LUKQOIL in Irag

West Qurna-2

DPSC effective date January 2010
Contract term 25 years
Start of production March 2014
‘ Production growth 400 kbpd
Iraq Petroleum Trader _ A Share of Iraqi oil production 9%

’ & 4 | Share of Iraqi oil export 12%
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BLOCK 10 Trading of Iraqi crude
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JV LITASCO and SOMO (IPT)
Shipment volumes in 2017 19 min bbl




West Qurna-2 Project at Glance

West IPA rated WQ-2 project as Top 10% capital projects worldwide
B® alRta - for timely project delivery.
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WQ-2 Risks Factors & Drivers within Low Qil Prices

120
JANUARY 2015
AVERAGE 48 $/bbl
90 V¥ 55% JANUARY 2016
° AVERAGE 32 $/bbl
b ; v 70%
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20 MARCH 2014
MISHRIF FIRST OIL
AVERAGE 107 S/bbl
Pre-FEED, FEED, Tenders WQ-2 Project Delivery
0
2010 2011 2012 2013 2014 2015 2016
Risk Factors Drivers Risk Impacts
Qil price drop
Significant country budget deficit Delayed investments recovery to
Local instability and (High Loan/GDP ratio) LUKOIL by Iragi government
war with ISIS
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Ministry’s order to International Qil
Companies to freeze future
development plans

Downsized Project

IRR and NPV



http://www.freepik.com/free-vector/business-organization-illustration_832117.htm#term=business&page=2&position=34
http://www.freepik.com/free-vector/business-organization-illustration_832117.htm#term=business&page=2&position=34
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WQ-2 Risk Environment

Value
Generation INTERNAL RISKS
EXTERNAL RISKS Financial
. o LowlIRR
Political o Cash flow limitations due to
o Sanctions against Russia Iraq debt to LUKOIL
o Political instability in Iraq Asset integrity
Economic Finding the optimum Risks / Reward balance o Delayed brownfield modification
o Low oil price due to Irag budget restrictions

o Irag budget deficit Project readiness

Legal

o Human capital insufficiency

HSE

Current o Flaring
Position

o  Missed DPSC obligations




Framework of Finding Risk / Reward Balance

VALUE TO LUKOIL How do
we get here?
Very GOOd 1 \ /
Not
feasible
DPSC Requirements
High IRR range
o Gas Utilization
Optimum
Range e Production Ramp up
Tolerance e Export Infrastructure
Level
Rating Schedule Criteria
Very Good Meeting all requirements (4/4)
Good Meeting 3 out of 4
Fair Meeting 2 out of 4
Low IRR range Poor Meeting 1 out of 4
Very Poor  Not meeting any
Very Poor ——

| VALUE TO IRAQ

DPSC i t
Very Poor Poor Fair Good Very Good (DPSCrequirements)



Scenario Planning as a Tool

Steps

Activities

Risks,
Uncertainties,

Variable
parameters

Framing

Brainstorming and task
setting

Production target
Financial requirements

Risk profile target

Facilities capacity phasing
Risk tolerance
Production requirements

Business case
opportunities

Stress cases

1
2
3

Planning &
Scheduling

* Projects prioritization
* Contracting strategy

* Construction and drilling
schedule

* Separate items cost and
schedule risk analysis

* Construction and Drilling
delays

* Tendering delays

* Technical interfaces

> &g D

Assessment

Power supply/demand
analysis

Water treatment facilities
phasing

Gas treatment options

Manpower planning

Temporary power
requirements

Watercut level forecast
Production limitations

Hiring delays

_i,I_T

Modeling

* Surface and subsurface
production modeling
and calculations

* Capex and Opex
calculations

¢ Financial-Economic
Modelling

* Reservoir parameters
(Qil pressure, H2S
content)

* Production forecast
* Capex
* Qil price

* Reimbursement delays

D &2»

Final analysis,
Presentation & Reporting

Sensitivity analysis

Overall scenario analysis
and risk assessment

Management review

Decision making

Acceptable risk level

Mitigation actions




Scenario Planning Outcomes

/ External opportunities \

Technical opportunities

Development phasing Negotiations with

Gas utilization alternatives Government partner

Contract strategy options . Debottlenecking
Production L .
Upgrade existing facilities

Minimize financial risk Phased & Drilling program
Smaller
contracts

Construction program

/

Enhanced financial-economic model —

Support decision-making

Balance portfolio of overseas projects

Negotiation road map —




Sample Scenario Evaluation

KEY AREAS Scenario Comparison Summary

KEY AREAS Scenario Evaluation Results

IRR FCF
FINANCIAL INDICATORS

QUALITY ASSESSMENT

HSE

Delays in Validity of

TOP SCENARIO RISKS commergcial

bids

water
injection

Categorization and quantification of each
scenario based on risks and opportunities:

Contractual risks > DPSC
Technical risks —————» Asset Integrity
Project risks —— » Asset Development

Administrative risks —— Pproject Readiness

HSE risks > HSE

Wea kesft

v +XX‘USD
Investment ‘l"ll DPSC
MI Project Readiness \ A | i
'"I sset Integrity

Unfavorable

market
conditions

Very Poor

Links

IMPACT ON PRODUCTION V¥ 1,300,000 Barrels

CAPEX ALLOCATION
Maintain | Comply | Develop 6 12
OVERALL (%) 2015-17 201820 2021+
MEDIUM
CONFIDENCE LEVEL 80%
Based on SRA/CRA '
Poor Fair Go_od VerylGood
|l 33
I 35

100%
75%
50%
25%



Managing Risks for International Oil Company
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A Risk management envelope Risk-taking envelope
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