z�L�Q�J���G�R�Z�Q���S�U�R�G�X�F�W�L�R�Q��
�G�H�F�O�L�Q�H���U�D�W�H�V���D�W���P�D�W�X�U�H���è�H�O�G�V

•	 �,�P�S�O�H�P�H�Q�W�D�W�L�R�Q���R�I���H�I�è�F�L�H�Q�F�\��
improvement programs and 
building up technological 
expertise in complex reserves 
development

•	 Scaling and rolling out of 
successfully piloted technologies, 
digitalization

2019 RESULTS

Despite external limitations, LUKOIL’s 
hydrocarbon production excluding 
the West Qurna-2 project increased in 
2019 by 1.4% year-on-year to 2.4 million 
barrels of oil equivalent per day.

�$�W���W�K�H���9�����)�L�O�D�Q�R�Y�V�N�\���è�H�O�G���L�Q���W�K�H���&�D�V�S�L�D�Q��
Sea, the launch of Phase 3 enabled 
LUKOIL to increase 2019 oil production 
by 5.2% to 6.4 million tonnes. At the 
�<�X�����.�R�U�F�K�D�J�L�Q���è�H�O�G�����W�K�H���O�D�X�Q�F�K���R�I���3�K�D�V�H��
2 drove 2019 production increase by 
21.2% to 1.0 million tonnes.

In Timan-Pechora, the development of 
�W�K�H���<�D�U�H�J�V�N�R�\�H���è�H�O�G���D�Q�G���W�K�H���3�H�U�P�L�D�Q��
�U�H�V�H�U�Y�R�L�U���R�I���W�K�H���8�V�L�Q�V�N�R�\�H���è�H�O�G����
including the launch of new steam 
generating facilities, enabled a 14.5% 
year-on-year growth in high-viscosity oil 
production, to 4.9 million tonnes.

�7�K�H���'�������è�H�O�G���Z�D�V���O�D�X�Q�F�K�H�G���L�Q���W�K�H���%�D�O�W�L�F��
Sea, while development of design 
documentation continued for the D33 
�è�H�O�G��

Expanding our asset portfolio

Extended the geographical footprint 
of the Company’s license portfolio 
with the acquisition of license areas 
in the Republic of Bashkortostan, the 
Orenburg Region and the Saratov 
Region.

Acquired interest in hydrocarbon 
production projects in the Republic 
of the Congo and the United Arab 
Emirates with a well-explored resource 
�E�D�V�H���D�Q�G���V�L�J�Q�L�è�F�D�Q�W���S�U�R�G�X�F�W�L�R�Q��
potential.

Improving efficiency and 
managing production in core 
regions

�$�V���D���U�H�V�X�O�W���R�I���H�I�è�F�L�H�Q�F�\���L�P�S�U�R�Y�H�P�H�Q�W�V��
made across all operations, the 
production decline at West Siberia’s 
�P�D�W�X�U�H���è�H�O�G�V���V�O�R�Z�H�G���G�R�Z�Q���W�R������������

We continued with implementation 
of targeted operational excellence 
programs that include a broad range of 
measures in cost reduction and scaling 
up technologies. Per barrel hydrocarbon 
lifting costs and per meter drilling costs 
in Russia were down by 3% from 2018.

Enhancing the technological 
edge

Active work continued on involving 
complex reserves into production. The 
share of horizontal wells in the total 
number of wells commissioned in 2019 
grew by 4 percentage points to 36%.

Driven by the use of innovative 
technologies, oil production at the 
�,�P�L�O�R�U�V�N�R�\�H���è�H�O�G���L�Q�F�U�H�D�V�H�G���E�\�����������W�R��
���������P�L�O�O�L�R�Q���W�R�Q�Q�H�V�����7�K�H���è�Q�D�O���V�W�D�J�H���R�I��
pilot testing was conducted at the 
�9�� �9�L�Q�R�J�U�D�G�R�Y���è�H�O�G�����Z�L�W�K���L�W�V���S�U�R�G�X�F�W�L�R�Q��
up by 29% to 0.5 million tonnes.

We continued leveraging digital 
technologies in production. For  example, 
�Z�H���I�X�U�W�K�H�U���U�R�O�O�H�G���R�X�W���W�K�H���L�Q�W�H�O�O�L�J�H�Q�W���è�H�O�G��
concept based on integrated models.

�3�L�O�R�W�V���L�Q���P�D�W�X�U�H���è�H�O�G�V���F�R�Q�è�U�P�H�G��
excellent performance of neural 
�Q�H�W�Z�R�U�N�V���I�R�U���S�U�R�G�X�F�W�L�R�Q���D�Q�G���Z�D�W�H�U�é�R�R�G��
management, with plans to scale up the 
technology.

Substantially increased the number of 
�V�P�D�O�O���G�L�D�P�H�W�H�U���Z�H�O�O�V���D�Q�G���V�L�P�S�O�L�è�H�G��
design horizontal wells drilled.

EXPLORATION
AND PRODUCTION

NUMBER OF INTEGRATED 
FIELD MODELS AS AT 
DECEMBER 31, 2019

+55%

45

18

Exploration and Production   



IRAQ UAEEGYPT

THE REPUBLIC 
OF THE CONGO

RUSSIA

CAMEROON

GHANA

NIGERIA

ROMANIA

NORWAY

MEXICO

724
14,196

KAZAKHSTAN

32
407

UZBEKISTAN

15,769

88
720

869

11
219

28

AZERBAIJAN

10
171

2
5

2
23

76

24

15.8
�E�L�O�O�L�R�Q���E�R�H

�/�L�T�X�L�G���K�\�G�U�R�F�D�U�E�R�Q�V

�*�D�V

24

76

2.4
�P�L�O�O�L�R�Q���E�R�H��

�S�H�U���G�D�\

�/�L�T�X�L�G���K�\�G�U�R�F�D�U�E�R�Q�V

�*�D�V

89

11

36.3
�W�K�R�X�V�D�Q�G��

�H�P�S�O�R�\�H�H�V

�5�X�V�V�L�D

�,�Q�W�H�U�Q�D�W�L�R�Q�D�O���S�U�R�M�H�F�W�V

82

18

365
�5�8�%���E�L�O�O�L�R�Q

�5�X�V�V�L�D

�,�Q�W�H�U�Q�D�W�L�R�Q�D�O���S�U�R�M�H�F�W�V

Proved hydrocarbon 
reserves as at 
December 31, 2019
%

Hydrocarbon 
production in 2019
%

Exploration and 
Production CAPEX in 
2019
%

Average headcount 
in Exploration and 
Production in 2019
%

TOTAL

The Group’s major 
Exploration and 
Production segment 
assets as at December  31, 
2019.

1.4% 

�6�+�$�5�(���2�)���+�,�*�+�k�0�$�5�*�,�1��
PROJECTS IN TOTAL PRODUCTION 
IN 2019

EXPLORATION AND 
PRODUCTION EBITDA 
IN 2019

HYDROCARBON 
PRODUCTION GROWTH 
VS 2018

+2.7%

894
RUB billion

+6 p.p.

32% 
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Proved 
hydrocarbon 
reserves at the 
end of 2019, 
million boe

Hydrocarbon 
production 
in 2019,  
million boe

 Exploration
 Oil production
 Gas production
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IMPROVING 
PRODUCTION 
EFFICIENCY 
WHILE REDUCING
PER BARREL COSTS
IMPROVING EFFICIENCY IS A KEY TOOL 
IN ACHIEVING OUR STRATEGIC GOALS 
IN THE EXPLORATION AND PRODUCTION 
SEGMENT. IN 2019, WE WERE ABLE TO ACHIEVE 
NOTABLE SUCCESS ON THIS FRONT, INCLUDING 
THROUGH DEVELOPING AND SCALING UP 
TECHNOLOGIES.

INTELLIGENT FIELD

As part of developing digital 
technologies in production 
we have successfully applied 
�W�K�H���L�Q�W�H�O�O�L�J�H�Q�W���è�H�O�G���F�R�Q�F�H�S�W��
supported by integrated 
models. This technology already 
�F�R�Y�H�U�V���������P�R�G�H�O�V���R�I���è�H�O�G�V���W�K�D�W��
account for about one third of 
our production.

NEURAL NETWORKS

�3�L�O�R�W�V���L�Q���P�D�W�X�U�H���è�H�O�G�V���F�R�Q�è�U�P�H�G��
excellent performance of neural 
networks for production and 
�Z�D�W�H�U�é�R�R�G���P�D�Q�D�J�H�P�H�Q�W��

In 2019, we developed mature 
�è�H�O�G���Z�D�W�H�U�é�R�R�G���P�D�Q�D�J�H�P�H�Q�W��
algorithms, built a choke model 
and carried out well intervention 
performance evaluation for pilot 
areas in West Siberia.

There are plans to scale up this 
technology.

�7�+�5�(�(�k�6�7�5�,�1�*���:�(�/�/�6

�7�K�H���Q�X�P�E�H�U���R�I���V�L�P�S�O�L�è�H�G��
design horizontal wells almost 
doubled in 2019. This technology 
accelerates construction by 35% 
on average (by 50% in some 
cases) and reduces costs by 
approximately 20% as compared 
to the standard four-string 
design of horizontal wells. 

CUMULATIVE INCREMENTAL 
HYDROCARBON 
PRODUCTION

>7
million boe

�7�+�5�(�(�k�6�7�5�,�1�*���:�(�/�/�6��
CHEAPER THAN 
STANDARD WELLS BY

20%

Exploration and Production   
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ACCELERATING 
INVOLVEMENT
�2�)���+�$�5�'�k�7�2�k�5�(�&�2�9�(�5
RESERVES INTO PRODUCTION

2019 OIL PRODUCTION
+4%

2.7   
million tonnes

Permian reservoir at the 
Usinskoye field
Commissioning new wells, 
building better understanding 
of geology

OIL PRODUCTION IN 2019
+29%

0.5   
million tonnes

V. Vinogradov field
Successful pilot testing of 
a development system that is 
unique for Russia

2019 OIL PRODUCTION
+32%

2.2  
million tonnes

Yaregskoye field
Steam-generating capacities 
expansion

High-viscosity oil

2019 OIL PRODUCTION
+44%

1.1 
million tonnes

Imilorskoye field
Using multi-zone hydraulic 
fracturing (MZHF)

Low-permeability reservoirs

Annual Report | 2019
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Strategy   

REFINING, MARKETING,
AND DISTRIBUTION STRATEGY

COMPETITIVE ADVANTAGES

FUNDAMENTAL FACTORS

•	 New global limits on the sulfur content in bunker fuels 
(MARPOL)1

•	 Growing demand for lubricants and petrochemicals

•	 Growing competition in retail

•	 Transition to a low-carbon economy

•	 �+�L�J�K���F�R�P�S�O�H�[�L�W�\���R�I���U�H�è�Q�H�U�L�H�V�����K�L�J�K���T�X�D�O�L�W�\���S�H�W�U�R�O�H�X�P���S�U�R�G�X�F�W�V��
slate

•	 �)�D�Y�R�U�D�E�O�H���O�R�F�D�W�L�R�Q���R�I���U�H�è�Q�H�U�L�H�V���D�Q�G���S�U�R�[�L�P�L�W�\���W�R���N�H�\���P�D�U�N�H�W�V

•	 Extensive retail network and premium sales channels

•	 Renewable energy sector business

�6�7�5�$�7�(�*�<�����������k�������� Improving efficiency

EXISTING REFINERIES POST 
A LARGE-SCALE UPGRADE PROGRAM

ORGANIC GROWTH PROJECTS

FILLING STATION NETWORK

AIRCRAFT REFUELING AND 
MARINE BUNKERING

ORGANIC GROWTH PROJECTS: 
LUBRICANTS, BITUMENS

Continuous enhancement of operating 
efficiency of refineries and optimization of 
maintenance CAPEX

Selective projects at our Russian refineries 
to enhance our petroleum product slate

Efficiency improvement and sales growth

Maintaining a high market share while 
increasing sales to end users and 
driving efficiency

Growth in high-margin segments

1 IMO’s new global sulfur cap for bunker fuels, in place from 2020.

CONTINUOUS UPGRADE OF REFINERIES AND EFFICIENCY IMPROVEMENT IN RETAIL NETWORK, 
DEVELOPMENT OF PREMIUM SALES CHANNELS WITH MAXIMIZING FREE CASH FLOW 



About the Company Board of Directors Report Corporate Responsibility Corporate Governance

27Annual Report | 2019

For the list of key 
performance indicators of 
�W�K�H���*�U�R�X�S�����Z�K�L�F�K���G�H�è�Q�H��
the level of achievement 
of strategic targets, 
see page 38 

For more details on 
key strategic risks, 
see Appendix 2: Risks

Performance in 2018–2019

Over 500 optimization initiatives. The economic effect 
exceeded RUB 60 billion over a two-year period

Construction of a delayed coker complex and an isomerization 
unit at Nizhny Novgorod Refinery, which were 60% and 45% 
complete as at the end of 2019, respectively

Growth of gross profit from sales of non-fuel goods and 
services by 30% from 2017.  
Maintaining market share with double-digit sales growth rates 
in high-margin retail channels

Growth of sales in our high value-added lubricant  
range by 21% from 2017 
Launch of polymer bitumen production
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1	 Including owned, leased and franchised stations.

�7�K�H���*�U�R�X�S�N�V���P�D�M�R�U���5�H�è�Q�L�Q�J�����0�D�U�N�H�W�L�Q�J���D�Q�G���'�L�V�W�U�L�E�X�W�L�R�Q��
production assets as at December 31, 2019.

L – LUKOIL

4

 Gas processing 
 Petrochemicals
 Distribution

 Power generation
 Transshipment

 Aircraft refueling
 Lubricant

9

Retail network1 
as at December 31,  
2019
%

Sales of premium ECTO-
branded fuels in 2019
%

Refining, Marketing 
and Distribution CAPEX 
in 2019
%

Average headcount 
in Refining, Marketing 
and Distribution in 2019
% 

5

MACEDONIA10

ROMANIA

NETHERLANDS
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REFINING, MARKETING AND 
DISTRIBUTION EBITDA IN 2019
+32% 

372
RUB billion

REFINING THROUGHPUT 
IN 2019
+2.1% 

68.7
million tonnes

REDUCTION OF FUEL OIL OUTPUT 
IN 2019
–9.9%

746
thousand tonnes
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HIGHLY READY
FOR MARPOL
THE MAJOR UPGRADE PROGRAM COMPLETED IN 
2016 AND PRODUCT SLATE OPTIMIZATION MEASURES 
MADE OUR REFINERIES WELL-PREPARED FOR THE 
INTRODUCTION OF THE GLOBAL SULFUR LIMIT FOR 
BUNKER FUEL UNDER MARPOL 2020 REQUIREMENTS. 

�:�H���F�R�Q�W�L�Q�X�H�G���Z�L�W�K���V�H�O�H�F�W�L�Y�H���S�U�R�M�H�F�W�V���D�W���R�X�U���U�H�è�Q�H�U�L�H�V���D�Q�G���U�H�è�Q�L�Q�J���G�H�S�W�K��
improvement initiatives, developed new low-sulfur products. 

�5�H�è�Q�L�Q�J�����0�D�U�N�H�W�L�Q�J���D�Q�G���'�L�V�W�U�L�E�X�W�L�R�Q������

30
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SHARE OF ECTO FUEL SALES 
IN TOTAL DOMESTIC RETAIL 
SALES IN 2019

+3 p.p.

79%
SALES OF PREMIUM ECTO 100 
MOTOR GASOLINE IN 2019

+16%

129
thousand tonnes

GROWTH IN GROSS PROFIT FROM 
�6�$�/�(�6���2�)���1�2�1�k�)�8�(�/���*�2�2�'�6���$�1�'��
SERVICES
vs. 2018

8%

�1�2�1�k�)�8�(�/���*�2�2�'�6���$�1�'���6�(�5�9�,�&�(�6

�,�Q�������������Z�H���V�L�J�Q�L�è�F�D�Q�W�O�\���L�Q�F�U�H�D�V�H�G���W�K�H���V�K�D�U�H��
�R�I���è�O�O�L�Q�J���V�W�D�W�L�R�Q�V���Z�L�W�K���U�H�W�D�L�O���D�U�H�D���V�L�W�X�D�W�H�G���L�Q��
highly attractive locations.

We continued with our drive for product 
range optimizations, continuous marketing 
efforts, developing value-added services, 
rolling out best retail practices, and focusing 
on customer service excellence.

BRANDED FUEL

We achieved excellent results in developing 
our ECTO-branded fuels that have improved 
performance and are environmentally 
friendlier.

�0�D�[�L�P�X�P���F�R�P�E�X�V�W�L�R�Q���H�I�è�F�L�H�Q�F�\���R�I���(�&�7�2��
fuels means higher engine power, less fuel 
consumption and less emissions per unit of 
net engine power.

ECTO fuels have no aromatics and sulfur 
content, which means less harmful emissions 
and less environmental footprint, while 
low saturated vapor pressure of alkylates is 
better for the fuel system of the vehicle and 
helps extend its service life.



DEVELOPING
BITUMENS 
AND LUBRICANTS 
SEGMENTS
WE ALSO CONTINUE TO DEVELOP OUR HIGH 
VALUE-ADDED POLYMER BITUMEN BUSINESS, 
WHERE WE ARE BUILDING AN END-TO-END 
VALUE CHAIN FROM THE PLANT TO THE END 
CUSTOMER. 

WE DEMONSTRATE HIGH GROWTH RATES IN 
OUR HIGH VALUE-ADDED LUBRICANT RANGE.

�5�H�è�Q�L�Q�J�����0�D�U�N�H�W�L�Q�J���D�Q�G���'�L�V�W�U�L�E�X�W�L�R�Q������

34
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GROWTH OF SALES IN OUR HIGH 
�9�$�/�8�(�k�$�'�'�(�'���/�8�%�5�,�&�$�1�7���5�$�1�*�(
vs. 2018

8.5%

GROWTH OF BITUMEN SALES TO ROAD 
CONSTRUCTION COMPANIES
 vs. 2018

50%
BITUMEN SALES IN 2019
+15%

911
thousand tonnes

BITUMENS

We were able to achieve impressive results 
in the bitumen segment development in 
2019. To develop and produce modern 
bituminous materials suited to the climatic 
conditions of Russian regions, in 2019, we 
opened an innovation research center for the 
development of bituminous materials and 
launched a revamp of the bitumen production 
�D�W���W�K�H���1�L�]�K�Q�\���1�R�Y�J�R�U�R�G���5�H�è�Q�H�U�\��

This innovation center has the capabilities to 
�P�R�G�H�O���W�U�D�I�è�F���O�R�D�G�V���D�Q�G���Y�H�U�\���F�R�P�S�O�H�[���F�O�L�P�D�W�L�F��
conditions for testing bitumen and bitumen 
concrete performance in road surfacing. The 
center has laboratories and equipment that 
are unmatched in Russia in terms of the range 
of bitumen and bitumen concrete tests.

The revamp of the bitumen production at 
�W�K�H �1�L�]�K�Q�\���1�R�Y�J�R�U�R�G���5�H�è�Q�H�U�\���Z�L�O�O���L�Q�F�U�H�D�V�H��
the quality and output of bitumen, including 
the output of polymer bitumen products.

LUBRICANTS

In our lubricant business we focused on the 
development of high value-added lubricant 
range. An important step towards sales 
geography expansion to Asian markets 
was the launch of our new lubricants plant 
in Kazakhstan with an annual capacity of 
100 thousand t onnes. Upgrades to our 
production sites in Perm, Volgograd and 
Tyumen were under way in 2019. In Perm, we 
launched a project to promote the mobility 
�D�Q�G���é�H�[�L�E�L�O�L�W�\���R�I���W�K�H���S�U�R�F�H�V�V���é�R�Z���W�R���H�Q�D�E�O�H��
fast-tracking of orders and boost the volume 
and quality of output. 
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Sustainable development 
system management

In 2019, the Strategy and Investment 
Committee of the Board of Directors 
was renamed the Strategy, Investment 
and Sustainability Committee and its 
functions were expanded accordingly. 
The number of items related to 
sustainable development that were 
reviewed by the Committee increased 
substantially.

Reducing our environmental 
impact

Air pollutant emissions across 
the Group’s Russian entities were 
reduced by 7% year-on-year 
to  402 thousand  tonnes.

Direct greenhouse gas emissions 
across the Group’s Russian entities 
were reduced by 3.3%, while the target 
had been a 1.2% reduction by 2020 
from a 2016 baseline. The Company 
thus outperformed its targeted direct 
greenhouse gas emissions reductions, 
while ramping up hydrocarbon 
�S�U�R�G�X�F�W�L�R�Q���D�Q�G���U�H�è�Q�L�Q�J���Y�R�O�X�P�H�V���D�F�U�R�V�V��
the Group’s Russian entities from a 2016 
baseline by 1% and 6%, respectively, 
even after accounting for emission 
sources previously not included.

Oil-contaminated land area was down 
by 28% across the Group’s Russian 
entities. 

We met the waste management KPI 
whereby 2019 waste disposal was equal 
to waste generation.

Ensuring industrial safety

In 2019, work-related injury rates 
remained low across the LUKOIL 
Group, with the lost-time accident 
frequency rate (LTAFR) at 0.19. The 
Company conducted 200 drills and 
over 10.7 thousand on-site trainings, 
approximately 12 thousand inspections 
as part of corporate supervision, and 
held the annual Safety Day involving 
LUKOIL’s top management, trade union 
representatives and key contractors.

Digitalization in corporate 
training

We implemented corporate training 
projects using mobile training 
technology. A number of Russian 
entities implemented the Safety Culture 
4.0 project that will be subsequently 
rolled out across all Group entities.

Lost-time accident frequency 
rate (LTAFR)

2017 0.20 

0.20 

0.19
2018

2019

2019 RESULTS 2020
AND MID-TERM PRIORITIES

•	 Reducing our environmental 
footprint

•	 Supporting social and economic 
development in the regions of 
operation

•	 Improving working conditions, 
hands on training and employee 
skills assessments

•	 �,�P�S�U�R�Y�L�Q�J���H�I�è�F�L�H�Q�F�\���R�I���O�H�Y�H�U�D�J�L�Q�J��
our HR potential

•	 Development of long-term goals 
for carbon emissions reduction
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2017 60

59

43
2018

2019

Oil-contaminated land across 
the Group’s Russian entities as 
at year-end
hectares

–28%

Air pollution emissions by the 
Group’s Russian entities
thousand tonnes

2017 503

433

402
2018

2019

–7%

2017 95.4

97.4

97.6
2018

2019

Efficient APG use across 
the Group
%

+0.2 p. p.



1	 Excluding the West Qurna-2 project.
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KPI – key performance 
indicators of the Group, 
�Z�K�L�F�K���G�H�è�Q�H���W�K�H���O�H�Y�H�O���R�I��
achievement of strategic 
targets.

Incentive KPI – is factored 
in when calculating the 
annual bonus payable to top 
managers.

High corporate responsibility

�,�Q���������������H�I�è�F�L�H�Q�W���$�3�*���X�V�H���Z�D�V���K�L�J�K�H�U���L�Q��
the Company’s key operating regions – 
West Siberia, Timan-Pechora and Volga.

In 2019, the LTAFR went down to 0.19, 
while the number of accidents declined 
from 21 to 19.

Efficient APG use
%

Lost-time accident frequency 
rate (LTAFR)

2017 0.20 

0.20 

0.19
2018

2019

2017 95.4

97.4

97.6
2018

2019

�����������é�����é��

�,�Q�é�X�H�Q�F�H�V���G�L�U�H�F�W���H�P�L�V�V�L�R�Q�V���L�Q�W�R���W�K�H���D�W�P�R�V�S�K�H�U�H��
and is used to calculate the HSE Compliance 
KPI. In addition, wastewater discharge and 
waste disposal rates are also used to calculate 
this KPI

One of the key indicators used to calculate 
the HSE Compliance KPI

KPI KPI

�5�H�è�Q�L�Q�J�����0�D�U�N�H�W�L�Q�J���D�Q�G���'�L�V�W�U�L�E�X�W�L�R�Q��
segment

Fuel oil output
�����R�I���U�H�è�Q�L�Q�J���W�K�U�R�X�J�K�S�X�W

2017 12.3%

11.0%

9.9%
2018

2019

�7�K�H���K�L�J�K�H�U���U�H�è�Q�L�Q�J���G�H�S�W�K���U�H�V�X�O�W�V���I�U�R�P��
�R�S�W�L�P�L�]�D�W�L�R�Q�V���P�D�G�H���W�R���U�H�è�Q�H�U�\���X�Q�L�W��
operating modes, including through 
�F�U�R�V�V���V�X�S�S�O�L�H�V���E�H�W�Z�H�H�Q���U�H�è�Q�H�U�L�H�V��

�5�H�é�H�F�W�V���W�K�H���T�X�D�O�L�W�\���R�I���W�K�H���S�H�W�U�R�O�H�X�P���S�U�R�G�X�F�W��
�V�O�D�W�H���D�W���W�K�H���&�R�P�S�D�Q�\�N�V���U�H�è�Q�H�U�L�H�V���D�Q�G���G�L�U�H�F�W�O�\��
�L�P�S�D�F�W�V���U�H�è�Q�L�Q�J���P�D�U�J�L�Q�V

Operational performance

Hydrocarbon production1

million boe per day

Exploration and Production segment

Despite the external production 
limitations in Russia driven by the 
OPEC+ agreement, hydrocarbon 
production increased by 1.4% due to 
developing gas projects in Uzbekistan. 
The share of high-margin projects in 
total production increased substantially.

2017 2,235

2,319

2,350
2018

2019

+1.4%

KPI

Key operational indicator

EBITDA
RUB billion

2017 832

1,115

1,236
2018

2019

+10.9%

KPI

Financial result of core operations, a key 
analytical metric used to calculate multiples 
for peer comparisons

2019 EBITDA was at an all-time 
�K�L�J�K�����O�D�U�J�H�O�\���G�X�H���W�R���K�L�J�K�H�U���U�H�è�Q�L�Q�J��
�W�K�U�R�X�J�K�S�X�W���D�Q�G���E�H�W�W�H�U���U�H�è�Q�H�U�\���S�U�R�G�X�F�W��
mix, as well as higher production 
volumes and changes in its structure. 
Other positive factors included better 
performance of the retail and trading 
businesses, lower lifting costs per 
barrel, and the adoption of an excess 
�S�U�R�è�W���W�D�[�����(�3�7�����U�H�J�L�P�H���I�R�U���V�H�Y�H�U�D�O��
license areas.

+1.4 p.p.



GENERAL SHAREHOLDERS 
MEETING

The General Shareholders Meeting is 
the Company’s supreme governance 
body. The Annual General Shareholders 
Meeting is held every year in the form 
of joint attendance. An Extraordinary 
Shareholders Meeting was also held in 
2019, in the form of absentee voting. 

BOARD  
OF DIRECTORS

The Board of Directors is responsible 
for the general management of the 
�&�R�P�S�D�Q�\�N�V���R�S�H�U�D�W�L�R�Q�V���I�R�U���W�K�H���E�H�Q�H�è�W���R�I��
its shareholders.

RAVIL  
MAGANOV

Born in 1954

•	Vice Chairman of the 
Board of Directors

•	Executive Director

•	First Executive Vice 
President (Exploration 
and Production)

•	Member of the Strategy, 
Investment and 
Sustainability Committee

VALERY 
GRAYFER

1929–2020

•	Chairman of the Board 
of Directors

•	Non-Executive Director

TOBY TRISTER 
GATI

Born in 1946

•	Independent Director

•	Member of the Strategy, 
Investment and 
Sustainability Committee

VAGIT  
ALEKPEROV

Born in 1950

•	President 
of PJSC LUKOIL

•	Executive Director

•	Chairman of the 
Management 
Committee

VICTOR  
BLAZHEEV

Born in 1961

•	Independent Director

•	Chairman of the Audit 
Committee

•	Member of the HR 
and Compensation 
Committee

BOARD OF DIRECTORS COMPOSITION

PAVEL  
TEPLUKHIN

Born in 1964

•	Independent Director

•	Member of the Audit 
Committee

ROGER  
MUNNINGS

Born in 1950

•	Independent Director

•	Chairman of the HR 
and Compensation 
Committee

SERGEY  
SHATALOV

Born in 1950

•	Independent Director

•	Chairman of the 
Strategy, Investment and 
Sustainability Committee

•	Member of the Audit 
Committee

LYUBOV  
KHOBA

Born in 1957

•	Non-Executive Director

WOLFGANG  
SCHÜSSEL

Born in 1945

•	Independent Director

•	Member of the HR 
and Compensation 
Committee

LEONID  
FEDUN

Born in 1956

•	Executive Director

•	Vice President for 
Strategic Development

•	Member of the Strategy, 
Investment and 
Sustainability Committee

 %

 %

 %

1 �As at December 31, 2019, the 
aggregate percentage of shares in 
PJSC LUKOIL which Mr. Alekperov 
�G�L�U�H�F�W�O�\���R�Z�Q�V�����R�U���L�V���D���E�H�Q�H�è�F�L�D�U�\��
of (including through family trusts 
and mutual funds), was 27.39%. 
Mr. Alekper ov directly owned 
���������������D�Q�G���Z�D�V���D���E�H�Q�H�è�F�L�D�U�\��
(including through family trusts 
and mutual funds) of 24.40%, of 
the shares in PJSC LUKOIL.

2 �As at December 31, 2019, the 
aggregate percentage of shares 
in PJSC LUKOIL which Mr. Fedun 
directly and/or indirectly owns, 
�D�Q�G���R�U���L�V���D���E�H�Q�H�è�F�L�D�U�\���R�I�����Z�D�V��
9.07%

Share in the Company’s 
charter capital as at 
December 31, 2019.

Executive 
directors

Non-executive 
directors

Independent 
directors

0.01% 0.46% �e������������1�f
2.99%

0% 0% 0%

0% 0% 0.43% 0% �e����������2�f
1.40%

The composition of the 
Board of Directors as at 
December  31, 2019.

40

CHANGES IN THE BOARD 
OF DIRECTORS

•	 Igor Ivanov, Richard Matzke and 
Ivan Pictet resigned

•	 Pavel Teplukhin, Sergey 
Shatalov and Wolfgang Schüssel 
were elected

Corporate Governance   





Dear Shareholders,

I am happy to note that, despite a volatile 
environment, LUKOIL continued its 
development in 2019 in a sustainable way 
fully in line with its stated strategy. This 
evidences the high level of effectiveness 
�D�Q�G���é�H�[�L�E�L�O�L�W�\���R�I���W�K�H���&�R�P�S�D�Q�\�N�V���F�R�U�S�R�U�D�W�H��
governance system.  

One of the priorities for the Board 
is the development and continuous 
improvement of the corporate governance 
system. This enables the  Company to 
�F�R�Q�V�W�D�Q�W�O�\���L�Q�F�U�H�D�V�H���W�K�H���H�I�è�F�L�H�Q�F�\���R�I��
the business processes and successfully 
achieve the Company’s targets. 

Recognizing the growing importance 
of sustainable development factors, in 
2019, the Board of Directors resolved to 
improve the Company’s sustainability 
management system by expanding the 
roles of the Strategy and Investment 

Committee. The Committee itself was 
renamed the Strategy, Investment 
and Sustainability Committee. Last 
year, the Board of Directors reviewed 
over ten matters on various aspects of 
sustainability, including three matters 
related to climate change. 

Given the high importance of the climate 
agenda, in 2019, the Board developed 
a better understanding of this topic by 
reviewing the trends in the global liquid 
hydrocarbon market and the Company’s 
adaption to the ongoing global transition 
to a low-carbon economy. 

The Board also reviewed the feedback 
from investors, including on the climate 
agenda. To further increase the Board’s 
awareness, the Independent Directors 
Sergey Shatalov and Pavel Teplukhin met 
with representatives from an ESG-focused 

investment fund. The  participation  
of Independent Director Toby Gati in 
the meetings of the Working Group 
on Sustainability made an important 
contribution to further improvement of 
the sustainability management system.

In 2019, the composition of the Board 
was refreshed by more than a quarter, 
�Z�K�L�F�K���U�H�V�X�O�W�H�G���L�Q���D���V�L�J�Q�L�è�F�D�Q�W���T�X�D�O�L�W�D�W�L�Y�H��
change. As a result, the number of 
independent directors serving on the 
Board exceeded the number of executive 
and non-executive directors. In this 
context, I would like to highlight the 
additions in the membership of the HR 
and Compensation Committee, which is 
now entirely composed of independent 
directors, fully in line with the Corporate 
Governance Code recommendations and 
best practice. 

In 2019, the Board of Directors 
conducted another self-assessment of 
its performance, the results of which 
�F�R�Q�è�U�P�H�G���W�K�H���V�W�U�R�Q�J���D�Q�G���D�F�W�L�Y�H��
performance of all Board members 
and a high level of control over all key 
matters. In order to improve the Board 
performance assessment procedure the 
Board resolved to amend the Regulations 
on Performance Assessment of the Board 
of Directors. The HR and Compensation 
Committee was briefed on a preview 
of matters concerning the external 
assessment of Board performance.

An important highlight of the year was 
the decision to change the Company’s 
approaches to capital distribution and 
improve the Dividend Policy based on 
best market practices. 

In 2019, we maintained a strong focus 
on controlling the implementation of 
the Strategic Development Program, the 
integral part of which is the Functional 
Development Program for IT. This 
Functional Program contributes to 
�L�Q�F�U�H�D�V�L�Q�J���H�I�è�F�L�H�Q�F�\�����U�H�G�X�F�L�Q�J���F�R�V�W�V���D�Q�G��
improving corporate information security. 
The Board of Directors notes that the 
Program has been successfully executed 
across all business segments.

The effective development of the 
corporate governance system requires 
compliance with the highest ethical 
standards. In 2019, we made an 
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In 2019, we continued to enhance the internal audit system, 
and improve the effectiveness of the internal control and 
risk management systems. The Committee has reviewed 
the results of an external assessment of internal audit at 
the Company, according to which LUKOIL’s internal audit 
broadly complies with the International Professional Practices 
Framework (IPPF), and meets the expectations of the 
Company’s management.

Our recommendations to the Board of Directors regarding 
�W�K�H���Q�H�H�G���W�R���G�H�Y�H�O�R�S���D�Q���D�Q�W�L���F�R�U�U�X�S�W�L�R�Q���S�R�O�L�F�\���Z�K�L�F�K���G�H�è�Q�H�V��
uniform anti-corruption principles, goals and objectives 
represent an important milestone in our efforts to improve the 
Company’s sustainable development practices.

VICTOR BLAZHEEV
Chairman of the Audit Committee

In 2019, we focused on matters related to implementing the 
�6�W�U�D�W�H�J�L�F���'�H�Y�H�O�R�S�P�H�Q�W���3�U�R�J�U�D�P�����L�P�S�U�R�Y�L�Q�J���H�I�è�F�L�H�Q�F�\���D�Q�G��
optimizing costs, while placing a special emphasis on improving 
the sustainability management system. In particular, the 
�&�R�P�P�L�W�W�H�H�N�V���U�R�O�H�V���Z�H�U�H���H�[�S�D�Q�G�H�G���W�R���U�H�é�H�F�W���W�K�L�V���L�Q�F�U�H�D�V�H�G���I�R�F�X�V��
and the Committee was renamed the  Strategy, Investment 
and Sustainability Committee. Over the course of the year, 
we reviewed matters on the climate agenda, which became 
�H�V�S�H�F�L�D�O�O�\���U�H�O�H�Y�D�Q�W���D�I�W�H�U���5�X�V�V�L�D���U�D�W�L�è�H�G���W�K�H���3�D�U�L�V���$�J�U�H�H�P�H�Q�W��
in 2019.

An important highlight of the year was the decision to change 
the Company’s approaches to capital distribution and approve 
changes to its Dividend Policy, based on a comprehensive 
review of internal and external factors.

SERGEY SHATALOV
Chairman of the Strategy, Investment and Sustainability Committee

important decision to develop an anti-
�F�R�U�U�X�S�W�L�R�Q���S�R�O�L�F�\���Z�K�L�F�K���G�H�è�Q�H�V���X�Q�L�I�R�U�P��
anti-corruption principles, goals and 
objectives. 

Furthermore, we continued making 
improvements to the internal audit, 
risk management and internal control 
systems. The Extraordinary General 
Shareholders Meeting resolved to 
dissolve the Audit Commission, in order 
to eliminate the duplication of functions 
and improve the system’s performance.

�,���D�P���K�D�S�S�\���W�R���F�R�Q�è�U�P���W�K�D�W���D�G�K�H�U�H�Q�F�H���W�R��
the strategy, including the commitment 
to sustainable development principles 
and continuous improvement of the 
corporate governance system, contribute 
�W�R���W�K�H���H�I�è�F�L�H�Q�W���G�H�Y�H�O�R�S�P�H�Q�W���D�Q�G���V�W�D�E�L�O�L�W�\��
of the Company’s business, as well as 
to the creation of shareholder value in 
a rapidly changing and highly c ompetitive 
environment.

It is with great sadness that we  acknowledge  
the death of Valery Grayfer in April 2020. 
Mr. Grayfer had been the Chairman of the 
Board of Directors of PJSC LUKOIL since 
2000 and made inestimable contribution 
to the development of the Company and 
the Russian oil industry as a whole.

On behalf of the Board of Directors, 
I would like to thank all our shareholders 
for placing their trust in LUKOIL and 
its management, and I am pleased to 
present the Board of Directors Report 
on the Results of the Priority Business 
Directions Development of PJSC LUKOIL 
in 2019.

Ravil Maganov
Vice Chairman of the Board  

of Directors
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In 2019, the composition of the Company’s Board of Directors 
was refreshed by more than one quarter, with the share of 
independent directors on the Board increasing to 55%. Prior 
to the Annual General Shareholders Meeting that elected the 
Board of Directors, the Committee assessed the professional 
�T�X�D�O�L�è�F�D�W�L�R�Q�V�����H�[�S�H�U�L�H�Q�F�H���D�Q�G���L�Q�G�H�S�H�Q�G�H�Q�F�H���R�I���W�K�H���F�D�Q�G�L�G�D�W�H�V��
to the Board of Directors.

A particular focus was placed on sustainable development 
�S�U�D�F�W�L�F�H�V�����V�S�H�F�L�è�F�D�O�O�\���R�Q���H�W�K�L�F�V���D�Q�G���R�E�V�H�U�Y�D�Q�F�H���R�I���H�P�S�O�R�\�H�H��
rights. The Committee has reviewed the progress in the 
implementation of the new version of the Code of Business 
Conduct and Ethics of PJSC LUKOIL, approved in 2018. The 
Committee has also reviewed matters related to safeguarding 
employee rights and interests, as well as surveys of employee 
morale and motivation across the LUKOIL Group.

ROGER MUNNINGS
Chairman of the HR and Compensation Committee





47

About the Company Board of Directors Report Corporate Responsibility Corporate Governance

EXPLORATION AND PRODUCTION
MACROECONOMIC OVERVIEW

Oil prices were moderately volatile 
in 2019, in the range of USD 53–75 per 
�E�D�U�U�H�O�����7�K�H���S�U�L�F�H���J�U�R�Z�W�K���L�Q���W�K�H���è�U�V�W��
six months of the year from USD 53 
per barrel to an annual high of USD 75 
per barrel was driven by supply cuts 
on the back of successful implementation 
of the OPEC+ agreement, and mounting 
geopolitical risks.

The average price of Urals crude 
in 2019 was down by 8.4% year-on-
�\�H�D�U���W�R���8�6�'�b�����������S�H�U���E�D�U�U�H�O�����+�R�Z�H�Y�H�U����
the net price of Urals (net of the mineral 
extraction tax (MET) and export 
duty) was down by only 5.8% due 
to the positive time lag effect of MET 
and export duty and the progressive 
formula used to calculate them.

The ruble depreciated against 
�W�K�H���8�6�b�G�R�O�O�D�U���E�\�������������R�Q���D�Y�H�U�D�J�H��
to RUB/USD 64.7, having a positive 
impact on ruble-denominated Urals 
price, which was down by 5.4% year-
on-year. The ruble-denominated net 
price was down by 2.8%.

Russian oil exporter’s revenue breakdown

2017 2018 2019 Change 2019/2018, %

$ per barrel

Urals crude price 63.9

Mineral extraction tax 27.6
Export duty 12.9
Net oil price 22.1 24.9 23.4 −5.8

RUB per barrel

Urals crude price 4,136

Mineral extraction tax 1,786
Export duty 832
Net oil price 1,291 1,562 1,518 −2.8

EXPLORATION AND PRODUCTION SEGMENT FINANCIAL 
HIGHLIGHTS

Despite lower crude oil price 
and the introduction of an addition 
to the mineral extraction tax, 
Exploration and Production segment 
EBITDA was up by 2.7%, mainly driven 
by higher oil and gas production, better 
oil production structure in Russia, lower 
lifting costs per barrel, and the adoption 
of TAI regime for several license areas.

The hydrocarbon lifting costs per barrel, 
excluding the West Qurna-2 project, 
were down by 2.5% year-on-year.

Exploration and Production segment 
capital expenditures remained almost 
�é�D�W���\�H�D�U���R�Q���\�H�D�U���D�W���5�8�%�����������E�L�O�O�L�R�Q��

Exploration and Production 
segment performance,  
RUB billion

(+2.7%)

(-6.9%)

(+0.3%)

EBITDA

�3�U�R�è�W

Capital expenditures

2019

2018

2017

894
474

365

870
508

364

569
270

444
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HEALTH AND SAFETY

Work-related injury indicators at LUKOIL Group

2017 2018 2019
Change 

2019/2018, %

Number of occupational accidents 19
Number of injured employees 25
Fatalities 1 2
Lost-time accident frequency rate 
(LTAFR)1

0.19

Lost-time injury frequency rate 
(LTIFR)2

0.13

Ensuring safe working conditions 
and compliance with occupational 
safety regulations are our major 
priorities. LUKOIL has maintained 
a consistently high ranking among 
Russia’s largest oil and gas companies 
for its health and safety performance.  
In 2019, the number of occupational 
accidents involving Group employees 
were down by 10% compared to 2018. 
As a result, the lost-time accident 
frequency rate (LTAFR) decreased 
to 0.19. The main injury causes in 2019 
were violations of workplace discipline, 
�L�Q�V�X�I�è�F�L�H�Q�W���V�D�I�H�W�\���V�X�S�H�U�Y�L�V�L�R�Q����
failure to use of personal protective 
�H�T�X�L�S�P�H�Q�W�����D�Q�G���Y�L�R�O�D�W�L�R�Q���R�I���W�U�D�I�è�F���U�X�O�H�V��

In 2019, two fatalities occurred at Group 
organizations.

�7�K�H���è�U�V�W���I�D�W�D�O�L�W�\���Z�D�V���F�D�X�V�H�G��
�E�\���D�Q���D�V�V�D�X�O�W���R�Q���D���è�O�O�L�Q�J���V�W�D�W�L�R�Q��
operator in the Voronezh Region. 
A review of the circumstances was 
conducted, followed by unscheduled 
�H�P�S�O�R�\�H�H���V�H�F�X�U�L�W�\���E�U�L�H�è�Q�J�V����
communication of rules of behavior 
in life-threatening situations, 
�D�Q�G���L�G�H�Q�W�L�è�F�D�W�L�R�Q���R�I���Z�R�U�N�S�O�D�F�H���U�L�V�N��
level. A decision was also made to set 
�X�S���D���S�U�R�M�H�F�W���R�I�è�F�H���D�W���W�K�H���F�R�U�S�R�U�D�W�H��
�O�H�Y�H�O���W�R���G�H�Y�H�O�R�S���D���X�Q�L�è�H�G���W�H�F�K�Q�R�O�R�J�\��
solution for a remote operations 
security monitoring system covering all 
�è�O�O�L�Q�J���V�W�D�W�L�R�Q�V���D�F�U�R�V�V���R�X�U���U�H�W�D�L�O���Q�H�W�Z�R�U�N��
in Russia.

The second fatality involving 
a LUKOIL employee occurred 
�L�Q���D���W�U�D�I�è�F���D�F�F�L�G�H�Q�W���L�Q���W�K�H���3�H�U�P���5�H�J�L�R�Q����
As of the end of 2019, the investigation 
of the circumstances of the accident 
was still ongoing.

KEY TARGETS 
OF THE INDUSTRIAL 
SAFETY PROGRAM
•	 Improve working conditions 

and oc cupational safety, thereby 
reducing work-related injury 
and occupational disease rates

•	 Reduce the risks of accidents, 
�L�Q�F�L�G�H�Q�W�V�����è�U�H�V�����D�Q�G���H�P�H�U�J�H�Q�F�L�H�V��
at the Group’s facilities 

2019 RESULTS
•	 Improved working conditions

•	 Reduced number of occupational 
accidents

•	 Maintained lo w injury rates 

•	 Conduct ed drills and on-site 
trainings

•	 Conduct ed Company-wide Safety 
Day

•	 Conduct ed inspections as part 
of the internal audit and corporate 
supervision procedure

2020 PRIORITIES
•	 Works to reduce the number 

and types of  hazardous operations 
and minimize the human factor

•	 Automation and modernization 
of technology processes

•	 Further de velopment 
of the culture of safety

•	 Adopt and r oll out best HSE 
�0�D�Q�D�J�H�P�H�Q�W���D�Q�G���è�U�H���V�D�I�H�W�\��
practices across the Group

•	 System upgrades and repair 
�R�I���D�X�W�R�P�D�W�L�F���è�U�H���S�U�R�W�H�F�W�L�R�Q���X�Q�L�W�V

1	 LTAFR is calculated as the number of work-related 
injuries per thousand people of the average 
headcount during the reporting period.

2	LTIFR is calculated as the number of lost-time injuries 
per million of total man-hours worked.
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In 2019, we had two accidents 
at production facilities and petroleum 
product supply entities at oil depots.

�7�K�H���è�U�V�W���D�F�F�L�G�H�Q�W���R�F�F�X�U�U�H�G���D�W���D���W�U�X�F�N��
loading rack at an oil depot in Belarus 
as a result of static electricity generated 
�E�\���D���I�U�H�H���I�D�O�O�L�Q�J���é�R�Z�����7�K�H�U�H���Z�H�U�H���Q�R��
injuries, and as at the end of 2019 the oil 
depot was closed for repair. A decision 
was made to improve petroleum 
product loading processes across 
the Group, and in particular to install 
bottom loading systems at oil depots, 
provide oil depots with backup gas 
analyzers, and check dimensions of tank 
trucks prior to loading.

The second accident occurred 
at an oil depot in the Republic of Komi, 
where an explosive mixture ignited 
while gasoline was being pumped 
from one tank to another. There 
were no injuries and no downtime. 
A technical investigation established 
that the root cause of the accident was 
that the pumping unit did not conform 
to the design documentation. 
A decision was made to develop 
�D�Q�G���L�P�S�O�H�P�H�Q�W���D���U�H�W�U�R�è�W���S�U�R�M�H�F�W��
for the oil depot’s pumping unit.

All information about accidents 
was reviewed at the Health, Safety 
and Environment Committee 
�R�I���3�-�6�&�b�/�8�.�2�,�/���D�Q�G���D�W���W�K�H���%�R�D�U�G��
of Directors meeting in December 2019.

LUKOIL has standing representatives 
in working groups under the Ministry 
of Energy of the Russian Federation, 
Rosstandart, and the RSPP Committee 
on Technical Regulation, Standardization 
and Compliance, an important vehicle 
for developing and amending both 
the Russian legislation and Company 
regulations. In 2019, our involvement 
resulted in the approval and enactment 
by Rosstandart’s Order No. 167-st 
dated April 25, 2019 of a new technical 
standard, GOST R 58404-2019 “Filling 
stations: operating rules” with enhanced 
safety measures when operating tank 
trucks.

LUKOIL Group has uniform 
�U�H�T�X�L�U�H�P�H�Q�W�V���I�R�U���W�K�H���Q�R�W�L�è�F�D�W�L�R�Q����
recording and analysis procedures 
for occupational accidents. 
All injuries at Group facilities, 
including those involving contractor 
employees, are promptly reported 
to all stakeholders, including LUKOIL’s 
structural units and executives, 
to decide on further rapid response 
actions. The incoming information 
is registered in our RISK PB 
corporate information management 
�V�\�V�W�H�P�����7�K�H���è�Q�G�L�Q�J�V���R�I���W�K�H���D�Q�D�O�\�V�L�V��
of circumstances and causes following 
an investigation of each incident 
are communicated to Group entities 
and contractors, and additionally 
discussed both at the Health, 
Safety and Environment Committee 
of PJSC LUKOIL and Safety Days 
with the involvement of trade unions 
and key contractors. Organizational 
and technical measures to prevent 
injuries are developed, implemented 
and tested. The occupational 
accident analysis results 
are included in the annual report 
to the Management Committee 
and on the agenda of Board 
of Directors meetings.

INVOLVEMENT IN HSE 
LEGISLATIVE INITIATIVES

NOTIFICATION SYSTEMLEADERSHIP AND SAFETY CULTURE

Over the past three years, LUKOIL has 
put a particular focus on fostering 
leadership and safety culture. This 
is embodied in the following initiatives:
•	 Conducting annual safety day s 

involving LUKOIL’s top management, 
managers of Group entities, trade 
union representatives and key 
contractors to review the root 
causes of injuries and best practices 
in health and safety. A project 
to visualize accident reviews was 
initiated at the 2019 Safety Day

•	 Implementing k ey safety rules 
and appropriate accountability 
mechanisms across the Group 
to ensure compliance among both 
Group employees and contractors

•	 Conducting leadership safety visits 
involving the Company management

As part of the shared agenda 
with the International Association 
of Trade Union Organizations, training 
under the Leadership and the Safety 
Culture program was provided during 
2019 to workplace technical inspectors 
of the Association. The Company plans 
to deliver training under the program 
�W�R���K�H�D�O�W�K���D�Q�G���V�D�I�H�W�\���R�I�è�F�H�U�V��

We continued to roll out best practices 
in safety procedure digitization, 
with a number of practices approved 
at the corporate Safety Day 
already being implemented across 
the Company. Another project that 
is currently being put to practice 
�L�V���D�X�W�R�P�D�W�H�G���V�D�I�H�W�\���E�U�L�H�è�Q�J�V��

Accidents at LUKOIL’s production facilities

2017 2018 2019

Accidents 2
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ENVIRONMENTAL PROTECTION
We are highly aware of our social responsibility to preserve 
the environment and use natural resources sustainably, 
and strictly comply with the national legislation 
of the countries in which we operate, conforming 
with the highest environmental protection standards.

A number of key environmental impact metrics were improved 
in 2019. APG use rate across the Group’s Russian entities was 
increased to 97.5%. Air pollutant emissions were reduced 
by 7% year-on-year to 402 thousand tonnes as a result 
�R�I���é�D�U�L�Q�J���U�H�G�X�F�W�L�R�Q���P�H�D�V�X�U�H�V�����Z�K�L�O�H���J�D�V���é�D�U�L�Q�J���E�\���5�X�V�V�L�D�Q��
oil and gas producing entities was down by 4% year-on-year 
to 299 million cubic meters. 

Almost all of our water consumption for operational needs 
is used in industrial processes, with over 66% utilized 
for power generation and approximately 15% for formation 
pressure maintenance systems. Water consumption 
for operational needs across the Group’s Russian entities 
in the reporting year remained almost unchanged year-on-
year, at 358 million cubic meters.

Production waste disposal across the Group’s Russian 
entities was 1,642 thousand tonnes, up 4% year-on-year, 
with 2019 waste disposal equal to waste generation volumes. 
Of the total waste generated by the Group in 2019, hazardous 
waste (hazard classes 1 to 3, according to the Russian 
�F�O�D�V�V�L�è�F�D�W�L�R�Q�����D�F�F�R�X�Q�W�H�G���I�R�U�������������O�R�Z���K�D�]�D�U�G���Z�D�V�W�H�����K�D�]�D�U�G��
class 4) for 77%, and non-hazardous (hazard class 5) 
for 8%. 68% of the waste was drilling waste. The area of oil-
contaminated land at year-end was down by 28% year-on-year 
to 43 hectares.

CLIMATE CHANGE

LUKOIL recognizes the importance of preventing global 
climate change and supports Russia’s involvement 
in the global effort to reduce greenhouse gas emissions. 
We are involved in developing a statutory and regulatory 
framework governing greenhouse gas emissions management 
in Russia and will plan our operations in accordance 
with the resulting decisions.

KEY TARGETS 
OF THE ENVIRONMENTAL SAFETY 
PROGRAM
•	 �,�Q�F�U�H�D�V�H���H�I�è�F�L�H�Q�W���$�3�*���X�V�H���U�D�W�H�V

•	 Reduce air pollutant and greenhouse gas emissions

•	 Ensure treatment of the wastewater discharged into 
water bodies and centralized wastewater collection 
systems as required by applicable standards

•	 Disposal of hazardous waste accumulated 
and prevention of further hazardous waste 
accumulation

2019 RESULTS
•	 �(�I�è�F�L�H�Q�W���$�3�*���X�V�H���U�D�W�H���D�F�U�R�V�V���W�K�H���*�U�R�X�S�N�V���5�X�V�V�L�D�Q���H�Q�W�L�W�L�H�V��

reached 97.5%

•	 Air pollutant emissions across the Gr oup’s 
Russian entities were reduced by 7% year-on-year 
to 402  thousand t onnes

•	 Mid-t erm target to reduce Scope 1 greenhouse gas 
emissions was exceeded by 2 percentage points

•	 Wastewater discharge across the Group’s Russian 
�H�Q�W�L�W�L�H�V���U�H�P�D�L�Q�H�G���é�D�W���\�H�D�U���R�Q���\�H�D�U

•	 Met the waste management KPI whereby 2019 waste 
disposal was equal to waste generation volumes

2020 PRIORITIES
•	 �0�D�L�Q�W�D�L�Q���H�I�è�F�L�H�Q�W���$�3�*���X�V�H���U�D�W�H�V���D�F�U�R�V�V���W�K�H���*�U�R�X�S��

at a level not lower than 95%

•	 Maintain levels of pollutant emissions and discharges, 
water consumption, and waste generation as required 
by applicable standards

•	 Set further targets t o reduce Scope 1 greenhouse gas 
emissions

•	 Prepare an inventory of direct and indirect greenhouse 
gas emission sources under the GHG Protocol standard

•	 Further efforts under the World Bank’s Zero Routine 
Flaring by 2030 initiative

Environmental Protection   
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ENERGY EFFICIENCY 
�/�8�.�2�,�/���*�U�R�X�S���Y�L�H�Z�V���H�Q�H�U�J�\���H�I�è�F�L�H�Q�F�\��
improvements across all business areas 
as a strategic priority under its Strategic 
Development Program for 2018–2027.

�.�H�\���H�Q�H�U�J�\���H�I�è�F�L�H�Q�F�\���L�Q�L�W�L�D�W�L�Y�H�V���L�Q������������
included replacing pumps, optimizing 
pump operation, installing energy 
saving pumps and variable frequency 
drives, replacing and upgrading on-site 
�H�T�X�L�S�P�H�Q�W���W�R���E�R�R�V�W���H�I�è�F�L�H�Q�F�\���I�D�F�W�R�U����
upgrading lighting and heating solutions, 
replacement and adjustment of furnaces, 
optimization of condensate collection 
and recirculation.

During the year, we increased 
�W�K�H���Q�X�P�E�H�U���R�I���D�U�W�L�è�F�L�D�O���O�L�I�W���Z�H�O�O�V��
with permanent magnet motors 
(PMSM) by 31% as part of our program 
�I�R�U���W�U�D�Q�V�L�W�L�R�Q�L�Q�J���W�R���H�Q�H�U�J�\���H�I�è�F�L�H�Q�W��
pumps. By the end of the year, PMSMs 
�Z�H�U�H���L�Q�V�W�D�O�O�H�G���D�W�����������R�I���R�X�U���D�U�W�L�è�F�L�D�O��
lift wells. All asynchronous motors 
are planned to be replaced with PMSMs 
�E�\���������������2�X�U���é�H�H�W���R�I���H�Q�H�U�J�\���H�I�è�F�L�H�Q�W��
reservoir pressure maintenance pumps 
grew by 30% in 2019. In 2019, the cost 
savings effect from these initiatives was 
over 12% of attributable electricity costs.

Results of increasing energy efficiency initiatives across LUKOIL 
Group

2017 2018 2019

159

92

Energy consumption of PJSC LUKOIL,  
by type

2019 consumption

by volume
by monetary value (including 

VAT), RUB million

Electric power
kWh

Heat energy

�,�Q���W�K�H���5�H�è�Q�L�Q�J�����0�D�U�N�H�W�L�Q�J��
and Distribution segment, our energy 
�H�I�è�F�L�H�Q�F�\���S�U�R�J�U�D�P���L�Q�F�O�X�G�H�V���K�H�D�W��
integration of facilities that produce 
and consume heat, as well as furnace 
�H�I�è�F�L�H�Q�F�\���X�S�J�U�D�G�H�V���D�Q�G���P�D�[�L�P�L�]�L�Q�J��
�H�I�è�F�L�H�Q�W���L�Q�G�X�V�W�U�L�D�O���J�D�V���X�V�H��

Fuel and energy resources (FER) 
�P�D�N�H���X�S���D���V�L�J�Q�L�è�F�D�Q�W���S�D�U�W���R�I���/�8�.�2�,�/�N�V��

In June 2019, the Company joined a demand management pilot project in Russia’s wholesale electricity and capacity market (WECM). LUKOIL’s 
participating entities (LLC LUKOIL-West Siberia and LLC LUKOIL-PERM as of the end of 2019) will be able to reduce their electricity purchasing 
costs and indirect greenhouse gas emissions.

The pilot project participants will receive payments in the WECM system services market for reducing capacity consumption during peak hours. 
�0�D�Q�D�J�H�G���G�H�P�D�Q�G���U�H�G�X�F�W�L�R�Q���L�V���D���E�H�W�W�H�U���R�S�W�L�R�Q���I�R�U���W�K�H���S�R�Z�H�U���P�D�U�N�H�W���W�K�D�Q���O�R�D�G�L�Q�J���P�R�U�H���H�[�S�H�Q�V�L�Y�H���D�Q�G���O�H�V�V���H�I�è�F�L�H�Q�W���S�R�Z�H�U���V�W�D�W�L�R�Q�V�����7�K�H���G�H�P�D�Q�G��
�P�D�Q�D�J�H�P�H�Q�W���V�\�V�W�H�P���Z�L�O�O���F�R�Q�W�U�L�E�X�W�H���W�R���U�H�G�X�F�L�Q�J���F�R�V�W�V���D�Q�G���J�U�H�H�Q�K�R�X�V�H���J�D�V���H�P�L�V�V�L�R�Q�V���W�R�����������R�I���W�K�H���X�Q�P�D�Q�D�J�H�G���S�R�Z�H�U���J�H�Q�H�U�D�W�L�R�Q���é�H�H�W�����Z�K�L�O�H��
improving the overall reliability of the power grid.

MANAGING ELECTRIC POWER DEMAND

�R�S�H�U�D�W�L�Q�J���H�[�S�H�Q�V�H�V���D�Q�G���W�K�H�L�U���H�I�è�F�L�H�Q�W��
use is among the Group’s major 
goals. The fuel and energy consumed 
by LUKOIL Group include electricity 
(25%), heat (17%), and fuel (58%). 
In 2019, 35% of total industrial power 
consumption was covered by our own 
sources.
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Personnel by education level 
as at December 31, 2019, %

Personnel by segment 
as at December 31, 2019, %

Personnel by geography 
as at December 31, 2019, %

Higher

Secondary vocational

Primary vocational, secondary, below secondary

53

24

23

Exploration and Production

�5�H�è�Q�L�Q�J�����0�D�U�N�H�W�L�Q�J���D�Q�G��

Distribution

36

59

Other business

Corporate

3 2

Russian entities

84

16

Foreign entities

Personnel incentives. Motivating 
our personnel to put in their best 
�H�I�I�R�U�W���L�Q�Y�R�O�Y�H�V���S�U�R�Y�L�G�L�Q�J���E�R�W�K���è�Q�D�Q�F�L�D�O��
�D�Q�G���Q�R�Q���è�Q�D�Q�F�L�D�O���L�Q�F�H�Q�W�L�Y�H�V�����1�R�Q��
�è�Q�D�Q�F�L�D�O���L�Q�F�H�Q�W�L�Y�H�V���L�Q�F�O�X�G�H���V�W�D�W�H����
ministerial and corporate awards, such 
�D�V���F�H�U�W�L�è�F�D�W�H�V���R�I���P�H�U�L�W���D�Q�G���O�H�W�W�H�U�V��
of gratitude. In the course of 2019, 
41 employees received state awards, 

Financial

�7�R�W�D�O���U�H�P�X�Q�H�U�D�W�L�R�Q

�'�L�U�H�F�W �,�Q�G�L�U�H�F�W �6�W�D�W�H���I�X�Q�G�H�G �&�R�U�S�R�U�D�W�H

�1�R�Q���è�Q�D�Q�F�L�D�O

Fixed

component

�U���%�D�V�H���V�D�O�D�U�\

�U���$�G�G�L�W�L�R�Q�D�O��
�S�D�\�P�H�Q�W�V

�9�D�U�L�D�E�O�H��
component

�U���6�K�R�U�W���W�H�U�P��
�E�R�Q�X�V�H�V

�U���/�R�Q�J���W�H�U�P��
�E�R�Q�X�V�H�V

�6�R�F�L�D�O���E�H�Q�H�è�W��
programs��

�U���0�D�Q�G�D�W�R�U�\��
���V�W�D�W�H���I�X�Q�G�H�G��

�U���9�R�O�X�Q�W�D�U�\��
���F�R�U�S�R�U�D�W�H��

Additional

�E�H�Q�H�è�W�V

�U���*�H�Q�H�U�D�O�O�\���D�Y�D�L�O�D�E�O�H

�U���)�R�U���H�O�L�J�L�E�O�H��
�H�P�S�O�R�\�H�H

Motivation system

389 employees – ministerial awards, 
and 1,966 employees – Company 
awards.

Top managers are remunerated 
according to the Regulations 
�R�Q���3�-�6�&�b�/�8�.�2�,�/���0�D�Q�D�J�H�P�H�Q�W��
Remuneration and Incentive System.

For more details on top management 
remuneration, see the Top Management 
Remuneration System section on Page 120.

Staff performance assessments 
are carried out annually 
and are designed to motivate 
employees to improve their productivity 
and performance, strengthen 
their accountability, and encourage 
initiative. Performance assessments 

are carried out by employees’ 
immediate supervisors based on self-
assessment and an expert assessment, 
if applicable. Both specialists 
and managers are assessed. Employees 
are informed of the upcoming 
assessment objectives, deadlines, 

criteria, procedures and results. 
The assessment results are forwarded 
�W�R���P�D�Q�D�J�H�U�V���W�R���F�D�O�F�X�O�D�W�H���S�U�R�è�F�L�H�Q�F�\��
ratios that are used to determine 
bonuses.
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Employee development system. 
The Company has a continuous training 
system in place to provide its personnel 
with all the necessary knowledge 
and skills. By training our employees, 
we successfully address challenges 
associated with new business activities 
and maintain our competitive edge, 
which results in improved employee 
performance and lower costs. Employee 
development is based on annual 
professional development plans.

Professional Training Days 
are held twice a year for all managers 
of the Group entities to discuss 
the most pressing matters. In 2019, 
topics discussed included leadership 
and building effective teams looking 
at engagement through delegation.  

In order to perform its employee 
training, the Company uses workshops, 
seminars, trainings, secondments, 
professional development and retraining 
programs, as well as professional 
training days. In 2019, 78 thousand 
employees completed training (or 77% 
of the average headcount).

LUKOIL has a distance learning system 
that helps to optimize compulsory 
training costs. The Group has 59 entities 

connected to the system with more 
than 98 thousand users. More than 
�������b�W�K�R�X�V�D�Q�G���W�U�D�L�Q�L�Q�J���F�R�X�U�V�H�V���Z�H�U�H��
�W�D�X�J�K�W���L�Q���������������L�Q�F�O�X�G�L�Q�J���R�Y�H�U�������b�W�K�R�X�V�D�Q�G��
courses on HSE and over 17 thousand 
courses on civil defense and protection 
against disasters. Total training time 
exceeded 2 million hours.

We also deployed a Corporate 
Knowledge Management System 
(covering over 12 thousand employees) 
�W�R���L�P�S�U�R�Y�H���R�S�H�U�D�W�L�R�Q�D�O���H�I�è�F�L�H�Q�F�\��
and drive innovation from within 
the Group. This framework helps 
to capture and disseminate 
best practices, ensure effective 
communications, and jointly explore 
and address common operational 
problems.

Employee satisfaction is one of the key 
performance measures of the HR Management 
process. We run monitoring of employee 
morale and motivation across the Group every 
two years to assess job satisfaction level,  
identify priorities as well as the most and least 
relevant remuneration forms. We have 
psychological resilience trainings to reduce 

occupational risks related to stress and social 
and psychological adaptation.

Positive workplace atmosphere attributes 
include:
•	 Human rights ar e observed

•	 Positive team environment maintained

•	 �(�P�S�O�R�\�H�H�V���D�U�H���V�D�W�L�V�è�H�G���Z�L�W�K���W�K�H�L�U���M�R�E�V

•	 Opportunity to r ealize one’s potential 
and be proactive

•	 Constructiv e relationships, based on trust

•	 Support and assistance betw een 
employees and business units encouraged

The mobile training technology 
was successfully implemented 
in 2019 as per our plans, with MOOC-
type projects and the AR-enabled 
Leadership Program launched. Safety 
Culture 4.0 mobile application was 
successfully piloted in the Group’s six 
Russian entities in 2019, and a decision 
was made to roll out the solution 
across other Group entities and further 
enhance its functionality in 2020. 
A new project to build a single 
digital platform of internal policies 
and procedures was initiated 
at the 2019 Safety Day.

DIGITALIZATION 
IN CORPORATE TRAINING

EMPLOYMENT SATISFACTION

REGULATIONS
AND POLICIES

EMPLOYEE
MOTIVATION

SURVEY

TRADE
UNION

EMPLOYEE
MORALE

MONITORING

BUSINESS
ETHICS

COMMISSION

1

2

34

5

Personnel   
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The Company also works with overseas 
companies and international 
organizations on HR development. 
A Memorandum of Intent was 
signed on HR development 
with Total in 2019 envisaging 
employee secondments to facilitate 
�P�X�W�X�D�O�O�\���E�H�Q�H�è�F�L�D�O���H�[�F�K�D�Q�J�H���R�I���E�H�V�W��
practices. Secondments to two 
Russian entities of the Group were 
�R�U�J�D�Q�L�]�H�G���I�R�U���-�6�&�b�8�]�E�H�N�Q�H�I�W�H�J�D�]���V�W�D�I�I����
�:�H�b�F�R�Q�W�L�Q�X�H�G���O�L�D�L�V�R�Q���Z�L�W�K���W�K�H���0�L�Q�L�V�W�U�\��
of Petroleum and Natural Resources 
of the Arab Republic of Egypt 
regarding LUKOIL’s support of their staff 
development project; agreement was 
reached that a group of Egypt’s energy 
sector professionals would be sent 
for a secondment at LUKOIL.

Talent pool management. Building 
our talent pool ensures the continuity 
of management. The grounds for being 
added to the talent pool include 
employee performance, professional 
and business qualities, and potential 
for managerial tasks. The Group entities 
maintain their talent pool rosters 
and the candidates in the pool have 
steady development tracks. We prepare 
individual three-year development plans 
for each employee in the talent pool 
and monitor their progress annually, 
changing and amending the plans 
where appropriate. These development 
plans are supervised by the Company’s 
Vice Presidents and the top managers 
of its subsidiaries.

Diversification. 
In implementing its HR Policy, LUKOIL 
is guided by the principles outlined 
in the conventions of the United 
Nations and the International Labor 
Organization. LUKOIL has zero 
tolerance for any form of discrimination 
and provides equal opportunities to all 
its employees.

To facilitate employment opportunities 
for people with disabilities, we have 
local regulations in place on job quotas 
for disabled persons. The �T�X�R�W�D�b�L�V�b�R�Q��
average 2% to 3% of the Company’s 
average headcount and is set 
individually for each region of operation. 
�6�S�H�F�L�D�O���Z�R�U�N�L�Q�J���F�R�Q�G�L�W�L�R�Q�V�����E�H�Q�H�è�W�V����
and guarantees are provided 
for disabled employees, including 
shorter working hours for the same 
salary and longer annual leave, as well 
as suitable workplaces with customized 
equipment and �D�G�G�L�W�L�R�Q�D�O���è�W�W�L�Q�J�V��

Social policy for employees. Our 
social policy is governed by the Social 
Code of �3�-�6�&�b�/�8�.�2�,�/����the Agreement 
between the Employer and the Trade 
Union Association of Public Joint Stock 
Company “Oil Company ‘LUKOIL’” 
for 2015–2020, collective bargaining 
agreements, and other internal 
regulations on social policy. LUKOIL 

To train engineers, we collaborate 
with leading higher educational 
institutions that offer oil 
and gas degree programs. There 
are cooperative agreements 
signed between the Group 
entities and 60  higher education 
and vocational training institutions. 
Eight anchor departments have 
been set up at universities 
and are in operation. In 2019, 
a Cooperation agreement was 
signed with the Perm Territory 
regional government to establish 
the “Sustainable Subsoil Use” world-
class research center in Perm to train 
petroleum engineers, leveraging 
LUKOIL’s experience, research 
capabilities and operational resources.

EDUCATIONAL PROGRAMS 
FOR ENGINEERS

also pursues an extensive social 
policy offering a variety of guarantees 
and privileges that all employees 
of the Group entities are entitled 
to. Collective bargaining agreements 
cover 96% of the employees 
at our Russian entities and 50% 
of employees at our international 
entities. 

Total 2019 expenditures for social 
programs for employees, members 
of their families, and retired employees 
amounted to RUB 17 billion. Major 
programs include healthcare, 
housing and private pension plans 
for employees. 

Human rights. LUKOIL embraces 
and respects fundamental human rights 
and is committed to the fundamental 
principles of the UN Universal 
Declaration of Human Rights in its 
activities. These include employee 
equality and prohibiting any form 
of forced or child labor, discrimination, 
or degrading or humiliating treatment. 
We comply with the statutory 
working hours applied in our countries 
of operation while being committed 
to promoting the development 
of our employees, maintaining 
an effective employee remuneration 
system, and offering equal pay 
for equal work. Our commitments 
under the UN Global Compact 
apply to all regions and activities 
of the Company.

We also encourage all organizations 
we work with to support 
and respect human rights. When 
signing agreements with contractors 
and during their performance 
of contracted works or services, 
the relevant units of the Company 
audit the counterparty’s compliance 
with human rights laws and regulations. 
If any breaches are �L�G�H�Q�W�L�è�H�G����
we suspend all engagements 
with the counterparty until these 
breaches are remedied, or terminate 
engagement if they are not.
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The Company maintains a constructive 
dialog with government authorities, 
employers and trade unions 
on corporate social responsibility 
and respect for human rights in its 
regions of operation.

LUKOIL also cooperates 
with the International Labor 
Organization (ILO). In 2019, 
our representatives participated 
in a meeting in which Guy Rider, ILO 
Director General, hailed LUKOIL’s 
contribution to the ILO’s efforts 
to promote youth employment. LUKOIL 
also participated in the landmark 
session of the International Labor 
Conference in Geneva and in the high-
level event on youth employment 
on the margins of the 74th session 
of the UN General Assembly.

Our core principles and approaches 
in business ethics, human rights 
and stakeholder engagement 
are set forth in the Code of Business 
Conduct and Ethics of �3�-�6�&�b�/�8�.�2�,�/����
With an updated version of the Code 
approved at the end of 2018, in 2019 
HR departments communicated 
its provisions to all employees 
of the Group entities and joint ventures. 
The Code compliance is also routinely 
reviewed at corporate events, including 
with top management participation. 
The provisions of the Code are aligned 
with the UN and ILO conventions 
on �H�W�K�L�F�D�O���E�X�V�L�Q�H�V�V���F�R�Q�G�X�F�W�����U�D�W�L�è�H�G��
by the Russian Federation.

of their complaint. If any breaches 
of the law or corporate policies 
are established, the incident is raised 
with the manager, recommendations 
for remediation are made, 
and a feedback channel is established 
with the reporting individual. 

The Business Ethics Commission 
registered seven reports in 2019; 
all of them were reviewed within 
an average review period of two 
weeks. In each case, measures were 
taken to prevent negative situations 
from escalating. During 2019, LUKOIL did 
not receive any complaints concerning 
human rights, including with regard 
to contractors working at the Group’s 
facilities.

For more details on our corporate business 
ethics, see the Business Ethics section. 
See page 134

For more details on business ethics reporting 
channels, see the Reference Information section. 
See page 148

The Company’s key principles 
and approaches to social responsibility 
are described in the Social Code 
�R�I���3�-�6�&�b�/�8�.�2�,�/��

The full text of the Social Code of PJSC  LUKOIL 
is available on the Company’s website

HR audits are a tool to monitor 
employee labor rights compliance. 
These are conducted together 
with the Internal Audit Service 
of PJSC LUKOIL or by our HR team 
only. This type of monitoring looks 
at compliance of the Company’s 
regulations and policies with Russian 
law. The audit looks at having 
proper employment contracts 
in place, employee pay and incentive 
arrangements, employee personal 
data protection and provision 
of compensations and guarantees.  

The full text of the Code of Business Conduct 
and Ethics of PJSC LUKOIL is available 
on the Company’s website 

Employees can discuss business 
ethics and human rights matters 
with entity-level HR departments 
and with independent trade union 
organizations. To ensure compliance 
with the corporate business ethics 
standards, including respect for human 
rights, a Business Ethics Commission 
was set up, chaired by the Company’s 
President. Any Company employee 
(including from international 
entities) can approach Company 
management. Other stakeholders 
can liaise with the Commission 
using the contact phone numbers 
listed in the Whistleblowing section 
of the Code of Business Conduct 
and Ethics. The Company accepts 
anonymous reports that may be 
submitted via communication channels 
available on a 24-hour basis (email, 
speak-up hotline).

All reports are investigated, including 
with the involvement of the employer 
entity and, if necessary, a trade 
union representative. The reporting 
individual is always kept informed 
about the progress and the outcome 

Personnel   
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CONTRIBUTION TO SOCIETY  
AND GOVERNMENT RELATIONS

Conscious of our responsibility 
to all stakeholders in the countries 
and regions in which we operate, 
LUKOIL maintains an open line 
of communication with them, including 
through our reports and targeted 
programs, while being mindful 
�R�I���W�K�H���F�X�O�W�X�U�D�O���D�Q�G���K�L�V�W�R�U�L�F�D�O���S�U�R�è�O�H��
of each community.

The Company outlines the following 
categories of stakeholders:
•	 Federal and local legislative 

and executive authorities
•	 Shareholders and in vestors
•	 Employees and trade unions
•	 Local communities
•	 Suppliers and contr actors
•	 Customers

Social and charitable initiativ es 
are a part of our corporate strategy 
supporting productive cooperation 
with regions, the business community 
and society. Each initiative is tailored 
�W�R���L�W�V���V�S�H�F�L�è�F���U�H�J�L�R�Q���D�Q�G���O�H�Y�H�U�D�J�H�V��
the expertise and human capital 
available in the area. LUKOIL 
supports numerous social projects 
in its operating regions every year 
and helps address the economic issues 
of local communities while supporting 
their culture, sports, research, 
educational, environmental and health 
initiatives.

In selecting charity recipients, we favor 
civic initiatives aimed at fostering 
economic growth and social stability 
in our operating regions. LUKOIL’s 
corporate philanthropy is structured 
�D�U�R�X�Q�G���W�K�H�V�H���Y�D�O�X�H�V�����6�L�J�Q�L�è�F�D�Q�W���S�U�R�M�H�F�W�V��
supported by LUKOIL are run through 
social partnerships with Russian regions.

We also support projects aimed 
at developing local communities, 
such as support for vulnerable groups, 
children, and youth, the conservation 
and development of cultural and historic 
heritage sites, funding local cultural, 
educational and sports organizations, 
�V�X�S�S�R�U�W�L�Q�J���V�R�F�L�D�O�O�\���V�L�J�Q�L�è�F�D�Q�W���U�H�V�H�D�U�F�K��
and campaigns, and participating 
in charitable events.

We carry out social research 
and questionnaires, whereby local 
residents in our operating regions 
are surveyed to ensure effective 
project planning and then we assess 
project performance. We also hold 
meetings with the administrations 
�R�I���P�X�Q�L�F�L�S�D�O�L�W�L�H�V���W�R���G�L�V�F�X�V�V���W�K�H���H�I�è�F�L�H�Q�W��
implementation of our cooperative 
agreements, establish joint working 
groups, regularly monitor the social 
and economic environment in these 
regions and survey local residents.

2019 RESULTS
•	 Signed new c ooperative 

agreements with regions 
of operation

•	 Delivered on a number 
of charitable and sponsorship 
projects for education, healthcare, 
culture, and social infrastructure 
construction

•	 Opened the Oil Pa vilion at VDNH 
park in Moscow – Russia’s largest 
multimedia exposition in applied 
science

•	 Continued c ooperation 
with the federal authorities 
and nongovernment organizations 
(NGOs)

2020 PRIORITIES
•	 Delivery of social and charitable 

programs in our regions 
of operation

•	 Sustainable dev elopment 
of our operating regions 
and raising the quality of life 
in urban and rural areas through 
support of healthcare, education 
and social enterprises

•	 Engaging with en vironmental 
organizations
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Contribution to Society and Government Relations   

Charitable expenditures and spending 
under cooperative agreements 
with Russian regions and municipalities 
(31 cooperative agreements) totaled 
about RUB 9 billion in 2019, with the vast 
�P�D�M�R�U�L�W�\���R�I���W�K�H���I�X�Q�G�V�����5�8�%�b�����E�L�O�O�L�R�Q����
allocated to the agreements. 
The main focus areas include assistance 
to the indigenous peoples of the North, 
preservation of cultural and historical 
heritage, support of healthcare, sports 
and religious institutions. LUKOIL funds 
numerous educational programs, 
including scholarship programs 
and grants, and supports orphanages 
and children’s educational facilities.

RELATIONS WITH INDIGENOUS MINORITIES OF THE NORTH

LUKOIL operates in regions that 
are home to indigenous minorities 
of the North: the Khanty-Mansi 
Autonomous Area – Yugra, 
the Nenets Autonomous Area, 
the Yamal-Nenets Autonomous 
Area and the Krasnoyarsk Territory. 
LUKOIL acknowledges and respects 
the rights of the indigenous minorities 
of the North as set out in international 
laws, including the United 
Nations Declaration on the Rights 
of Indigenous Peoples, the Convention 
on Biodiversity, the Resolution 

on the UN World Conference 
on Indigenous Peoples, and the United 
Nations Global Compact. We support 
the rights of indigenous peoples 
to their land, traditions and cultural 
heritage, and do not displace 
indigenous peoples from their lands 
or territories without their free, prior 
and informed consent.

We actively cooperate 
with the representative bodies 
of indigenous minorities of the North, 
regional administrations, heads 

of municipalities, the Assembly 
of Indigenous Minorities of the North, 
and the leading NGOs of the North. Our 
engagement with indigenous peoples 
is governed by federal and regional 
legislation of the Russian Federation, 
license obligations of LUKOIL Group 
entities, and federal and regional 
support programs for the indigenous 
minorities of the North.

No violations of the rights 
of the indigenous minorities of the North 
by the Company were reported in 2019.

In 2019, LUKOIL became a winner of IPRA (International Public Relations Association) 
Golden World Awards for Excellence as “Best Company for Community Engagement” 
and “Best Company for Promoting Territory and Tourism”. The competition is held 
in cooperation with the UN which recognizes initiatives that address its Sustainable 
Development Goals (UN SDGs). The 2019 competition had projects from 89 countries.

In 2019, we gave a start to an interactive 
training center highlighting the history 
of Russian oil and development 
of national science and technology, 
located in the historic Oil 

Pavilion at VDNH park in Moscow. 
The pavilion had been renovated 
by LUKOIL. The display introduces 
visitors to the full production cycle 
of a vertically integrated oil company 
and is designed for a wide audience.

For more details on relations with indigenous 
minorities of the North, see the Company’s 
website
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GOVERNMENT RELATIONS

LUKOIL is involved in developing 
�D���P�R�G�H�U�Q�����U�R�E�X�V�W���D�Q�G���H�I�è�F�L�H�Q�W��
government regulatory framework 
through a public consultation process 
on draft regulatory documents.

In 2019, we submitted to the federal 
authorities our proposals on 260 draft 
regulatory documents, with a particular 
focus on environmental legislation 
proposals, including on regulating 

greenhouse gas and air pollutant 
emissions, compensatory reforestation, 
buffer zones around industrial facilities, 
carbon tax and other issues.

We engage with local communities 
in the Republic of Komi on a regular basis. 
In 2019, there were 60 public hearings 
and community meetings to inform 
the local people about construction 
and development of oil production 
facilities. Most projects were 
approved, only three were challenged, 
and work is under way to amend the design 
documentation and move construction 
sites in those projects further away 
from local communities’ residential areas.

The local people can get in touch 
with the Company by sending a letter 
to LLC LUKOIL-Komi mailing address, 
or via email, social media, speak-
up hotline, as well as during public 

hearings, community outreach initiatives 
and management meetings with local 
people. During the meetings we received 
�è�Y�H���M�R�E���D�S�S�O�L�F�D�W�L�R�Q�V�����Z�L�W�K���W�K�U�H�H���L�Q�G�L�Y�L�G�X�D�O�V��
being employed by the Company. In 2019, 
we ran several annual environmental 
activities: clean-ups of the banks of water 
bodies, combined with bioresource 
reproduction initiatives; and a decision 
was made to address water supply issues 
in the village of Ust-Usa. A project was 
developed to organize summer recreation 
for schoolchildren from rural areas 
of the Usa district in 2020.

The telephone hotline received 
249 calls in 2019; most of  these were 
unsolicited commercial offers unrelated 
to environmental safety. Inspections were 
carried out on four reports; no violations 
of environmental safety rules were found. 
The Company also engages with all NGOs 
active in the Republic of Komi, including 
inter-regional grassroots movements 
such as “Komi Voytyr”, “Izvatas”, “Rus’ 
Pechorskaya”, and the “Save Pechora 
Committee” NGO. In August 2019, 
we organized a study visit of the “Save 
Pechora Committee” activists to an oil 
�V�O�X�G�J�H���G�L�V�S�R�V�D�O���O�D�Q�G�è�O�O���D�W���W�K�H���=�D�S�D�G�Q�R��
�7�H�E�X�N�V�N�R�\�H���R�L�O���è�H�O�G��

ENGAGING WITH LOCAL COMMUNITIES IN THE REPUBLIC OF KOMI
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2019 RESULTS 
•	 Expanded the functions 

of the Strategy and Investment 
Committee of the Board 
of Directors related to sustainable 
development, renamed 
the Committee the Strategy, 
Investment and Sustainability 
Committee of the Board 
of Directors

•	 Appro ved a new version 
of the Regulations on the Dividend 
Policy of PJSC LUKOIL

•	 Excluded PJSC LUKOIL shares 
recorded on the balance sheet 
of the Company’s subsidiary 
from voting at General 
Shareholders Meetings

•	 �)�R�U���W�K�H���è�U�V�W���W�L�P�H�����W�K�H���%�R�D�U�G��
of Directors included nominees 
at its own discretion 
in the list of candidates 
for election to the Board 
of Directors

•	 Dissolved the Audit Commission, 
made relevant amendments 
to the Charter and the Company’s 
internal documents

•	 Piloted aut omated internal audit 
procedures

•	 As part of the buy -back 
programme, purchased 
37.2 million PJSC LUKOIL shares 
and cancelled 35 million shares

2020 PRIORITIES
•	 Develop an Anti-corruption Policy

•	 Updat e PJSC LUKOIL’s internal 
documents to incorporate 
regulatory changes

CORPORATE 
GOVERNANCE

�$�Q���H�I�è�F�L�H�Q�W���F�R�U�S�R�U�D�W�H���J�R�Y�H�U�Q�D�Q�F�H��
system is a vital tool ensuring 
sustainable development and successful 
implementation of the corporate 
strategy to create shareholder value.

The Company has a well-developed 
corporate governance system guided 
by business conduct and ethics set 
at international standards, Russian 
law requirements, the Listing Rules 
of Moscow Exchange, and provisions 
of the Corporate Governance Code 
recommended by the Bank of Russia 
(hereinafter, also the “Code”).

PJSC LUKOIL’s corporate governance 
system is based on the following key 
principles:
•	 Respect for , and protection 

of, the rights of shareholders 
and investors

•	 Consistent and collegial 
decision-making

•	 Activ e approach and professional 
skills of members of the Board 
of Directors

•	 A stable and tr ansparent dividend 
policy

•	 Information openness 
and tr ansparency

•	 Zero t olerance for corruption in any 
form

•	 Adherence to ethical standards
•	 Corpor ate social responsibility

Corporate Governance Structure of PJSC LUKOIL as  
at December 31, 2019

�&�R�P�P�L�W�W�H�H�V���R�I���W�K�H���%�R�D�U�G��
�R�I���'�L�U�H�F�W�R�U�V

�0�D�Q�D�J�H�P�H�Q�W���&�R�P�P�L�W�W�H�H

�3�U�H�V�L�G�H�Q�W
���&�K�D�L�U�P�D�Q���R�I���W�K�H

�0�D�Q�D�J�H�P�H�Q�W���&�R�P�P�L�W�W�H�H��

�&�K�D�L�U�P�D�Q���R�I���W�K�H��
�%�R�D�U�G���R�I���'�L�U�H�F�W�R�U�V

�%�R�D�U�G���R�I���'�L�U�H�F�W�R�U�V

�*�H�Q�H�U�D�O���6�K�D�U�H�K�R�O�G�H�U�V��
�0�H�H�W�L�Q�J

�+�5���D�Q�G���&�R�P�S�H�Q�V�D�W�L�R�Q��
�&�R�P�P�L�W�W�H�H

�$�X�G�L�W���&�R�P�P�L�W�W�H�H

�6�W�U�D�W�H�J�\�����,�Q�Y�H�V�W�P�H�Q�W��
�D�Q�G���6�X�V�W�D�L�Q�D�E�L�O�L�W�\��

�&�R�P�P�L�W�W�H�H
�(�[�S�O�R�U�D�W�L�R�Q��

�D�Q�G���3�U�R�G�X�F�W�L�R�Q

�(�[�W�H�U�Q�D�O
�$�X�G�L�W�R�U

�5�H�è�Q�L�Q�J�����0�D�U�N�H�W�L�Q�J
�D�Q�G���'�L�V�W�U�L�E�X�W�L�R�Q

�&�R�U�S�R�U�D�W�H��
�6�H�F�U�H�W�D�U�\

�+�H�D�G���R�I���,�Q�W�H�U�Q�D�O��
�$�X�G�L�W���6�H�U�Y�L�F�H��

�2�W�K�H�U���G�L�Y�L�V�L�R�Q�V

Administrative subordination
Functional relation
Functional subordination

•	 Risk Committee

•	 Health, Safety and Environmental Committee 

•	 Investment and Plans Coordination Committee

•	 Tender Committee 

•	 Major E&P Projects Committee

•	 �3�U�L�R�U�L�W�\���5�H�è�Q�L�Q�J���D�Q�G���'�L�V�W�U�L�E�X�W�L�R�Q���3�U�R�M�H�F�W�V���&�R�P�P�L�W�W�H�H

SPECIFIC COMMITTEES:

The internal documents regulating LUKOIL’s 
�S�U�L�Q�F�L�S�O�H�V�����S�U�D�F�W�L�F�H�V�����D�Q�G���V�S�H�F�L�è�F���F�R�U�S�R�U�D�W�H��
governance procedures are available 
on the Company’s website
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The assessment results are summarized 
�E�D�V�H�G���R�Q���W�K�H���T�X�H�V�W�L�R�Q�Q�D�L�U�H�V���è�O�O�H�G��
out by the members of the Board 
of Directors. As part of the assessment, 
the Chairman of the Board of Directors 
discusses the results of relevant 
Committees’ performance assessment 
with the Committee Chairmen 
and members, and reports these results 
at the meeting of the Board of Directors 
during the discussion of the aggregate 
annual assessment results. Granular 
discussion with the members of the Board 
of Directors serves to analyze matters that 
require special attention from the Board 
of Directors, and map out possible 
solutions.

Based on the latest self-assessment, 
the Board of Directors achieved positive 
results in 2018–2019.

Board of Directors’ composition

PJSC LUKOIL’s Board of Directors consists 
of highly professional individuals. We 
believe that our Board of Directors 
has the optimal number of members 
and is both well-balanced in the number 
of independent, executive and non-
�H�[�H�F�X�W�L�Y�H���G�L�U�H�F�W�R�U�V�����D�Q�G���Z�H�O�O���G�L�Y�H�U�V�L�è�H�G��
in terms of Directors’ professional 
�T�X�D�O�L�è�F�D�W�L�R�Q�V���D�Q�G���V�R�F�L�R�F�X�O�W�X�U�D�O���G�L�Y�H�U�V�L�W�\��

In 2019, the composition of the Board 
of Directors changed: Igor Ivanov, 
Richard Matzke and Ivan Pictet resigned, 
and Pavel Teplukhin, Sergey Shatalov 
and Wolfgang Schüssel were nominated 
by the Board and appointed Directors. 
As a result, the share of independent 
directors reached 55%. A high share 
of independent members ensures 
impartial consideration of matters while 
Directors’ independent judgements 
help improve the Board’s performance 
and the Company’s corporate 
governance system as a whole.

As at the end of 2019, the Board 
of Directors included three executive 
directors, thus enabling deep integration 
of the Board and PJSC LUKOIL’s executive 
bodies, and promoting well-informed 
managerial decision-making.

Board of Directors’ membership as at December 31, 2019
Executive directors1

including the Chairman 
of the Board of Directors
Independent directors Victor Blazheev2

 
Wolfgang Schüssel

Total 11 members

1	 In line with the Corporate Governance Code recommendations, executive directors are both members of the Management Committee of PJSC  LUKOIL and Company 
employ ees.

2	Considered independent by the Resolution of the Board of Directors dated June 20, 2019 (Minutes No. 11). 

Valery Grayfer, 
the Chairman of the Board 
of Directors of PJSC LUKOIL, received 
the 14th “Director of the Year” 
National Award of the 9th Russian 
Corporate Governance Forum 
in recognition of his lifetime 
achievements in corporate boards 
of directors. The award recognizes 
personal contribution to developing 
and promoting high corporate 
governance standards to ensure 
�H�I�è�F�L�H�Q�W���E�X�V�L�Q�H�V�V���G�H�Y�H�O�R�S�P�H�Q�W��

Pursuant to the Resolution 
of the Federal Agency for Subsoil 
Use passed in November 2019, 
PJSC LUKOIL’s Rakushechnoye 
�R�L�O���D�Q�G���J�D�V���F�R�Q�G�H�Q�V�D�W�H���è�H�O�G��
in the Severny license area 
in the Russian sector of the Caspian 
Sea bed was renamed the V.I. Grayfer 
�è�H�O�G���W�R���P�D�U�N���9�D�O�H�U�\���*�U�D�\�I�H�U�N�V���Y�D�O�X�D�E�O�H��
contribution to the development 
of the Russian oil industry.

DIRECTOR OF THE YEAR

Current members of the Board 
of Directors at the end of the reporting 
�\�H�D�U���K�D�G���V�X�I�è�F�L�H�Q�W���W�L�P�H���W�R���S�H�U�I�R�U�P��
their duties. Almost half of the directors 
did not hold executive positions at other 
companies, and executive directors held 
no more than two positions at companies 
outside LUKOIL Group.

Chairman’s role

The Chairman of the Board of Directors 
plays the key role in ensuring strong 
performance of the Board of Directors 
and its Committees. The Chairman 
of the Board of Directors organizes 
the Board’s work, convenes and chairs 
meetings, and arranges for keeping 
the minutes of meetings. The Chairman 
proposes nominees to the Committees 
of the Board of Directors based 
on their professional and personal 
qualities and taking into consideration 
Directors’ individual proposals 
on committees setup. The Chairman 
of the Board of Directors is not a member 
of any Committee of the Board 
of Directors.

The Chairman of the Board of Directors 
also performs other functions 
set out in the applicable laws, 
�3�-�6�&�b�/�8�.�2�,�/�N�V���&�K�D�U�W�H�U�����W�K�H���5�H�J�X�O�D�W�L�R�Q�V��
on the Board of Directors and other 
internal documents. In the absence 
of the Chairman, these functions 
are performed by the Vice Chairman.

The Chairman is elected from among 
the members of the Board of Directors 
as the most experienced and respected 
director. The Chairman’s work 
is aimed at creating a trust-based 
and constructive environment 

at the Board meetings and ensuring 
free and constructive discussion 
of the matters reviewed 
by the Board to develop highly 
�L�Q�I�R�U�P�H�G���D�Q�G���H�I�è�F�L�H�Q�W���V�R�O�X�W�L�R�Q�V�����D�V���Z�H�O�O��
as productive cooperation between 
the members of the Board of Directors 
and the Company’s management.

Valery Grayfer had been the Chairman 
of the Board of Directors of PJSC LUKOIL 
from 2000 to 2020.



103

About the Company Board of Directors Report Corporate Responsibility Corporate Governance

Induction of new members 
of the Board of Directors

Newly elected Directors complete 
an induction training program no later 
than 30 days following their election 
date.

Key elements of the program:
•	 Personal meetings  

�Z�L�W�K���3�-�6�&�b�/�8�.�2�,�/�N�V���3�U�H�V�L�G�H�Q�W����
the elected Chairman of the Board 
of Directors, the Corporate Secretary, 
top management and/or heads 
of corporate business units

•	 Familiarization with internal 
documents

•	 Familiarization with operations, 
including on-site visits to the Group’s 
production facilities

The Corporate Secretary runs 
the induction training program 
for newly elected Directors 
�R�I���3�-�6�&�b�/�8�.�2�,�/���D�Q�G���F�R�R�U�G�L�Q�D�W�H�V��
interaction between all involved parties 
with the assistance and management 
of the HR and Compensation 
Committee.

Following their election to the Board 
of Directors, Pavel Teplukhin, Sergey 
Shatalov and Wolfgang Schüssel 
completed an induction training 
program that included acquaintance 
with the Company, including meetings 
with the Company’s executives 
�L�Q���F�K�D�U�J�H���R�I���V�W�U�D�W�H�J�\�����è�Q�D�Q�F�H����
investor and shareholder relations, 
�H�[�S�O�R�U�D�W�L�R�Q���D�Q�G���S�U�R�G�X�F�W�L�R�Q�����U�H�è�Q�L�Q�J����
marketing and distribution, and power 

Two independent members of the Board of Directors, Victor Blazheev and Roger Munnings, were ranked in the “50 Best Independent Directors” 
category of the 14th “Director of the Year” National Award.

Independent member of PJSC LUKOIL’s Board of Directors Roger Munnings won in the special Best Independent Director category of the Top 
1000 Russian Managers award set up by the Association of Managers and Kommersant Publishing House. The award marks achievements 
of independent members of boards of directors who made a �V�L�J�Q�L�è�F�D�Q�W���F�R�Q�W�U�L�E�X�W�L�R�Q��to developing and improving corporate governance 
in Russian companies.

BEST INDEPENDENT DIRECTORS

generation. During the meetings, 
the Company executives offered 
the new Directors information 
on the Company’s strategic 
goals, operational plans and main 
performance indicators.

To ensure effective communication 
�Z�L�W�K���'�L�U�H�F�W�R�U�V�����3�-�6�&�b�/�8�.�2�,�/���X�V�H�V��
up-to-date information and technical 
resources, including dedicated 
software in the Russian and English 
languages.
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Biographies of members of the Board of Directors1

Valery 
GRAYFER 

•	 Chairman of the Board 
of Directors

•	 Non-Executive 
Director

1996-2020: Member of the Board of Directors of PJSC LUKOIL 
(formerly OJSC LUKOIL).

Membership in the governance bodies of other organizations:
Chairman of the Board of Directors of LLC RITEK

Ravil 
MAGANOV

•	 Vice Chairman 
of the Board 
of Directors

•	 Executive Director
•	 Member 

Investment 
and Sustainability 
Committee

•	 Member 
of the Management 
Committee

•	 First Executive Vice 
President (Exploration 
and Production)

Born in 
Graduated from the of the Petrochemical and Gas 
Industry in and Gas Specialist of the 

and 
and a of Honor from the President 

of the a Letter of Acknowledgement from the Government 
of the of the Russian Government Prize 
in Science and of the 

•	

•	
•	
•	
•	

Since 1993: Member of the Board of Directors of PJSC LUKOIL 
(formerly OJSC LUKOIL).

Membership in the governance bodies of other organizations:
Member of the Supervisory Board of LUKOIL INTERNATIONAL GmbH

Vagit 
ALEKPEROV

•	 Executive Director
•	 President
•	 Chairman 

of the Management 
Committee 

Born in 
Graduated from and Chemistry Institute in 
Doctor of of the Russian Academy of 
Honored Fuel and 

and a of and three 
Letters of Acknowledgement from the President of the 
and a of Honor from the Government of the 
Two times winner of the 
of the 

•	
•	

•	

•	
•	
•	

Since 1993: Member of the Board of Directors of PJSC LUKOIL 
(formerly OJSC LUKOIL).

Membership in the governance bodies of other organizations:
Chairman of the Supervisory Board of LUKOIL INTERNATIONAL GmbH
Chairman of the Community Council of Our Future Fund for Regional Social 
Programs
Member of the Bureau of the Russian Union of Industrialists and Entrepreneurs
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Victor 
BLAZHEEV

•	 Independent Director1 
•	 Chairman of the Audit 

Committee
•	 Member of the HR 

and Compensation 
Committee

Born in 
Graduated from the evening department of All-Union Extra-Mural Law Institute 
(AELI) in a postgraduate program at 
the department of in of 
Awarded the titles of the Distinguished Lawyer of the 
Worker of Higher Professional Education of the and Honored 
Worker of Science and Technology of the a Medal 
of the Order “For Merit to the he has combined 
his teaching activities with at Moscow State 

of the full-time department at 
at 

at 

Since 2009: Member of the Board of Directors of PJSC LUKOIL 
(formerly OJSC LUKOIL).

Membership in the governance bodies of other organizations:
President of 

Toby Gati
•	 Independent Director
•	 Member 

Investment 
and Sustainability 
Committee

Born in 
Graduated from Pennsylvania State University in in Russian 
Literature and in in Russian 
Literature) and the Harriman Institute at Columbia University in 
degree in International Affairs and in 

•	

•	

Since 2016: Member of the Board of Directors of PJSC LUKOIL.

Membership in the governance bodies of other organizations:
Member of the 
President of TTG Global LLC

Roger 
MUNNINGS

•	 Independent Director 
•	 Chairman of the HR 

and Compensation 
Committee

Born in 
Graduated from the University of Oxford in with a Master of Arts degree 
in and of the Institute of Chartered 
Accountants in England and a Commander of the Most Excellent 
Order of the 

of KPMG’s Global Energy and 
•	
•	
•	 Currently a member of the Russian National Council on Corporate Governance 

Since 2015: Member of the Board of Directors of PJSC LUKOIL.

Membership in the governance bodies of other organizations:
Independent member of the Board of Directors of PJSFC Sistema
Chairman of the Russian-British Chamber of Commerce
Independent member of the Board of Directors of PJSC MMC NORILSK NICKEL

Pavel 
TEPLUKHIN

•	 Independent Director 
•	 Member of the Audit 

Committee 

Born in 
Graduated with distinction from economics faculty of Lomonosov Moscow State 
University in of from the London 
School of Economics with a Master of Science degree in Economics in 

•	
•	
•	
•	

Since 2019: Member of the Board of Directors of PJSC LUKOIL.

Membership in the governance bodies of other organizations:
Member of the Board of Directors of of the Strategy 
Committee
President of LLC Matrix Advisors

1	 Determined to be independent by the Resolution of the Board of Directors dated June 20, 2019 (Minutes No. 11).
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Leonid 
FEDUN

•	 Executive Director
•	 Member 

of the 
Investment 
and Sustainability 
Committee 

•	 Vice President 
for Strategic 
Development 

Born in 
 Graduated from in Rostov in 
Graduated from the Higher School of Privatization and Entrepreneurship in 
Candidate of 
and 

•	
•	

•	

Since 2013: Member of the Board of Directors of PJSC LUKOIL 
(formerly OJSC LUKOIL).

Membership in the governance bodies of other organizations:
Chairman of the Board of Directors of Football Club Spartak Moscow
Member of the Management Board of the Russian Union of Industrialists 
and Entrepreneurs

Lyubov 
KHOBA

•	 Non-Executive 
Director

Born in 
Graduated from the Sverdlovsk Institute of National Economy in 
of of the 

and 
and 

•	
•	
•	

•	
•	
•	

Since 2017: Member of the Board of Directors of PJSC LUKOIL.

Membership in the governance bodies of other organizations:
Chairperson of the Supervisory Board of LUKOIL Accounting and Finance Europe 

Sergey 
SHATALOV

•	 Independent Director
•	 Chairman 

of the 
Investment 
and Sustainability 
Committee

•	 Member of the Audit 
Committee

Graduated from Zhdanov Leningrad State University with a Bachelor’s degree 

•	
•	

•	
•	

•	
•	

Since 2019: Member of the Board of Directors of PJSC LUKOIL.

Membership in the governance bodies of other organizations:
Member of the Board of Directors of LLC Avtotor Holding
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Audit Committee

Committee tasks Key topics covered in 2019

•	

•	 Making recommendations on the Company’s proposed independent 
auditor and the auditor’s remuneration

•	 Reviewing the independent auditor’s opinion and determining 

of interest

•	

•	 Reviewing the Company’s internal audit activity plans and budget

•	 Assessing the effectiveness of the Company’s risk management 
and internal control procedures and reviewing the reliability 
and performance of both the risk management and internal control 
system and the corporate governance system

•	 Making recommendations for the Board’s preliminary approval 
of the Company’s Annual Report

•	

and material matters that arose during 
the independent external audit

•	 External assessment of internal audit 
at PJSC LUKOIL

•	
statements of PJSC LUKOIL prepared 
under IFRS

•	 Information on material litigations and claims 
related to the operations of LUKOIL or other 
LUKOIL Group entities

•	 Review of the most material amendments 
to accounting reports following the audit 
results

Committee membership Name

Independent Directors Victor Blazheev (Committee Chairman)
Pavel Teplukhin
Sergey Shatalov

For a list 
of key decisions made 
by the Board 
of Directors based 
on the Committee’s 
previews 
and recommendations, 
see the Board 
of Directors section 
on page 98

In 2019, we continued to enhance 
the internal audit system, and improve 
the effectiveness of the internal 
control and risk management systems. 
The Committee has reviewed 
the results of an external assessment 
of internal audit at the Company. 
I am pleased to note that, according 
to the assessment results, LUKOIL’s 
internal audit broadly complies 
with the International Professional 
Practices Framework (IPPF), and meets 
the expectations of the Company’s 
management. The assessment 
highlighted the high degree 
of independence from management 
as one of the key strengths of LUKOIL’s 
Internal Audit Service.

An important step towards a more 
�H�I�è�F�L�H�Q�W���F�R�U�S�R�U�D�W�H���J�R�Y�H�U�Q�D�Q�F�H���V�\�V�W�H�P��
was the dissolution of the Company’s 
Audit Commission, a decision 
supported by the shareholders. 
This has eliminated the duplication 
of functions between the Audit 
Committee of the Board of Directors, 

Chairman of the Audit Committee
VICTOR BLAZHEEV

the Internal Audit Service and the Audit 
Commission.

In the reporting year, the Committee 
reviewed the opinion of the Internal 
Audit Service on the performance 
assessment of LUKOIL Group’s internal 
control, risk management and corporate 
governance systems. The assessment 
�K�D�V���F�R�Q�è�U�P�H�G���W�K�H���H�I�I�H�F�W�L�Y�H�Q�H�V�V���R�I���W�K�H�V�H��
systems.

Given the ever-increasing importance 
of the sustainable development 
matters, the Committee has paid 
particular attention to anti-corruption. 
The Company has in place a set of local 
regulations at various levels that 
cover different aspects of its business 
and touch on anti-corruption and fraud 
prevention, but lacks a single document 
that brings together our principles, 
scope and objectives in this area. 
Since having an anti-corruption policy 
in place is a standard international 
practice for large companies 
and is recommended by the Corporate 

Governance Code, the Committee 
has prepared its recommendations 
to the Board of Directors regarding 
the advisability of developing a separate 
anti-corruption document. 

The Regulations on  
the Audit Committee 
are available 
on the Company’s 
website
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HR and Compensation Committee

Committee tasks Key topics covered in 2019

•	

to strengthen Board composition

•	 Communicating with shareholders to prepare 
recommendations for voting in the election of the Board 
of Directors

•	 Making recommendations on staff appointments

•	 Development and regular reviews of the Company’s 
policy on remunerating members of the Board of Directors 

•	 Making recommendations to the Board of Directors 
on determining the remuneration of the Corporate Secretary

•	 Pre-assessing the performance of the Management Committee 
members and the President throughout the year in line 
with the Company’s remuneration policy

•	
and independence of all nominees to the Company’s 

shareholders on voting in the election of the Company’s 
Board of Directors

•	 Preview of matters concerning external assessment 

•	 Human resources management across the LUKOIL Group

•	 The state of the system of preventive measures against 
violations of employees’ rights and interests

•	 Existing measures to monitor workplace atmosphere 
and employee motivation level across LUKOIL Group 
entities

Committee membership Name

Independent Directors Roger Munnings (Committee Chairman)
Victor Blazheev
Wolfgang Schüssel

For a list 
of key decisions made 
by the Board 
of Directors based 
on the Committee’s 
previews 
and recommendations, 
see the Board 
of Directors section 
on page 98

In 2019, the composition of LUKOIL’s 
Board of Directors was refreshed 
by more than one fourth, 
with the share of independent 
directors on the Board increasing 
to 55%. This has enabled 
the Board to form the Audit Committee 
and the HR and Compensation 
Committee entirely of independent 
directors. Prior to the Annual General 
Shareholders Meeting that elected 
the Board of Directors, the Committee 
assessed the professional 
�T�X�D�O�L�è�F�D�W�L�R�Q�V�����H�[�S�H�U�L�H�Q�F�H��
and independence of the candidates 
to the Board of Directors.

To improve the performance 
assessment procedure of the Board 
of Directors conducted on an annual 
basis, the Committee has prepared 
recommendations to the Board 
on amendments to the Regulations 
on Performance Assessment 
of the Board of Directors. 
The Committee has also carried 
out a preliminary review of matters 

Chairman of the HR  
and Compensation Committee

ROGER MUNNINGS

concerning the external assessment 
of the performance of the Board.

Within its remit, the Committee 
considered matters related 
to the remuneration of members 
of the Board of Directors, the President, 
members of the Management 
Committee and the Corporate 
Secretary.

The Committee considered 
the candidates to the Management 
Committee and carried out 
a preliminary performance assessment 
of the Management Committee 
members in the corporate year 
of 2018–2019 against the criteria set 
out in the Regulations on Management 
Remuneration and Incentive System 
of PJSC LUKOIL.

The Committee has regularly 
heard reports from representatives 
of the Company’s management on HR 
policy and HR management at LUKOIL 
Group entities.

A particular focus was placed 
�R�Q���(�6�*���S�U�D�F�W�L�F�H�V�����V�S�H�F�L�è�F�D�O�O�\��
on ethics and employee rights. 
The Committee has reviewed 
the progress in the implementation 
of the new version of the Code 
of Business Conduct and Ethics 
of PJSC LUKOIL, approved in 2018. 
The Committee has also reviewed 
matters related to safeguarding 
employee rights and interests, 
as well as surveys of employee morale 
and motivation across LUKOIL Group. 

The Regulations 
on the HR 
and Compensation 
Committee 
are available 
on the Company’s 
website
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�7�K�H���&�R�U�S�R�U�D�W�H���6�H�F�U�H�W�D�U�\���L�V���V�X�I�è�F�L�H�Q�W�O�\��
independent of the Company’s 
executive bodies as she functionally 
reports to the Board of Directors. 
�7�K�H���&�R�U�S�R�U�D�W�H���6�H�F�U�H�W�D�U�\���R�I���3�-�6�&�b�/�8�.�2�,�/��
is appointed by the Company’s 
President based on a resolution 
of the Board of Directors, and acts 
in line with PJSC LUKOIL’s Charter 
and Regulations on the Corporate 
�6�H�F�U�H�W�D�U�\�����7�K�H���R�I�è�F�H���R�I���W�K�H���&�R�U�S�R�U�D�W�H��
Secretary has been set up to assist 
in the position’s duties.

The Regulations on the Corporate Secretary 
of PJSC LUKOIL are available in the Board 
of Directors section of the Company’s website

The Corporate Secretary monitors 
compliance with the Company’s 
internal documents and immediately 
�Q�R�W�L�è�H�V���W�K�H���%�R�D�U�G���R�I���'�L�U�H�F�W�R�U�V���R�I���D�Q�\��
violations detected. The Corporate 

In 2019, Corporate Secretary 
of PJSC LUKOIL Natalia Podolskaya won 
the “25 Best Corporate Governance 
Directors/Corporate Secretaries” 
annual category of the 14th “Director 
of the Year” National Award.

DIRECTOR OF THE YEAR

Secretary also supervises compliance 
with the procedure for preventing 
�F�R�Q�é�L�F�W�V���R�I���L�Q�W�H�U�H�V�W���D�W���W�K�H���%�R�D�U�G���O�H�Y�H�O��
set forth in the Regulations on the Board 
�R�I���'�L�U�H�F�W�R�U�V���R�I���3�-�6�&�b�/�8�.�2�,�/��

Natalia Podolskaya has been 
the Corporate Secretary of PJSC LUKOIL 
since 2016.

In 2019, the Corporate Secretary 
ran a two-day induction training 
program for newly elected Directors 
�R�I���3�-�6�&�b�/�8�.�2�,�/���W�R���H�Q�V�X�U�H���W�K�H�L�U���T�X�L�F�N�H�V�W��
possible involvement in the activities 
of the Board.

For more details, see the Induction of new 
members of the Board of Directors section 
on page 103

As a member of the Company’s 
sustainability Working group, 
the Corporate Secretary actively 
participated in coordinating its 
activities in 2019, including through 
preparing materials for meetings, 
cooperating with members of the Board 
of Directors and the Company’s relevant 

Corporate Secretary

Natalia 
PODOLSKAYA

•	 Corporate Secretary
Graduated from the Maurice Thorez Moscow State Institute of Foreign Languages 

Candidate of Philological Sciences (PhD) from Moscow State Linguistic University 

•	
•	
•	

•	

Corporate Secretary of PJSC LUKOIL
NATALIA PODOLSKAYA

�$���U�H�O�L�D�E�O�H���L�Q�I�R�U�P�D�W�L�R�Q���D�Q�G���G�L�J�L�W�D�O���H�Q�Y�L�U�R�Q�P�H�Q�W���L�V���F�U�X�F�L�D�O���I�R�U���H�I�è�F�L�H�Q�W���S�H�U�I�R�U�P�D�Q�F�H��
of the corporate governance system.

business units on sustainability matters, 
and contributing to preparation 
of the Sustainability Report. 

Natalia Podolskaya is a member 
of the professional National Association 
of Corporate Secretaries. She 
participates in promoting best 
practices, including the methodological 
basis for corporate governance and IT. 
For instance, she actively participated 
in developing the requirements 
of, and testing, the Corporate 
Secretary digital solution. According 
to the developers of this solution, 
her expert knowledge and corporate 
governance experience became 
determinant in creating a practically 
applicable and valuable to experts 
information system.
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The Company’s executive bodies, 
the President and the Management 
Committee, play a key role in ensuring 
�W�K�H���W�L�P�H�O�\���D�Q�G���H�I�è�F�L�H�Q�W���S�H�U�I�R�U�P�D�Q�F�H��
of its operating and strategic 
tasks. According to the Company’s 
Charter, the scope of authority of its 
executive bodies covers all day-to-day 
operations, except for matters reserved 
to the Company’s General Shareholders 
Meeting or Board of Directors.

President

The President, the Company’s 
sole executive body, is appointed 
by the General Shareholders 
�0�H�H�W�L�Q�J���I�R�U���D���W�H�U�P���R�I���è�Y�H���\�H�D�U�V��
and serves as the Chairman 
of the Management Committee. 
The key provisions of the contract 
with the President are subject 
to preview by the HR and Compensation 
Committee of the Board of Directors 
�D�Q�G���è�Q�D�O���D�S�S�U�R�Y�D�O���E�\���W�K�H���%�R�D�U�G��
of Directors.

Vagit Alekperov has been the President 
of PJSC LUKOIL since 1993.

The President is responsible 
for operational management 
of the Company as prescribed 
by the Charter of PJSC LUKOIL. 

The President’s authority covers:
•	 Representing the Company’s 

interests
•	 Entering int o transactions on behalf 

of the Company
•	 Managing the C ompany’s assets 

to support its day-to-day operations 
(within the limits set by the Charter)

•	 �6�L�J�Q�L�Q�J���è�Q�D�Q�F�L�D�O���G�R�F�X�P�H�Q�W�V
•	 Appro ving the staff schedule, signing 

employment contracts, applying 
rewards and sanctions to employees

•	 Appro ving the Company’s 
organization

•	 Appro ving PJSC LUKOIL’s internal 
documents regulating its day-to-
day operations, save for internal 
documents to be approved 
by the Management Committee 
as prescribed by the Company’s 
Charter

•	 Issuing binding or ders 
and instructions

PRESIDENT AND MANAGEMENT COMMITTEE 

•	 Organizing the activities 
of the Management Committee

•	 Other functions established 
by the C ompany’s Charter

Management Committee

The Management Committee 
is a collective executive body 
in charge of PJSC LUKOIL’s day-to-day 
operations, as well as the development 
and implementation of the overall 
development strategy of the Company’s 
subsidiaries. The President 
of PJSC LUKOIL is the Chairman 
of the Management Committee.

The Management Committee is guided 
by applicable laws, the Charter 
of PJSC LUKOIL and the Regulations 
on the Management Committee 
�R�I���3�-�6�&�b�/�8�.�2�,�/��

The authority of the Management 
Committee covers:
•	 Developing and implementing 

the Company’s current business 
policy

•	 Developing and approving 
the Company’s quarterly, 
annual and perspective  activity 
plans, budget, and investment 
program, as well as monitoring 
their performance

•	 Making decisions on establishment 
by the Company of other legal 
entities, as well as on acquisitions 
and disposals of equity interests 
in other entities

•	 A number of  powers related 
to development and implementation 
of the overall development strategy 
of the Company’s subsidiaries

•	 Other pow ers set out 
by the Company’s Charter

Following on the President’s proposals, 
the Management Committee is formed 
by the Board of Directors on an annual 
basis. Proposals are submitted within 
one month following the election 
of the Board of Directors by the Annual 
General Shareholders Meeting. 
The Board of Directors may reject 
certain nominees to the Management 
Committee but may not approve 
nominees who have not been proposed 
by the President.

The number of members 
on the Management Committee was 
approved as 15 in July 2019. Meetings 
of the Management Committee 
are convened as necessary. All 
meetings are held in the form 
of joint attendance. At the same time, 
the Regulations on the Management 
Committee of PJSC LUKOIL provide 
for participation in Management 
Committee meetings via telephone 
or a video conference call. Participation 
in a meeting via the aforementioned 
�P�H�D�Q�V���R�I���F�R�P�P�X�Q�L�F�D�W�L�R�Q�V���T�X�D�O�L�è�H�V��
as attendance in person. Attendance 
at Management Committee meetings 
remained traditionally high and in 2019 
was 93.3%.

In 2019, the Management Committee 
held 28 meetings and discussed 
�������b�P�D�W�W�H�U�V�����F�R�P�S�D�U�H�G���W�R���������P�H�H�W�L�Q�J�V��
and 126 matters in 2018). Among 
others, the following key matters were 
discussed:
•	 Appro val of key budget indicators 

for LUKOIL Group
•	 Taking resolutions on the operations 

of LUKOIL subsidiaries
•	 Optimizing the production 

capabilities and the c orporate 
structure of LUKOIL Group

•	 HR decisions on key executives 
of Russian entities of LUKOIL Group 
controlled by the Company by more 
than 50%

•	 Appro val of business process 
management principles

•	 Discussion of mat ters related 
to industrial safety, occupational 
health and social policy

•	 Appro val of the Company’s 
local regulations underlying 
the Company’s core businesses
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Management Committee membership as at December 31, 2019

Length of service on the Management  
Committee, years 1 Share in charter capital of PJSC LUKOIL

Vagit Alekperov 2)

Vyacheslav Verkhov Elected to the Management Committee  

Vadim Vorobyev

Denis Dolgov 1
Ravil Maganov

Ilya Mandrik
Ivan Maslyaev

Alexander Matytsyn

Anatoly Moskalenko

Oleg Pashaev

Denis Rogachev

Gennady Fedotov

Evgeny Khavkin

Azat Shamsuarov

Length of service 
on the Management Committee 
as at December 31, 2019

1

5
8

Less than 1 year

1 to 7 years

Over 7 years

Changes in the membership 
of the Management Committee
Changes in the membership 
of the Management Committee 
�R�I���3�-�6�&�b�/�8�.�2�,�/���G�X�U�L�Q�J�������������Z�H�U�H��
as follows:
•	 The pow ers of the member 

of the Management Committee 
Stanislav Nikitin were terminated 
early (Resolution of the Board 
of Directors dated December 12, 
2019, Minutes No. 19). Stanislav 
Nikitin’s biography is available 
in PJSC LUKOIL 2018 Annual Report 
on the Company’s website. 

•	 Vyacheslav Verkhov, Chief 
Accountant of PJSC LUKOIL, was 

elected to the Management 
Committee (Resolution of the Board 
of Directors dated July 16, 2019, 
Minutes No. 12).

Changes in the positions held 
by members of the Management 
Committee of PJSC LUKOIL during 2019 
were as follows:
•	 As from Oct ober 25, 2019, Anatoly 

Moskalenko was transferred 
from the position of Vice President 
for Human Resources Management 
and Corporate Structure 
Development to the position of Vice 
President for Human Resources 
Management and Social Policy.

1	 Full years as at December 31, 2019.
2	As of 31 December 2019, the aggregate percentage of shares in PJSC LUKOIL which Mr. Alekperov directly owns, or is a �E�H�Q�H�è�F�L�D�U�\��of (including through family trusts 

and mutual funds), was 27.39%. Mr. Alekperov directly owned 2.99%, and was a �E�H�Q�H�è�F�L�D�U�\�����L�Q�F�O�X�G�L�Q�J���W�K�U�R�X�J�K���I�D�P�L�O�\���W�U�X�V�W�V��and mutual funds) of 24.40%, of the shares 
in PJSC LUKOIL.

The Company is not aware of any loans (credits) received by members of the Management Committee from an entity within LUKOIL Group.

Statistics of Management 
Committee meetings

26

26

28

2017

2018

2019

Matters discussed

112

126

149

2017

2018

2019



125

About the Company Board of Directors Report Corporate Responsibility Corporate Governance

Functional map of RMICS participants

The Company’s Internal Audit Service and 
dedicated internal audit units of LUKOIL 

Group entities
Board of Directors

�'�H�è�Q�H�V���*�U�R�X�S���Z�L�G�H���S�U�L�Q�F�L�S�O�H�V���R�I�����D�Q�G��
�D�S�S�U�R�D�F�K�H�V���W�R�����W�K�H���5�0�,�&�6���R�U�J�D�Q�L�]�D�W�L�R�Q

�'�H�W�H�U�P�L�Q�H�V���W�K�H���&�R�P�S�D�Q�\�N�V���U�L�V�N���D�S�S�H�W�L�W�H

�&�R�Q�W�U�R�O�V���W�K�H���U�H�O�L�D�E�L�O�L�W�\���D�Q�G���S�H�U�I�R�U�P�D�Q�F�H���R�I��
�W�K�H���5�0�,�&�6

�&�D�U�U�\���R�X�W���L�Q�G�H�S�H�Q�G�H�Q�W���D�V�V�H�V�V�P�H�Q�W���R�I��
�W�K�H���5�0�,�&�6���U�H�O�L�D�E�L�O�L�W�\���D�Q�G���S�H�U�I�R�U�P�D�Q�F�H

�'�H�Y�H�O�R�S���U�H�F�R�P�P�H�Q�G�D�W�L�R�Q�V���I�R�U���W�K�H��
�5�0�,�&�6���L�P�S�U�R�Y�H�P�H�Q�W

President

Audit Committee

Risk Committee 
(advisory body under the President) 

�$�Q�D�O�\�]�H�V���D�Q�G���D�V�V�H�V�V�H�V���F�R�P�S�O�L�D�Q�F�H���Z�L�W�K��
�W�K�H���5�L�V�N���0�D�Q�D�J�H�P�H�Q�W���D�Q�G���,�Q�W�H�U�Q�D�O���&�R�Q�W�U�R�O��
�3�R�O�L�F�\

�$�V�V�H�V�V�H�V���W�K�H���H�I�I�H�F�W�L�Y�H�Q�H�V�V���R�I���W�K�H��
�&�R�P�S�D�Q�\�N�V���U�L�V�N���P�D�Q�D�J�H�P�H�Q�W���D�Q�G���L�Q�W�H�U�Q�D�O��
�F�R�Q�W�U�R�O���S�U�R�F�H�G�X�U�H�V�����G�H�Y�H�O�R�S�V��
�L�P�S�U�R�Y�H�P�H�Q�W���S�U�R�S�R�V�D�O�V

�&�U�H�D�W�H�V���D�Q�G���P�D�L�Q�W�D�L�Q�V���D���I�X�Q�F�W�L�R�Q�D�O���D�Q�G��
�H�I�I�H�F�W�L�Y�H���5�0�,�&�6

�'�H�W�H�U�P�L�Q�H�V���W�K�H���5�0�,�&�6���L�P�S�U�R�Y�H�P�H�Q�W���D�Q�G��
�G�H�Y�H�O�R�S�P�H�Q�W���W�D�V�N�V

�&�R�Q�W�U�R�O�V���W�K�H���S�H�U�I�R�U�P�D�Q�F�H�����L�P�S�U�R�Y�H�P�H�Q�W��
�D�Q�G���G�H�Y�H�O�R�S�P�H�Q�W���R�I���W�K�H���5�0�,�&�6

�&�R�R�U�G�L�Q�D�W�H�V���W�K�H���&�R�P�S�D�Q�\�N�V���U�L�V�N��
�P�D�Q�D�J�H�P�H�Q�W���D�F�W�L�Y�L�W�L�H�V

�$�S�S�R�L�Q�W�V���R�Z�Q�H�U�V���R�I���W�K�H���&�R�P�S�D�Q�\�N�V��
�P�D�W�H�U�L�D�O���F�U�R�V�V���I�X�Q�F�W�L�R�Q�D�O���U�L�V�N�V

�'�H�Y�H�O�R�S�V���U�H�F�R�P�P�H�Q�G�D�W�L�R�Q�V���R�Q���W�K�H��
�L�P�S�O�H�P�H�Q�W�D�W�L�R�Q���R�I���W�K�H���5�L�V�N���0�D�Q�D�J�H�P�H�Q�W��
�D�Q�G���,�Q�W�H�U�Q�D�O���&�R�Q�W�U�R�O���3�R�O�L�F�\

First Vice President
(Economics and Finance)

Management Committee

Units that ensure the performance of the 
Risk Management and Internal Control 

business processes

�(�V�W�D�E�O�L�V�K�H�V���J�X�L�G�H�O�L�Q�H�V���I�R�U�����D�Q�G��
�U�H�T�X�L�U�H�P�H�Q�W�V���W�R�����W�K�H���5�0�,�&�6

�0�D�N�H�V���G�H�F�L�V�L�R�Q�V���R�Q���W�K�H���5�0�,�&�6���R�U�J�D�Q�L�]�D�W�L�R�Q��
�Z�L�W�K�L�Q���W�K�H���V�F�R�S�H���R�I���L�W�V���D�X�W�K�R�U�L�W�\

�/�H�D�G�V���W�K�H���G�H�Y�H�O�R�S�P�H�Q�W���R�I���S�U�R�S�R�V�D�O�V���W�R��
�L�P�S�U�R�Y�H���D�Q�G���G�H�Y�H�O�R�S���W�K�H���5�L�V�N��
�0�D�Q�D�J�H�P�H�Q�W���D�Q�G���,�Q�W�H�U�Q�D�O���&�R�Q�W�U�R�O��
�E�X�V�L�Q�H�V�V���S�U�R�F�H�V�V�H�V

�,�Q�L�W�L�D�W�H�V���U�H�Y�L�H�Z�V���R�I���G�U�D�I�W���L�P�S�U�R�Y�H�P�H�Q�W��
�D�Q�G���G�H�Y�H�O�R�S�P�H�Q�W���U�H�V�R�O�X�W�L�R�Q�V���I�R�U���W�K�H��
�5�0�,�&�6

�,�Q�I�R�U�P�V���W�K�H���&�R�P�S�D�Q�\�N�V���J�R�Y�H�U�Q�D�Q�F�H��
�E�R�G�L�H�V���R�Q���W�K�H���5�0�,�&�6���R�S�H�U�D�W�L�R�Q

�&�R�R�U�G�L�Q�D�W�H���W�K�H���&�R�P�S�D�Q�\�N�V���D�F�W�L�Y�L�W�L�H�V���W�R��
�L�P�S�U�R�Y�H���D�Q�G���G�H�Y�H�O�R�S���W�K�H���5�0�,�&�6

�'�H�Y�H�O�R�S���D�Q�G���X�S�G�D�W�H���O�R�F�D�O���U�H�J�X�O�D�W�L�R�Q�V��
�G�H�è�Q�L�Q�J���W�K�H���N�H�\���S�U�L�Q�F�L�S�O�H�V�����U�X�O�H�V���D�Q�G��
�J�X�L�G�H�O�L�Q�H�V���R�I���W�K�H���U�L�V�N���P�D�Q�D�J�H�P�H�Q�W���D�Q�G��
�L�Q�W�H�U�Q�D�O���F�R�Q�W�U�R�O���S�U�R�F�H�V�V�H�V�����D�Q�G���F�R�Q�W�U�R�O��
�F�R�P�S�O�L�D�Q�F�H

�'�U�D�I�W���S�U�R�S�R�V�D�O�V���I�R�U���W�K�H���5�0�,�&�6��
�G�H�Y�H�O�R�S�P�H�Q�W���D�Q�G���L�P�S�U�R�Y�H�P�H�Q�W

�'�H�Y�H�O�R�S���J�X�L�G�H�O�L�Q�H�V���R�Q���W�K�H���5�0�,�&�6��
�R�U�J�D�Q�L�]�D�W�L�R�Q���D�Q�G���G�H�Y�H�O�R�S�P�H�Q�W���I�R�U���W�K�H��
�&�R�P�S�D�Q�\�N�V���E�X�V�L�Q�H�V�V���X�Q�L�W�V���D�Q�G���/�8�.�2�,�/��
�*�U�R�X�S���H�Q�W�L�W�L�H�V

�3�U�R�Y�L�G�H���W�U�D�L�Q�L�Q�J���R�Q���U�L�V�N���P�D�Q�D�J�H�P�H�Q�W���D�Q�G��
�L�Q�W�H�U�Q�D�O���F�R�Q�W�U�R�O

Heads of the Company’s subsidiariesHeads of business units Employees of LUKOIL Group entities

�2�U�J�D�Q�L�]�H���D�Q�G���L�P�S�O�H�P�H�Q�W���U�L�V�N���P�D�Q�D�J�H�P�H�Q�W��
�D�Q�G���L�Q�W�H�U�Q�D�O���F�R�Q�W�U�R�O���S�U�R�F�H�V�V�H�V���I�R�U���W�K�H�L�U��
�E�X�V�L�Q�H�V�V���O�L�Q�H�V

�,�Q�W�H�J�U�D�W�H���U�L�V�N���P�D�Q�D�J�H�P�H�Q�W���D�Q�G���L�Q�W�H�U�Q�D�O��
�F�R�Q�W�U�R�O���L�Q�W�R���E�X�V�L�Q�H�V�V���S�U�R�F�H�V�V�H�V���X�Q�G�H�U���W�K�H�L�U��
�P�D�Q�D�J�H�P�H�Q�W

�&�R�Q�W�U�R�O���F�R�P�S�O�L�D�Q�F�H���Z�L�W�K���U�L�V�N���P�D�Q�D�J�H�P�H�Q�W��
�D�Q�G���L�Q�W�H�U�Q�D�O���F�R�Q�W�U�R�O���V�W�D�Q�G�D�U�G�V���D�Q�G��
�U�H�T�X�L�U�H�P�H�Q�W�V�����L�Q�F�O�X�G�L�Q�J���U�H�O�L�D�E�L�O�L�W�\���D�Q�G��
�S�H�U�I�R�U�P�D�Q�F�H�����L�Q���V�X�E�R�U�G�L�Q�D�W�H���%�8�V��

�&�U�H�D�W�H���D�Q�G���P�D�L�Q�W�D�L�Q���D���I�X�Q�F�W�L�R�Q�D�O���D�Q�G��
�H�I�I�H�F�W�L�Y�H���5�0�,�&�6���Z�L�W�K�L�Q���W�K�H���H�Q�W�L�W�\

�&�R�Q�W�U�R�O���W�K�H���5�0�,�&�6���S�H�U�I�R�U�P�D�Q�F�H

�%�X�L�O�G�����P�D�L�Q�W�D�L�Q���D�Q�G���F�R�Q�W�L�Q�X�R�X�V�O�\���P�R�Q�L�W�R�U��
�W�K�H���5�0�,�&�6���Z�L�W�K�L�Q���W�K�H�L�U���E�X�V�L�Q�H�V�V���O�L�Q�H�V

�,�G�H�Q�W�L�I�\���D�Q�G���D�Q�D�O�\�]�H���H�Q�W�L�W�L�H�V�N���E�X�V�L�Q�H�V�V���U�L�V�N�V

�&�D�U�U�\���R�X�W���L�Q�W�H�U�Q�D�O���F�R�Q�W�U�R�O���S�U�R�F�H�G�X�U�H�V��
�D�Q�G���R�U���S�H�U�I�R�U�P���U�L�V�N���R�Z�Q�H�U���I�X�Q�F�W�L�R�Q�V
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Risk management

PJSC LUKOIL continuously improves 
its risk management system. 
In 2019, our key efforts were focused 
on improving the corporate enterprise 
risk management (ERM) system to match 
the international best practices. 
Risk management development 
and improvement focus on:
•	 Reviews, customization 

and implementation of new risk 
management approaches proposed 
by the Committee of Sponsoring 
Organizations of the Treadway 
Commission in its concept 
“Enterprise Risk Management 
– Integrating with Strategy 
and Performance” (COSO, 2017)

•	 Integration of the risk management 
process into major management 
decision-making such 
as taking on major investment 
projects and proceeding 
to the active investment phase 
based on the results of quantitative 
risk analysis

•	 Introduction 
of the portfolio optimization 
process in the investment program 
development

•	 Integration of post-investment 
analysis results into the risk 
management system to increase 
the quality of project risk assessment

•	 Introduction of the risk-return 
tradeoff in investment analysis 
and decision-making for certain 
projects

•	 Integration of the risk management 
process into the corporate 
governance system through risk 
orientation of the LUKOIL Group’s 
Budgeting process

•	 Development of guidelines 
for the Risk Management business 
process, including the application 

of probabilistic modeling 
and its use guidance in major 
management decision-making within 
LUKOIL’s management practice, 
�D�Q�G���G�H�Y�H�O�R�S�P�H�Q�W���R�I���V�S�H�F�L�è�F���U�L�V�N��
management guides

•	 Improvement of risk information 
quality through harmonization, 
standardization and making 
recommendations on standard risk 
description

•	 Optimizations in information 
sharing, response t o external 
and internal environment changes, 
and monitoring risk management 
activities

LUKOIL consistently improves its 
risk management guidelines, which 
establish uniform requirements 
to the end-to-end risk management 
process across LUKOIL Group entities 
and determine management standards 
for individual most critical risk 
categories.

The Board of Directors 
and the Management Committee place 
a special focus on risk management 
to provide reasonable assurance 
of achieving objectives despite 
uncertainties and negative impacts. 
�3�-�6�&���/�8�.�2�,�/���F�R�Q�W�L�Q�X�R�X�V�O�\���L�G�H�Q�W�L�è�H�V����
describes, assesses, and monitors risks 
and develops measures to mitigate 
their adverse effect on our business. 
At the same time, our risk management 
forms an essential part of our business 
and corporate governance system 
and involves employees across all 
management levels. 

We regularly assess the aggregate 
risks of LUKOIL Group entities, 
�Z�L�W�K���W�K�H���U�L�V�N���S�U�R�è�O�H���L�Q�F�O�X�G�H�G���L�Q���D�Q�Q�X�D�O��
reports reviewed by the Board 
�R�I���'�L�U�H�F�W�R�U�V�����:�H���L�G�H�Q�W�L�è�H�G���P�R�V�W��

material risk categories impacting 
the business operations of LUKOIL 
Group entities, which are consistently 
assessed in terms of quantity, 
determined acceptable levels for each 
material risk, and developed measures 
to mitigate or prevent their adverse 
effect. LUKOIL monitors the progress 
and effectiveness of its risk mitigation 
measures.

Taking into account the probabilistic 
and external nature of LUKOIL’s risks, 
we cannot fully guarantee that risk 
management measures will reduce 
their adverse effect to an acceptable 
�O�H�Y�H�O�����:�K�H�Q���G�L�V�F�O�R�V�L�Q�J���L�G�H�Q�W�L�è�H�G��
risks, LUKOIL informs stakeholders 
about certain circumstances inherent 
to its operations, which may have 
an adverse effect on its business 
performance. 

We take all possible measures 
to monitor and prevent such events, 
and should they occur, will strive 
to mitigate their implications as quickly 
as possible in order to minimize 
damage to the Company.

In order to improve management 
performance in LUKOIL Group 
entities, we continuously improve 
the automated risk management 
information system enabling:

•	 Automation of gathering, reviewing, 
reconciling and storing risk data, 
thereby enhancing responsiveness 
and improving management

•	 Standardization of risk data 
presentation

•	 Build-up of a kno wledge base

•	 Automation of preparation 
of consolidated risk reports 
for LUKOIL’s governance bodies
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Risk Committee
PJSC LUKOIL established its Risk 
Committee in 2011 to address 
the matters of improving the risk 
management system and effectiveness 
of the risk management process. 
It is a collective risk management 
body under the Company’s 
President. The goal, functions, rights, 
responsibilities and procedures 
of the Risk Committee are determined 
by the Regulations on the Risk 
Committee. The membership structure 
of the Risk Committee is approved 
by the Company’s President 
and includes, among others, Vice 
Presidents in charge of business 
segments. The Committee’s functions 
include:
•	 Coordinating the Company’s risk 

management activities
•	 Appointing o wners of the Company’s 

material cross-functional risks
•	 Developing proposals 

and recommendations 
on the implementation of the Risk 
Management and Internal Control 
Policy of PJSC LUKOIL

Risk management process at LUKOIL Group

1

3

24 �5�,�6�.���0�$�1�$�*�(�0�(�1�7���&�<�&�/�(
�'�(�7�(�5�0�,�1�(���7�+�(���5�,�6�.���5�(�6�3�2�1�6�(���6�7�5�$�7�(�*�<

�0�2�1�,�7�2�5��
�5�,�6�.�6���$�1�'��
�&�2�1�7�5�2�/��

�0�,�7�,�*�$�7�,�2�1��
�$�&�7�,�9�,�7�,�(�6

�'�(�9�(�/�2�3���5�,�6�.��
�0�$�1�$�*�(�0�(�1�7���0�(�$�6�8�5�(�6

�,�'�(�1�7�,�)�<�����'�(�6�&�5�,�%�(
�$�1�'���$�6�6�(�6�6���7�+�(���5�,�6�.

Risk to be avoided

Measures to 
discontinue the 
activities exposed 
to risk

Risk mitigation 
measures are not 
necessary

Measures reducing 
the probability 
and/or magnitude 
of potential risk 
implications

Risk to be accepted Risk to be mitigated

Internal control

In 2018–2019 we developed measures 
to enhance the internal control system 
at LUKOIL Group in accordance 
with the standards and requirements 
of the Regulations on Internal Control 
at PJSC LUKOIL. The following measures 
are aimed at further optimizing the use 
of available assets and minimizing 
avoidable losses through improving 
�W�K�H���H�I�è�F�L�H�Q�F�\���R�I���L�Q�W�H�U�Q�D�O���F�R�Q�W�U�R�O�V��
•	 �,�Q�W�U�R�G�X�F�W�L�R�Q���R�I���X�Q�L�è�H�G���V�W�D�Q�G�D�U�G�V��

of, and requirements to, organization 
of an internal control system (ICS) 
into the operations of LUKOIL Group

•	 Prompt elimination of ICS gaps 
�L�G�H�Q�W�L�è�H�G���G�X�U�L�Q�J���P�R�Q�L�W�R�U�L�Q�J��
activities

•	 Updating the int ernal control 
�V�W�U�X�F�W�X�U�H���W�R���U�H�é�H�F�W���D�F�W�X�D�O���E�X�V�L�Q�H�V�V��
processes

•	 Complianc e with requirements 
of the Federal Tax Service (FTS) 
of Russia to ICS setup at LUKOIL 
Group entities that have switched 
or are preparing to switch to the tax 
monitoring regime

As part of regular report reviews in 2019, 
the Company monitored compliance 
with standards of, and requirements 
for, ICS organization and functioning 
at LUKOIL Group entities, 
with the snapshot of their ICS status 
submitted to the Audit Committee 
of the Board of Directors and then 
to the Company’s Board of Directors. 
The Company’s Internal Audit Service 
�F�R�Q�è�U�P�H�G���W�K�H���H�I�I�H�F�W�L�Y�H���,�&�6���R�S�H�U�D�W�L�R�Q��
across LUKOIL Group entities.

In line with approved plans 
for developing and improving internal 
control, we continued to align 
ICS components at Group entities 
with the standards and requirements 
of the Regulations on Internal Control 
at PJSC LUKOIL. All violations and gaps 
�L�G�H�Q�W�L�è�H�G���D�Q�G���U�H�V�S�R�Q�V�H���P�H�D�V�X�U�H�V��
taken were audited by the Internal 
Control Department and the Company’s 
dedicated units.

LUKOIL Group has in place a scheme 
of applying violation and gap response 
measures at similar management units.

For more details on risks,  
see Appendix 2: Risks 
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In 2019, LUKOIL continued to optimize 
and improve accounting services, 
including the merger of LLC LUKOIL-URTs 
Perm into LLC LUKOIL-Accounting Center 
(formerly LLC LUKOIL-URTs Volgograd). 
This merger continued the centralization 
of LUKOIL Group entities’ accounting 
services operating in Russia into a shared 
services center.

5.	 Business unit interaction. 
�&�R�Q�V�R�O�L�G�D�W�H�G���,�)�5�6���è�Q�D�Q�F�L�D�O��
statements are prepared in close 
collaboration between the Accounting 
�6�H�U�Y�L�F�H���R�I���3�-�6�&�b�/�8�.�2�,�/��
and various business units both within 
the Company and Group entities. 
The process stakeholders regularly 
exchange and additionally verify 
relevant information.

6.	 Employee training. All employees 
of the Company’s Accounting Service 
engaged in the preparation of IFRS 
�F�R�Q�V�R�O�L�G�D�W�H�G���è�Q�D�Q�F�L�D�O���V�W�D�W�H�P�H�Q�W�V��
have a degree in accounting 
�R�U���è�Q�D�Q�F�H���D�Q�G���U�H�J�X�O�D�U�O�\���H�Q�K�D�Q�F�H��
�W�K�H�L�U���T�X�D�O�L�è�F�D�W�L�R�Q�V�����0�D�Q�\���R�I���W�K�H�P��
�D�U�H���F�H�U�W�L�è�H�G���D�F�F�R�X�Q�W�D�Q�W�V�����D�F�F�R�U�G�L�Q�J��
to Russian and international 
standards) and are members 
of professional accountants’ 
associations in Russia, the UK 
and the USA. Some employees have 

academic degrees in accounting 
�D�Q�G���è�Q�D�Q�F�H��

AUDIT COMMISSION

The Extraordinary General Shareholders 
Meeting held on December 3, 2019 
resolved on early termination of powers 
of  members of the Audit Commission 
Pavel Suloev, Ivan Vrublevsky and Artem 
Otrubyannikov and on approval of a new 
version of PJSC LUKOIL’s Charter having 
no reference to the Audit Commission. 
The Audit Commission was dissolved 
to exclude duplication of functions 
of the Audit Committee of the Board 
of Directors, the Internal Audit Service 
and the Audit Commission dealing 
with control over the Company’s 
business operations, and to cut the costs 
related to the activities of the Audit 
Commission. The Extraordinary General 
Shareholders Meeting passed 
a resolution to pay each member 
of the Audit Commission remuneration 
in the amount of RUB 3.5 million. 

INTERNAL AUDIT

LUKOIL Group’s internal audit system 
was set up to assist in achieving 
strategic goals and objectives through 
applying a holistic consistent approach 

Corporate internal audit system 

to assessment and improvement 
of the internal control and risk 
management system and corporate 
governance by way of audits 
and consulting engagements.

The Internal Audit Service 
of PJSC LUKOIL complies 
with applicable International 
Standards for the Professional Practice 
of Internal Auditing and the Code 
of Ethics for internal auditors adopted 
by the International Institute of Internal 
Auditors, and is guided by the local 
regulations on internal audit approved 
at PJSC LUKOIL.

The Company applies the generally 
accepted conceptual model of internal 
audit which separates internal audit 
functions from internal control and risk 
management functions. A special 
mode of functional and administrative 
reporting and accountability 
is established for internal audit 
to ensure the auditors’ unbiased 
approach and the independence 
of audit units. Such form 
of accountability allows to provide 
the Company’s governance bodies 
with reliable and up-to-date information 
on the effectiveness of the internal 
control, risk management systems 
and corporate governance. 

Administrative subordination
Functional reporting
�1�R�W�L�è�F�D�W�L�R�Q

Dedicated internal audit units 
(DIAUs)

Board of Directors

President

Vice President – Head of IAS 

Internal Audit Service (IAS)
Internal Control 

Department

Audit Committee

Heads of entities First Vice President
(Economics and Finance)
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Within LUKOIL Group, internal audit 
is performed by: 
•	 The Internal Audit Service 

�R�I���3�-�6�&�b�/UKOIL (IAS) headed by Vice 
President – Head of the Internal Audit 
Service (hereinafter, also the “Head 
of IAS”)

•	 Dedicated int ernal audit units 
of LUKOIL Group entities (hereinafter, 
also the “DIAUs”)

The Head of IAS directly manages IAS 
activities; DIAUs functionally report 
to the Head of IAS. The Head of IAS 
reports to the Audit Committee of PJSC 
LUKOIL’s Board of Directors (functional 
reporting) and the Company’s President 
(administrative subordination).

As at the end of 2019, internal audit 
functions existed at 16 LUKOIL Group 
entities. 

2019 Results

Controls & audits at LUKOIL Group 
entities. In 2019, the Internal 
Audit Service conducted 10 audits 
and had 3 consulting engagements 
and the auditors of dedicated internal 
audit units carried out 126 controls & 
audits. 

In the past few years, we have seen 
a steady decline in the number 
of gaps and �Y�L�R�O�D�W�L�R�Q�V���L�G�H�Q�W�L�è�H�G��
at LUKOIL Group entities due to higher 
performance of audited entities, as well 
as better and more reliable internal 
control, risk management and corporate 
governance systems. 

In addition to audits, the Internal 
Audit Service provided audit 
consulting services in 2019 to LUKOIL 
Group entities implementing 
priority investment projects such 
as development of the �<�D�U�H�J�V�N�R�\�H���è�H�O�G����
the �9���,�����*�U�D�\�I�H�U���è�H�O�G��and construction 
of a delayed coker complex to process 
heavy residuals at Nizhny Novgorod 
�5�H�è�Q�H�U�\��

The objective of audit consulting 
is to assist and support LUKOIL 
Group entities in preventing 
and avoiding violations and irregularities 
and enhancing internal control and risk 
management processes. 

Consulting engagements have helped 
build excellent partnerships between 
audit and management functions, 
achieve new audit competencies 
and demonstrated the usefulness 
and relevance of such practices going 
forward.

As part of providing for independent 
assessment of internal audit, 
by resolution of the Audit Committee 
of the Board of Directors of PJSC LUKOIL 
passed on March 4, 2019 (Minutes 
No. 1) the internal audit function 
of PJSC LUKOIL was assessed in 2019 
by an independent external assessor 
for compliance with the International 
Professional Practices Framework (IPPF). 

The assessment was carried out 
by the Institute of Internal Auditors 
and comprised two phases. 

The �è�U�V�W���S�K�D�V�H���L�Q�F�O�X�G�H�G���D�Q�D�O�\�V�L�V����
assessment and development 
of recommendations for enhancing 
the internal audit in the form 
of a preliminary assessment report, 
followed by development of an internal 
audit improvement plan. The second 
phase focused on following up 
on the recommendations developed 
during the �è�U�V�W���S�K�D�V�H��and preparing 
an implementation report. 

Based on the results of the analysis, 
the independent assessor concluded 
that, overall, the internal audit 
operations at PJSC LUKOIL 
complied with the IPPF, 
as well as the expectations and needs 
of the Company’s management.

Among the positive aspects of internal 
audit operations were a high 

degree of independence, transition 
from enforcing to �I�D�F�W���è�Q�G�L�Q�J���F�R�Q�W�U�R�O��
with consulting factored in, highly 
skilled IAS employees, and effective 
use of an automated system – 
the corporate IT system for automation 
of risk management, internal control 
and internal audit processes.

Focus areas for improvement, 
in particular, included improvement 
of the risk analysis process in annual 
planning, a clear distinction between 
consulting projects and audits, 
and enhancing the IT skills of internal 
auditors.

As part of improving the guidelines 
supporting internal audit across 
LUKOIL Group, the Group updated 
the following key local regulations 
on internal audit in 2019 to include 
the external assessment results 
and the international best practices: 
•	 The Regulations on I nternal Audit 

at PJSC LUKOIL (updated version)
•	 The Rules of Internal Audit of Public 

Joint Stock Company “Oil Company 
‘LUKOIL’”

•	 The Regulations on Or ganizing 
and Conducting Audits 
�D�W���3�-�6�&�b�/�8�.�2�,�/�����X�S�G�D�W�H�G���Y�H�U�V�L�R�Q��

These local regulations were updated 
to align the Company’s regulatory 
framework with the requirements 
of the International Professional 
Practices Framework, including 
the recommendations of the Institute 
of Internal Auditors made during 
the independent external assessment 
of the internal audit at PJSC LUKOIL, 
and to specify the main approaches 
to audits and consulting engagements.

In 2019, the Internal Audit Service’s 
activities to carry out objective 
assessment of internal control, risk 
management and corporate governance 
processes included tests of relevant 
procedures later developed into 
their �è�Q�D�O���Y�H�U�V�L�R�Q�V����
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In addition, the IAS continued 
to develop and update procedures 
for audits (controls & audits) applied 
by internal auditors.

As part of assessment 
of the internal control, risk 
management and corporate 
governance systems, in early 2019, 
the Internal Audit Service carried 
out relevant audit evaluations 
of the 2018 performance; the results 
were submitted to the Audit Committee 
of the Company’s Board of Directors 
(Minutes No. 2 dated April 10, 2019) 
and the Board of Directors of PJSC 
LUKOIL (Minutes No. 6 dated May 15, 
2019).

The �D�V�V�H�V�V�P�H�Q�W���U�H�V�X�O�W�V���F�R�Q�è�U�P���W�K�D�W��
PJSC LUKOIL operates effective internal 
control, risk management and corporate 
governance systems.

As part 
of audit automation and development 
of the corporate IT system 
for automation of risk management, 
internal control and internal audit 
processes, the Internal Audit Service 
piloted the automation of internal 
audit procedures in 2019 to screen 
data in the Company’s information 
systems in order to identify unapproved 
and suspicious transactions (anomalies) 
and fraudulent activities.

The pilot proved the effectiveness 
of this solution for internal audit 
automation.

Controls & audits

Audits and consultations 
by the IAS 

2018

2017

2019

Scheduled

Unscheduled

Consulting

16 2

15 4

10 6

Audits by DIAUs

2018

2017

2019

Scheduled

Unscheduled

161 3

136 1

126

Fewer audits in 2019 resulted 
from the IAS providing audit consulting 
on three priority investment projects 
of LUKOIL Group entities in addition 
to regular controls & audits conducted 
in the reporting period. 

Plans to improve internal audit

The key 2020 and mid-term objectives 
of the Internal Audit Service 
are as follows:
•	 Consistently implement the Program 

to Improve the Quality of Internal 
Audit at PJSC LUKOIL for 2017–2021

•	 Carry out audit and c onsulting plans
•	 Perform regular monitoring 

of LUKOIL Group entities’ execution 
of the resolutions of the Company’s 
governance bodies and internal audit 
recommendations based on audit 
results

•	 Improve the regulatory 
and procedural framework 
for internal audits

•	 Test audit ( control & audit) options 
during audits

•	 Updat e (based on test results) 
and approve audit guidelines 
for corporate governance, internal 
control and risk management 
systems

•	 Enhance the performanc e of DIAUs 
at LUKOIL Group entities, including 
through consulting engagements 
and methodological support 
provided by the Internal Audit 
Service of PJSC LUKOIL

•	 Introduce and further improve 
automated internal audit 
processes, including step-by-step 
implementation of the project 
to automate internal audit 
procedures, and improvement 

of the corporate IT system 
for automation of risk management, 
internal control and internal audit 
processes 

•	 Introduce regular self-assessments 
of the internal audit at PJSC LUKOIL 
for compliance with the International 
Standards for the Professional 
Practice of Internal Auditing

EXTERNAL AUDIT

LUKOIL selects its independent auditor 
based on proposals made by the Audit 
Committee of the Board of Directors 
and approves the auditor at the General 
Shareholders Meeting on an annual basis, 
in line with Russian laws. 

The auditor’s independence is determined 
by the International Standards on Auditing 
and the national auditing rules (standards) 
approved by resolutions of the Russian 
Government.

In June 2019, the Annual General 
Shareholders Meeting approved 
�-�6�&�b�.�3�0�*���D�V���W�K�H���D�X�G�L�W�R�U���R�I���3�-�6�&���/�8�.�2�,�/����
To maintain independence and comply 
with audit standards, the Company’s 
auditor regularly, at least once in seven 
years, changes its key audit partner. 
Rotation of the auditor’s partner was last 
made in 2014. 

The fee payable to JSC KPMG for auditing 
�W�K�H���&�R�P�S�D�Q�\�N�V���,�)�5�6���F�R�Q�V�R�O�L�G�D�W�H�G���è�Q�D�Q�F�L�D�O��
statements for 2019 was RUB 246,778 
thousand (excluding VAT), for auditing 
�W�K�H���&�R�P�S�D�Q�\�N�V���5�$�6���D�F�F�R�X�Q�W�L�Q�J�����è�Q�D�Q�F�L�D�O����
statements for 2019 was RUB 10,286 
thousand (excluding VAT).

The share of remuneration unrelated 
to audits in the total fee payable 
to the auditor is less than 30%. 
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Members Key roles

Management Committee

President of PJSC LUKOIL 

•	
•	

Group Entities
•	 Monitors progress against activity plans
•	 Develops and implements the overall strategy of the Company’s subsidiaries

and Environmental Committee 
of PJSC LUKOIL 

First Executive Vice President 

Investment and Sustainability 
Committee of the Board 
of Directors 

•	
Group entities

•	 Analyzes the effect of HSE initiatives
•	

•	
including HSE initiatives

Head of sustainability – 

of the Management Committee 

Chief of Staff of PJSC LUKOIL

•	 Organizes and coordinates:
–	 Efforts to shape the overall corporate position on sustainability 
–	 Stakeholder engagement on the Company’s sustainability agenda 
–	 Development of local regulations on sustainability 
–	 Sustainability-related communications between the Company’s business units
–	 Preparation of the Group’s Sustainability report 

•	 Develops recommendations and proposals to governing bodies on improving sustainability 
and its management practices at the Company and other LUKOIL Group entities

Working Group on Sustainability

Head of sustainability – 

of the Management Committee 

Chief of Staff of PJSC LUKOIL

•	 Analyzes sustainability feedback from stakeholders
•	
•	 Effects sustainability-related communications and interactions between the Company’s 

business units
•	

reporting information
•	
•	 Approves the overall public position on sustainability 
•	 Organizes and monitors the preparation of LUKOIL Group’s Sustainability Report
•	 Develops sustainability recommendations for governance bodies

Corporate Secretary 
of PJSC LUKOIL

Natalia Podolskaya

•	 Interacts with members of the Board of Directors on sustainability-related matters
•	 Develops recommendations on improving sustainability management 
•	 Participates in stakeholder engagement in sustainability matters
•	 Coordinates stakeholder engagement with members of the Board of Directors 

on the sustainability agenda
•	

to their deeper integration into business processes
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Name
�6�K�D�U�H���L�Q���I�U�H�H���é�R�D�W����

%

Vanguard Group 
BlackRock 
Invesco
Harding Loevner
FMR
Schroders 
Dimensional Fund Advisors 
LSV Asset Management
Government Pension Investment Fund Japan
Canada Pension Plan Investment Board

Source: Bloomberg

Ordinary shares and depositary receipts tickers of PJSC LUKOIL

Ticker Exchange Type Listing

LKOH Moscow Exchange Ordinary shares 1st level

LKOD London Stock Exchange Depositary receipts Standard

The depositary receipts (DRs) of the Company are traded on the London Stock 

LUK Frankfurt Stock Exchange Depositary receipts

LUKOY US OTC market

PJSC LUKOIL depositary receipts are also traded on the Munich and Stuttgart Stock 

Major institutional investors in shares and depositary receipts 
as at December 31, 2019

Indices which include PJSC LUKOIL shares

Index

The Company’s shares and DRs 
weight in the index  

as at December 31, 2019, %

FTSE Russia IOB
MOEX Russia Index
MSCI Russia
MSCI Emerging Markets Eastern Europe
MSCI Emerging Markets EMEA

Recommendations 
of analysts of investment 
banks and financial 
companies for LUKOIL shares, 
as at December 31, 2019, 
%

94 

6

Buy

Hold

Including: Bank of America Merrill Lynch, 
Citigroup, Goldman Sachs, HSBC, 
�-�3�b�0�R�U�J�D�Q�����0�R�U�J�D�Q���6�W�D�Q�O�H�\�����5�D�L�I�I�H�L�V�H�Q��
Bank, Renaissance Capital, UBS, WOOD 
& Company, ATON, BCS, Gazprombank, 
VTB Capital, Sova Capital, Sberbank 
CIB, Veles Capital.

The list of analysts covering 
Company securities is available 
on the Company’s website
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The report on dividends accrued and paid

Period

2017 2018 2019

9M 2017 FY2017 Total 9M 2018 FY2018 Total 9M 2019 FY2019 Total

Accrued dividend 
per share, RUB

85 130 215 95  155 250 192 3503 5423

RUB million
  

The issuer’s 
governance 
body deciding 
on dividend 
payouts

Extraordinary 
General 

Shareholders 
Meeting

Annual 
General 

Shareholders 
Meeting

 Extraordinary 
General 

Shareholders 
Meeting

Annual General 
Shareholders 

Meeting 

 Extraordinary 
General 

Shareholders 
Meeting

  

Date of the meeting 
of the issuer’s 
governance 
body deciding 
on the dividend 

 December    

Declared dividend 
payout period 

up to January 

2 2

 up to January 

to February 
2 2

 up to January 

2

  

Ratio of unpaid 
to accrued 

1

  

1	 Dividend payouts were not made to the shareholders who had failed to provide their payout details as per Article 42 of Federal Law No. 208-FZ On Joint-Stock Companies 
dated December 26, 1995.

2	Nominee shareholders and trustees (professional security traders) whose names are on the shareholder register of PJSC LUKOIL / other shareholders whose names 
are on the shareholder register of PJSC LUKOIL. 			 

3	Dividend amount recommended by the Board of Directors based on the 2019 results.

Total accrued dividends are calculated through multiplication of the total number of PJSC LUKOIL shares by the amount of dividends per share. 		

For more details, see the Share Capital, Share 
Prices, and Dividends section of the Analyst 
Databook

Total accrued dividends are calculated through multiplication of the total number of PJSC LUKOIL shares by the amount of dividends per share.
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PJSC LUKOIL won awards in three categories of the 22nd Annual Reports Contest 2019, organized by the Moscow Exchange and Stock Market 
�0�H�G�L�D���*�U�R�X�S���D�Q�G���K�H�O�G���L�Q���S�D�U�W�Q�H�U�V�K�L�S���Z�L�W�K���,�Q�V�W�L�W�X�W�L�R�Q�D�O���,�Q�Y�H�V�W�R�U���I�R�U���W�K�H���è�U�V�W���W�L�P�H��

Following the results of an independent survey, LUKOIL received an award in the Extel Survey Best Corporate by Large Cap Russia 2019 
category as the Best IR Professionals.

Once again, LUKOIL also became the winner of the award of the Russian Union of Industrialists and Entrepreneurs for the best corporate 
social responsibility and sustainable development report.

The Company’s revamped web-complex received a separate award in the Best Design and Navigation of a Corporate Website category. 
LUKOIL’s web-complex had also been the only Russian website which had made it to Top 30 global corporate websites, according to Bowen 
Craggs & Co (Index of Online Excellence), a British consulting company.

EXPERT ASSESSMENT

INFORMATION OPENNESS 
AND TRANSPARENCY

As an issuer of publicly traded 
securities, PJSC LUKOIL makes regular 
mandatory disclosures, providing 
equal access to all stakeholders 
in accordance with Russian laws 
and the requirements of the Moscow 
Exchange and the London Stock 
Exchange. The Company effects 
regular and timely publications of press 
releases and disclosures of material 
facts on major developments within 
the Group.

The Company strives to continuously 
increase its informational openness 
and transparency through publishing 
a wide range of information 

products beyond applicable 
statutory requirements. For example, 
in addition to the mandatory annual 
publication of its Annual Report, 
the Company publishes the Analyst 
Databook containing detailed digital 
�G�D�W�D���R�Q���L�W�V���R�S�H�U�D�W�L�Q�J���D�Q�G���è�Q�D�Q�F�L�D�O��
performance. On a quarterly 
basis, in addition to statutory 
�è�Q�D�Q�F�L�D�O���V�W�D�W�H�P�H�Q�W�V���S�U�H�S�D�U�H�G��
under Russian and international 
standards, the Company publishes 
�è�Q�D�Q�F�L�D�O���S�U�H�V�H�Q�W�D�W�L�R�Q�V���D�Q�G���D�J�J�U�H�J�D�W�H�G��
�è�Q�D�Q�F�L�D�O���D�Q�G���R�S�H�U�D�W�L�Q�J���S�H�U�I�R�U�P�D�Q�F�H��
results in Excel format.

To enhance its openness, the Company 
�S�U�H�V�H�Q�W�V���L�W�V���è�Q�D�Q�F�L�D�O���V�W�D�W�H�P�H�Q�W�V���G�X�U�L�Q�J��
quarterly conference calls, conducts 
other presentations, organizes site 

visits, senior management speeches 
at conferences, face-to-face meetings, 
and communications with stakeholders. 
The Company regularly responds 
to inquires made by stakeholders, 
including the media, institutional 
investors, environmental organizations 
and shareholders.

The Regulations 
on the Information policy 
are available on the Company's 
website
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2020 financial calendar

Strategy Day

March 11
Financial results announcement

August
November

2019 dividends
Recommendation by the Board of Directors May 18
Dividend record date
9M 2020 interim dividends
Recommendation by the Board of Directors October 
Dividend record date December
General Shareholders Meeting
Annual General Shareholders Meeting
Extraordinary General Shareholders Meeting December
Annual publications
Annual report May
Analyst Databook May
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KEY ENTITIES WITHIN THE GROUP

RUSSIA

West Siberia
LLC LUKOIL-West Siberia
LLC RITEK (TPU RITEK-Beloyarskneft)
LLC LUKOIL-AIK
LLC TURSUNT

Timan-Pechora
LLC LUKOIL-Komi

Urals
LLC LUKOIL-PERM
LLC UralOil

Volga
LLC LUKOIL-Nizhnevolzhskneft

TPU RITEK-Samara-Nafta) 

Other
LLC LUKOIL-Kaliningradmorneft
LLC RITEK (TPU TatRITEKneft)

EXPLORATION AND PRODUCTION

OIL REFINING AND GAS 
PROCESSING

RUSSIA 
LLC LUKOIL-Volgogradneftepererabotka

LLC LUKOIL-Nizhegorodnefteorgsintez

LLC LUKOIL-Permnefteorgsintez 

LLC LUKOIL-UNP

LLC LUKOIL-KGPZ
(Korobkovsky GPP)

ITALY

BULGARIA

NETHERLANDS

ROMANIA

PETROCHEMICALS

RUSSIA
LLC Saratovorgsintez
(Saratovorgsintez)
LLC Stavrolen
(Stavrolen)

BUNKERING

RUSSIA
LLC LUKOIL MarinBunker

BULGARIA
LUKOIL-Bulgaria Bunker EOOD

AIRCRAFT REFUELING

RUSSIA
LLC LUKOIL-AERO
LLC LUKOIL-Varandey-AVIA

BULGARIA
LUKOIL Aviation Bulgaria EOOD

KAZAKHSTAN

LLP LUKOIL Kazakhstan Upstream

UZBEKISTAN

LLC LUKOIL Uzbekistan Operating Company
SOYUZNEFTEGAZ VOSTOK LIMITED

IRAQ

LUKOIL MID-EAST LIMITED

EGYPT
LUKOIL OVERSEAS EGYPT LIMITED

AZERBAIJAN

NORWAY
LUKOIL Overseas North Shelf AS

NIGERIA
LUKOIL Overseas Nigeria Limited
LUKOIL UPSTREAM PRODUCTION NIGERIA LTD

ROMANIA

GHANA
LUKOIL OVERSEAS GHANA TANO 
LIMITED

CAMEROON
LUKOIL Overseas Etinde Cameroon Sarl

MEXICO

THE REPUBLIC OF CONGO
LUKOIL Upstream Congo Anonymous 
Company Unipersonel

SAUDI ARABIA

UAE
LUKOIL Upstream Abu Dhabi GmbH

(Short names of the Group's organizations used in the Report)





Corporate Governance   

148

Reference Information

About the Company
Public Joint Stock Company “Oil 
Company ‘LUKOIL’” (hereinafter, 
the “Company”) was established 
in accordance with Decree No. 
1403 of the President of the Russian 
�)�H�G�H�U�D�W�L�R�Q���2�Q���6�S�H�F�L�è�F���)�H�D�W�X�U�H�V��
of the Privatization and Transformation 
into Joint Stock Companies of State 
Enterprises and Industrial and Research-
Industrial Associations in the Oil and Oil-
�5�H�è�Q�L�Q�J���,�Q�G�X�V�W�U�L�H�V���D�Q�G���2�L�O���3�U�R�G�X�F�W��
Supply, dated November 17, 1992 
and Directive No. 299 of the Council 
of Ministers – Government of the Russian 
Federation On the Establishment 
of Open Joint Stock Company “Oil 
company “LUKoil,” dated April 5, 1993, 
for the purpose of industrial, economic, 
�è�Q�D�Q�F�L�D�O�����D�Q�G���L�Q�Y�H�V�W�P�H�Q�W���D�F�W�L�Y�L�W�\��

PJSC LUKOIL is the corporate center 
of LUKOIL Group (hereinafter, 
the “Group”) which coordinates 
the operations of the Group 
entities. It focuses on coordination 
and management of subsidiaries 
in terms of organizational set-up, 
�L�Q�Y�H�V�W�P�H�Q�W�V���D�Q�G���è�Q�D�Q�F�L�D�O���R�S�H�U�D�W�L�R�Q�V��

Legal address and head office
11, Sretensky Blvd, Moscow, 101000, 
Russia
Website: www.lukoil.ru (Russian), 
www.lukoil.com (English)
Central Information Service
Tel.: +7 495 627 4444, +7 495 628 9841
Fax: +7 495 625 7016

Shareholder Relations
Tel.: +7 495 981 7320
Fax: +7 495 627 4564
Email: shareholder@lukoil.com

Investor Relations
Tel.: +7 495 627 1696
Email: ir@lukoil.com

Press Service
Tel.: +7 495 627 1677
Email: media@lukoil.com

Filling Stations Hotline
Tel.: +7 800 100 0911
Email: hotline@lukoil.com

Business Ethics Commission
Tel.: +7 495 627 8259
Email: ethics@lukoil.com

Lukoil Stock Consulting Center
PJSC LUKOIL
11, Sretensky Blvd, Moscow, 101000, 
Russia
Tel.: +7 495 780 1943, +7 800 200 9402
Email: fkc@lukoil.com

Registrar
LLC Registrator “Garant”
6, Krasnopresnenskaya Embankment, 
Moscow, 123100, Russia
Tel.: +7 495 221 3112, +7 800 500 2947
Fax: +7 495 646 9236
Email: mail@reggarant.ru

Depositary in the depositary 
receipt program
Citibank, N.A.
�5�X�V�V�L�D�Q���R�I�è�F�H�����������*�D�V�K�H�N�D���6�W�������0�R�V�F�R�Z����
125047, Russia
�8�.���R�I�è�F�H�����*�%���(���������/�%�����/�R�Q�G�R�Q����������
Canada Square
�8�6���R�I�è�F�H�V�������������������1�H�Z���<�R�U�N�����1�<������������
Greenwich Street; NJ 07310, Jersey City, 
NJ, 480 Washington Boulevard, 30th 
Floor 
Tel.: +7 495 642 7644
Email: michael.klochkov@citi.com, 
drdividends@citi.com

Auditor
JSC KPMG (Joint Stock Company KPMG)
���������2�O�L�P�S�L�\�V�N�L�\���$�Y�H�������%�O�G�������������G���é�R�R�U����
�S�U�H�P�L�V�H�V���������R�I�è�F�H�������H�����0�R�V�F�R�Z��������������������
Russia
Tel.: +7 495 937 4477
Fax: +7 495 937 4499
Email: moscow@kpmg.ru

Self-Regulatory Organization 
of Auditors
Russian Union of Auditors (Association)
8, Petrovskiy Side St., Bld. 2, Moscow, 
107031, Russia
Tel.: +7 495 694 0156
Fax: +7 495 694 0108
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�1�R�W�H���������6�X�P�P�D�U�\���R�I���V�L�J�Q�L�I�L�F�D�Q�W���D�F�F�R�X�Q�W�L�Q�J���S�R�O�L�F�L�H�V����с�R�Q�W�L�Q�X�H�G�� 
 
Non-controlling interests 
 
Non-controlling interests are measured at their proportionate share of the fair value of acquiree’s identifiable net 
assets at the acquisition date. 
 
Changes in the Group’s interest in a subsidiary that do not result in a loss of control are accounted for as equity 
transactions. 
 
Transactions eliminated on consolidation 
 
Intra-group balances and transactions, and any unrealised income and expenses arising from intra-group 
transactions, are eliminated during the process of consolidation. Unrealised gains arising from transactions with 
equity-accounted investees are eliminated against the investment to the extent of the Group’s interest in the 
investee. Unrealised losses are eliminated in the same way as unrealised gains, but only to the extent that there 
is no evidence of impairment. 
 
Foreign currency 
 
Foreign currency transactions 
 
Transactions in foreign currencies are translated to the respective functional currencies of Group entities at 
exchange rates at the dates of the transactions. Monetary assets and liabilities denominated in foreign currencies 
are translated to the functional currency at the exchange rate at that date. The foreign currency gain or loss on 
monetary items is the difference between amortised cost in the functional currency at the beginning of the period, 
adjusted for effective interest and payments during the period, and the amortised cost in foreign currency 
translated at the exchange rate at the end of the reporting period. Non-monetary assets and liabilities 
denominated in foreign currencies that are measured at fair value are translated to the functional currency at the 
exchange rate at the date that the fair value was determined. Non-monetary items in a foreign currency that are 
measured based on historical cost are translated using the exchange rate at the date of the transaction. Foreign 
currency differences arising in translation are recognised in profit or loss, except for differences arising on the 
translation of financial assets measured at fair value through other comprehensive income which are recognised 
in other comprehensive income.  
 
Foreign operations 
 
The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on 
acquisition, are translated to the presentation currency at the exchange rates at the reporting date. The income 
and expenses of foreign operations are translated to the presentation currency at exchange rates at the dates of 
the transactions. Foreign currency differences are recognised in other comprehensive income, and presented in 
the foreign currency translation reserve in equity. However, if the foreign operation is a non-wholly owned 
subsidiary, then the relevant proportionate share of the translation difference is allocated to non-controlling 
interests. When a foreign operation is disposed of in a way that control, significant influence or joint control is 
lost, the cumulative amount in the translation reserve related to that foreign operation is reclassified to profit or 
loss as part of the gain or loss on disposal. When the Group disposes of only part of its interest in a subsidiary 
that includes a foreign operation while retaining control, the relevant proportion of the cumulative amount is 
reattributed to non-controlling interests. When the Group disposes of only part of its investment in an associate 
or joint venture that includes a foreign operation while retaining significant influence or joint control, the 
relevant proportion of the cumulative amount is reclassified to profit or loss. When the settlement of a monetary 
item receivable from or payable to a foreign operation is neither planned nor likely to occur in the foreseeable 
future, foreign exchange gains and losses arising from such item form part of a net investment in a foreign 
operation and are recognised in other comprehensive income, and presented in the translation reserve in equity. 
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Note 3. Summary of significant accounting policies (сontinued) 
 
The Group derecognises a financial asset when the contractual rights to the cash flows from the asset expire, or 
it transfers the rights to receive the contractual cash flows on the financial asset in a transaction in which 
substantially all the risks and rewards of ownership of the financial asset are transferred. Any interest in 
transferred financial assets that is created or retained by the Group is recognised as a separate asset or liability. 
 
Non-derivative financial liabilities 
 
The Group classifies non-derivative financial liabilities into the other financial liabilities category. Such 
financial liabilities are recognised initially at fair value less any directly attributable transaction costs. 
Subsequent to initial recognition, these financial liabilities are measured at amortised cost using the effective 
interest method. Other financial liabilities comprise loans and borrowings, bank overdrafts, and trade and other 
payables. 
 
The Group derecognises a financial liability when its contractual obligations are discharged or cancelled or 
expire. 
 
Derivative instruments 
 
The Group uses various derivative financial instruments to hedge its commodity price risks. Such derivative 
financial instruments are initially recognised at fair value on the date on which a derivative contract is entered 
into and subsequently re-measured at fair value. Resulting realised and unrealised gains or losses are presented 
in profit or loss on a net basis. The Group does not use hedge accounting. 
 
Inventories 
 
Inventories are measured at the lower of cost and net realisable value. The cost of inventories includes 
expenditure incurred in acquiring the inventories, production or conversion costs and other delivery costs. In the 
case of manufactured inventories, cost includes an appropriate share of production overheads based on normal 
operating capacity. Net realisable value is the estimated selling price in the ordinary course of business, less the 
estimated costs of completion and selling expenses. 
 
The disposal of finished goods is accounted for using the first-in first-out principle, the disposal of other 
inventories by using the “average cost” method. 
 
Property, plant and equipment 
 
Items of property, plant and equipment are measured at cost less accumulated depreciation and any accumulated 
impairment losses. The cost of property, plant and equipment of major subsidiaries at 1 January 2014, the 
Group’s date of transition to IFRSs, was determined by reference to its fair value at that date. 
 
The Group recognises exploration and evaluation costs using the successful efforts method. Under this method, 
all costs related to exploration and evaluation are capitalised and accounted for as construction in progress in 
the amount incurred less impairment (if any) until the discovery (or absence) of economically feasible oil and 
gas reserves has been established. When the technical feasibility and commercial viability of reserves extraction 
is confirmed, exploration and evaluation assets should be reclassified into property, plant and equipment. Prior 
to reclassification these assets should be reviewed for impairment and impairment loss (if any) expensed to the 
financial results. If the exploration and evaluation activity is evaluated as unsuccessful, the costs incurred should 
be expensed. 
 
Depreciation, depletion and amortisation of capitalised costs of oil and gas properties is calculated using the 
unit-of-production method based upon proved reserves for the cost of property acquisitions and proved 
developed reserves for exploration and development costs. 
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Note 3. Summary of significant accounting policies (сontinued) 
 
Asset retirement obligations 
 
The Group records the present value of the estimated future costs to settle its legal obligations to abandon, 
dismantle or otherwise retire tangible non-current non-financial assets in the period in which the liability is 
incurred. A corresponding increase in the carrying amount of the related non-current non-financial assets is also 
recorded. Subsequently, the liability is accreted for the passage of time and the related asset is depreciated using 
the same method as asset to be abandoned, dismantled or otherwise retired. Changes in the estimates of asset 
retirement obligations (“ARO”) occur as a result of changes in cost and timing of liquidation or change of 
discount rates and are accounted as part of cost of property, plant and equipment in the current period.  
 
Assets classified as held for sale 
 
Assets classified as held for sale are separately presented in the consolidated statement of financial position and 
reported at the lower of the carrying amount or fair value less costs to sell, and are no longer depreciated. The 
assets and liabilities classified as held for sale are presented in current assets and liabilities of the consolidated 
statement of financial position. 
 
Income taxes 
 
Deferred income tax assets and liabilities are recognised in respect of the future tax consequences attributable 
to temporary differences between the carrying amounts of existing assets and liabilities for the purposes of the 
consolidated statement of financial position and their respective tax bases. But as opposed to deferred tax 
liabilities, deferred tax assets are recognised only to the extent that it is probable that taxable profit will be 
available against which the deductible temporary difference can be utilised. Similarly a deferred tax asset shall 
be recognised for the carryforward of unused tax losses to the extent that it is probable that future taxable profit 
will be available. At the end of each reporting period realizability of deferred tax assets (both recognised and 
unrecornized) should be reassessed. In case of existence of previously unrecognised deferred tax assets, they 
can be recognised to the extent that it has become probable that future taxable profit will allow the deferred tax 
asset to be recovered. 
 
Deferred income tax assets and liabilities are measured using enacted tax rates expected to apply to taxable 
income in the years in which those temporary differences are expected to reverse and the assets be recovered 
and liabilities settled. The effect on deferred income tax assets and liabilities of a change in tax rates is recognised 
in profit or loss in the reporting period which includes the enactment date. 
 
Employee benefits 
 
A defined benefit plan is a post-employment benefit plan other than a defined contribution plan. The Group’s 
net obligation in respect of defined benefit pension plans is calculated separately for each plan by estimating the 
amount of future benefit that employees have earned in return for their service in the current and prior periods. 
That benefit is discounted to determine its present value and the fair value of any plan assets are deducted. The 
discount rate is the yield at the reporting date on government bonds that have maturity dates approximating the 
terms of the Group’s obligations and that are denominated in the same currency in which the benefits are 
expected to be paid. 
 
The calculation is performed annually by a qualified actuary. When the calculation results in a potential asset 
for the Group, the recognised asset is limited to the present value of economic benefits available in the form of 
any future refunds from the plan or reductions in future contributions to the plan. In order to calculate the present 
value of economic benefits, consideration is given to any minimum funding requirements that apply to any plan 
in the Group. An economic benefit is available to the Group if it is realisable during the life of the plan, or on 
settlement of the plan liabilities. 
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�1�R�W�H���������6�X�P�P�D�U�\���R�I���V�L�J�Q�L�I�L�F�D�Q�W���D�F�F�R�X�Q�W�L�Q�J���S�R�O�L�F�L�H�V����с�R�Q�W�L�Q�X�H�G�� 
 
Changes in accounting policies and disclosures 
 
The accounting policies adopted are consistent with those of the previous financial year except for the adoption 
of new standard IFRS 16 Leases effective as of 1 January 2019. 
 
IFRS 16, issued in January 2016, replaced existing leases guidance including IAS 17 Leases, IFRIC 4 
Determining whether an Arrangement contains a Lease, SIC-15 Operating Leases—Incentives and SIC-27 
Evaluating the Substance of Transactions Involving the Legal Form of a Lease.  
 
IFRS 16 introduced a single, on-balance sheet lease accounting model for lessees. Under IFRS 16, a contract is, 
or contains, a lease if it conveys a right to control the use of an identified asset for a period of time in exchange 
for consideration. A lessee recognises a right-of-use asset representing its right to use the underlying asset and 
a lease liability representing its obligation to make lease payments. There are recognition exemptions for short-
term leases and leases of low value items. The Company has elected not to apply exemptions for short-term 
leases and leases for which the underlying asset is of low value. Lessor accounting remains similar to the current 
standard – i.e. lessors continue to classify leases as finance or operating leases. 
 
The nature of expenses related to new assets and liabilities recognised for operating leases changed because the 
Group recognises a depreciation charge for right-of-use assets and interest expense on lease liabilities. 
Previously the Group recognised lease expenses on a straight-line basis over the term of the lease, and recognised 
assets and liabilities only to the extent that there was a timing difference between actual lease payments and the 
expense recognised.  
 
The Group applied IFRS 16 using the modified retrospective approach by one-off recognition of non-current 
assets and financial liabilities of 162 billion RUB at 1 January 2019 measured at the present value of the 
remaining lease payments, discounted at the Group’s incremental borrowing rate as at 1 January 2019. 
 
Lease liabilities reconciliation 
 
 

Operating lease commitments at 31 December 2018 182,742 
Payments for the rent of land related to exploration and evaluation (30,417)
Leases not yet commenced (22,835)
Effect of discounting using incremental borrowing rate as of the date of initial application (33,754)
Other (847)
Discounted using incremental borrowing rate 94,889 
Extension and termination options reasonably certain to be exercised 10,721 
Service agreements classified as lease 56,585 
Other (144)
Additional lease liabilities at 1 January 2019 162,051 
Finance lease liabilities at 31 December 2018 25,973 
Total lease liabilities at 1 January 2019 188,024 

 
 

 
For further disclosures please refer to Note 28 “Lease” .  

Note 4. Use of estimates and judgments 
 
Preparation of the consolidated financial statements in accordance with IFRS requires management to make 
judgments, estimates and assumptions that affect the application of accounting policies and the reported amounts 
of assets, liabilities, income and expenses. Actual results may differ from those estimates. 
 
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are 
recognised in the period in which the estimates are revised and in any future periods affected. 
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assets and financial liabilities of 162 billion RUB at 1 January 2019 measured at the present value of the 
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Leases not yet commenced (22,835)
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Additional lease liabilities at 1 January 2019 162,051 
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For further disclosures please refer to Note 28 “Lease” .  

Note 4. Use of estimates and judgments 
 
Preparation of the consolidated financial statements in accordance with IFRS requires management to make 
judgments, estimates and assumptions that affect the application of accounting policies and the reported amounts 
of assets, liabilities, income and expenses. Actual results may differ from those estimates. 
 
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are 
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Note 4. Use of estimates and judgments (сontinued) 
 
Critical judgments in applying accounting policies that have the most significant effect on the amounts 
recognised in the consolidated financial statements are the following: 
 

�� estimation of oil and gas reserves; 
�� estimation of useful lives of property, plant and equipment; 
�� impairment of non-current assets; 
�� assessment and recognition of provisions and contingent liabilities; 
�� definition of leases. 

 
Oil and gas reserves estimates that are used for the reporting purposes are made in accordance with the 
requirements adopted by U.S. Securities and Exchange Commission. Estimates are reassessed on an annual 
basis. 

Note 5. New standards and interpretations not yet adopted 
 
The following amendments to the standards and clarifications are effective for annual periods beginning on 
1 January 2020, available for early adoption: 
 

�� amendments to references to Conceptual Framework in IFRS Standards; 
�� definition of a business (amendments to IFRS 3 Business Combinations); 
�� definition of a material (amendments to IAS 1 Presentation of Financial Statements and IAS 8 

Accounting Policies, Changes in Accounting Estimates and Errors). 
 
 

However, the Group did not make an early adoption of the amended standards in the preparation of these 
consolidated financial statements, which are not expected to have a significant impact on the Group's 
consolidated financial statements. 

Note 6. Cash and cash equivalents 
 
 31 December 2019 31 December 2018 
Cash held in RUB 189,055 201,073 
Cash held in US dollars 303,046 264,538 
Cash held in EUR 14,909 18,350 
Cash held in other currencies 9,022 8,689 
Total cash and cash equivalents 516,032 492,650 

 
 

Note 7. Accounts receivables, net 
 
 31 December 2019 31 December 2018 
Trade accounts receivable (net of allowances of 26,593 million RUB and  
23,031 million RUB at 31 December 2019 and 2018, respectively) 428,415 411,247 
Other current accounts receivable (net of allowances of 4,694 million RUB and 
4,767 million RUB at 31 December 2019 and 2018, respectively) 8,637 18,698 
Total accounts receivable, net 437,052 429,945 

 
 

Note 8. Other current financial assets 
 
 

 31 December 2019 31 December 2018 
Financial assets measured at amortised cost   
Short-term loans 6,814 19,008 
Other financial assets - 295 
Financial assets measured at fair value through profit or loss   
Short-term loans 42,892 6,897 
Total other current financial assets 49,706 26,200 
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Note 9. Inventories 
 
 31 December 2019 31 December 2018 
Crude oil and petroleum products 358,372 325,563 
Materials for extraction and drilling 22,811 23,128 
Materials and supplies for refining 4,449 4,084 
Other goods, materials and supplies 28,278 28,962 
Total inventories 413,910 381,737 

 
 

Note 10. Prepaid taxes 
 
 31 December 2019 31 December 2018 
Income tax prepaid 17,120 12,165 
VAT and excise tax recoverable 30,660 37,832 
Export duties prepaid 11,968 23,093 
VAT prepaid 30,199 18,498 
Other taxes prepaid 5,128 4,023 
Total prepaid taxes 95,075 95,611 

 
 

Note 11. Other current assets 
 
 31 December 2019 31 December 2018 
Advance payments 10,246 19,851 
Prepaid expenses 23,673 22,139 
Other assets 8,493 10,346 
Total other current assets 42,412 52,336 

 
 

Note 12. Investments in associates and joint ventures 
 
Carrying value of investments in associates and joint ventures: 
 
�� �� Ownership �� ��
Name of the company Country 31 December 2019 31 December 2018 31 December 2019 31 December 2018 
Joint ventures:     ��
Tengizchevroil (TCO) Kazakhstan 5.0% 5.0% 119,924 121,204 
Caspian Pipeline Consortium 
(CPC) Kazakhstan 12.5% 12.5% 40,670 39,346 
South Caucasus Pipeline Holding 
Company (SCPC) Azerbaijan 10.0% 10.0% 30,241 34,789 
Others    655 623 
Associates:      
Associates    28,514 32,091 
Total    220,004 228,053 

 
 

 
TCO is engaged in development of hydrocarbon resources in Kazakhstan. The Group has classified its interest 
in TCO as a joint venture as it has rights to the net assets of the arrangement. 
 
 

31 December 2019 TCO CPC SCPC Others Associates Total 
Current assets 127,066 21,376 10,196 3,183 36,785 198,606 
Non-current assets 2,641,370 410,517 315,987 1,770 193,540 3,563,184 
Current liabilities 195,807 88,698 9,311 568 136,443 430,827 
Non-current liabilities 825,320 17,838 14,467 3,076 31,737 892,438 
Net assets (100%) 1,747,309 325,357 302,405 1,309 62,145 2,438,525 
Share in net assets 119,924 40,670 30,241 655 28,514 220,004 
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TCO is engaged in development of hydrocarbon resources in Kazakhstan. The Group has classified its interest 
in TCO as a joint venture as it has rights to the net assets of the arrangement. 
 
 

31 December 2019 TCO CPC SCPC Others Associates Total 
Current assets 127,066 21,376 10,196 3,183 36,785 198,606 
Non-current assets 2,641,370 410,517 315,987 1,770 193,540 3,563,184 
Current liabilities 195,807 88,698 9,311 568 136,443 430,827 
Non-current liabilities 825,320 17,838 14,467 3,076 31,737 892,438 
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Share in net assets 119,924 40,670 30,241 655 28,514 220,004 
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Note 12. Investments in associates and joint ventures (сontinued) 
 
 

31 December 2018 TCO CPC SCPC Others Associates Total 
Current assets 187,272 22,601 9,458 3,354 57,928 280,613 
Non-current assets 2,390,973 537,226 364,658 1,852 190,463 3,485,172 
Current liabilities 242,501 129,442 8,303 716 57,173 438,135 
Non-current liabilities 692,411 115,621 17,921 3,245 117,117 946,315 
Net assets (100%) 1,643,333 314,764 347,892 1,245 74,101 2,381,335 
Share in net assets 121,204 39,346 34,789 623 32,091 228,053 

 
 

 
 

2019 TCO CPC SCPC Others Associates Total 
Revenues 1,055,783 146,646 37,944 6,988 122,041 1,369,402 
Net income (100%) 296,060 46,918 18,234 167 (8,219) 353,160 
Share in net income 12,474 5,865 1,823 84 (2,000) 18,246 

 
 

 
 

2018 TCO CPC SCPC Others Associates Total 
Revenues 1,080,376 137,675 27,166 8,592 317,802 1,571,611 
Net income (100%) 364,678 47,238 16,001 1,794 722 430,433 
Share in net income 16,097 5,905 1,600 897 744 25,243 

 
 

Note 13. Property, plant and equipment 

 
 

 
Exploration 

and production 
Refining, marketing 

and distribution Other Total 
Cost     
31 December 2018 4,476,824 1,373,743 75,882 5,926,449 
Adjustment on adoption of IFRS 16 54,335 102,189 5,527 162,051 
1 January 2019 4,531,159 1,475,932 81,409 6,088,500 
Additions 397,031 120,221 2,133 519,385 
Acquisitions 72,171 529 - 72,700 
Disposals (55,461) (19,197) (2,833) (77,491) 
Foreign currency translation differences (165,027) (71,067) (1,804) (237,898) 
Other 15,801 4,097 (2,659) 17,239 
31 December 2019 4,795,674 1,510,515 76,246 6,382,435 
Depreciation and impairment     
31 December 2018 (1,586,508) (513,668) (19,380) (2,119,556) 
Depreciation for the period (288,349) (121,721) (4,064) (414,134) 
Impairment loss (21,559) (1,324) - (22,883) 
Impairment reversal  9,797 - - 9,797 
Disposals 36,114 15,289 789 52,192 
Foreign currency translation differences 83,848 27,564 723 112,135 
Other  82 4,224 779 5,085 
31 December 2019 (1,766,575) (589,636) (21,153) (2,377,364) 
Advance payments for property, plant 
and equipment     
31 December 2018 5,916 15,669 686 22,271 
31 December 2019 6,791 13,314 831 20,936 
Carrying amounts     
31 December 2018 2,896,232 875,744 57,188 3,829,164 
31 December 2019 3,035,890 934,193 55,924 4,026,007 
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Note 19. Long-term debt 
 
 31 December 2019 31 December 2018 
Long-term loans and borrowings from third parties 117,864 161,314 
7.250% non-convertible US dollar bonds, maturing 2019 - 41,584 
6.125% non-convertible US dollar bonds, maturing 2020 61,866 69,385 
6.656% non-convertible US dollar bonds, maturing 2022 30,905 34,663 
4.563% non-convertible US dollar bonds, maturing 2023 92,769 104,079 
4.750% non-convertible US dollar bonds, maturing 2026 61,786 69,321 
Lease obligations 171,880 25,973 
Total long-term debt 537,070 506,319 
Current portion of long-term debt (114,138) (70,897) 
Total non-current portion of long-term debt  422,932 435,422 

 

 
Long-term loans and borrowings 
 
Long-term loans and borrowings from third parties include amounts repayable in US dollars of 
104,819 million RUB and 137,439 million RUB and amounts repayable in euros of 13,045 million RUB and 
23,875 million RUB at 31 December 2019 and 2018, respectively. This debt has maturity dates from 2020 
through 2028. The weighted-average interest rate on long-term loans and borrowings from third parties was 
4.08% and 4.87% per annum at 31 December 2019 and 2018, respectively. A number of long-term loan 
agreements contain certain financial covenants which are being met by the Group. Approximately 48% of total 
long-term loans and borrowings from third parties at 31 December 2019 are secured by shares of an associated 
company, export sales and property, plant and equipment. 
 
US dollar non-convertible bonds 
 
In November 2016, a Group company issued non-convertible bonds totaling $1 billion (61.9 billion RUB).  
The bonds were placed with a maturity of 10 years and a coupon yield of 4.750% per annum. All bonds were 
placed at face value and have a half year coupon period. 
 
In April 2013, a Group company issued two tranches of non-convertible bonds totaling $3 billion  
(185.7 billion RUB). The first tranche totaling $1.5 billion (92.85 billion RUB) was placed with a maturity of  
5 years and a coupon yield of 3.416% per annum. The second tranche totaling $1.5 billion (92.85 billion RUB) 
was placed with a maturity of 10 years and a coupon yield of 4.563% per annum. All bonds were placed at face 
value and have a half year coupon period. In April 2018, a Group company redeemed all issued bonds of the 
first tranche in accordance with the conditions of the bond issue. 
 
In November 2010, a Group company issued two tranches of non-convertible bonds totaling $1 billion  
(61.9 billion RUB) with a maturity of 10 years and a coupon yield of 6.125%. The first tranche totaling 
$800 million (49.5 billion RUB) was placed at a price of 99.081% of the bond’s face value with a resulting yield 
to maturity of 6.250%. The second tranche totaling $200 million (12.4 billion RUB) was placed at a price of 
102.44% of the bond’s face value with a resulting yield to maturity of 5.80%. All bonds have a half year coupon 
period. 
 
In November 2009, a Group company issued two tranches of non-convertible bonds totaling $1.5 billion 
(92.85 billion RUB). The first tranche totaling $900 million (55.7 billion RUB) with a coupon yield of 6.375% 
per annum was placed with a maturity of 5 years at a price of 99.474% of the bond’s face value with a resulting 
yield to maturity of 6.500%. The second tranche totaling $600 million (37.1 billion RUB) with a coupon yield 
of 7.250% per annum was placed with a maturity of 10 years at a price of 99.127% of the bond’s face value with 
a resulting yield to maturity of 7.375%. All bonds have a half year coupon period. In November 2014 and 
November 2019, a Group company redeemed all issued bonds of the first and second tranches in accordance 
with the conditions of the bond issue.  
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Note 19. Long-term debt 
 
 31 December 2019 31 December 2018 
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4.563% non-convertible US dollar bonds, maturing 2023 92,769 104,079 
4.750% non-convertible US dollar bonds, maturing 2026 61,786 69,321 
Lease obligations 171,880 25,973 
Total long-term debt 537,070 506,319 
Current portion of long-term debt (114,138) (70,897) 
Total non-current portion of long-term debt  422,932 435,422 

 

 
Long-term loans and borrowings 
 
Long-term loans and borrowings from third parties include amounts repayable in US dollars of 
104,819 million RUB and 137,439 million RUB and amounts repayable in euros of 13,045 million RUB and 
23,875 million RUB at 31 December 2019 and 2018, respectively. This debt has maturity dates from 2020 
through 2028. The weighted-average interest rate on long-term loans and borrowings from third parties was 
4.08% and 4.87% per annum at 31 December 2019 and 2018, respectively. A number of long-term loan 
agreements contain certain financial covenants which are being met by the Group. Approximately 48% of total 
long-term loans and borrowings from third parties at 31 December 2019 are secured by shares of an associated 
company, export sales and property, plant and equipment. 
 
US dollar non-convertible bonds 
 
In November 2016, a Group company issued non-convertible bonds totaling $1 billion (61.9 billion RUB).  
The bonds were placed with a maturity of 10 years and a coupon yield of 4.750% per annum. All bonds were 
placed at face value and have a half year coupon period. 
 
In April 2013, a Group company issued two tranches of non-convertible bonds totaling $3 billion  
(185.7 billion RUB). The first tranche totaling $1.5 billion (92.85 billion RUB) was placed with a maturity of  
5 years and a coupon yield of 3.416% per annum. The second tranche totaling $1.5 billion (92.85 billion RUB) 
was placed with a maturity of 10 years and a coupon yield of 4.563% per annum. All bonds were placed at face 
value and have a half year coupon period. In April 2018, a Group company redeemed all issued bonds of the 
first tranche in accordance with the conditions of the bond issue. 
 
In November 2010, a Group company issued two tranches of non-convertible bonds totaling $1 billion  
(61.9 billion RUB) with a maturity of 10 years and a coupon yield of 6.125%. The first tranche totaling 
$800 million (49.5 billion RUB) was placed at a price of 99.081% of the bond’s face value with a resulting yield 
to maturity of 6.250%. The second tranche totaling $200 million (12.4 billion RUB) was placed at a price of 
102.44% of the bond’s face value with a resulting yield to maturity of 5.80%. All bonds have a half year coupon 
period. 
 
In November 2009, a Group company issued two tranches of non-convertible bonds totaling $1.5 billion 
(92.85 billion RUB). The first tranche totaling $900 million (55.7 billion RUB) with a coupon yield of 6.375% 
per annum was placed with a maturity of 5 years at a price of 99.474% of the bond’s face value with a resulting 
yield to maturity of 6.500%. The second tranche totaling $600 million (37.1 billion RUB) with a coupon yield 
of 7.250% per annum was placed with a maturity of 10 years at a price of 99.127% of the bond’s face value with 
a resulting yield to maturity of 7.375%. All bonds have a half year coupon period. In November 2014 and 
November 2019, a Group company redeemed all issued bonds of the first and second tranches in accordance 
with the conditions of the bond issue.  
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Note 19. Long-term debt (сontinued) 
 
In June 2007, a Group company issued two tranches of non-convertible bonds totaling $1 billion (61.9 billion 
RUB). $500 million (30.95 billion RUB) were placed with a maturity of 10 years and a coupon yield of 6.356% 
per annum. Another $500 million (30.95 billion RUB) were placed with a maturity of 15 years and a coupon 
yield of 6.656% per annum. All bonds were placed at face value and have a half year coupon period. In June 
2017, a Group company redeemed all issued bonds of the first tranche in accordance with the conditions of the 
bond issue. 
 
Reconciliation of liabilities arising from financing activities 
 

 
Loans and 

borrowings Bonds 
Lease 

obligations 
Other 

liabilities Total 
31 December 2018 190,042 319,032 25,973 73,920 608,967 
Adjustment on adoption of IFRS 16 - - 162,051 - 162,051 
1 January 2019 190,042 319,032 188,024 73,920 771,018 
Changes from financing cash flows:      

Proceeds from issuance of short-term 
borrowings 264 - - - 264 
Principal repayments of short-term borrowings (6,186) - - - (6,186) 
Principal repayments of long-term debt (26,955) (38,232) (41,438) - (106,625) 
Interest paid - - (11,258) (30,331) (41,589) 
Dividends paid on Company common stock - - - (180,747) (180,747) 

Total changes from financing cash flows (32,877) (38,232) (52,696) (211,078) (334,883) 
Other changes:      

Interest accrued - - 11,258 32,018 43,276 
Dividends declared on Company common stock - - - 229,669 229,669 
Changes arising from obtaining or losing control 
over subsidiaries (4,100) - - - (4,100) 
The effect of changes in foreign exchange rates (19,407) (33,661) (14,757) (555) (68,380) 
Non-cash additions to lease obligations - - 42,550 - 42,550 
Other changes 368 187 (2,499) 11,946 10,002 

Total other changes (23,139) (33,474) 36,552 273,078 253,017 
31 December 2019 134,026 247,326 171,880 135,920 689,152 

 
 

Note 20. Taxes payable 
 
 31 December 2019 31 December 2018 
Income tax 12,031 11,316 
Mineral extraction tax 61,464 46,532 
Tax on additional income from hydrocarbon production 3,380 - 
VAT 38,566 34,823 
Excise tax 14,359 18,887 
Property tax 5,120 4,985 
Other taxes 7,551 7,431 
Total taxes payable  142,471 123,974 

 
 

Note 21. Other current liabilities 
 
 31 December 2019 31 December 2018 
Advances received 30,868 30,249 
Dividends payable 135,034 72,103 
Other 3,050 3,215 
Total other current liabilities 168,952 105,567 
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Note 22. Provisions 
 

 

Asset 
retirement 
obligations 

Provision for 
employee 

compensations 

Provision for 
environmental 

liabilities 
Pension 

liabilities 

Provision for 
unused 

vacations 
Other 

provisions Total 
31 December 2019 63,387 9,762 3,783 12,544 5,861 18,940 114,277 
Incl.:   Non-current 62,667 263 1,175 10,310 153 2,477 77,045 

Current 720 9,499 2,608 2,234 5,708 16,463 37,232 
31 December 2018 36,424 9,401 4,014 8,910 5,968 21,472 86,189 
Incl.:   Non-current 36,042 263 1,604 5,916 178 3,920 47,923 

Current 382 9,138 2,410 2,994 5,790 17,552 38,266 
 

 
Asset retirement obligations changed as follows during 2019 and 2018: 
 2019 2018 
1 January 36,424 36,668 
Provisions made during the year 2,158 3,026 
Reversal of provisions (387) (220) 
Provisions used during the year (119) (207) 
Accretion expense 2,707 2,963 
Change in discount rate 23,092 (1,331) 
Changes in estimates 1,360 (7,405) 
Foreign currency translation differences (1,882) 2,902 
Other 34 28 
31 December 63,387 36,424 

 
 

Note 23. Pension liabilities 
 

 
The Group sponsors a postretirement defined benefit pension plan that covers the majority of the Group’s 
employees. One type of pension plan is based on years of service, final remuneration levels as of the end of 2003 
and employee gratitude, received during the period of work. The other type of pension plan is based on salary. 
These plans are solely financed by Group companies. Simultaneously employees have the right to receive 
pension benefits with a partial payment by the Group (up to 4% of the annual salary of the employee).  
 
Plan assets and pensions payments are managed by a non-state pension fund, JSC “NPF Otkritie” (former “NPF 
LUKOIL- GARANT”). The Group also provides several long-term social benefits, including lump-sum death-
in-service benefit, in case of disability and upon retirement payments. Also certain payments are received by 
retired employees upon reaching a certain old age or invalidity. 
 
The Company uses 31 December as the measurement date for its pension obligation. An independent actuary 
has assessed the benefit obligations at 31 December 2019 and 2018. 
 
The following table sets out movement in the pension liabilities before taxation during 2019 and 2018. 
 
 

 2019 2018 
1 January 8,910 10,367 
Components of defined benefit costs recorded in profit or loss 3,182 518 
Components of defined benefit costs recorded in other comprehensive loss 2,510 228 
Contributions from employer (1,385) (1,451) 
Benefits paid  (680) (785) 
Opening balance adjustment (5) 33 
Liability assumed in business combination 12 - 

31 December 12,544 8,910 
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Note 30. Commitments and contingencies 
 
Capital commitments 
 
Capital commitments of the Group relating to construction and acquisition of property, plant and equipment 
amount to 517,977 million RUB and 473,615 million RUB at 31 December 2019 and 2018, respectively. 
 
Insurance 
 
To provide insurance protection, the Group uses the services of Russian and international insurance companies 
with high ratings. The Group's most significant risks are reinsured at the first-class foreign markets. In respect 
of liability to third parties for damages to property and the environment resulting from accidents related to the 
Group's property or activities, the Group has insurance coverage that is generally higher than the limits set by 
law. Management believes that the Group has sufficient insurance coverage of its core operating assets, as well 
as risks, which could have a material effect on the Group’s operations and financial position. 
 
Environmental liabilities 
 
Group companies and their predecessor companies have operated in the Russian Federation and other countries 
for many years, which resulted in certain environmental consequences. Environmental regulations are currently 
in development stage in the Russian Federation and other areas where the Group has operations. Group 
companies routinely assess and evaluate their environmental obligations in response to new and changing 
legislation. 
 
As liabilities in respect of the Group’s environmental obligations are able to be determined, they are recognised 
in profit or loss. The likelihood and amount of liabilities relating to environmental obligations under proposed 
or any future legislation cannot be reasonably estimated at present and could become material. Under existing 
legislation, however, management believes that there are no significant unrecorded liabilities or contingencies, 
which could have a material adverse effect on the operating results or financial position of the Group. 
 
Social assets 
 
Certain Group companies contribute to Government sponsored programs, the maintenance of local infrastructure 
and the welfare of their employees within the Russian Federation and elsewhere. Such contributions include 
assistance with the construction, development and maintenance of housing, hospitals and transport services, 
recreation and other social needs. The funding of such assistance is periodically determined by management and 
is appropriately capitalised or expensed as incurred. 
 
Taxation environment 
 
The taxation systems in the Russian Federation and other emerging markets where Group companies operate 
are relatively new and are characterised by numerous taxes and frequently changing legislation, which is often 
unclear, contradictory, and subject to interpretation. Often, differing interpretations exist among different tax 
authorities within the same jurisdictions and among taxing authorities in different jurisdictions. Taxes are subject 
to review and investigation by a number of authorities, who are enabled by law to impose substantial fines, 
penalties and interest charges. In the Russian Federation a tax year remains open for review by the tax authorities 
during three subsequent calendar years. However, under certain circumstances a tax year may remain open 
longer. Recent events within the Russian Federation suggest that the tax authorities are taking a more assertive 
position in their interpretation and enforcement of tax legislation. Such factors significantly increase taxation 
risks in the Russian Federation and other emerging markets where Group companies operate, comparing to other 
countries where taxation regimes have been subject to development and clarification over longer periods.  
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Note 36. Capital and risk management (сontinued) 
 
The Group seeks to actively promote risk management and is presently focusing its efforts on the improvement 
of a general enterprise risk management system (ERM) based on the best international practices. The Group is 
constantly improving the applicable regulatory methodological risk management base that establishes 
requirements aimed at organizing the risk management process at all stages, and defines management standards 
for certain risk types of utmost importance, which are uniform for all of Group organizations. The Risk 
Committee, a dedicated body under the President of the Company, was set up and began its work in 2011. 
 
The information with regard to key financial risks of the Group is presented below. 
 
Credit risk 
 
The Group’s most significant credit risks include first of all the risk of failure by its counterparties to perform 
their obligations in terms of payment for the products supplied by the Group. In order to mitigate these risks, the 
Group focuses on partnerships with counterparties that have high credit ratings, accepts letters of credit and 
guarantees issued by reputable banks and sometimes demands prepayment for the products supplied. In addition, 
it utilizes tools to limit the credit risks of a given counterparty. 
 
Another group of credit risks includes risks associated with contractor banks’ activities and potential impairment 
of their financial stability. In order to mitigate these risks, the Group is involved in centralized treasury 
operations, part of which are aimed at fund raising, investment and operations involving currency exchange and 
financial derivatives. The credit ratings of contractor banks are monitored on a regular basis. 
 
The carrying amount of financial assets represents the maximum exposure to credit risk. 
 
Trade and other receivables 
 
Analysis of the aging of receivables: 
 

 31 December 2019 31 December 2018 
Not past due  402,713 381,900 
Past due less than 45 days 21,299 14,051 
Past due from 46 to 180 days 8,809 14,464 
Past due from 181 to 270 days 963 3,129 
Past due from 271 to 365 days 587 1,964 
Past due more than 365 days 2,681 14,437 
Total trade and other receivables 437,052 429,945 

 
 

 
Not past due accounts receivable are not considered of high credit risk. 
 
Allowance for expected credit losses changed as follows during 2019: 
 
 

31 December 2018 27,798 
Increase in allowance charged to profit or loss 9,270 
Write-off (3,381)
Foreign currency translation differences (2,492)
Other 92 
31 December 2019 31,287 
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Note 36. Capital and risk management (сontinued) 
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The Group’s most significant credit risks include first of all the risk of failure by its counterparties to perform 
their obligations in terms of payment for the products supplied by the Group. In order to mitigate these risks, the 
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operations, part of which are aimed at fund raising, investment and operations involving currency exchange and 
financial derivatives. The credit ratings of contractor banks are monitored on a regular basis. 
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Trade and other receivables 
 
Analysis of the aging of receivables: 
 

 31 December 2019 31 December 2018 
Not past due  402,713 381,900 
Past due less than 45 days 21,299 14,051 
Past due from 46 to 180 days 8,809 14,464 
Past due from 181 to 270 days 963 3,129 
Past due from 271 to 365 days 587 1,964 
Past due more than 365 days 2,681 14,437 
Total trade and other receivables 437,052 429,945 

 
 

 
Not past due accounts receivable are not considered of high credit risk. 
 
Allowance for expected credit losses changed as follows during 2019: 
 
 

31 December 2018 27,798 
Increase in allowance charged to profit or loss 9,270 
Write-off (3,381)
Foreign currency translation differences (2,492)
Other 92 
31 December 2019 31,287 
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Note 36. Capital and risk management (�kontinued) 
 
Allowance for expected credit losses changed as follows during 2018: 
 
 

31 December 2017 21,959 
Adjustment on adoption of IFRS 9, before tax 7,200 
1 January 2018 29,159 
Decrease in allowance charged to profit or loss (1,005)
Write-off (3,964)
Foreign currency translation differences 2,641 
Other 967 
31 December 2018 27,798 

 
 

 
Financial instruments used by the Group and potentially exposed to concentrations of credit risk consist 
primarily of cash equivalents, over-the-counter production contracts and trade receivables. The cash and cash 
equivalents are held with banks, which are generally highly rated. 
 
The credit risk from the Group’s over-the-counter derivative contracts, such as forwards and swaps, derives from 
the counterparty to the transaction, typically a major bank or financial institution. Individual counterparty 
exposure is managed within predetermined credit limits and includes the use of cash-call margins when 
appropriate, thereby reducing the risk of significant non-performance. The Group also uses futures contracts, 
but futures have a negligible credit risk because they are traded on the New York Mercantile Exchange or the 
Intercontinental Exchange (ICE Futures). 
 
Liquidity risk 
 
The Group’s liquidity is managed on a centralized basis. There is an efficient global system in place to manage 
the Group’s liquidity, which includes an automated system of concentrating and re-distributing the funds, 
corporate dealing and also rolling cash-flow forecasts. The liquidity indicators are monitored on a continuous 
basis. 
 
Contractual maturities of the Group’s financial liabilities (the Group itself determines the grouping of the 
maturity based on contractual maturities and, where relevant, on judgment): 
 
 

 
Carrying 

amount 

Contractual 
cash flows 

(undiscounted) 
Less than 12 

months 1-2 years 2-5 years Over 5 years 
Loans and borrowings, 
including interest expense 134,484 174,563 45,260 25,980 49,746 53,577 
Bonds, including interest 
expense 249,274 290,545 71,091 9,225 136,712 73,517 
Finance lease obligations 171,880 235,613 37,069 26,742 59,077 112,725 
Trade and other payables  606,566 606,566 605,203 932 350 81 
Derivative financial liabilities  550 550 550 - - - 
31 December 2019 1,162,754 1,307,837 759,173 62,879 245,885 239,900 
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Carrying 

amount 

Contractual 
cash flows 

(undiscounted) 
Less than 12 

months 1-2 years 2-5 years Over 5 years 
Loans and borrowings, 
including interest expense 190,704 221,656 61,445 34,972 72,107 53,132 
Bonds, including interest 
expense 321,681 378,851 56,207 79,734 160,426 82,484 
Finance lease obligations 25,973 33,653 6,069 6,078 16,124 5,382 
Trade and other payables  537,519 537,519 535,882 1,076 474 87 
Derivative financial liabilities  8,413 8,413 8,413 - - - 

31 December 2018 1,084,290 1,180,092 668,016 121,860 249,131 141,085 
 
 

 
Currency risk 
 
The Group is subject to foreign exchange risks since it operates in a number of countries. The exchange rate of 
the Russian ruble to the US dollar produces the greatest impact on transaction results, since the Group’s export 
proceeds are denominated in dollars, while the major costs are incurred in Russia and are denominated in Russian 
rubles. 
 
As part of the centralized approach to management of the treasury operations and liquidity of the Group, the 
risks associated with unfavorable changes in the exchange rates are generally consolidated at the corporate level. 
In a number of cases currency risks at trading floors are minimized due to the financial derivative operations 
conducted as part of the corporate dealing process. 
 
The carrying amounts of the Group’s assets and liabilities which form currency risk at 31 December 2019 and 
2018 are presented in the tables below and contain balances between Group companies whose functional 
currency is different from the currency of the contract. 
 
 
 

31 December 2019 USD EUR Other currencies 
Financial assets: �� �� ��
Cash and cash equivalents 64,708 12,309 761 
Trade and other receivables 144,336 6,699 4,765 
Loans  199,764 4,794 - 
Other financial assets 2,651 54 124 
Financial liabilities:    
Loans and borrowings (399,921) (37,104) (3,651) 
Trade and other payables (51,560) (14,655) (11,696) 
Net exposure (40,022) (27,903) (9,697) 

 
 

 
 

31 December 2018 USD EUR Other currencies 
Financial assets: �� �� ��
Cash and cash equivalents 6,864 15,701 1,162 
Trade and other receivables 152,115 3,855 4,553 
Loans  178,993 - - 
Other financial assets 1,421 30 233 
Financial liabilities:    
Loans and borrowings (364,268) (15,238) - 
Trade and other payables (57,641) (8,605) (10,645) 
Net exposure (82,516) (4,257) (4,697) 
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