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Long view on Russian oil production —the exploration challenge
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Why Russia still matters: the world’s No.1 oil producer

During 2000-2009, the cumulative increase in Russian oil production represented 43%
of total growth in non-OECD crude output

In the context of global oil supply, these additional 3.5Mbpd represent the equivalent of
Canada (3.2Mbpd)

World’s leading oil producers, 2000 and 2009 Distribution of world’s proved oil reserves (2009)
12.5% 12.1% 9.0% 5.3% 4.7% 4.0%
12 - . :
% of global oil production
10 -
g
_Q —
g 8
< Global proved
g ° oil reserves =
3 1.3 trillion
2 4+ barrels
o
2 |
Venezuela
0 - 13%
Russia Saudi us Iran China Canada
Arabia

2009 02000

Source: BP Statistical Review

/B

BERNSTEINRESEARCH



Mature West Siberian fields declining at 4-6%

West Siberia and Volga-Urals combined represent >80% of Russia’s oil production

Oil production breakdown by region (2009) Year-on-year decline rates across W Siberian assets
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Very high degree of concentration in Russian upstream

Following the 2000-2006 wave of mega-mergers, the Russian oil industry became
highly concentrated with Top 5 players controlling close to 80% of upstream production

The North American E&P model is largely non-existent in Russia

Russian oil production split, by company (2009) Upstream concentration in Russia and US (2009)
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...Russiais also No.2 in natural gas

World’s biggest natural gas producers, 2000-2009 Distribution of world’s proved gas reserves, 2009
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What can Russia do to maintain and grow production?
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Option #1 — Go forth and explore?

m Exploration activity in Russia collapsed in the early 1990s, and even today it remains very
low compared to historic levels

m The doubling in Russian rig count over the last 5 years has not caused a material uplift in
oil production

Exploration drilling in Russia since 1975 Schlumberger Russian rig count
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What about East Siberia? Looks different from West Siberia (l)

Reservoir permeability in East Siberia could be lower by an order of magnitude and
porosities lower by half relative to West Siberia
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What about East Siberia? Looks different from West Siberia (II)
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Exploration is not the answer with today's tax regime
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Zero (or reduced) export duty for East Siberian oil is a very

expensive proposition for the Russian government

It is obvious why the Russian oil companies are asking for tax breaks — but less obvious
that the government can afford them
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Option #2: Drill deeper where reserves are located?

We believe that there is
limited sedimentary strata
below the 4km depth in West
Siberia and Volga-Urals; and
below 6km in Timan-Pechora

Analysis of 63,000 wells
suggests the industry is
already encroaching on the
geological limit

Industry realistically targeting
the Achimov layers 4km deep

Source: IHS, USGS and Bernstein estimates
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Option #3 — Accelerate greenfield development?

Russia’s 2030 Energy Russian oil production forecast (2030 Energy Strategy)
Strategy envisages Russian
production remaining flat
around the 10Mbpd for the
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East Siberia: An investment boom fuelled by tax incentives

East Siberian oil production split by asset Year-on-year change in Russian oil production
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Reasons to believe the Russian Oils are underestimating the cost of

developing major greenfields

Since 2006, Rosneft has invested almost $10Bn in its flagship upstream asset
Yuganskneftegas (43% of oil production) in return for 2.1Bn bbls of production

Implied unit capex of $4.7/bbl — same as declared F&D costs for Vankor and
Verkhnechonskneftegas!

YuganskNG production profile vs. asset capex Declared F&D/boe costs for major greenfield projects
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Summary

Russia is a key resource base for oil and gas, so the stakes are high

However, exploration activity never fully recovered from the 1990s collapse with very
few large discoveries made in the past 20 years

Meanwhile, the high degree of upstream concentration inhibits the emergence a strong
wildcat E&P industry

Exploration track record of recent years has been disappointing with the average
discovery size of 11Mbbls not economical under the existing tax environment

East Siberia is not the resource base many believe due to the poorer quality rocks and
inferior reservoir characteristics compared to West Siberia

The opportunity is really about near field exploration and brownfield redevelopment in
the West Siberia and Volga-Urals regions
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THANK YOU!
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Valuation Methodology

For the Russian Energy Stocks, we use DCF valuations to determine our price targets,
incorporating WACC rates ranging from 12-14% and terminal growth rates ranging

0%-3%
Terminal Target price
Company WACC growth rate ($/GDR)
Gazprom 12.9% 2.0% 32.1
Novatek 11.7% 3.0% 90.0
Rosneft 12.7% 1.0% 7.0
Lukoll 13.4% 0.0% 52.1
Surgutneftegas 14.5% 1.0% 7.9
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Oil prices forecasts are heavily dependent on GDP expectations. As such, should GDP
be stronger than expected or weaker than expected it could materially change the
outlook for oil demand and prices and for the cash flow generation of the peer group. In
addition supply disruptions caused by weather or terrorism remain a material risk and
would place further upward pressure on pricing. The greatest risk to our target prices is
a significant decline in crude oil prices, as these stocks commonly trade in line with
commodity prices. Additionally, downward revisions to production volume targets could
adversely impact share prices.

Russian equities fall into the emerging market (EM) category and are therefore
sensitive to the risks associated with EM economies such as currency devaluation, debt
default and political risk, all of which could materially alter the outlook for the companies.

Specifically for Gazprom and Novatek, under our positive view on natural gas markets
In Russia and Europe, the key risk is material demand destruction across both regions.
While this can not be ruled out, historical time series analysis does indicate that natural
gas is the least impacted non-renewable commodity during prior downturns. Moreover,
fundamentals such as declining core European production, limited storage availability,
new gas fired power plant developments, and lack of unconventional sources such as
those currently ramping up in the US, all point to a greater need for natural gas in
Europe’s supply.

/B

BERNSTEINRESEARCH



Disclosure Appendix

SRO REQUIRED DISCLOSURES
eReferences to "Bernstein" relate to Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, and Sanford C. Bernstein, a unit of AllianceBernstein Hong Kong Limited, collectively.
eBernstein analysts are compensated based on aggregate contributions to the research franchise as measured by account penetration, productivity and proactivity of investment ideas. No
analysts are compensated based on performance in, or contributions to, generating investment banking revenues.
eBernstein rates stocks based on forecasts of relative performance for the next 6-12 months versus the S&P 500 for stocks listed on the U.S. and Canadian exchanges, versus the MSCI Pan
Europe Index for stocks listed on the European exchanges (except for Russian companies), versus the MSCI Emerging Markets Index for Russian companies and stocks listed on emerging

markets exchanges outside of the Asia Pacific region, and versus the MSCI Asia Pacific ex-Japan Index for stocks listed on the Asian (ex-Japan) exchanges - unless otherwise specified. We have
three categories of ratings:

Outperform: Stock will outpace the market index by more than 15 pp in the year ahead.

Market-Perform: Stock will perform in line with the market index to within +/-15 pp in the year ahead.

Underperform: Stock will trail the performance of the market index by more than 15 pp in the year ahead.

Not Rated: The stock Rating, Target Price and estimates (if any) have been suspended temporarily.

*As of 09/28/2010, Bernstein's ratings were distributed as follows: Outperform - 45.0% (1.7% banking clients) ; Market-Perform - 47.8% (1.0% banking clients); Underperform - 7.2% (0.0% banking

clients); Not Rated - 0.0% (0.0% banking clients). The numbers in parentheses represent the percentage of companies in each category to whom Bernstein provided investment banking services
within the last twelve (12) months.

oIn the next three (3) months, Bernstein or an affiliate expects to receive or intends to seek compensation for investment banking services from ROSN.LI / Rosneft Oil Co, LKOD.LI / LUKOIL,
SGGD.LI / Surgutneftegaz, OGZD.LI / Gazprom OAO, NVTK.LI/ NovaTek OAO.

12-Month Rating History as of 09/30/2010

Ticker Rating Changes
LKOD.LI U (IC) 01/15/09
NVTK.LI O (IC) 01/15/09
OGZD.LI O (RC) 07/16/09
ROSN.LI U (IC) 01/15/09
SGGD.LI U (IC) 01/15/09

Rating Guide: O - Outperform, M - Market-Perform, U - Underperform, N - Not Rated
Rating Actions: IC - Initiated Coverage, DC - Dropped Coverage, RC - Rating Change

ROSN.LI / Rosneft Qil Co

Cate Fating Target(II=D) 15 5
0115 /09  U(IC) 3.00 12 -
05 /2009 U 4.50 =T L o
1120009 U 7.00 = : T a
0 =
" e pck 4|—|— g L.
IZ - Inttisted Coverage [
5 5 5 5 35 &8 8 g 3 g 3 3 2 <2 @
=} o 0 = = =} o = = cC =] o cC = =
zZ & & =2 & 2 © & =2 32 3Z © E £ 3
ROEh LI [ Target Price Source: Bernstein - Az of S/5/2010

O - Outperform M - Market-Perform U - Underperfarm M - Mot Rated

/B

BERNSTEINRESEARCH



LKOD.LI / LUKOIL

Date Rating Taroet( =00
01,15 /09 U[IC) 24.00
0% /20409 U 3z.10
11720409 1 £z.10

IZ - Initiated Coverage

SGGD.LI / Surgutneftegaz

Date Fating Taroet( S
01,415 /09 UCIC) 2.00
0% /20409 U 4,50
11720409 1 7.90

IZ - Initiated Coverage

BERNSTEINRESEARCH

LEGD.LI

SGEGD0.LI

SEG0L

[ Target Price

Source: Bernstein - &z of 3/52010

O - Outperform M - Market-Perform U - Underperfarm M - Mot Rated

a5 21
79 3
| N =
39 | =9
19h- [ - [un} o oo o m o m o o O o o] 18
= [} o = = = o = = = = o — — —
LD LI [] Target Price Source: Bernstein - Az of S8:2010
O - Outperform M - Market-Perform U - Underperform M - Mot Rated
16 16
12 12
g
4 ’—]—/ i
5 & 5 & 8 8 8 g 3 g 3 3 = 2 ¢

307

Maaas




0GZD.LI / Gazprom OAO

Date

01,418 /09
05 20,09
07 16,09
10,2009
11,/z20,/09

IZ - Initiated Coverage

Fating

MITIC)
M

o
]
o

Taroet(I5D)

l&.00
22.70
25.00
2z2.00

22,

10

NVTK.LI / NovaTek OAO

Date

01,18 /09
0z /02 /09
05,13 /09
11,2009
0z /18,10

IZ - Initiated Coverage

A price movement of a security which may be temporary will not necessarily trigger a recommendation change. Bernstein will advise as and when coverage of securities commences and ceases.
Bernstein has no policy or standard as to the frequency of any updates or changes to its coverage policies. Although the definition and application of these methods are based on generally
accepted industry practices and models, please note that there is a range of reasonable variations within these models. The application of models typically depends on forecasts of a range of
economic variables, which may include, but not limited to, interest rates, exchange rates, earnings, cash flows and risk factors that are subject to uncertainty and also may change over time. Any

Rating

O(IC)
u]

o
]
o

20.
27,
L.
0.
20.

Taroet(I5D)

oo
oo
oo
20
oo

QGZ0.L

MWTR.LI

&7 57
a5 o)
43 X
K1 | 1
WL pe - ST

19 s 19

= = & & & & = 2 a 2 = =] = = =

a1} T ] = == a1} T c = c o T c = c

z o & £ & 2z o £ £ 3 3F o E 2% 3

OEED L [] Target Price Source: Bernstein - Az of S8:2010
O - Outperform M - Market-Perform U - Underperform M - Mot Rated

99 i
a1 | 1
B3 T &
45 [ 15
27 T o7
g ' 5

E B 5 B8 B &8 5 2 8 2z 2 & =2 2 =

=] hal a) = = =] hal c = cC o b c L C

i o & & £ 2 o £ £ 3 3F o & £ 3

MY T LI

[ Target Price

Source: Bernstein - &z of 3/52010

O - Outperform M - Market-Perform U - Underperfarm M - Mot Rated

OTHER DISCLOSURES

valuation is dependent upon the subjective opinion of the analysts carrying out this valuation.

This document may not be passed on to any person in the United Kingdom (i) who is a retail client (ii) unless that person or entity qualifies as an authorised person or exempt person within the
meaning of section 19 of the UK Financial Services and Markets Act 2000 (the "Act"), or qualifies as a person to whom the financial promotion restriction imposed by the Act does not apply by
virtue of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, or is a person classified as an "professional client" for the purposes of the Conduct of Business Rules of

the Financial Services Authority.

To our readers in the United States: Sanford C. Bernstein & Co., LLC is distributing this publication in the United States and accepts responsibility for its contents. Any U.S. person receiving this

publication and wishing to effect securities transactions in any security discussed herein should do so only through Sanford C. Bernstein & Co., LLC.

BERNSTEINRESEARCH

Mazaon

M7ALAN



To our readers in the United Kingdom: This publication has been issued or approved for issue in the United Kingdom by Sanford C. Bernstein Limited, authorised and regulated by the Financial
Services Authority and located at Devonshire House, 1 Mayfair Place, London W1J 8SB, +44 (0)20-7170-5000.

To our readers in member states of the EEA: This publication is being distributed in the EEA by Sanford C. Bernstein Limited, which is authorised and regulated in the United Kingdom by the
Financial Services Authority and holds a passport under the Investment Services Directive.

To our readers in Hong Kong: This publication is being issued in Hong Kong by Sanford C. Bernstein, a unit of AllianceBernstein Hong Kong Limited. AllianceBernstein Hong Kong Limited is
regulated by the Hong Kong Securities and Futures Commission.

To our readers in Australia: Sanford C. Bernstein & Co., LLC and Sanford C. Bernstein Limited are exempt from the requirement to hold an Australian financial services licence under the
Corporations Act 2001 in respect of the provision of the following financial services to wholesale clients:

eproviding financial product advice;

edealing in a financial product;

emaking a market for a financial product; and

eproviding a custodial or depository service.

Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited and AllianceBernstein Hong Kong Limited are regulated by, respectively, the Securities and Exchange Commission under U.S.
laws, by the Financial Services Authority under U.K. laws, and by the Hong Kong Securities and Futures Commission under Hong Kong laws, all of which differ from Australian laws.

One or more of the officers, directors, or employees of Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, Sanford C. Bernstein, a unit of AllianceBernstein Hong Kong Limited, and/or
their affiliates may at any time hold, increase or decrease positions in securities of any company mentioned herein.

Bernstein or its affiliates may provide investment management or other services to the pension or profit sharing plans, or employees of any company mentioned herein, and may give advice to
others as to investments in such companies. These entities may effect transactions that are similar to or different from those recommended herein.

Bernstein Research Publications are disseminated to our customers through posting on the firm's password protected website, www.bernsteinresearch.com. Additionally, Bernstein Research
Publications are available through email, postal mail and commercial research portals. If you wish to alter your current distribution method, please contact your salesperson for details.

Bernstein and/or its affiliates do and seek to do business with companies covered in its research publications. As a result, investors should be aware that Bernstein and/or its affiliates may have a
conflict of interest that could affect the objectivity of this publication. Investors should consider this publication as only a single factor in making their investment decisions.

This publication has been published and distributed in accordance with Bernstein's policy for management of conflicts of interest in investment research, a copy of which is available from Sanford
C. Bernstein & Co., LLC, Director of Compliance, 1345 Avenue of the Americas, New York, N.Y. 10105, Sanford C. Bernstein Limited, Director of Compliance, Devonshire House, One Mayfair
Place, LondonW1J 8SB, United Kingdom, or Sanford C. Bernstein, a unit of AllianceBernstein Hong Kong Limited, Director of Compliance, Suite 3401, 34th Floor, One IFC, One Harbour View
Street, Central, Hong Kong.

CERTIFICATIONS
el/(we), Oswald Clint, Ph.D., ACA, Senior Analyst(s), certify that all of the views expressed in this publication accurately reflect my/(our) personal views about any and all of the subject securities or
issuers and that no part of my/(our) compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views in this publication.

Copyright 2010, Sanford C. Bernstein & Co., LLC, Sanford C. Bernstein Limited, and AllianceBernstein Hong Kong Limited, subsidiaries of AllianceBernstein L.P. ~ 1345 Avenue of the Americas ~ NY, NY 10105 ~ 212/756-4400. All rights
reserved.This publication is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of, or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to
law or regulation or which would subject Bernstein or any of their subsidiaries or affiliates to any registration or licensing requirement within such jurisdiction. This publication is based upon public sources we believe to be reliable, but no representation is made by us that
the publication is accurate or complete. We do not undertake to advise you of any change in the reported information or in the opinions herein. This publication was prepared and issued by Bernstein for distribution to eligible counterparties or professional clients. This
publication is not an offer to buy or sell any security, and it does not constitute investment, legal or tax advice. The investments referred to herein may not be suitable for you. Investors must make their own investment decisions in consultation with their professional
advisors in light of their specific circumstances. The value of investments may fluctuate, and investments that are denominated in foreign currencies may fluctuate in value as a result of exposure to exchange rate movements. Information about past performance of an
investment is not necessarily a guide to, indicator of, or assurance of, future performance.

BERNSTEINRESE!



