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DEAR SHAREHOLDERS!

I’'m proud to present you the Annual
Report for 2011. This year not only saw
the final steps of Bashneft's progress
towards becoming a vertically integrated
company, but was also one of the Group's
most successful periods in terms of fi-
nancial and operating performance.

In 2011, the Group became the Russian
leader in terms of oil production growth,
having produced 15.1 million tonnes,

the highest volume in 14 years. Refin-

ing volumes exceeded 21 million tonnes.
Bashneft Group significantly strength-
ened its presence in the retail market and
began the implementation of the large-
scale Trebs and Titov oilfield development
project. But the most important achieve-
ment of the last year was that the Group
considerably increased its operational
efficiency in all key businesses.

Bashneft Group's strong operating re-
sults directly influenced its financial
performance. In 2011, net income under
International Financial Reporting Stand-
ards amounted to almost US$1.7 billion,
which is 18.7% more than in 2010. Un-
derstanding that it is crucial to ensure
the participation of the shareholders in
the Group's profit, the Board of Directors
recommended that the Annual General
Meeting of Shareholders approve for
2011 a dividend of 99 roubles per ordinary
share and per preferred share.

| am fully convinced that the intellectual,
organizational and financial potential of
Bashneft Group will enable it to achieve
even more ambitious goals. They are set
forth in the Group's Development Strat-
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egy until 2016, approved by the Board of
Directors in December 2011, which is
aimed at increasing Bashneft Group’s
value through increasing production and
building up reserves, upgrading oil refiner-
les and developing the retail network.

Consolidation of the Group's subsidiar-

les scheduled to be completed in 2012

will significantly contribute to Bashneft
Group's investment attractiveness. The
integration of subsidiaries is aimed at in-
creasing the liquidity of the shares of JSOC
Bashneft and will improve the Group's
structure in order to increase the trans-
parency of its operations and the efficiency
of investments.

The reorganization provided tens of thou-
sands of the subsidiaries” minority share-
holders with an opportunity to acquire
more liquid shares of JSOC Bashneft and
to benefit from the financial performance
of the entire Group. But the most impor-
tant aspect of the reorganization is that

it is based on maximum transparency
and absolute respect for the rights of all
shareholders.

A responsible approach to all operational
aspects without exception is a distinctive
feature of our Group. JSOC Bashneft's
Board of Directors prioritizes issues relat-
ed to improving corporate governance and
implementing the principles of sustainable
development in the Group's operations. In
2011, the Board of Directors approved the
Anti-corruption Policy, the Code of Ethics
and the Code of Corporate Conduct.

Considering life and health of employees
to be the top priority, in 2011, the Board
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of Directors approved a Health, Safety and
Environment Strategy and carefully moni-
tors its implementation. In the next five
years, Bashneft Group will invest over 16
billion roubles in HSE.

As a responsible corporate citizen, Bash-
neft Group, together with its main share-
holder, JSFC Sistema, continues the imple-
mentation of charity programmes aimed

at improving social infrastructure and
developing culture, education and sports in
all operating regions. For example, in 2011,
our social investments in our key operat-
ing region, the Republic of Bashkortostan,
amounted to 1.5 billion roubles.

Our excellent team, comprising the best
industry professionals, is a guarantee of
the Group's current and future success. |
am convinced that this is Bashneft Group's
main competitive advantage that will en-
able us to achieve a leading position in the
Russian oil and gas industry.

CHAIRMAN OF JSOC BASHNEFT'S
BOARD OF DIRECTORS
A.Y. GONCHARUK
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DEAR SHAREHOLDERS!

EEFFICIENT GROWTH, READINESS
FOR TRANSFORMATION AND A COM-
PETENT TEAM: these are keys to busi-
ness efficiency. Looking back at 2017,
we can proudly say that this formula
proved to be the basis of Bashneft's
successful operations in this year.

In 2011, we not only set new production
and financial records, but reached an
entirely new level of development that
significantly increased the efficiency of
all our businesses.

We reached the optimum PRODUC-
TION VOLUME of 15 million tonnes

per year at our oil and gas fields under
development ahead of schedule. In
2011, oil production increased by 7%.
Using state-of-the-art technologies, we
continued to expand our resource base.
As of the end of the year, the Group's
proved reserves under PRMS amount-
ed to 1,983.5 million barrels, the re-
serve replacement ratio was 165% and
the reserves-to-production ratio was
18 years. These ratios and the analysis
of geological data demonstrate that the
Republic of Bashkortostan, our main
operating region, has a high resource
potential.

However, we consistently and continu-
ously expand our geographic footprint.
At the beginning of 2011, we obtained
licences for the Trebs and Titov oilfields
in the Nenets Autonomous District.
Production at these fields is scheduled
to begin as early as 2013. Bashneft also
acquired promising subsoil areas in the
Timan-Pechora province, where consid-
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erable hydrocarbon reserves are likely to
be discovered.

AS FOR OIL REFINING, the Group
reached an optimum level in terms of
quality and value of its petroleum prod-
ucts portfolio. The Group's refineries
processed 21.1 million tonnes of oil and
manufactured 19.2 million tonnes of
petroleum products. We successfully
continued our large-scale refinery up-
grade programme aimed at increasing
the quality of petroleum products and
maintained Bashneft's leading position
among Russian companies in terms of
refinery equipment. For example, the
Nelson Index of the Ufa refinery group
remained at 8.3 in 2011.

IN SALES of petroleum products, our prior-
ity was to maximize the access to consum-
ers. The number of the Group’s own filling
stations grew by a factor of 1.5, from 318 to
483. Retail sales volume almost doubled.
Bashneft gained a secure footing in new,
promising retail markets and significantly
increased its geographical reach of high-
quality fuel wholesale.

IN 2011, BASHNEFT'S FINANCIAL PER-
FORMANCE SET NEW RECORDS. Our
revenue increased 1.4 times, to US$ 16.5
billion. EBITDA increased by almost 17%
and amounted to US$ 3.2 billion. Net in-
come growth in 2011 was almost 19%, from
US$ 1.4 billion to US$ 1.7 billion. Operating
cash flow increased by 59%, from US$ 1.4
billion to over US$ 2.2 billion. Our dividend
policy is based on the principle of reason-
able profit distribution, considering both the
interests of shareholders and the Group’s
growth needs. In spite of an increase in
capital investment by 73% to US$ 0.85 bil-

lion, we had a positive free cash flow of US$
1.4 billion for 2011.

In 2011, ACTIVE DEBT MANAGEMENT
enabled to optimize 90% of the Group's debt
portfolio. We managed to reduce the weight-
ed average interest rate by more than 2.2
p.p. to 8.7% and increase the average debt
maturity.

We intend to further strengthen our
positions in the debt finance market.

In spring 2012, WE WERE RATED BY
LEADING INTERNATIONAL AGENCIES.
Moody's rating agency assigned a BaZ2
credit rating to Bashneft, Fitch rated
Bashneft at BB (with a stable outlook for
both ratings).

IN 2011, WE LAID THE FOUNDATION FOR
EFFICIENT GROWTH in accordance with
the five-year Development Strategy approved
by the Board of Directors. Our strategy
serves the interests of all shareholders and
Is aimed at further increasing the Group's
efficiency along the entire value chain.

| am convinced that Bashneft's TEAM OF
PROFESSIONALS will succeed in achiev-
iIng this ambitious goal.

PRESIDENT OF JSOC BASHNEFT
A.L.KORSIK
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SOME DEFINITIONS AND FORWARD-LOOKING
STATEMENTS

In this Annual Report the terms “Bashneft”, "Bash-
neft Group” and “the Group” in various forms refer
to JSOC Bashneft and its subsidiaries and special
purpose vehicles. The terms "JSOC Bashneft” and
“the Company” refer to JSOC Bashneft. Unless
otherwise stated, financial results presented in the
Annual Report are presented and calculated on the
basis of consolidated financial statements under
IFRS; the operating results presented in this docu-
ment are consolidated data on Bashneft Group.

Financial and operating results, as well as indi-
ces calculated on their basis, as of and for the 12
months ended December 31, 2009, include data on
0JSC Bashkirenergo as a consolidated subsidiary.
In May 2011, Bashneft Group relinquished control
over 0JSC Bashkirenergo. Financial and operating
results, as well as indices calculated on their basis,
as of and for the 12 months ended December 31,
2011 and 2010 do not include data on OJSC Bashkir-
energo as a consolidated subsidiary; the stake of
Bashneft Group in 0JSC Bashkirenergo is reflected
as part of investments available for sale.

Some statements in this Annual Report may con-
tain assumptions and forecasts concerning future
events within Bashneft Group. These statements
may contain as the words “is expected”, “is estimat-
ed”, “intends”, “will", "could”, negations of these
expressions or other similar expressions. These
statements are only assumptions. Actual events and
results can differ substantially from those stated.
The actual performance of Bashneft Group can dif-
fer substantially from what is stated in our assump-
tions and forecasts as a result of a large number of
factors. Such factors may include general economic

conditions, Bashneft's competitive environment,
risks related to operating in Russia, rapid techno-
logical and market changes in the Company’s areas
of business, as well as many other risks directly
related to Bashneft Group.

The barrel-tonne conversion factor used in this
report is 7.3. Data on reserves is based on the audit
of reserves conducted by Miller and Lents, Ltd. in
accordance with the international PRMS classifica-
tion and using the average barrel-tonne conversion
factor of 7.12.




KEY EVENTS IN 2011

FEBRUARY 2011

The Federal Subsoil Resources Management Agency
(Rosnedra) grants JSOC Bashneft a licence for a
subsoil area of federal significance including the
R.Trebs and A.Titov oilfields. Total recoverable C1+C2
reserves of these fields recorded in the State Register
of Reserves amount to 140.1 million tonnes.

An Extraordinary General Meeting of Shareholders
(EGM] of JSOC Bashneft is held. A new version of the
Charter of JSOC Bashneft is approved.

MARCH 2011

JSOC Bashneft publishes the results of an independ-
ent audit of oil reserves. The audit was conducted by
Miller and Lents, Ltd. according to the international
PRMS classification as of December 31, 2010.

JSOC Bashneft and the Government of Bashkortostan
make a decision to sign an Agreement on reducing

or maintaining the prices of certain types of fuels

and lubricants sold to agricultural producers of the
Republic of Bashkortostan in 2011. In accordance

with Government Decree No. 66 of February 11, 2011,
JSOC Bashneft reduces the price of diesel fuel for ag-
ricultural consumers by 30% of its market price. Pref-
erential prices are set for 163 agricultural producers.

Since March 2011, plastic cards for purchasing
petroleum products of OJSC Bashkirnefteprodukt,
a subsidiary of JSOC Bashneft, have been accepted
at 1,176 filling stations in 40 regions of the Russian
Federation.

APRIL 2011

JSOC Bashneft and OJSC Lukoil sign an agreement
on setting up a joint venture and on the terms of the
implementation of the R.Trebs and A.Titov oilfields
development project.

As part of the strategy for expanding its retail and
small wholesale operations, JSOC Bashneft ac-
quires over 94% of the authorized capital of 0JSC
Orenburgnefteprodukt from 0JSC Russneft. 0JSC
Orenburgnefteprodukt is the largest regional retail
company which owns 16 oil storage facilities and 95
filling stations in the Orenburg region.

The Board of Directors of JSOC Bashneft approves the
restructuring and appoints Alexander Korsik, who pre-
viously was the Vice-President of 0JSC JSFC Sistema
and the head of the Fuel and Energy business unit, to
the post of the President of the Group.

JSOC Bashneft wins the annual national competition,
‘"The Best Russian Companies: Development, Ef-
ficiency, Responsibility - 2010°, in the category ‘Social
Responsibility’.

JSOC Bashneft wins the IX Annual national IT Leader
award, the only Russian professional IT award. The
Group was awarded for an outstanding contribution to
IT development in Russia in the category 'Oil and Gas
Companies’.

Bashneft Group presents its audited consolidated fi-
nancial results for 2010, prepared in accordance with
International Financial Reporting Standards (IFRS).

MAY 2011

In May 2011, OJSC Sistema-invest issued 28,488 addi-
tional shares, accounting for 28.49% of its own shares,

and exchanged them for 48.22% of 0JSC Bashkiren-
ergo’s shares owned by JSOC Bashneft, 0JSC Ufaneft-
ekhim, 0JSC Novoil and 0JSC Ufimsky refinery plant.
As a result of this operation, Bashneft Group’s stake

in 0JSC Sistema-invest increased from 27.78% to
49.41%, and the effective stake in 0JSC Bashkirenergo
decreased to 23.62%. Thus, Bashneft relinquished
control over OJSC Bashkirenergo’s operations and
reflected this investment in the investments available
for sale.

The 'Big Chemistry forum is held in Ufa. At this forum,
JSOC Bashneft, a general partner of the event, pre-
sents a programme for the development of oil refining
and petrochemicals.

JSOC Bashneft, the SAP CIS Company and JSC
SITRONICS complete the introduction of the SAP ERP
enterprise resource planning system at 0JSC Ufaneft-
ekhim, to be followed by the roll-out of the system at
other oil refining enterprises of the holding company.

JSOC Bashneft is ranked number 9 in the Social
Responsibility Rating of Russian companies by the
newspaper Trud.

JANUARY

2011
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KEY EVENTS IN 2011

Bashneft Group delivers the first presentation Annual
Report for investors, shareholders, partners and the
investment community.

JSOC Bashneft holds the Annual General Meeting of
Shareholders. The Meeting makes decisions on the
election of new members of the Board of Directors,
profit distribution and on approval of the Regulations
on Rewards and Compensation to the Members of the
Board of Directors of JSOC Bashneft.

The Board of Directors of JSOC Bashneft approves
the membership of the Company’'s Management
Board.

JSOC Bashneft launches a programme for the reha-
bilitation of springs in the Republic of Bashkortostan.

JULY 2011

JSOC Bashneft gains control over the petroleum

products business of LLC Aspec, which includes LLC
Bashneft-Udmurtia and CJSC Bashneft-Region. LLC
Bashneft-Udmurtia operates two oil storage facilities

and 44 modern filling station complexes that provide
about 30% of the market of Udmurtia with engine fuel.
CJSC Bashneft-Region specializes in small wholesale.

The Board of Directors approves the Regulations

on Dividend Policy of JSOC Bashneft. The docu-

ment establishes the basic approaches to developing
recommendations on the amount of dividends on the
Group’s shares, as well as the procedure and form for
dividends payments.

AUGUST 2011

JSOC Bashneft holds public consultations on pre-
liminary results of environmental impact assessment
(EIA) during the implementation of the construction
project at the R.Trebs and A.Titov oilfields in the Nen-
ets Autonomous District.

The Board of Directors of JSOC Bashneft approves
the new membership of the Company’s Management
Board.

JSOC Bashneft completes dividend payments to
shareholders for 2010. The amount of dividends for
Q4 2010 per ordinary and preferred share was 131.27

JUNE

AUGUST

roubles, in addition to 104.50 roubles per ordinary
and preferred share for the nine months of 2010 paid
before March 31, 2011. Thus, the total amount of
dividends for 2010 paid before August 28, 2011 was
235.77 roubles per ordinary and preferred share.

Series BO-01, BO-02, BO-03, BO-04 exchange-traded
bonds of JSOC Bashneft with a total par value of 30 bil-
lion roubles are included in the MICEX Stock Exchange
list of securities and are admitted to trading .

JSOC Bashneft successfully closes the first transac-
tion on raising pre-export financing in the form of a
syndicated international loan amounting to US$ 300
million secured by oil supplies.

SEPTEMBER 2011

Series 04 and 05 bonds of JSOC Bashneft with a total
par value of 20 billion roubles are registered by the
Federal Financial Markets Service [FFMS].

OCTOBER 2011

The Central Development Commission (CDC] of the
Federal Subsoil Resources Management Agency

(Rosnedra) approves JSOC Bashneft's test production
project at the R.Trebs and A.Titov oilfields prepared by
BashNIPIneft Institute. The approved project outlines
the basic principles of developing the oilfields at the
initial stage, for the three year period from the begin-
ning of oil extraction from production wells.

JSOC Bashneft wins the licence auction and gains
the right for geological exploration, prospecting,
surveying and production of hydrocarbons at three
subsoil blocks in the Nenets Autonomous District: the
Vostochno-Padimeyskiy, Savatinskiy and Nyarioyakh-
skiy blocks.

According to the tender announced on October 19,
2011, JSOC Bashneft completes the acquisition

of series 01, 02 and 03 non-convertible interest-
bearing certificated bonds with a par value of 1,000
roubles per bond. As a result, the Company acquired
the total of 38,496,305 bonds at the price amounting
to 105% of the par value. The total value of bonds
amounted to 40.4 billion roubles. The Company also
paid out the accumulated coupon yield amounting to
1.7 billion roubles.

SEPTEMBER

1

JULY

OCTOBER

2011
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KEY EVENTS IN 2011

— NOVEMBER 2011

Gasoline of the "Premium Euro-95" grade produced
by 0JSC Novoil, “summer” Euro 4 diesel fuel manu-
factured by 0JSC Ufaneftekhim and “winter” Euro 4
diesel fuel produced by 0JSC Ufimsky refinery plant
are declared winners in the Technical Basic Assets
Production category of the T4th All-Russian competi-
tion, "100 Best Goods of Russia’.

Shares of JSOC Bashneft are included in the list

of non-Llisted securities admitted to trading on the
MICEX Stock Exchange. Ordinary shares trade under
the ticker symbol BANE and preferred shares trade
under the ticker symbol BANEP.

The opening ceremony of the second stage of the Ufa
Arena sports complex takes place. JSOC Bashneft is
the main sponsor of its construction.

JSOC Bashneft is listed for the first time in the Platts
Top 250 Global Energy Company Rankings as one of
the most rapidly growing oil companies of 2011. The
Group is ranked number 62 in the general rankings,
number 31 among energy companies of the EMEA

NOVEMBER

2011

region (Europe, Middle East and Africal, number 6 in
the rankings of companies in the Exploration & Pro-
duction sector, and number 6 in the list of the most
rapidly growing energy companies in the world.

JSOC Bashneft holds an EGM. A new version of the
Charter of JSOC Bashneft is approved.

DECEMBER 2011

The Board of Directors of JSOC Bashneft approves
the Group’s Development Strategy until 2016. It is
aimed at increasing the value of JSOC Bashneft by
boosting hydrocarbon production and building up oil
and gas reserves, by diversifying assets, implement-
ing an oil refinery upgrade programme, developing
the Group’s own filling stations network in various
regions of Russia, as well as increasing the efficiency
of the entire value chain.

JSOC Bashneft and 0JSC Lukoil sign an agreement
on the acquisition of a 25.1% stake in LLC Bashneft-
Polyus (the holder of the development licence for the
subsoil area that includes the R.Trebs and A.Titov
oilfields) by 0JSC Lukoil, as well as an agreement

12
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on participation in a joint venture. The transaction
amount totals 4.8 billion roubles. LLC Bashneft-
Polyus signs an agreement on the acquisition of 29
prospecting and exploration wells at the mentioned
oilfields from LLC Lukoil-Komi for US$ 60 million.

The Federal Subsoil Resources Management Agency
(Rosnedra) transfers JSOC Bashneft's development
licence for the subsoil area that includes the Roman
Trebs and Anatoly Titov oilfields to LLC Bashneft-
Polyus.

JSOC Bashneft participates in auctions for licences
for geological exploration, surveying and production
of hydrocarbons in the Republic of Bashkortostan,
and wins the rights for the Yelanskiy and Znamenskiy-
1 subsoil blocks in the Republic of Bashkortostan.

Bashneft Group produces the 15 millionth tonne of
oil since the beginning of 2011, thus exceeding the
target set in the Business plan for 2011 (14.7 million
tonnes), and achieves the optimal production level at
the existing oilfields ahead of schedule. The Group
intends to maintain such a level in the medium term.

2012
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According to CDU TEK, the Central Dispatching
Department of Fuel and Energy Complex, JSOC
Bashneft remains the Russian leader in terms of oil
production growth in 2011 with a production growth
rate of 6.8%.

JSOC Bashneft acquires a 100% stake in the LLC
SKON Group of Companies which owns an oil storage
facility and a network of 25 filling stations in Yekater-
inburg and the Sverdlovsk Region operated under the
ERGO brand name.

JSOC Bashneft places series BO-1 exchange-traded
bonds with the total par value of 10 billion roubles
with a put option in 2 years on the MICEX Stock
Exchange. The series BO-1 exchange-traded bonds
have a maturity period of 3 years from the beginning
of placement.

Bashneft Group commissions the corporate Data Pro-
cessing Center (DPC) which will consolidate informa-
tion resources in all of the Group's operating regions
and will become the centre of its IT infrastructure.

GROWTH




KEY EVENTS IN 2012

IMPORTANT CORPORATE EVENTS AFTER THE REPORTING DATE

—= JANUARY 2012

The Board of Directors approves the Standard on Credit
Policy of JSOC Bashneft in order to improve corporate
governance and increase the transparency of decision-
making process on the issues of debt and cash man-
agement.

~ FEBRUARY 2012

JSOC Bashneft publishes the results of the independent
audit of oil reserves. The audit was conducted by Miller and
Lents, Ltd. according to the international PRMS classifica-
tion as of December 31, 2011. The Group's proved reserves
increased by 3.8% to 1,983.5 million barrels. The Group’s
reserves-to-production ratio amounts to 18 years.

Bashneft wins the auction for the licences for geological
surveying, exploration and production of hydrocarbons at
the Yangareyskiy and Sibriyaginsky subsoil blocks in the
north-eastern part of the Nenets Autonomous District. The
auctions were held by the Department of Subsoil Use of
the Nenets Autonomous District (NAOnedra).

As part of the programme of retail network development
and the introduction of a new corporate style of JSSOC
Bashneft, the Board of Directors approves the concept of
exterior design of filling stations and the schedule for the
rebranding of Bashneft's filling stations. In 2012-2015,
the Group's investments in the filling station rebranding
programme are expected to total about 3.7 billion roubles.

JSOC Bashneft places series 04 certificated interest-bear-
ing non-convertible bearer bonds with the total par value
of 10 billion roubles. The series 04 bonds have a maturity
period of 10 years and a put option in 3 years.

— MARCH 2012

JSOC Bashneft announces the beginning of the pro-
gramme for reorganization through legal merger of its
subsidiaries, 0JSC Ufimsky refinery plant, 0JSC Novoil
(JSC Novo-Ufimsky Refinery), 0JSC Ufaneftekhim,
0JSC Bashkirnefteprodukt and 0JSC Orenburgneft-
eprodukt, with the Company.

LLC Bashneft-Polyus, the joint venture of JSOC Bash-
neft and OJSC Lukoil, which held the development
licence for the subsoil area of federal significance
including the R.Trebs and A.Titov oilfields, and the Ad-
ministration of the Nenets Autonomous District sign a
Cooperation agreement. The agreement stipulates that
Bashneft shall invest in the development of social and
economic infrastructure, job creation programmes and
charity projects in the Nenets Autonomous District.

—~APRIL 2012

The Federal Antimonopoly Service (FAS) of the Rus-
sian Federation approves the application of JSOC
Bashneft for the legal merger of the Company’s sub-
sidiaries, 0JSC Ufimsky refinery plant, 0JSC Novoil,

AHBAPb ®EBPAJIb
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0JSC Ufaneftekhim, OJSC Bashkirnefteprodukt and
0JSC Orenburgnefteprodukt, with the Company.

Bashneft acquires a 100% stake in LLC Uraloil which
owns a network of 12 filling stations in the Kurgan re-
gion operating under the TRANSOIL brand name. LLC
Uraloil is the third largest operator in the engine fuel
retail market of the Kurgan region; it operates about
7% of filling stations in the region. All filling stations
of the acquired network are situated in the city of
Kurgan, the administrative centre of the region.

Moody’s Investors Service international rating agency
assigns JSOC Bashneft a BaZ2 corporate family rating
and probability of default rating. The outlook for all
ratings is “stable”. Moody’s Interfax rating agency
also assigns JSOC Bashneft an Aa2.ru national scale
rating with a “stable” rating outlook. It is the first time
that JSOC Bashneft is assigned ratings by Moody’s
agency.

While considering the issues related to holding the
Annual General Meeting of Shareholders, the Board
of Directors decides to call the AMGS of JSOC Bash-
neft on June 29, 2012 in Ufa in the form of joint pres-
ence. The list of persons entitled to participate in the
General Meeting of Shareholders is compiled on May
15, 2012. The Board of Directors decides to recom-
mend that the AGMS approve the dividends payments
for 2011 in the amount of 99 roubles per ordinary

R &—>
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registered share and per preferred registered share
of JSOC Bashneft, and to pay the dividends no later
than August 28, 2012.

On April 27, 2012, the Extraordinary General Meeting
of Shareholders of JSOC Bashneft makes a decision
on reorganization through legal merger of subsidiar-
ies, 0JSC Bashkirnefteprodukt, 0JSC Ufaneftekhim,
0JSC Orenburgnefteprodukt, 0JSC Ufimsky refinery
plant and 0JSC Novoil, with the Company and ap-
proved the Agreement on legal merger.

MAY 2012

The Moscow Commercial Court investigates a claim
against JSOC Bashneft filed by minority shareholders
demanding that transfer of the development licence

for the Trebs and Titov oilfields to LLC Bashneft-Polyus
should be declared illegal. In the course of investigation
a representative of the Federal Subsoil Resources Man-
agement Agency announces that the order to transfer
the licence to LLC Bashneft-Polyus had been cancelled.
As a result of this decision, the licence shall be returned
to JSOC Bashneft. The Moscow Commercial Court
makes a decision to discontinue the proceedings.

The Fitch Ratings international rating agency assigns
JSOC Bashneft a “BB” long-term foreign and local
currency issuer default rating, an "AA-(rus)” long-

term national rating and a "B” short-term foreign and
local currency issuer default rating. The agency also
assigns the internal issues of the Company’s rouble-
denominated bonds a “BB” foreign and local currency
senior unsecured ratings and an "AA-(rus)” national
senior unsecured rating. The long-term rating outlook is
“stable”. u = =
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KEY PERFORMANCE INDICATORS REFINING

® KEY =l BASHNEFT HAS RUSSIA'S MOST TECHNOLOGICALLY
- 0 5ERAT| NG ADVANCED REFINERIES AND IS THE RUSSIAN
LEADER IN TERMS OF OIL REFINING DEPTH

RESULTS e
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KEY PERFORMANCE INDICATORS

@ KEY FINANCIAL
RESULTS

FINANCIAL RESULTS CHANGES IN DEBT STRUCTURE AND COST OF DEBT
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100%
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KEY PERFORMANCE INDICATORS

® ANNUAL RESULTS AS
COMPARED WITH THE TARGETS
us$ 1 6,549 MILLION

AS HYDROCARBON REFINING VOLUMES WERE HIGHER
THAN EXPECTED, PETROLEUM PRODUCTS

IN 2011, JSOC BASHNEFT ACHIEVED SALES VOLUMES INCREASED,

AND EXCEEDED THE MAIN BUSINESS PLAN TARGETS 21 06 THOUSAND GG L U B TS
) TONNES REVENUE AND NET INCOME

IN 2011, WHICH WERE SIGNIFICANTLY HIGHER THAN
INITIALLY PLANNED.

HYDROCARBON
REFINING VOLUMES
1 5 1 0 THOUSAND AMOUNTED TO 21,062 THOUSAND TONNES, WHICH IS
] TONNES AND EXCEEDS THE PLANNED VOLUME BY 106% (OR

2,058 THOUSAND TONNES).

OIL PRODUCTION

EXCEEDED THE 2010 VOLUME AND THE PRODUCTION
TARGET SET IN THE BUSINESS PLAN BY 2.8% (OR
406 THOUSAND TONNES). THE TARGET WAS SET AT
14,700 THOUSAND TONNES.

The Group's operations are regulat-
ed by the provisions of the Business
Plan, which is annually approved by
JSOC Bashneft's Board of Directors
at the end of the reporting year.

Throughout the year, the Compa-
ny's Business Plan may be adjusted
based on current performance.
Traditionally, the Company’s Man-
agement Board reviews annual
results as compared with the Busi-
ness Plan in the second quarter of
the year after the reporting year.

=" e
=}=rrr

20

GROWTH GROWTH




DEVELOPMENT PROSPECTS:

BASHNEFT'S STRATEGY IS AIMED AT IN-
CREASING THE GROUP’S VALUE BY BOOSTING
HYDROCARBON PRODUCTION AND BUILDING
UP OIL AND GAS RESERVES, DIVERSIFYING
PRODUCTION ASSETS AND IMPLEMENT-

ING THE PROGRAMME FOR REFINERY UP-
GRADES, DEVELOPING THE GROUP’S OWN
RETAIL NETWORK IN VARIOUS REGIONS OF
RUSSIA AND ENHANCING THE EFFICIENCY
OF THE ENTIRE VALUE CHAIN.

POSITION IN THE INDUSTRY:

JSOC BASHNEFT RANKS EIGHTH IN TERMS OF
OIL PRODUCTION VOLUME AND HAD THE HIGH-
EST PRODUCTION GROWTH RATE AMONG THE
RUSSIAN OIL COMPANIES. THE NELSON INDEX
(WHICH MEASURES THE COMPLEXITY OF A RE-

RESTRUCTURING: FINERY'S PRODUCTION PROCESSES) ASSIGNS A
RATING OF 8.3 FOR BASHNEFT GROUP’S RE-

IN MARCH 2012, THE COMPANY ANNOUNCED PLANS FOR FINERY COMPLEX. THIS IS THE HIGHEST VALUE

REORGANIZATION THROUGH THE LEGAL MERGER OF AMONG THE RUSSIAN OIL AND GAS COMPANIES.

FIVE SUBSIDIARIES, 0JSC UFIMSKY REFINERY PLANT,

0JSC NOVOIL (0JSC NOVO-UFIMSKY REFINERY PLANT),

0JSC UFANEFTEKHIM, 0JSC BASHKIRNEFTEPRODUKT

AND 0JSC ORENBURGNEFTEPRODUKT, WITH JSOC BASH-

NEFT. CHANGES IN THE CORPORATE STRUCTURE OF

BASHNEFT GROUP ARE AIMED AT ENHANCING THE

GROUP’S OPERATIONAL EFFICIENCY IN ALL BUSINESS

AREAS. REORGANIZATION WILL BE COMPLETED BY THE

END OF 2012. AFTER THE REORGANIZATION, THE SUB-

SIDIARIES TO BE MERGED WITH BASHNEFT WILL CEASE

TO EXIST AS LEGAL ENTITIES.




ABOUT THE COMPANY
® HISTORY

HE FIRST RECORDED OIL SEEPS IN

BASHKORTOSTAN DATE FROM THE BE-

GINNING OF THE EIGHTEENTH CEN-
TURY.IN 19111914, A.l. SROSLOV, AN INDUS-
TRIALIST, STARTED OIL EXPLORATION IN THE

VICINITY OF ISHIMBAYEVO AND KUSYAPKULOVO.

IN 1929, AGROUP OF GEOLOGISTS HEADED BY
ALEKSEY BLOKHIN WAS DISPATCHED TO THE
ISHIMBAYEVO DISTRICT IN BASHKIRIA ON THE
INITIATIVE OF A FAMOUS RUSSIAN GEOLOGIST
AND SCIENTIST IVAN GUBKIN. THE RESEARCH
CONDUCTED BY THE GROUP PROVED THAT DE-
TAILED EXPLORATION IN THE AREA HAD BEEN
JUSTIFIED.

The development of the Ishimbayskoye oilfield began
IN 1932, marking the start of commercial production
of crude oil in the Republic of Bashkortostan. Con-
struction of the Ishimbay oil refinery began in 1935.
The same year, Bashneft was set up as an independ-
ent trust comprising the Ishimbayskoye oilfield and

24

construction office, the Sterlitamak oil exploration
unit, a geology and field development office, and a
number of other departments.

After the Tuimazinskoye field was discovered IN 1937,
the Tuimazinsky field development unit was created.
In 1938, the Ufa Oil Refinery (now 0JSC Ufimsky refin-
ery plant) was commissioned.

BY 1939, Bashkortostan accounted for about 90% of all
oil production in the Urals and Volga region.

IN 1944, Devonian oil pools were discovered at the
Tuimazinskoye field signalling new prospects for oil
production in the Urals and Volga region. In 1946,
Bashneft Production Union was created, comprising
the Ishimbayneft, Tuimazaneft, Bashnefterazvedka
trusts, and Bashneftestroy, the Krasny Proletary
and Ishimbay Machine-building factories, as well as
Bashnefteprojekt and Bashtekhsnabneft.

IN 1950-1953, the Konstantinovskoye and Leonidovs-
koye Devonian oilfields and the Shkapovskoye multi-
zone oilfield were discovered at the eastern extension
of the Seraphimovskaya structure. The Chekmagush-
evskoye terrigenous Devonian oilfield was discovered
and exploration drilling started in the Birskaya saddle.

GROWTH

BASHNEFT IS THE LEADER AMONG RUSSIAN OIL
COMPANIES IN TERMS OF CRUDE OIL REFINING

DEPTH, REFINERY EQUIPMENT (THE NELSON IN-
DEX] AND PRODUCTION GROWTH RATE

IN 1951, the Novo-Ufimsky Refinery (now 0JSC Novoil)
was commissioned in preparation for a rapid increase
in oil production in Bashkortostan.

IN 1954, the Mancharovskoye oilfield was discovered.
This was followed a year later by the discovery of the
Arlanskoye oilfield, the largest oilfield in the region.
Bashkortostan became the biggest oil-producing
region of the USSR, producing more than 15 million
tonnes.

IN 1956, construction of the Ufa Synthetic Spirit Plant
(now Ufaorgsintez] was completed. The Plant became
the first petrochemical facility in Bashkortostan

and one of the biggest facilities in the Soviet Union
manufacturing organic synthesis products. In 1957,
the third refinery in the Ufa group, Ufaneftekhim, was
commissioned. In 1962, the first Soviet diesel fuel
hydrotreater was constructed at the Ufimsky refinery
plant.

IN 1967, Bashneft reached peak production of about
48 million tonnes.

ON JANUARY 13, 1995, Joint-Stock Oil Company
(JSOC) Bashneft was established.

IN 1998, Bashneft started oil production in the
Khanty-Mansi Autonomous District.

IN 2005, JSFC Sistema bought the first blocking stake
in JSOC Bashneft, as well as in four oil refineries and
Bashkirnefteprodukt. In March 2009, JSFC Sistema
became the main shareholder of six Bashkortostan's
fuel and energy enterprises.

IN JANUARY 2010, JSOC Bashneft bought a con-
trolling stake in 0JSC Ufaneftekhim, 0JSC Novoil,
0JSC Ufimsky refinery plant, 0JSC Ufaorgsintez and
0JSC Bashkirnefteproduct from JSFC Sistema and be-
came the managing company for the new oil holding.

IN 2010, Bashneft completed its transformation into
a federal-scale vertically integrated oil company.
Bashneft entered the Timan-Pechora oil province, ob-
taining a licence for the development of a subsoil area
of federal significance including the Trebs and Titov
fields in the Nenets Autonomous District. In April
2011, an agreement was signed with 0JSC Lukoil on
a joint project in Timan-Pechora.
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ABOUT THE COMPANY
® STRUCTURE

STRUCTURE OF BASHNEFT GROUP'S BUSINESS

JSOC Bashneft, together with its subsidiaries, is one of Russia’s ten largest
oil-producing companies. The main activities of JSOC Bashneft are oil and
gas exploration and production, the production of petroleum products and
petrochemicals, as well as marketing of the products. The organizational
structure of the Group is determined by its main activities and comprises
three large segments: oil and gas production, refining and marketing of
petroleum products.

STRUCTURE OF BASHNEFT GROUP’S BUSINESS

EXPLORATION
& PRODUCTION

<

REFINING
& PETROCHEMISTRY

%HNEFT

KEYS TO BUSINESS EFFICIENCY MARKETING
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* © NOVOIL ——

— . ®@BASHNEFT-TRANS :
® L C SKON GROUP OF COMPANIES:-..'

EXPLORATION AND PRODUCTION is represented
by six subsidiaries that specialize in geologi-

cal exploration, drilling, hydrocarbon production
and research and development. LLC Bashneft-
Dobycha, accounting for approximately 99% of
Bashneft Group's production, comprises six oil
and gas production departments (Ishimbayneft,
Krasnokholmskneft, Ufaneft, Chekmagushneft,
Arlanneft, Tuimazaneft) operating at the Group's
largest oilfields in the Republic of Bashkortostan
(Arlanskoye, Yugomashevskoye, Tuimazinskoye,
Chetyrmanskoye, Tatyshlinskoye and others).

LLC Bashmineral and LLC Zirgan also produce
hydrocarbons in this crucial region. LLC Geoneft
produces oil in the Orenburg region. The shares of

® BASHNEFT-DOBYCHA
® BASHMINERAL

® /IRGAN

® GEONEFT

@ BASHNIPINEFT

® BASHNEFT-POLYUS

© UFANEFTEKHIM
© UFIMSKY REFINERY PLANT

© UFAORGSINTEZ

® BASHKIRNEFTEPRODUKT

® ORENBURGNEFTEPRODUKT
® BASHNEFT-REGION

® BASHNEFT-UDMURTIA
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these companies in the Group’s annual production
and residual commercial reserves amount to 1.1%
and 1.4%, respectively. LLC BashNIPIneft is an
R&D institute supporting Bashneft Group's main
businesses related to oil production. LLC Bash-
NIPIneft conducts research in geology, exploration
and development of oilfields, drilling, production
and gathering of oil and gas, as well as environ-
mental protection.

BASHNEFT GROUP’S REFINING CAPACITIES in-
clude three refineries, 0JSC Ufaneftekhim, 0JSC
Ufimsky refinery plant and 0JSC Novoil, as well

as 0JSC Ufaorgsintez, a petrochemical plant. The
major part of the produced petroleum products is
sold on the domestic market. More than 90% of

total sales is represented by wholesale deliveries.

As of the end of 2011, BASHNEFT GROUP’S
RETAIL NETWORK comprises 0JSC Bashkirneft-
eprodukt, 0JSC Orenburgnefteprodukt, the LLC
SKON Group of Companies and 0JSC BN-Neft-
eprodukt (which owns CJSC Bashneft-Region and
LLC Bashneft-Udmurtia).

JSOC Bashneft and its subsidiaries have their own
transportation infrastructure. In November 2010,
LLC Bashneft-Trans, a wholly owned subsidiary,
was established to consolidate the transportation
assets of the Group’'s main enterprises.

GROWTH




BASHNEFT GROUP REORGANIZATION PROJECT

One of the main tasks of the Group’'s management since acquisition of Bash-
neft by JSFC Sistema has been to increase the operational efficiency of all

businesses of the Group. The historical complexity of the corporate structure
had prevented the Group from fully achieving strategic corporate governance

targets.

THE SIMPLIFIED CORPORATE STRUCTURE
OF BASHNEFT GROUP

. MINORITY 1 .
. SHAREHOLDERS _ JSFC SISTEMA
27.0%1 001 5[].(5"/131
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NOTES:

1. (1) Share in authorized capital. 3. (3) Estimated under the assumption that 100% of shares of subsidiaries currently not owned by JSOC Bashneft can be converted into

2. (2) Ordinary shares owned JSOC Bashneft shares.

TARGET CORPORATE STRUCTURE OF

BASHNEFT GROUP3
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IN MARCH 2012, the Group announced plans for reor-
ganization through the legal merger of five subsidiar-
ies, 0JSC Ufimsky refinery plant, 0JSC Novoil (0JSC
Novo-Ufimsky refinery plant), 0JSC Ufaneftekhim,
0JSC Bashkirnefteprodukt and OJSC Orenburgneft-
eprodukt, with JSOC Bashneft. In March 2012, the
Boards of Directors of JSOC Bashneft and the sub-
sidiaries to be merged with it preliminarily approved
the Agreement on legal merger, the conversion ratios
and the buyback prices for the subsidiaries” shares.

IN APRIL 2012, the reorganization was approved by
extraordinary general meetings of shareholders of
JSOC Bashneft and the subsidiaries to be merged.
Before the end of 2012, JSOC Bashneft is expected
to issue additional ordinary and preferred shares to
be exchanged for the subsidiaries’ shares. After the
merger, minority shareholders of the subsidiaries will
receive JSOC Bashneft's shares, which are currently
more liquid than those of the subsidiaries. The reor-
ganization will enable these shareholders to benefit
from the financial performance of the whole Group,
not just an individual subsidiary.

Those shareholders of JSOC Bashneft and its subsidi-
aries who did not vote or voted against the reorgani-
zation were offered the possibility of selling their
shares, in compliance with legislation, at the buyback
price determined by an independent appraiser, LLC
Stremleniye, confirmed by Ernst & Young, an inter-
national appraiser, and approved by the boards of
directors of JSOC Bashneft and of the subsidiaries to
be merged.

IN APRIL 2012, the Federal Antimonopoly Service of
the Russian Federation approved the legal merger of
the Group's subsidiaries, 0JSC Ufimsky refinery plant,
0JSC Novoil, 0JSC Ufaneftekhim, 0JSC Bashkirneft-
eprodukt and OJSC Orenburgnefteprodukt, with
Bashneft.

Changes in the corporate structure of Bashneft Group
are expected to be completed by the end of 2012. Af-
ter the reorganization, the subsidiaries to be merged
with Bashneft will cease to exist as legal entities.



GOALS OF REORGANIZATION:

@ Establish Bashneft as a fully-fledged verti-

cally integrated company;

® Optimize corporate structure to improve

efficiency;

® Protect the rights of minority sharehold-

Irs;

BASHNEFT GROUP REORGANIZATION PLAN: THE MERGER

® Unify all operational decision-making
processes, taking into consideration
the peculiarities of each of the Group’s
business segments: upstream, refining
and marketing;

® Centralize investment decisions to
maximize the return on invested
capital and the cash flows of the
integrated Group, thereby increas-
ing the Company's overall value;

® Improve the transparency of the Group’s opera-
tions and corporate governance;

® Increase the liquidity of Bashneft Group’s shares;

® Consolidate all cash flows into a single business
centre.

PRELIMINARY DECISION
MARCH, 2012

On March 11, 2012, the Boards of Directors of
JSOC Bashneft and all five subsidiaries to be
merged provisionally approved the Agree-
ment on legal merger, conversion ratios for
the merger and the prices of shares to be
repurchased from shareholders who will

not vote or will vote against the reorganiza-
tion. On March 14, 2012, the register of the
shareholders of participating companies who
will take part in the Extraordinary Meeting of
Shareholders was closed.

2

APPROVAL BY SHAREHOLDERS
APRIL, 2012

Reorganization, conversion ratios and buyback
prices are subject to approval by shareholders of
JSOC Bashneft and subsidiaries to be merged.
To make the decision, it is necessary that at least
75% of ordinary and preferred share owners
vote for conducting the transaction (the quorum
is 50% of outstanding voting share owners). In
April 2012, the reorganization was approved at
extraordinary general meetings of sharehold-
ers of JSOC Bashneft and the subsidiaries to be
merged with it.

3

SHARE BUYOUT
MAY-JULY, 2012

Shareholders who did not vote or voted against
reorganization should submit buyback requests

no later than 45 days after the date when the Gen-

eral Meeting of Shareholders made the decision.
Shareholders have a right to require either partial
or full buyout of their shares at the price that had
been set by an independent appraiser. Shares
shall be bought back from shareholders within
30 days after the end of submission of buyback
requests

/A

MERGER
TILL THE END OF 2012

Before the end of 2012, JSOC Bashneft has
planned to complete the conversion of ordinary
and preferred shares of its subsidiaries ac-
cording to conversion ratios determined by an
independent appraiser. On May 28, the Board of
Directors of the Group approved the decision on
additional issue of securities and the prospec-
tus. After the conversion, minority shareholders
of subsidiaries will become owners of JSOC
Bashneft's shares.

AUGUST—DECEMBER

APRIL MAY JUNE JULY
APRIL 26, 2012 APRIL 27, 2012 MAY—JUNE, 2012 ~—— JUNE—JULY,2012  TILL THE END OF 2012

Extraordinary Meetings of Shareholders of the five § § Extraordinary Meetings of { Shareholders of JSOC Bash-
Subsidiaries to be merged with Bashneft (0JSC Ufim- Shareholders of JSOC Bash- neft and the five subsidiaries
sky refinery plant, 0JSC Novoil, 0JSC Ufaneftekhim, neft approved the merger i i submit requests for share
0JSC Bashkirnefteprodukt and 0JSC Orenburgneft- : and the agreement on legal buyback

eprodukt) approved the merger, the agreement on i i merger i

legal merger and transfer certificates. ;&

: Buyout of shares from Conversion of shares of

©  shareholders who have : : the five subsidiaries to be
: i submitted buyback i © merged into the shares of
© "._requests i JSOC Bashneft

' Approval of Reorganization by the Board Date of closing the share-
of Directors of JSOC Bashneft and Boards holder register of the Com-
of Directors of companies to be merged : ¢ panies participating in the
with Bashneft (0JSC Ufimsky refinery © i reorganization

plant, 0JSC Novoil, 0JSC Ufaneftekhim, P
0JSC Bashkirnefteprodukt and 0JSC
Orenburgnefteprodukt), namely of the pro-
cedure for conducting the reorganization,
conversion ratios and buyback prices.



ABOUT THE COMPANY

® [HE GROUP'S POSITION
IN THE INDUSTRY

PRIORITY LINES OF BUSINESS

PRODUCTION JSOC BASHNEFT RANKS EIGHTH IN TERMS OF OIL

Bashneft Group is one of Russia’s leading i Asoftheendof 2011, JSOC Bashneft

vertically integrated oil companies that : ranks eighth in terms of oil production PRODUCT|ON \/OLUME AND HAD THE H|GHEST
produces and refines oil as well as sells :  volume and had the highest production

its oil and petrol‘eum products. In.2011, growth rate among the Russian oil com- PRODUCT'ON GROWTH RATE AMONG TH E RUSSlAN
Bashneft Group’s revenue from oil sales panies. Ol COMPANIES

represented approximately 19% of the

Group’s total revenue, revenue from pe- © Most of the oil and gas fields for which

troleum products sales accounted for 79% :  the Group holds licences are located in

(as compared with 17% and 80%, respec- : the Republic of Bashkortostan. Bash- the Khanty-Mansi Autonomous District
tively, in 2010). neft also holds licences for oilfields in (Yugra), the Nenets Autonomous District,

the Orenburg region and the Republic
of Tatarstan. About 90% of the Group's
OIL PRODUCTION BY RUSSIA'S LARGEST OIL COMPANIES fields are in commercial production. The
majority of these fields are in the late
(final] production stage. To enhance the
MILLION - .
TONNES competitiveness of oil from Bashkorto-
140 stan and to reduce the production de-

cline rate, the Group:
+1.9%
11241145 @ uses modern well construction technolo-
-5.3% gies and enhanced oil recovery methods
at its fields:
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90.1 853
+0.8% ® optimizes the production management
+2.2% system;

59.6 608
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72.0 726

. ® improves performance at all production
6

@ 2010 stages;
L0 +1.7% @ 201 ® takes measures to increase energy ef-
298 303 +0.4% ficiency.
- A '1'5%+6.80/0+5 4% In the last few years, the Grgup has con-
| e T4 L R, ducted surveys and exploration searching
- for new oilfields both in the Republic of
0 . . W . : _ | M A | l_l Bashkortostan and in other regions of Rus-
ROSNEFT  LUKOIL TNK-BP  SURGUT-  GAZPROM  TATNEFT  SLAVNEFT RUSSNEFT sia in order to expand its resource base.
NEFTEGAZ NEFT BASHNEFT

SOURCE: Bashneft’s production: Company data, production of other companies: CDU TEK data, including only production in Russia
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PRIORITY LINES OF BUSINESS

REFINING

Bashneft Group includes three oil re-
fineries, OJSC Ufaneftekhim, the 0JSC
Ufimsky refinery plant and OJSC Novoll,
as well as the 0JSC Ufaorgsintez pet-
rochemical plant. These are the most
technologically advanced refining facili-
ties in Russia and leaders in terms of
refining depth and quality of petroleum
products and petrochemicals.

Bashneft Group’s refineries have a com-
plexity of 8.3, using the Nelson Index
(which measures the complexity of a
refinery’s production processes). This is
the highest value among the Russian oil
and gas companies. In 2011, the average
refining depth and light products out-

put were 85.9% and 59.9% respectively,
being one of the best results among the
Russian VICs.

The Group's total crude oil refining
capacity amounts to 24.1 million tonnes
per year. Currently, purchased oil ac-
counts for about one half of the crude
oil supplied to the Group’s refineries. By
adding light West-Siberian oil [mainly
purchased from Lukoil, TNK-BP, Shell,
Surgutneftegaz and other companies] to
its own oil from Bashkortostan, Bash-
neft ensures the best composition of
crude oil to be processed by its refiner-
les and improves the composition of the
resulting products. After the start of

CRUDE OIL REFININING BY THE LARGEST RUSSIAN OIL COMPANIES

MILLION
TONNES

T el % 65.9%

C ©
- 73.7% .

45.2 452
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64.6% © 65.7%

79.8% s

REFINING DEPHT

212 211
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@ 2011

282

212 211
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SURGUT- GAZPROM
NEFTEGAZ NEFT

SLAVNEFT

SOURCE: Bashneft's refining volume and depth: Company data, refining volume and depth of other companies: CDU TEK data,

including only production in Russia
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production at the Trebs and Titov oil-
fields, the Group will be able to produce
high-quality oil. Increased oil production
will help to satisfy the demand of the
Company’s refining facilities.

petrochemical facilities process raw
materials supplied by the refineries and
produce a broad range of petrochemi-
cals, including benzene, paraxylene,
orthoxylene, toluene, polypropylene

and copolymers of polypropylene, high-

BASHNEFT GROUP'S REFINERIES HAVE A COMPLEX-
ITY OF 8.3, USING THE NELSON INDEX (WHICH MEAS-

URES THE COMPLEXITY OF A REFINERY'S PRODUCTION

PROCESSES). THIS IS THE HIGHEST VALUE AMONG
THE RUSSIAN OIL AND GAS COMPANIES

In 2011, 19.2 million tonnes of commer-
cial petroleum products were manu-
factured, as compared with 19.4 mil-
lion tonnes in 2010. The main products
included gasoline, diesel fuel, vacuum
gas oil and fuel oil. Bashneft Group
accounts for about 12.5% of gasoline
produced in Russia. The Group’s engine
fuels fully comply with the Technical
Regulations (Euro 3 standards). The
Group also produces Euro 4 and Euro

5 gasoline and diesel fuel. The Group's
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density polyethylene, acetone, phe-

nol, alpha-methylstyrene, isopropyl,
diphenylolpropane (bisphenol-A] and
synthetic rubber. Bashneft is presently
considering a plan to start manufactur-
Ing consumer products from polymeric
materials and to construct facilities for
ethyl tert-butyl ether and polycarbonate
production. One of the refining seg-
ment’s top priorities is to upgrade the
oil refineries and improve the quality of
the Group's petroleum products.
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PRIORITY LINES OF BUSINESS

MARKETING

Bashneft Group sells petroleum products
on the domestic and foreign markets.

Bashneft supplies about two-thirds

of crude oil it produces to the Group’s
refineries. The Group sells the remain-
ing third, and it exports approximately
77% of this amount. In 2011, over 47% of
Bashneft's petroleum products were sold
abroad. In 2011, Bashneft Group achieved
a significant increase in sales through

a considerable expansion of its retail
network, which now comprises 71071 fill-
ing stations (owned by the Group or by

partners). The main acquisitions in 2011
were 0JSC Orenburgnefteprodukt and
LLC BN-Nefteprodukt Group (former As-
pec Group), retail networks owning 145
filling stations and 20 oil storage facili-
ties. In December 2011, Bashneft Group
purchased LLC SKON Group of Compa-
nies which has an oil storage facility and
25 filling stations in Yekaterinburg and
the Sverdlovsk region. The Group plans
to continue expanding the geographical
reach of its retail and small wholesale
fuel sales in high-priority operating
regions.

IN 2011, BASHNEFT GROUP ACHIEVED A SIGNIFICANT
INCREASE IN SALES THROUGH A CONSIDERABLE
EXPANSION OF RETAIL NETWORK, WHICH NOW
COMPRISES 710 FILLING STATIONS
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MAIN MACROECONOMIC FACTORS INFLUENCING

THE GROUP'S OPERATIONS

The main macroeconomic factors influencing the Group’s sales revenue and, therefore,

the operating income, include:

1) INTERNATIONAL AND
DOMESTIC MARKET PRICES
OF OIL AND PETROLEUM
PRODUCTS;

2) THE ROUBLE
TO US DOLLAR
EXCHANGE RATE
AND INFLATION

RATES;

OIL PRICES

The prices of oil and petroleum products stand as the
main factor determining the financial and, indirectly,
the operational performance of Bashneft Group. The
Group's ability to control the prices of its products is
limited, as these prices mostly depend on the global
market and on the supply and demand balance in var-
ious regions of Russia. The economic situation of the
Russian oil industry in 2011 was influenced by highly
volatile global oil prices. With the average Urals oil
price of US$ 109.1 per barrel, in January, the oil price
dropped to US$ 91.3 per barrel, whereas in April, it
reached the maximum of US$ 122.9 per barrel.

ROUBLE EXCHANGE RATE AND INFLATION
RATE

Over 50% of the Group’s revenue results from exports
of oil and petroleum products. Therefore, fluctuating
rouble exchange rates have a direct impact on the
financial and operational performance of Bashneft
Group. Besides, the Consumer Price Index also af-
fects the financial situation of Bashneft Group; the
inflation rate affects both the capital and operational

38

3) THE RUSSIAN FEDERATION'S
TAXATION AND TARIFF POLICY
CONCERNING NATURAL
MONOPOLIES (COMPANIES WITH
WHOM BASHNEFT COOPERATES IN
THE COURSE OF ITS OPERATIONS).

expenditures of the Group. According to the Central
Bank of the Russian Federation, in 2011, the rouble to
dollar exchange rate varied from a minimum of 27.26
roubles per dollar in May to a maximum of 32.68
roubles per dollar in October, the annual average be-
ing 29.39 roubles per dollar. In 2011, consumer price
inflation in Russia amounted to 6.1% (in 2010, 8.8%).

TAXES AND EXPORT DUTIES

The changing prices of the foreign markets affect
export duties and mineral extraction tax. In 2011,
mineral extraction tax accounted for over 85% of all tax
costs [other than income tax) or about 11% of Bashneft
Group's revenue (as compared with 82% and 9%, re-
spectively, in 2010). In 2011, oil export duties amounted
to 52% of the revenue from oil export sales (49% in
2010). Export duties on petroleum products amounted
to 27% of the revenue from petroleum products export
sales (28% in 2010).

In 2011, the average oil export duty was US$ 409 per
tonne, as compared with US$ 274 per tonne in 2010. In
January, the export duty equalled US$ 318 per tonne,
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and in June it soared to US$ 462 dollars per tonne. The
export duty on light petroleum products varied from
US$ 226 per tonne in January to US$ 310 per tonne in
June 2011 and was US$ 274 per tonne on average in
2011 (in 2010, the average was US$ 197 per tonne). The
export duty on heavy petroleum products grew from
US$ 122 per tonne in January to US$ 268 per tonne in
December and averaged out at US$ 208 per tonne, as
compared with the 2010 average of US$ 106 per tonne.

Since May 2011, a decision of the Government of the
Russian Federation has restricted gasoline exports
with protective tariffs on commercial and straight-run
gasoline amounting to 90% of the oil customs duty. De-
cree No.716 of the Government of the Russian Federa-
tion dated August 26, 2011 introduced a new system for
calculating export duties on oil and petroleum products
(the 60-66-90 System), which has been in effect since
October 2011. Under this new scheme, the oil export
duty was lowered by reducing the interest rate on the
margin between the oil monitoring price and the oil
cutoff price from 65% to 60%. Duties on light and heavy
petroleum products, which had amounted to 66% and
46.7% of the crude oil duty, respectively, were unified

at 66% of the crude oil duty. The gasoline export duty
remained at 90% of the crude oil duty. The Decree also
stipulates an increase in duties on heavy petroleum
products up to the crude duty starting from 2015.

The new export duty system benefits oil companies
exporting mainly crude oil and does not benefit those
oil companies, like Bashneft, which have a significant
share of petroleum products in their export portfolio.
Adopting this new scheme means a lighter tax burden
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on the Group's production activities and a heavier one
on its refining business. Given that Bashneft Group's
refining sector volumes are higher than production
volumes, the 60-66-90 scheme is unfavourable for the
Group. The amount of losses mainly depends on oil
prices and, according to Bashneft's estimates, will to-
tal about US$ 150 million per year. In November 2011,
the Government of the Russian Federation introduced
several tax exemptions for Bashneft that could partially
make up for the losses resulting from the 60-66-90
system. For instance, amendments were made to

the Russian Tax Code allowing tax deductions for the
mineral extraction tax on oil.

The mineral extraction tax rate is calculated on the
basis of the international Urals oil price (in dollars

per barrel] and is set monthly in roubles at the given
month’s exchange rate. The mineral extraction tax
rate for oil increased from 3,822 roubles per tonne in
January to a maximum of 4,778 roubles per tonne in
September 2011. In 2011, the mineral extraction tax
averaged 4,455 roubles per tonne as compared with
3,074 roubles per tonne in 2010. The Russian Tax Code
stipulates reduced or zero mineral extraction tax rates
for certain oilfields, including a reduced tax rate for
oilfields with a degree of depletion exceeding 80%. As
several of Bashneft's oilfields are characterized by a
degree of depletion exceeding 80%, the Company’s
actual mineral extraction tax expenses are thus on
average 22% below the current tax rate. For instance,
in 2011, Bashneft could reduce its mineral extraction
tax rate for the reporting period to 3,412 roubles per
tonne of oil.
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COMPETITORS

0JSC Tatneft, LLC Lukoil-Perm, 0JSC Ud- The key factors that make Bashneft a
murtneft and OJSC Belkamneft represent . competitive oil producing and marketing
JSOC Bashneft's main competitors in the . company include:

Urals and Volga region in the oil production
and marketing segments.

v v

GROWING OIL DECREASING
PRODUCTION OIL PRODUCTION
VOLUMES COSTS

7

NTRODUCTION
OF ESSENTIALLY NEW,
HIGHLY EFFICIENT

/ TECHNOLOGIES

IMPROVED OIL
PERFORMANCE PRICES
JSOC Bashneft's main actual and poten- : The main factors contributing to the
tial competitors in the petroleum products © competitiveness of JSOC Bashneft
market are vertically integrated oil compa- i in the petroleum products market

nies, such as 0JSC Lukoil, 0JSC OC Ros- : include:
neft, 0JSC TNK-BP Holding, etc. :
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MODERN OIL REFINING
: : TECHNOLOGIES THAT
THE USE OF DIFFERENT QIL : : ENABLE THE PRODUCTION

BASHNEFT'S OWN .1 TYPESINOILREFININGTO : i  OF ABROAD RANGEOF
RESOURCE BASE L OPTIMIZE THE OIL : | PETROLEUM PRODUCTS AND :

PRODUCT BASKET PETROCHEMICALS THAT
: :  COMPLY WITH APPLICABLE
REQUIREMENTS

HIGHLY PROFESSIONAL
MANAGEMENT PURSUING
DYNAMIC DEVELOPMENT

AND INFORMATIONAL

CLOSE PROXIMITY TO THE
REFINING COMPLEX, WHICH
RESULTS IN REDUCED
TRANSPORTATION COSTS

VERTICAL INTEGRATION

ro— A D REPUTATION T
ENABLES TO IMPROVE © i AFAST GROWING RETAIL o RGN TO

PRODUCTION PROCESSES ! : NETWORK THAT PROVIDES - CRESTABLE BUSINESS ¢
: : © RELATIONSHIPS AND ATTRACT :
: AND GENERATE ADDITIONAL  : : ACCESS TO CONSUMERS : :
: VALUE : : NEW CLIENTS
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@ DEVELOPMENT PROSPECTS
AND STRATEGY

BASHNEFT'S STRATEGY IS AIMED AT INCREASING
ITS BUSINESS VALUE BY INCREASING
HYDROCARBON PRODUCTION AND BUILDING

UP OIL AND GAS RESERVES, DIVERSIFYING ITS
ASSETS, IMPLEMENTING ITS REFINERY UPGRADE
PROGRAMME, DEVELOPING THE COMPANY'S
NETWORK OF FILLING STATIONS IN DIFFERENT
REGIONS OF RUSSIA AND ENHANCING THE
EFFICIENCY OF THE WHOLE VALUE CHAIN

The Board of Directors approved the : production to be at a level of 15.2 mil-
five-year Development Strategy of JSOC ¢ lion tonnes and oil refining at 20 mil-
Bashneft at the meeting on December : lion tonnes. The Group will increase the
26, 2011. Within the framework of the number of its own filling stations and
Development Strategy until 2016, the sell more petroleum products via its
Group’s 2012 business plan assumes oil : own and partner filling stations.
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IN PRODUCTION

IN REFINING

IN MARKETING

IN CORPORATE
GOVERNANCE

Bashneft's development strategy includes maintaining oil production at its :
¢ existing oilfields at about 15 million tonnes per year, and beginning production
¢ atthe Trebs and Titov oilfields.

© To ensure stable oil production, the Group plans to increase the number of
geological and engineering operations, such as drilling new wells, optimizing
: fluid withdrawal, transferring wells to new geological targets, hydraulic frac-
: turing, waterflooding in new strata zones, reducing the number of idle wells
: and increasing the use of successful highly efficient enhanced oil recovery

© methods.

¢ Atthe same time, the Group plans to implement a large-scale geological

¢ exploration programme in its key operating region, the Republic of Bashkor-
¢ tostan, and plans to obtain licences for several oilfields in other regions. The
: Group expects that this will allow a substantial growth of oil and natural gas
: reserves after 2016, partly thanks to the exploration of unconventional oil
reserves in the Republic of Bashkortostan.

7 The strategy involves an upgrade of oil refineries to increase the competitive- B
! ness and value of the Group’s petroleum products. The Group will expand its  :
© retail network and improve the efficiency of all distribution channels. While .
© maintaining an oil refining volume of about 20 million tonnes per year, Bash-
© neft's key investment projects are expected to enable an increase in refining :
: depth from 86% to 94.4%, an increase in light products output from 59.9% to
: 73.4%, and a timely and full transition to the production of Euro 4 and Euro 5
. engine fuels, as required by the Technical Regulations. '

© The strategy also provides for the development of export logistics and for
©an expansion of the Group's own retail network from 485 to nearly 1,200 _
. filling stations, thus increasing sales profitability and enabling up to 80% of
: gasoline to be sold retail. :

- Developing distribution channels also means increasing operational ef-
. ficiency.

The Group will continue brand promotion, which is a high priority task.

: The Group plans to continue improving its corporate governance system
. and its legal, organisational and ownership structures.

© The Group attaches great importance to information disclosure and wishes :
 to improve market perception of the Group’s operations.

: Bashneft considers the safeguarding of assets to be an important obliga-
* tion to its shareholders and a strategic task.
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® MAIN RISK FACTORS

The risks detailed below do not include
all risks faced by Bashneft. This sec-
tion describes only risks the Company
considers to be substantial. At the same
time, additional risk factors currently not
regarded as substantial may be present
or new risks currently unknown to the
Company may arise. Any of these risks
may have a negative impact on Bashneft
Group’s operations, performance and
financial situation.

Given that risks are of probabilistic na-
ture and external to the Group, Bashneft
cannot fully ensure that its risk manage-
ment measures will reduce their impact
to zero. Therefore, the Group under-
stands that there are factors inherent to
its operations, as described below, which
can possibly have a negative impact on
the Group’s performance. Bashneft will
do its best to monitor and prevent such
events. Should such events occur, the
Group will take the necessary measures
to repair any resulting damage.

In 2010, Bashneft Group introduced an
integrated risk management system
(ERM]. This involved creating the Risk

L,

Management Committee, introducing
regulatory and procedural guidelines on
risk management prepared in compliance
with COSO ERM — Integrated Framework
(Enterprise Risk Management - Integrat-
ed Framework, a document developed by
the Committee of Sponsoring Organiza-
tions of the Treadway Commission) and
developing a corporate risk management
culture.

Bashneft continually monitors possible
risk events related to current operations
and investment projects and uses dif-
ferent methods to manage the identified
risks:

RISK AVOIDANCE, i.e. withdrawing form a
risky project;

RISK REDUCTION, i.e. taking preventive
measures to either prevent the risk alto-
gether or to reduce the severity or the likeli-
hood of losses;

RISK RETENTION, when losses are covered
by Group’s own funds;

RISK TRANSFER, when the risk is reduced
by transferring it to a third party (insurance
programmes etc.).

GROWTH

RISK INTERNAL
HOTLINE PROCEDURES
RISK OWNER RISK OWNER l l
QUARTERLY UPDATES QUARTERLY UPDATES

OF RISK REGISTERS

DEPARTMENT OF RISK MANAGEMENT
AND INSURANCE (RISK MODELLING)

OF RISK REGISTERS

DISCUSSION BY THE RISK COMMITTEE

APPROVE/ BUDGET INVESTMENT NEGATIVE IMPACT
DECLINE/ ADJUSTMENTS PLAN CONTAINMENT
HEDGE PLAN OR RESPONSE

PROCEDURE

DISCUSSION AND APPROVAL
BY THE MANAGEMENT BOARD / BOARD OF DIRECTORS
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INDUSTRY RISKS

Bashneft's main businesses are oil and
gas production, oil refining and oil and
petroleum products sales.

THE RISK OF SIGNIFICANT CHANGES IN FUEL
PRICES

The main factors determining Bashneft's financial and
operational performance are prices for crude oil, gas,
other fuels and petroleum products. The Group's ability
to control the price of its products is limited, since the
price mainly depends on the international market, as
well as demand in Russia and abroad. Oil and petrole-
um product prices are prone to significant fluctuations
and are influenced by a wide variety of factors beyond
the Group’s control. These factors include the following:

esupply and demand in international and regional oil
and petroleum products markets as well as future
supply and demand forecasts;

ethe global and regional social, economic and political
situation in the world and in individual regions, notably
the Middle East and other oil-supplying regions;

ethe influence of large oil-supplying countries and of
OPEC on the total oil supply in the global market;

e weather, natural and anthropogenic disasters.

Falling oil, gas or petroleum products prices may
adversely affect Bashneft's performance and financial
situation. A significant decline in prices may reduce the
Group's economically feasible oil and gas production
volumes thus decreasing Bashneft's economically recov-
erable hydrocarbon reserves and economic efficiency of
its exploration, geological and engineering programmes,
which would cause a revision of investment projects and
changes in the marketing policy.

The Group has reasonable opportunity to redistribute its
commodity flows, should a significant pricing difference
between domestic and international markets arise.
Bashneft is also able to quickly reduce its capital and
operational expenditure to fulfil its liabilities if prices for
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oil and petroleum products significantly decrease.

A potential decrease in revenues from oil sales due
to declining hydrocarbon prices is partially hedged by
cheaper purchased oil.

Approximately one half of all raw materials supplied to
Bashneft's refineries consist of oil and gas condensate
purchased by the Group from other Russian oil produc-
ing companies. In 2011, such purchases amounted to
10.7 million tonnes as compared with 11.0 million tonnes
in 2010. If crude oil prices grow faster than petroleum
products prices, the refining margin could shrink, ad-
versely affecting the Group’s performance and financial
situation.

RISKS RELATED TO THE DEPENDENCE
ON MONOPOLISTIC OIL AND PETROLEUM
PRODUCTS TRANSPORTERS AS WELL

AS ELECTRICITY SUPPLIERS AND THEIR
PRICES

Bashneft depends on monopolistic service providers
and controls neither the infrastructure operated by such
providers nor the fees charged by them.

The oil pipeline system is owned by state monopoly 0JSC
Transneft (hereinafter Transneft).

In 2011, 91.3% of oil supplied to the Group's own refin-
eries and 100% of oil exported by Bashneft Group was
delivered via Transneft’s pipelines. 8.7% of oil supplied
to the refineries was transported by train. So far, there
have been no serious transportation delays and Bashneft
has not suffered any significant losses due to technical
failures or leaks in Transneft's pipelines. However, the
major part of pipelines operated by Transneft is outdated
and operates under harsh climatic conditions. A major
failure of Transneft’s pipeline system, a delay due to re-
pairs or limitation of the pipelines’ capacity could disrupt
oil supplies and have a negative impact on the Group’s
performance and financial situation.

Bashneft, like other Russian oil producers, pays
transportation fees to Transneft. The amount of the
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fees charged by Transneft is regulated by the Fed-
eral Tariff Service, and in recent years the fees have
increased. These pipeline transportation fees may
continue to grow. At the same time, failure to pay may
lead to reduced or suspended pipeline network access
and negatively affect the Group’s performance and
financial situation. Apart from that, increasing fees
will result in higher costs.

Similar risks arise when using the pipeline system

of 0JSC Transnefteprodukt (hereinafter Transneft-
eprodukt]. In 2011, 1% of Bashneft's fuel oil, 77% of

its diesel fuel and 18% of its gasoline were supplied to
the domestic market via Transnefteprodukt’s pipeline
system, while 99%, 23% and 82%, respectively, were
transported by train. Furthermore, in 2011, the Group
exported 100% of its fuel oil, 1.4% of its diesel fuel and
62% of its gasoline by train and used Transneftprodukt’'s
pipeline for 98.6% of its diesel fuel and 38% of its gaso-
line deliveries. Any major failures of Transnefteprodukt's
pipeline system or reduced pipeline access due to non-
payment and periodical transportation fee increases may
negatively affect Bashneft's performance and financial
situation.

The Company also depends on railroad transporta-
tion of its products. 0JSC Russian Railways (RZhD]

Is a state monopoly providing railroad transportation
services. Due to the use of railroad services, Bash-
neft faces various kinds of risks, including potential
transportation delays due to the deteriorating condi-
tion of the Russian railway infrastructure or possible
accidents during transportation. Although RZhD's fees
are regulated by anti-monopoly laws, in recent years,
railroad transportation costs have tended to increase.
Further growth of transportation fees would mean
growing oil and petroleum products transportation
costs and may have a negative impact on Bashneft
Group’s performance and financial situation. Trans-
portation delays due to disruptions to RZhD's opera-
tions or transportation accidents may also affect the
Group's performance and financial situation.
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The Group also depends on electricity supplies. Elec-
tricity prices are regulated by the Federal Tariff Service
of Russia. Bashneft Group’s electricity costs for the
calendar year ended December 31, 2011 and Decem-
ber 31, 2010 amounted to 10.7 billion roubles and 9.1
billion roubles, respectively. In 2011, the average price of
purchased electric energy for production and refining,
the two major power-consuming segments, increased
by 15.8% and 17.9%, respectively. Growing electricity
prices and potential power supply problems may impact
the Group’s operations, interrupt the production process
and, therefore, affect its financial performance.

RISKS RELATED TO COMPETITION IN
THE INDUSTRY

RISKS RELATED TO ACCESS TO NEW SOURCES
OF RAW MATERIAL

Due to competition from large international and
Russian companies for new hydrocarbon resources,
the Group may be unable to gain access to the most
promising new oil and gas fields in the future. The
Company conducts geological exploration and par-
ticipates in auctions to acquire licences for hydrocar-
bon exploration and production in order to maintain
long-term production volumes, replenish its resource
base and to expand its business. During the twelve
months ended December 31, 2011, Bashneft Group’s
companies participated in eight auctions and won
five of them. Licences for three areas in the Nenets
Autonomous District acquired at these auctions were
granted to the Group in November 2011, licences

for two areas in the Republic of Bashkortostan were
obtained in February 2012.

At the same time, potential administrative, regulatory,
economic or other obstacles hampering the acquisi-
tion of new licences, rights etc., may cause a decline
in the Group's proved reserves, production volumes
and, ultimately, may have a negative impact on the
Group’s financial situation and performance and
result in a decrease in its market capitalization.
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INDUSTRY RISKS

MARKET RISKS IN OIL REFINING AND MARKETING

In 2011, Bashneft Group produced 19.2 million tonnes
of petroleum products compared with 19.4 million
tonnes in 2010.

The Group faces at least two market risks concerning
oil refining and marketing:

e as this is a highly competitive market, the Group has
to compete against a whole set of companies, includ-
ing the largest vertically integrated oil companies
whose scale of operations is larger than Bashneft's;

e regulatory authorities may introduce new require-
ments that will have negative consequences for the
Group. The transition to the new Technical Regula-
tions on petroleum products serves as an example of
this.

The Group cannot rule out the possibility that risks
such as increasing competition or new regulatory
initiatives may have a negative impact on Bashneft
Group’s situation. These risks could reduce reve-
nues from the business and thus affect cash flows,
Bashneft's performance and financial situation.

To minimize these risks, the Group is constructing
new refining facilities and upgrading the existing
ones, in order to increase its refining depth and
manufacture high-quality competitive products
complying with Euro 4 and Euro 5 standards.

COMPETITION AGAINST ALTERNATIVE FUELS AND
ENERGY SOURCES

In all of its oil and petroleum products markets, the
Group faces competition from alternative fuels, first
and foremost, from natural gas and coal. There is no
guarantee that in the future Bashneft will compete
against alternative fuel suppliers as successfully as
it does now. Strong competition may lead to a decline
in prices for oil and petroleum products, adversely
affecting Bashneft's performance and financial situ-
ation. Besides, given the international trend towards
governmental support for alternative energy produc-
ers, there is a possibility of rapid development of
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alternative sources of power leading to a reduced
demand for the Group’s main products. This may have
a negative impact on Bashneft's performance and
financial situation.

RISKS RELATED TO GEOLOGICAL
EXPLORATION

Bashneft Group’s key strategic target is to increase

the quantity and quality of available hydrocarbon re-
sources in order to ensure the necessary production
volume. This, in turn, depends greatly on successful
geological exploration.

The main risk factors of Bashneft's geological ex-
ploration are geological risks related to the fact that
the quantity and quality of oil reserves, the form and
properties of oil and gas deposits and the hydrocar-
bon production outlook are uncertain and hard to
estimate. Drilling in general or drilling operations
within the framework of a specific project may prove
unsuccessful as exploratory boreholes may find that
strata do not possess producing capacity. Geological
exploration, however, is a capital intensive activity. If
it is fruitless, all costs have to be written off as loss,
affecting the Group's performance and financial
strength.

An important factor is the fact that geological explo-
ration is conducted in various geographic regions,
including those with harsh climatic conditions, which
often increases the costs.

As Bashneft has extensive experience in geologi-

cal exploration, uses state-of-the-art geophysical
methods of hydrocarbon surveys and exploration,
and possesses advanced drilling and oilfield facilities
construction technologies it minimizes many of the
risks related to geological exploration..

THE RISK OF SHORTAGES OF HIGHLY-
QUALIFIED PERSONNEL

The increasing international shortage of specialist
technicians and the increase in average age of oil and
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gas workers forces foreign companies to consider the
Russian labour market as a source of expertise. This
causes the risk that the demand for such specialists
in Russia will increase and that their salaries will
increase. Possible consequences include increasing
labour costs and the need for a rapid modernization
of production processes to reduce the number of
staff required, which may have a negative impact on
Bashneft's performance and financial situation. To

mitigate this risk, Bashneft collaborates with leading
institutions of higher education in the region and

in the industry in order to provide training, retrain-
ing and professional development of the Company’s
specialists. This collaboration also seeks to provide
hands-on experience to students and postgraduates
at Bashneft's enterprises, encouraging the best of
them with personal scholarships.

IN 2010, BASHNEFT GROUP INTRODUCED AN
INTEGRATED RISK MANAGEMENT SYSTEM (ERM].
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COUNTRY AND REGIONAL RISKS

COUNTRY RISKS

Bashneft Group operates in the Russian Federa-
tion. The Russian market is usually categorised as
a developing market, and such markets are riskier
than developed ones. Moody's agency assigned a
Baal credit rating to the Russian Federation, with a
stable outlook.

Russia received the highest financial strength rating,
as Moody's assesses Russia’s financial strength
based on its government’s considerable assets
which could act as a buffer in the event of a fall in oil
prices, exchange-rate depreciation and capital out-
flow. Moreover, Russia’s national debt remains very
low, the debt-to-GDP ratio in 2011 being the lowest
(around 10%) among all investment-grade countries.

However, Bashneft Group does not rule out the
possibility of a crisis in the Russian market. Such

an event would have negative consequences for the
Group's operations. During a crisis, companies oper-
ating in developing markets could face a significant
lack of liquidity due to foreign capital outflow. This

is what happened in Russia in 2008-2009, during the
global economic crisis.

In spite of maintaining the continuity of Russian
state power in recent years, Russia’s political system
is prone to risks due to the population’s dissatisfac-
tion. This includes discontent with the results of the
privatisation in the 1990s and claims for autonomy
of certain ethnic and regional groups. Political, eco-
nomic and social reforms of recent years have been
often inconsistent.

Russia’s economic instability may have a negative
impact on Bashneft's business. The economy is
still export-oriented and has not been diversified in
recent years. If the international economic situation
gets worse and if there is a fiscal deficit in Russia,
there is no guarantee that Russia will be able fulfil
its social obligations and settle economic liabilities
without taking measures that would have a nega-
tive impact on the situation and business conditions
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of Russia’s tax residents, including all Bashneft
Group’s companies.

A large part of Russia’s infrastructure was created in
the Soviet era and is still in operation. Often, funds
for repairs have not been provided in a timely man-
ner, leaving most assets in bad condition. Sectors
posing the largest threat to the Group in terms of
unfavourable business conditions include roads and
railways, pipelines, power plants and power lines,
communications infrastructure and the physical
condition of buildings and constructions.

REGIONAL RISKS

Bashneft's main production operations and business
activities are conducted in the Republic of Bashkor-
tostan. Bashneft's subsidiaries and affiliates are
located in Ural Federal District, Volga Federal District
and Central Federal District.

The Republic of Bashkortostan is an industrial and
agrarian republic rich in mineral resources. The
region’s credit rating assigned by Standard & Poor’s
is BB+, positive outlook.

The most significant risk inherent in the social and
economic development of the Republic of Bashkor-
tostan is its complicated environmental situation and
the high probability of anthropogenic accidents in
some districts and cities caused by the high number
of facilities that serve the oil, refining and petro-
chemical industry, and by the numerous oil and gas
pipelines running through the Republic. Therefore,
the Government of the Republic of Bashkortostan
might take special measures to protect the region’s
environment. This may have a direct negative impact
on Bashneft's performance and financial situation.

Besides, there is no guarantee that, in the long term,
no conflict will arise between the federal and the
regional authorities. Such circumstances could inter-
fere with the Group's long-term planning and prevent
Bashneft from successfully accomplishing long-term
strategic tasks.
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To speed up decision-making concerning environ-
mental protection, a task group including repre-
sentatives of JSOC Bashneft and authorities of the
Republic of Bashkortostan has been created. The
Company’s management continually cooperates with
representatives of various authorities of the Republic.
In 2010, Alexander Goncharuk, the Chairman of JSOC
Bashneft's Board of Directors and a member of JSFC
Sistema’s Board of Directors, became a member

of the Presidential Council of Bashkortostan. The
Council is a permanent advisory body responsible,

among other things, for preparing proposals outlining
the main trends of the Republic’s government policy
and aimed at increasing the operational efficiency

of regulatory bodies. In March 2009, the Republic of
Bashkortostan and JSFC Sistema concluded a Gen-
eral Agreement. The Agreement is aimed at a fruitful
collaboration between the Republic and the Group in
order to create favourable conditions for economic
and social development of Bashkortostan.

To reduce regional risk, Bashneft Group is diversifying
its business into other regions. For instance, in Feb-

THE COMPANY'S MANAGEMENT CONTINUALLY
COOPERATES WITH REPRESENTATIVES OF
VARIOUS AUTHORITIES OF THE REPUBLIC OF

BASHKORTOSTAN

among other things, for preparing proposals outlining
the main trends of the Republic’s government policy
and aimed at increasing the operational efficiency

of regulatory bodies. In March 2009, the Republic of
Bashkortostan and JSFC Sistema concluded a Gen-
eral Agreement. The Agreement is aimed at a fruitful
collaboration between the Republic and the Group in
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Trebs and Titov oilfields, and the Administration of the
Nenets Autonomous District signed an Agreement on
Cooperation that provides for investments in the de-
velopment of the social and economic infrastructure
of the Nenets Autonomous District, job creation in the
district and the implementation of charity projects.
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FINANCIAL RISKS

Bashneft raises both equity and debt
capital for the purpose of actively ex-
panding its business operations. The
Group faces risks resulting from chang-
es in interest rates, foreign exchange
rates, inflation rates or the global mar-
ket situation. There is no guarantee that
in the future Bashneft will be able to
attract debt capital on acceptable terms
(or will at all be able to raise borrowed
funds, If necessary, in capital markets

CURRENCY RISKS

In 2011 and in 2010, approximately 57% and 52%,
respectively, of Bashneft Group's gross revenue was
denominated in foreign currencies. The Group faces
risks related to potential unfavourable changes in
exchange rates, which may have a negative impact on
performance and financial situation.

Bashneft Group's currency risks are considerably
reduced due to certain costs which are denominated
in foreign currencies. As of December 31, 2011, about
91% of the Group's debt was denominated in roubles,
about 9% was in US dollars. Current debt service
liabilities are also denominated in dollars. The cur-
rency composition of revenue and liabilities serves

as a natural hedge, where various factors operate in
different directions and cancel each other out. A well-
balanced structure of currency claims and liabilities
minimizes the impact of financial risk factors on the
Group’s finances and performance. The Group does
not use derivatives to hedge against financial risks.

Currently, the Group is monitoring currency markets in
order to control potential negative consequences from
changes in US dollar to Russian rouble exchange rates
as this might influence financial performance.
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or as bank loans). Neither can the
Group ensure that the situation in the
global financial markets will be favour-
able enough to attract new investors
through a public offering of shares or
by other means, should such a deci-
sion be made. If no additional funds
can be raised, the Group may be forced
to suspend or cancel some or all of its
planned projects.

INTEREST RATE RISK

Being a large borrower, Bashneft faces risks resulting
from changes in interest rates. As of December 31,
2011, approximately 9% of the Group’s debt portfolio
consisted of loans denominated in US dollars, with
their interest rates based on LIBOR (London Interbank
Offered Rates). Growth of these interest rates may lead
to an insignificant increase in the Group's cost of debt,
but the impact of this increase on the Group’s solvency
and liquidity, as well as on its financial situation, would
be immaterial. As of December 31, 2011, interest
expenses related to servicing the part of the debt
portfolio with floating interest rates were under 2% of
the Group’s total interest expenses on an annual basis.
An increase in LIBOR by 1% would result in a loss of
US$ 3 million.

Bashneft has a well-balanced policy on the use of
equity and debt capital. At the end of 2011, the debt-
to-equity ratio was almost the same as in 2010 and
amounted to 48%. Total debt to OIBDA was 1.1 at the
end of 2011 and 1.4 at the end of 2010. At the end of
2011, the net debt to OIBDA ratio decreased as com-
pared to 2010 from 0.8 to 0.6. The Group has a good
credit status and a debt portfolio structure involving
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different lending institutions, which ensures good
interest rates. This is an important factor contributing
to the reduction of borrowing cost.

INFLATION RISK

Inflation rates also influence Bashneft Group's financial
situation to a certain degree. Inflation risk has the high-
est impact on capital expenditures and may thus affect
the efficiency of investment projects. Besides, inflation
causes a decrease in the value of the Group’s assets
denominated in roubles, including rouble deposits,
domestic debt instruments and accounts receivable.

casts an inflation rate of 56%. The current and forecast
inflation rate is far below the Group’s and the industry’s
critical rates. Bashneft's key priorities include holding
back cost growth and assessing inflation risks when
developing investment projects and making investment
decisions.

LIQUIDITY RISK

Liquidity risk is the risk that the Group might be un-
able to pay its liabilities when they become due. The
Group is thoroughly managing and controlling liquid-

BASHNEFT CONTINUALLY MONITORS POSSIBLE RISK
EVENTS RELATED TO CURRENT OPERATIONS AND

INVESTMENT PROJECTS

In 2011, inflation rate amounted to 6.1% as compared
with 8.8% in 2009-2010. As for 2012, the Ministry of
Economic Development of the Russian Federation fore-
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ity. The Group uses detailed budgeting and cash flow
forecast procedures, which are necessary to pay its
liabilities on time.
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LEGAL RISKS

Liquidity risk is the risk that the Group
might be unable to pay its liabilities when
they become due. The Group is thorough-
ly managing and controlling liquidity. The
Group uses detailed budgeting and cash
flow forecast procedures, which are nec-
essary to pay its liabilities on time.

Such shortcomings include:

@ discrepancies occurring between the
laws, decrees of the President and the
orders, decisions, decrees and other
regulatory documents of the Govern-
ment, the ministries or local authorities
due to the rapid development of the Rus-
sian legal system. Further, several fun-
damental Russian laws were introduced
rather recently and often lack by-laws
ensuring the application of these laws;

@ significant gaps in laws and regulations
due to the delayed passing of laws or a
lack of compliance procedures;

® the broad authority of the executive
branch;

@ inconsistency of courts at different levels,
which fail to provide a uniform trial and
appeal practice, and on some occasions,
ambiguous interpretations of the Russian
legislation (especially concerning trading
legislation and corporate law/;

@ an inefficient court system.
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These deficiencies may have a negative
impact on the Group's ability to exercise
its rights and to defend its interests
against possible claims from other par-
ties.

Bashneft continually monitors the deci-
sions of superior courts and assesses
trends in law enforcement, which are
created at the level of the district com-
mercial courts. This information is
actively used not only for defending the
Company's rights and legitimate inter-
ests in court, but also for resolving legal
questions that arise in the course of the
Group’s operations.

Given the imperfect nature of Russian
legislation and the instability of law ap-
plication by courts of different levels,
Bashneft cannot guarantee that the
legal practices concerning its opera-
tions will not change. In cases of rever-
sals of court decisions and/or retrials,
the Group cannot rule out that negative
consequences might arise, which may
have a negative impact on the Group's
performance and financial strength.
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RISKS RELATED TO CHANGES IN CURRENCY
REGULATION

Bashneft actively participates in foreign economic
relations. As of December 31, 2011, approximately
4% of the Group's assets and 5% of its liabilities were
denominated in a foreign currency. Thus, State cur-
rency regulation influences Bashneft's financial and
operational performance.

Bashneft continually monitors changes in the legal
framework concerning currency regulation and control,
rigorously complying with applicable rules and with
legitimate recommendations of supervisory bodies.

Currently the Group is not required to repatriate
foreign currency revenues or sell part of foreign
currency revenues in Russia. However, there is no
guarantee that such legal requirements will not be
introduced in the future. Bashneft has costs denomi-
nated in foreign currencies, thus there is a risk that
the Group’s costs may increase due to economically
unjustified additional currency conversions. This may
have a negative impact on the Group’s performance
and financial situation.

In Bashneft's export operations, no cash is credited

to any current accounts in countries other than the
Russian Federation. Risks relating to changes in cur-
rency legislation of the countries where the Group has
accounts are therefore minimal.

TAX LEGISLATION RISKS

Bashneft is a major taxpayer whose operations are
based on integrity and informational openness toward
tax authorities.

The Group pays value added tax, income tax, mineral ex-
traction tax, property tax, land value tax and other taxes
payable under applicable tax legislation.
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Russian tax legislation, and its application, is not suf-
ficiently sophisticated and changes often, which may
have a negative impact on the Group’s performance
and financial situation. There is no guarantee that no
amendments will be made to the Tax Code of the Rus-
sian Federation which could make the tax system less
stable and predictable.

Bashneft Group's companies pay federal, regional and
local taxes. In law application, there are cases when
State authorities do not give an interpretation or allow
for an ambiguous interpretation. This makes local

and regional tax authorities and their interpretation of
certain tax regulations more important. Recently, tax
authorities have tended to give a stricter interpretation
of controversial points in rules and regulations, which
has resulted in an increase in the number of tax claims
against taxpayers. In some cases, tax authorities ap-
plied new interpretations of tax legislation retroactively.
Therefore, it is possible that the Group’s operations and
certain financial and business operations, now fully
complying with the requirements of tax authorities,
may be contested in the future. There is a risk that the
Group may be forced to defend its position in court if it
disagrees with the decisions of local and regional tax
authorities. This may cause an increase in costs.

These factors, together with a potential fiscal deficit,
create the risk that additional tax payments may be
imposed upon the Group. Changes in current taxes and/
or introduction of new taxes might increase Bashneft's
tax burden significantly, affecting its performance and
financial situation.

Bashneft continually monitors changes in tax legisla-
tion and in application of existing regulations. Bashneft
assesses and forecasts the possible negative impact of
changes in tax legislation, trying to minimize the risks
arising from such changes.
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RISKS RELATED TO CHANGES IN CUSTOMS
CONTROL AND TARIFFS

Bashneft participates in foreign economic relations.
For twelve months ended December 31, 2011 and
December 31, 2010, revenue from export sales ac-
counted for 57% and 52% of Bashneft Group’s revenue,
respectively. Therefore, the Group faces risks related to
changes in foreign trade regulations of the State and in
customs legislation regulating relations which concern
how goods are to be cleared through customs, how
the customs regime is introduced and applied and how
customs duties are introduced and collected.

Customs control is performed under international
agreements of the Russian Federation on customs,
under the Customs Code of the Russian Federation,
under the Law of the Russian Federation on Customs
Tariff and other federal laws and related regulatory
documents concerning regulation of foreign economic
activities by the State.

Bashneft complies with the requirements of cus-
toms control, prepares all documents necessary to
perform export and import operations in time and has
sufficient financial and human resources to comply
with customs rules and regulations. However, there

is no guarantee that the rules of customs regulations
will not change. The Group assumes that possible in-
novations implemented in this sphere could result in
additional costs and difficulties for business.

Bashneft exports oil and petroleum products, which
entails risk related to its dependence upon the State’s
regulation of customs duties on these products. In
2011 and 2010, Bashneft Group’s oil exports totalled
3.6 million tonnes and 3.2 million tonnes, respectively,
while exports of petroleum products and petrochemi-
cals amounted to 9.2 million tonnes and 7.8 million
tonnes. Customs duties on exports of oil, petroleum
products and petrochemicals amounted to US$ 3.3
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billion in 2011 and US$ 2.1 billion in 2010. In May
2011, according to a decision of the Government of
the Russian Federation, prohibitive export tariffs on
commercial and straight-run gasoline amounting

to 90% of the crude oil export duty were introduced.
Decree No.716 of the Government of the Russian
Federation, dated August 26, 2011, introduced a

new system for calculating export duties on oil and
petroleum products, the 60-66-90 system. Under
this new scheme, the oil export tariff was lowered by
reducing the interest rate on the margin between the
oil monitoring price and the oil cutoff price from 65%
to 60%. Export duties on light and heavy petroleum
products, which had amounted to 66% and 46.7%

of the crude oil duty, respectively, were unified at
66% of the crude oil duty. The gasoline export duty
remained at 90% of the crude oil tariff. Besides, the
Decree stipulates an increase in the export duty on
heavy petroleum products up to the crude oil duty, to
take effect in 2015. The amount of Bashneft's losses
caused by the new tariff scheme depends, first and
foremost, on oil prices, and, according to the Group's
estimates, will total about US$ 150 million per year.
There is no guarantee that export duties on oil and/
or petroleum products will not grow faster than oil/
petroleum products prices due to possible changes in
the policy of the authorities. Such changes may have
a negative impact on the Group’s performance and
financial strength.

RISKS RELATED TO CHANGES IN
ANTIMONOPOLY LEGISLATION

According to the Group’s estimates, Bashneft has
market shares of 12.7%, 6.3% and 12.4% in gasoline,

diesel fuel and fuel oil markets, respectively. Therefore,

additional requirements aimed at protecting competi-
tion apply to the Group’s operations in this sector. This
creates risks related to changes in antimonopoly laws.
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Presently, there is a risk that antimonopoly legislation
and law enforcement might become stricter with re-
spect to oil companies. The Government of the Russian
Federation has initiated a number of amendments to
legislation that make procedures for proving viola-
tions significantly easier and give additional powers to
regulatory bodies.

RISKS RELATED TO LAWS ON MINERAL RIGHTS
AND LICENSING

Most hydrocarbon production licences held by the
Group are valid until 2014 - 2030. Licence agreements
provide for a possible renewal until the commercial
development of the oil and gas fields is completed,
provided that the licence holder complies with the
conditions of the licence agreement. The Group
believes that it complies with all significant aspects
of the conditions under the licence agreements and,

if necessary, will be able to renew the licences for

the fields under development. No licences have ever
been revoked from the Group. At the same time, there
is no guarantee that the Group's licences won't be
suspended, changed or revoked before they expire.
Suspension, limitation or revocation of licences im-
portant for the Group’s operations may have a nega-
tive impact on Bashneft's performance and financial
situation.

In February 2011, after an auction that took place in
December 2010 and based on decree No.152-p of the
Government of the Russian Federation, dated Febru-
ary 7, 2011, the Federal Subsoil Resources Manage-
ment Agency (Rosnedra) granted JSOC Bashneft

the licence for the federal subsoil area including the
Trebs and Titov oilfields. JSOC Bashneft paid 18.476
billion roubles for the licence. Bashneft's licence is
valid for 25 years. In April 2011, JSOC Bashneft and
0JSC Lukoil signed an agreement on the creation of
a joint venture to develop these oilfields. In December
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2011, the licence was transferred to LLC Bashneft-
Polyus, which was a wholly owned subsidiary of JSOC
Bashneft as of the reissue date. Besides, in Decem-
ber 2011, the joint venture agreement between JSOC
Bashneft and OJSC Lukoil and the purchase agree-
ment, under which 0JSC Lukoil bought a 25.1% share
in LLC Bashneft-Polyus, were signed.

At the beginning of March 2012, a State Duma deputy
sent a request to the Government of the Russian
Federation, asking to verify the legality of the transfer
of the licence for these fields to LLC Bashneft-Polyus.
On March 14, 2012, a minority shareholder of JSOC
Bashneft brought an action against Rosnedra in the
Moscow Commercial Court, claiming that Rosnedra’s
order to transfer the licence to LLC Bashneft-Polyus
was invalid. In the course of investigation of the claim,
on May 21, 2012, a representative of the Federal Sub-
soil Resources Management Agency announces that
the order to transfer the licence to LLC Bashneft-Pol-
yus had been cancelled on May 18, 2012. As a result
of this decision, the license shall be returned to JSOC
Bashneft. The Moscow Commercial Court made a
decision to discontinue the proceedings.

The transfer of license from JSOC Bashneft to LLC
Bashneft-Polyus and the subsequent sale of a 25.1%
share in LLC Bashneft-Polyus to 0JSC Lukoil were
aimed at promoting the efficient implementation

of a large-scale project involving an experienced part-
ner who owns well-developed infrastructure in the
region. These activities served the interests of both
JSOC Bashneft's and 0JSC Lukoil's shareholders.

JSOC Bashneft will firmly stick to the decisions

of state regulatory bodies and will fully comply with
the license requirements for the development of the
Trebs and Titov oilfields. JSOC Bashneft intends

to discuss with OJSC Lukoil the possible ways of fur-
ther cooperation in the development of the Trebs and
Titov oilfields.
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JSOC Bashneft estimates the possibility of an un-
favourable course of events in connection with the
licence for the Trebs and Titov oilfields as low but
does not rule out the possibility that the development
licence may be revoked, suspended or limited. Such a
decision could have a negative impact on Bashneft's
performance and financial situation, given the costs
already incurred in order to purchase the licence, the

PRODUCTION RISKS

ENVIRONMENTAL RISKS

Bashneft Group's operations are often potentially
hazardous and entail the risk of civil liability for dam-
age to environment. The risk is further increased by
emergency response costs.

The Group accepts risks related to environmental re-
sponsibility. Bashneft's environmental policy is aimed
at complying with the requirements of applicable en-
vironmental legislation by meeting all environmental
regulations. To achieve this, Bashneft makes sizeable
investments in environmental protection, including
technologies which minimize adverse environmental
impact. In 2011, these investments amounted to 2.1
billion roubles, in 2010 - 1.9 billion.

These activities significantly reduce the probability of
risk events related to environmental pollution.

Stricter environmental protection requirements and
the need for emergency response activities in case of
industrial accidents may have a significant nega-

tive impact on the Group's financial performance.
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works that have been performed and the arrange-
ments that have been made. This may also make
JSOC Bashneft less competitive, influencing its ability
to build up hydrocarbon reserves and boost produc-
tion in the future.

The Group does not hold any licences for operations
in foreign markets, thus there are no licence risks
related to foreign markets.

Financial performance may be indirectly influenced by
a damaged reputation and by actions of authorities in
case of such risk events. There is a risk that produc-
tion facilities in some of the Group’s operating regions
won’t meet new environmental standards, which will
result in additional upgrade costs and thus affect
financial performance.

RISK OF ACCIDENTS DURING OIL
PRODUCTION, HYDROCARBON REFINING AND
MARKETING PROCESSES

Bashneft's operations involve operating technologi-
cally complex production equipment. Emerging risks
related to failure of production equipment may stop
production facilities and prevent the Group from
achieving planned operating and financial results,
may cause damage to human health and result in
liability to third parties.

To minimize the consequences of such risks, Bash-
neft uses an integrated insurance system includ-
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PRODUCTION RISKS

ing property insurance, liability insurance, etc. This
system is considered to be one of the most important
mechanisms ensuring the Group's steady strategic
development in the long term, protecting the Group
against non-refundable losses resulting from indus-
trial accidents.

Bashneft's insurance activities are based on uni-
form principles and an integrated insurance process
methodology and are comprehensive. They include

a system for monitoring insurance risks, insurance
contracts and insurance quality, based on a list of
requirements and criteria for assessing the quality
(reliability) of insurance companies and their services.
In 2010 and 2011, a technical examination of Bash-
neft Group's engineering risks was conducted. This
examination showed that overall the Group's risks of
property loss did not exceed the world's average for
oil production, refining and petrochemical companies.

Risk management measures resulted in Bashneft's
high-quality insurance protection, effectively protect-
ing all rights and interests of the shareholders con-
cerning the safeguarding of assets and prevention of
non-refundable losses caused by industrial accidents.
Further, the Group's industrial safety system involves
continuous equipment monitoring, an equipment up-
grade programme, measures for preventing industrial
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accidents and further reduction of risk levels.

Corporate policies on industrial accident prevention
are being continuously improved and shall minimize
the possibility of risk of emergency situations during
the Group’s operations.

However, there is no guarantee that such emergency
situations will not arise at one of the Group's facilities
where the required compensation will be so great that
will exceed Bashneft's insurance coverage. This may
have a negative impact on the Group's performance
and financial strength.

CONSTRUCTION RISKS

When implementing investment projects aimed at
oilfield development, upgrading its refining capaci-
ties, constructing filling stations, etc., the Group
faces the risk that facilities may not be brought into
operation in time. Key factors contributing to this
risk are planning errors, contractor performance
and risks caused by the condition of infrastructure.

Bashneft considers the management of this risk

a high priority. Therefore, the Group thoroughly
prepares projects, selects reliable suppliers and
contractors, acquiring guarantees that they will ful-
fil their obligations, and creates partnerships with
infrastructure operators.
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CORRUPTION RISK

JSOC Bashneft follows a zero tolerance
policy towards all forms and manifesta-
tions of corruption. The President and all
senior executives of the Company estab-
lish an ethical standard of zero tolerance
to corruption in any form at any level set-
ting an example by their own behaviour.

The Company has adopted an Anti-
corruption Policy. Its aim is to define the
main rules, standards and principles

for preventing, combating and detecting
cases of corruption or bribery. There is a
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Company hotline for reporting commit-
ted or potential violations.

JSOC Bashneft continually monitors
corruption risks. Based on risk analysis
results, the Company has developed and
implemented reasonable procedures for
preventing corruption that comply with
international requirements. The Com-

pany also monitors their implementation.

These procedures include due diligence,
which involves an assessment of the
contractors’ tolerance to bribery.
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@ DISCLOSURE OF INFORMATION

As for the disclosure of information,
JSOC Bashneft is guided by the Federal
Law on the Securities Market, by the
Federal Law on Joint-Stock Companies,
by the Regulations on Information Dis-
closure by Securities Issuers approved
by order No.11-46/pz-n of the Federal
Financial Markets Service, dated Octo-
ber 4, 2011. The Company is also guided
by the requirements of stock exchanges
where its shares are traded and by other
requirements and regulations.

On October 3, 2011, JSOC Bashneft's
Board of Directors adopted the Regulation
on Information Policy of JSOC Bashneft.

JSOC Bashneft's information disclosure
policy is based on the following princi-
ples: regularity, immediacy, accessibility,
reliability and integrity and complete-
ness. The Company ensures a timely and
complete disclosure of information about
all aspects of its operations to the stake-
holders (except when the information
constitutes trade secret).

The main channel of information dis-
closure is JSOC Bashneft's corporate
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website (http://www.bashneft.ru, http://
www.bashneft.com). The website con-
tains information about material facts,
events, governance structure and finan-
cial and operating results of the Com-
pany. The Charter and other internal
documents, annual reports, quarterly
financial reports under Russian Account-
ing Standards, quarterly IFRS financial
reports, press releases, presentations,
the corporate newspaper, data on af-
filiated persons and other information
which could possibly influence the value
of JSOC Bashneft's shares are also avail-
able on the website. The corporate site is
updated regularly.

The Company also organizes meetings
with investors and shareholders, tel-
ephone conferences and press confer-
ences. At a request from shareholders,
the Company provides copies of internal
documents, documents and materi-

als concerning the General Meeting of
Shareholders, lists of affiliated persons
and other documents as required by the
Federal Law on Joint-Stock Companies.

GROWTH




REPORT OF THE BOARD OF DIRECTORS
ON THE RESULTS OF DEVELOPMENT IN THE KEY

AREAS OF BUSINESS

N 2011, THE BOARD OF DIRECTORS HELD

24 MEETINGS: SEVENTEEN IN THE FORM

OF JOINT PRESENCE AND SEVEN BY AB-
SENTEE VOTING.

In the reporting period, the Board of
Directors focused its attention on the
following issues: integrated strategic

development of the Company, corporate
structure and corporate governance,
financial and economic operations,
investment activities, human resources
policy and other topics within its compe-
tence, such as approval of transactions
and revised versions of regulations and
rules.

IN TERMS OF PRODUCTION, BASHNEFT'S
DEVELOPMENT STRATEGY INVOLVES STABILIZATION
OF OIL PRODUCTION AT EXISTING OILFIELDS

AT A LEVEL OF 15 MILLION TONNES PER YEAR

AND LAUNCHING PRODUCTION AT THE TREBS

AND TITOV OILFIELDS
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REPORT OF THE BOARD OF DIRECTORS
ON THE RESULTS OF DEVELOPMENT IN THE KEY

AREAS OF BUSINESS

® STRATEGIC DEVELOPMENT
OF JSOC BASHNEFT

At the meeting on December 26, 2011,
the Board of Directors of JSOC Bashneft
approved the Development Strategy of the
Group until 2016. The Strategy is aimed at
increasing Bashneft's value by boosting
hydrocarbon production and building up
oil and gas reserves, diversifying produc-
tion assets and implementing the pro-
gramme for refinery upgrades, developing
the Group’s own retail network in various
regions of Russia and enhancing the ef-
ficiency of the entire value chain.

In terms of production, Bashneft's De-
velopment Strategy involves stabiliza-

tion of oil production at existing oilfields
at a level of 15 million tonnes per year
and launching production at the Trebs
and Titov oilfields. At the same time the
Group Is planning to implement a large-
scale geological exploration programme
In its key operating region, the Republic

of Bashkortostan, and hopes to acquire
licences for a number of oilfields in other
regions. After 2016, the Group’s hydrocar-
bon reserves are expected to increase sig-
nificantly due to these measures, includ-
Ing exploration of unconventional reserves
in the Republic of Bashkortostan. In the
sphere of refining and marketing, the
Strategy involves refinery upgrades, which
will increase the competitiveness and
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value of manufactured petroleum prod-
ucts, expansion of the Company’s own
retail network as well as enhancement
of efficiency of all marketing channels
and the development of export logistics.
The Board of Directors also approved the
Group's Business Plan for 2012 includ-
ing a capital investment programme. The
Board of Directors regularly discusses
implementation of the Strategy in the
main areas of operations at its meetings.

In February 2012, the Board of Directors
discussed implementation of the action
plan on monitoring the Company’s key
material flows. The action plan, which
was launched at the end of 2010, includes
the minimization of losses during produc-
tion, transportation and storage of petro-
leum products, an increase in the accura-
cy of metering commercial and interplant
flows of raw materials, semi-finished and
finished products and more transparent
cost accounting.

Under the programme for development
of JSOC Bashneft's retail network and
introduction of a new corporate style, the
Board of Directors approved the concept
of filling stations design and a schedule of
rebranding measures.
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REPORT OF THE BOARD OF DIRECTORS
ON THE RESULTS OF DEVELOPMENT IN THE KEY

AREAS OF BUSINESS

® CORPORATE STRUCTURE

In March 2012, the Company’s Board of
Directors made a decision to reorganize
the Company through legal merger of
its subsidiaries, 0JSC Ufimsky refinery
plant, 0JSC Novoil, 0JSC Ufaneftekhim,
0JSC Bashkirnefteprodukt, and 0JSC
Orenburgnefteprodukt, with Bashneft.
The Board of Directors also approved

an Agreement on the legal merger of
the aforementioned subsidiaries and
conversion ratios for the merger. The
Board of Directors also set the prices for
their ordinary and preferred shares to be
repurchased at the request of the share-
holders who either did not cast a vote, or
voted against the reorganization. In April
2012, the Agreement on legal merger
was approved at the extraordinary gen-
eral meeting of shareholders of JSOC
Bashneft and extraordinary general
meetings of shareholders of the com-
panies to be merged with Bashneft. The
consolidation is aimed at increasing the
transparency of the Company 's opera-
tions as well as enhancing its efficiency
and the quality of corporate governance.

The Board of Directors also approved

an action plan to hand over the pow-

ers of the sole executive body of 0JSC
Ufaorgsintez to the managing company
0JSC United Petrochemical Company,
the establishment of which was approved
by the Board of Directors in September
2011.

o4

The Board of Directors approved the
implementation status of the Company’s
functional strategy on managing oilfield
service companies and the measures for
Implementing it. In accordance with the
strategy, Bashneft will establish 100%
subsidiaries that will operate as service
companies forming an indispensable
part of the production process (such as
refinery service, communications and IT,
research and development, and energy
service).

The strategy also involves establishing
an oilfield service holding company in
the current year on the basis of market-
oriented oilfield service companies that
specialize in drilling, well workover,
oilfield equipment manufacturing, tech-
nical support for production, capital and
road construction and transport. In the
future Bashneft is planning to divest the
companies which form part of the hold-
Ing company in order to enhance their
operational efficiency and create a com-
petitive environment in line with interna-
tional practices.

In accordance with the decision made
by the Board of Directors in May 2012,
the stake of JSOC Bashneft and its
subsidiaries (0JSC Ufimsky refinery
plant, 0JSC Novoil, 0JSC Ufaneftekhim)
in the authorized capital of 0JSC Sis-
tema-invest increased to 49.4%. This
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was achieved by converting the shares
of CJSC Bashkir United Energy Sys-
tems, CJSC UNKH-Energolnvest, CJSC
UNPZ-Energolnvest and CJSC Novoil-
Energolnvest owned by Bashneft and
its subsidiaries into the shares of 0JSC

tal). As a result of the merger with 0JSC
Sistema-invest, the aforementioned
companies (CJSC Bashkir United En-
ergy Systems, CJSC UNH-Energolnvest,
CJSC UNPZ-Energolnvest and CJSC
Novoil-Energolnvest] ceased to exist.

THE MAIN OBJECTIVES OF THE CONSOLIDATION
INCLUDE ENHANCING EFFICIENCY THROUGH
IMPROVEMENT OF CORPORATE STRUCTURE,
INCREASING THE LIQUIDITY OF JSOC BASHNEFT'S
SHARES, PROTECTING THE RIGHTS OF

MINORITY SHAREHOLDERS, INCREASING THE
TRANSPARENCY OF BASHNEFT'S OPERATIONS
AND ENHANCING THE QUALITY OF CORPORATE
GOVERNANCE

This decision enabled JSOC Bashneft to
pursue its strategy on assets optimiza-
tion by increasing its stake in the au-
thorized capital of OJSC Sistema-invest,
which has interests in Bashneft's sub-

Sistema-invest. As a result of the con-
version, Bashneft's stake in the author-
ized capital of 0JSC Sistema-invest
totals 26.7%, its stake of 0JSC Ufimsky
refinery plant amounts to 7.3%, 0JSC

Novoil holds a 7.3% stake and the stake sidiaries.
of OJSC Ufaneftekhim represents 8.1%
(total of 49.4% of the authorized capi-
.
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REPORT OF THE BOARD OF DIRECTORS
ON THE RESULTS OF DEVELOPMENT IN THE KEY

AREAS OF BUSINESS

® CORPORATE MANAGEMENT

In the reporting period the Company's
Board of Directors worked consistently to
revise internal documentation in a timely
and precise manner. Upon the recom-
mendation of the Board of Directors, the
General Meetings of Shareholders ap-
proved the amendments to the Company’s
Charter. At the meetings held on January
19 and October 3, 2011, it was decided to
convene Extraordinary General Meetings
of Shareholders with a relevant agenda.
The new version of the Charter was
prepared in line with the amendments to
the legislation of the Russian Federation
which regulates operations of the open

(new version];

(new version).

Compliance with the aforementioned
regulations was regularly discussed at
the meetings of the Board of Directors.

In July 2011, the Board of Directors
approved the Regulations on Dividend
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joint-stock companies in relation to the
dates of and procedures for dividend pay-
ment and determining the number of the
Company’s authorized shares. A number
of adjustments are related to the Group’s
operational development.

Over the year the Company’s Board of
Directors made decisions on improving
organizational structure and corporate
governance (including reducing the mem-
bership of the Management Board from
thirteen to nine members) and approved
the following internal documents:

THE ANTI-CORRUPTION POLICY OF JSOC BASHNEFT;

THE CODE OF CORPORATE CONDUCT OF JSOC BASHNEFT;
THE CODE OF ETHICS OF JSOC BASHNEFT;
REGULATIONS ON INSIDER INFORMATION OF JSOC BASHNEFT;
REGULATION OF THE INFORMATION POLICY OF JSOC BASHNEFT;
REGULATIONS FOR THE CORPORATE SECRETARY OF JSOC BASHNEFT

REGULATIONS ON BONUSES FOR EMPLOYEES OF JSOC BASHNEFT

Policy of JSOC Bashneft, which was
developed in compliance with legisla-
tion of the Russian Federation, the
Charter and internal documents of the
Group. The Regulations stipulate the
main approaches of the Board of Direc-
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tors to developing recommendations on
the size of dividends of the Company’s
shares, the procedure and form of pay-
ment while taking into consideration the
interests of all groups of shareholders.

In the reporting period, the Company
attached great importance to the selec-
tion and appointment of employees to
the Company’s regulating bodies.

In January 2012, the Board of Direc-
tors approved the Standard on the
Credit Policy of JSOC Bashneft in order
to improve corporate governance and
enhance the transparency of the deci-
sion-making process on the issues of
debt and cash management. The Stand-
ard outlines the Company’s policy with
respect to the distribution of authority
when making decisions on obtaining
credits and loans, issuing and discount-
ing bills, using and providing guarantees
and pledges, accepting guarantees and
letters of credit, placing funds in bank
deposits, granting loans, and investing
In securities.

Under the aforementioned Standard,
the Company’s President has a right to
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conduct such transactions on the Com-
pany's behalf provided that the transac-
tion amount does not exceed US$ 100

million. Otherwise, the decision on con-
cluding/approving such deals is taken in
accordance with the Company’s Charter.

In accordance with the Charter, the
Company cannot conclude deals which
include the following:

® [nvestments in the shares and interests
of investment funds unless they are con-
trolled by the companies of the Group;

® Operations with any kinds of derivatives
except for risk hedging instruments;

@® Operations with precious metals and
other commodities, including operations
with commodity derivatives or ware-
house certificates, such as using items
which contain precious metals as col-
lateral or as a metal to be put into an
account or deposit;

® Financial instruments with low capital
protection;

® [nvestments in instruments if their issu-
ers or issuers of their underlying assets
are insolvent or bankrupt or if there is a
risk of a default, bankruptcy or liquida-
tion.
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REPORT OF THE BOARD OF DIRECTORS
ON THE RESULTS OF DEVELOPMENT IN THE KEY

AREAS OF BUSINESS

® FINANCIAL AND INVESTMENT

ACTIVITIES

On July 22, 2011, the Board of Direc-
tors approved the decision to issue
securities and prospectuses for series
04 and 05 bonds and series BO-01,
B0O-02, BO-03 and BO-04 exchange-
traded bonds. Series BO-01 exchange-
traded bonds (identification number
of the issue 4B02-01-00013-A as of

acquire series 01, 02 and 03 certifi-
cated interest-bearing non-convertible
bearer bonds with a par value of 1,000
roubles (state registration numbers
4-01-00013-A as of November 17,
2009, 4-02-00013-A as of November
17, 2009, and 4-03-00013-A of Novem-
ber 17, 2009, respectively).

August 29, 2011) were issued on De-
cember 6, 2011. At a scheduled meeting in October
2011, the Board of Directors discussed
the results of implementation of in-
vestment projects and programmes
for long-term capital investments

since 2010.

The report on the issue of series 04
corporate bonds was approved. At the
meeting in October 2011, the Com-
pany's Board of Directors decided to

NUMBER OF MEETINGS OF THE BOARD OF DIRECTORS

2009 2010 2011
Number of the Board meetings in the form of joint presence 7 13 17
Number of the Board meetings by absentee voting 15 11 7
Number of issues according to the schedule of the Board meetings 18 116 109
Number of issues considered at the Board meetings 57 161 258

o
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REPORT OF THE BOARD OF DIRECTORS
ON THE RESULTS OF DEVELOPMENT IN THE KEY

AREAS OF BUSINESS

® HUMAN RESOURCES

In February 2012, the Board of Direc-
tors examined and approved the Group's
functional strategy on human resources
management. Bashneft's policy involves
recruiting, training and retaining key
employees who contribute to the Group’s
shareholder value. At present, Bashneft
successfully implements modern HR
processes, such as recruitment, employee
training and development systems and
employee incentive programmes.

The Group's key strategic goals in the HR
sphere include meeting the demand for
highly qualified personnel by develop-

ing its internal talent pool, training young
specialists and working with students,
as well as developing a comprehensive
incentive programme for improving em-
ployee performance.

In November 2011, the Board of Directors
considered the Company’'s HSE strategy
and identified the following priorities in
the sphere: protecting the employees’ life
and health, ensuring their safety in case
of emergencies; addressing environmen-
tal issues; ensuring that the Company’s
HSE performance meets the strictest
standards.
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RESERVES:

AS OF DECEMBER 31, 2011, THE PROVED RESERVES

OF BASHNEFT GROUP AMOUNTED TO 1,983.5 MILLION
BARRELS OF OIL, WHICH EXCEEDS THE LEVEL OF 2010
BY 3.8%. THE RESERVE REPLACEMENT RATION TOTALED
APPROXIMATELY 165%. THE RESERVES-TO-PRODUCTION
RATIO IS 18 YEARS.

THE STRUCTURE OF BASHNEFT

GROUP INCLUDES THREE REFINERIES:

0JSC UFANEFTEKHIM, 0JSC UFIMSKY
REFINERY PLANT, 0JSC NOVOIL, AS

WELL AS A PETROCHEMICAL PLANT,

0JSC UFAORGSINTEZ. THE REFINERIES’
INSTALLED CAPACITY TOTALS 24.1 MILLION
TONNES. THE NELSON INDEX TOTALED 8.3,
WHICH IS ONE OF THE BEST RESULTS IN
RUSSIA. IN 2011, BASHNEFT GROUP REFINED
21.1 MILLION TONNES OF CRUDE OIL AT

ITS REFINERIES. REFINING DEPTH DURING
THE YEAR AMOUNTED TO 85.9%. THE LIGHT
PRODUCT YIELD IN THE REFINERIES AMOUNTED
T0 59.95%.

EB.QH;'" wyby ol wis
: = -_..

IN 2011, THE GROUP DELIVERED
APPROXIMATELY 15.1 MILLION TONNES OF
CRUDE OIL, INCLUDING 10.4 MILLION TONNES
OF CRUDE OIL SUPPLIED TO UFA GROUP FOR
REFINING. EXPORT SALES OF PETROLEUM
PRODUCTS AND PETROCHEMICALS
AMOUNTED TO 9.2 MILLION TONNES,
EXCEEDING THE AMOUNT OF 2010 BY 17.7%.
WHOLESALES OF PETROLEUM PRODUCTS
AND PETROCHEMICAL ON THE DOMESTIC
MARKET AMOUNTED TO 9.1 MILLION
TONNES, WHICH IS 12.7% LESS THAN IN

THE PREVIOUS YEAR. THE MAIN REASON
FOR THIS IS THE CONSIDERABLE GROWTH
OF THE RETAIL NETWORK. RETAILS SALES
THROUGH OUR OWN AND PARTNER FILLING
STATIONS IN 2011 AMOUNTED TO 1.0 MILLION
TONNES OF PETROLEUM PRODUCTS AND
PETROCHEMICALS, THUS EXCEEDING

THE AMOUNT OF 2010 BY 66,1%. IN THE
ACCOUNTING YEAR, THE GROUP INCREASED
THE NUMBER OF ITS FILLING STATIONS

TO 485.

@ OVERVIEW OF
— OPERATIONS



<« GEOGRAPHY OF ACTVITIES

OVERVIEW OF OPERATIONS
® LICENSING

As of December 31, 2011, JSOC

Bashneft held 309 development licences,
including 197 licences for oil and gas
production, 22 licences for geological
studies, exploration and production of
hydrocarbons, two licences for geological
studies, prospecting and evaluation

of hydrocarbon deposits and 88 other
licences not related to hydrocarbon
production. Most of JSOC Bashneft's

(e.g., the Republic of Bashkortostan and
the Nenets Autonomous District]. This
expansion is an integral part of JSOC
Bashneft's long-term development
strategy.

In 2011, the Company obtained seven
development licences. In the end
of November 2011, as a result of
auctions, three development licences

THE COMPANY IS CONSTANTLY EXPANDING

ITS PORTFOLIO OF GEOLOGICAL EXPLORATION
AND PRODUCTION PROJECTS BY OBTAINING

NEW LICENCES IN STRATEGICALLY IMPORTANT
REGIONS. THIS EXPANSION IS AN INTEGRAL PART
OF JSOC BASHNEFT'S LONG-TERM DEVELOPMENT

STRATEGY. IN 2011, THE COM
DEVELOPMENT LICENCES

licences for hydrocarbon production are
valid until 2014-2030.

The Company is constantly expanding

its portfolio of geological exploration and
production projects by obtaining new
licences in strategically important regions
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PANY OBTAINED SEVEN

for geological studies, exploration
and production of hydrocarbons

were obtained for the Vostochno-
Padimeiskiy (D1 resources totalling
0.6 million tonnes), Savatinskiy (D1
resources totalling 1.6 million tonnes)
and Narioyakhskiy (D1 resources

GROWTH

LOCATION OF BASHNEFT'S AREAS OF SUBSURFACE RESOURCES

BARENTS SEA

ROMAN TREBS
VARANDEY A1)

PETROLEUM

PIPELINE
AREA INCLUDING

TREBS AND TITOV

NARIOYAKHSKY

AREA .
< AREA

’ ’ SAVATINSKAYRE AREA

ANATOLY TITOV

FIELD
VOSTOCHNOPADIMEISKY

KARA SEA

YANGAREISKY

SIBRIYAGINSKY

D

NENETS AREA
AREA AUTONOMOUS DISTRICT

totalling 5 million tonnes) areas, as well
as for the area including the R.Trebs
and A.Titov fields, the auction for which
was held at the end of 2010. These areas
are located in the Nenets Autonomous
District. In August 2011, two licences

for geological studies, prospecting

and evaluation of hydrocarbon fields
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were obtained without tendering for

the Yarkeevskiy and Uzharovskiy areas

in the Republic of Bashkortostan. A
development licence for hydrocarbons
production was also obtained for the
Opalovoye field in the Republic of
Bashkortostan, following the discovery of
the field.

GROWTH




GEOGRAPHY OF ACTIVITIES
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OVERVIEW OF OPERATIONS

® LICENSING

IN FEBRUARY 2011, the Russian Federal Subsoil Re-
sources Management Agency granted JSOC Bashneft
a licence for a subsoil area of federal significance,
including the R.Trebs and A.Titov oilfields. The area of
the field is 2,151 sq.km. The total recoverable C1+C2
reserves under Russian classification are estimated
at 140.1 million tonnes. It is expected that oil pro-
duction at the Roman Trebs field will start in 2013,
and peak production will be achieved by 2018. The
cost of the area of federal significance, including the
Trebs and Titov fields, was paid in 2010 and totalled
18,476 million roubles and the licence was obtained
in 2011.

IN DECEMBER 2011, JSOC Bashneft won the develop-
ment licence auction for the Elanskiy (area —246.72
sq.km, recoverable C3 reserves — 1,775 million tonnes)
and Znamenskiy-1 (area—5.15 sq.km, recoverable C1
reserves — 0.341 million tonnes, C2 reserves —0.264
million tonnes) areas in the main production region,
the Republic of Bashkortostan. The Znamenskiy-1 area
is an extension of the Znamenskoye field developed by
Bashneft Group.

The cost of new areas in the Nenets Autonomous
District and the Republic of Bashkortostan acquired at
auctions in 2011 totalled 503.1 million roubles.

The Company continued to expand the portfolio of
licences in 2012. In January 2012, JSOC Bashneft won
the licence auction for the Priikskiy subsoil block in the
Republic of Bashkortostan. The one-time payment for
the Priikskiy block amounted to 17.0 million roubles.
The auction commission also recommended issuing

a five-year licence to Bashneft for geological studies
of the Zapadno-Kungakskiy subsoil block in the Re-
public of Bashkortostan without one-time payment
because the auction for geological studies, prospect-
ing, exploration and production of hydrocarbons in
this area was declared void. The Zapadno-Kungakskiy
block is located in the Askinskiy municipal district of
the Republic of Bashkortostan. In the North the area
borders with Biavashskoye oilfield, which was discov-
ered earlier and the development licence for which is
also held by JSOC Bashneft.

The new acquisitions in the Republic of Bashkorto-
stan comply with the strategy for expansion of the
resource base in the main operating region. It is ex-
pected that efficient implementation of a large-scale
geological exploration programme in the Republic
of Bashkortostan will enable Bashneft to maintain
the planned annual production volume of 15 million
tonnes in the medium term.

IN FEBRUARY 2012, JSOC Bashneft was declared
the winner of competition for the mineral rights of
the Yangareiskiy and Sibriyaginsky subsoil blocks in
the Nenets Autonomous District. The total cost of
the licences amounted to 4,513.3 million roubles.
The Yangareiskiy (area—2,268.0 sq.km, D1L re-
serves —8.4 million tonnes, D2 reserves — 17.8 million
tonnes) and Sibriyaginsky (area—1,118 sq.km, D1L
reserves — 0.8 million tonnes, D1 reserves — 0.3 mil-
lion tonnes, D2 reserves — 0.9 million tonnes) blocks
are located in the north-eastern part of the Nenets
Autonomous District. They are situated about 200 km
to the east of the Trebs and Titov fields and 20-80 km
to the north-east of the Savatinskiy and Vostochno-
Padimeiskiy subsoil blocks, licences for which were
obtained at auctions in 2011.

The acquisition of subsoil blocks in the Nenets Autono-
mous District proves that investments in the north of
the Timano-Pechora form part of a long-term strategy
that is not confined to the implementation of the large-
scale project at the Trebs and Titov fields. Bashneft
plans to expand the resource base in this region by
exploring the acquired areas, which the Group's geolo-
gists expect to contain considerable oil reserves.

IN 2011, the Company made amendments to its
current licences. 11 supplementary agreements on
oil and gas production licences and on licences for
geological studies, exploration and production of
hydrocarbons were registered.

IN 2011, the development licences for the Akseno-
vskiy and Zapadno-Veselovskiy blocks were returned
as they were found to be unproductive. At the begin-
ning of 2012, the Company submitted an application
for waiver of its development licence for geological
studies, exploration and production of hydrocarbons at
the Borovoy subsoil block which was considered to be
unproductive. From January 1, 2012, the Company re-
turned licences for the Aznaevskoye and Goncharovs-
koye fields as their development was unprofitable. The
Company submitted an application for suspending its
development licence for the Karakulskoye field until
January 1, 2014.

JSOC Bashneft ensures that its operations meet the
high standards of the licence holder’s responsibility
and the principle of strict compliance with all licence
requirements. In 2011, supervisory bodies in the
sphere of mineral rights did not perform checks on the
Group’s compliance with licence requirements and its
environmental activities.

LICENCES OF BASHNEFT GROUP BY OPERATING REGIONS, AS OF DECEMBER 31, 2011

MOVEMENT IN LICENSES OF JSOC BASHNEFT

.......................................................................................................................................................... GEOLOGICAL STUDIES
OIL & GAS OIL & GAS PROSPECTING '
DECEMBER 31 DECEMBER 31 EXPLORATION AND PRODUC-
TYPE OF LICENCE ’ | ED REVOKED ’
.......................... o e 2010 PRODUCTION AND EVALUATION TION OF HYDROCARBONS
O|l&gasproduct|on ....................... 1961 ........................ F 197 .......... Republic of Bashkortostan 193 2 16
_0il & gas prospecting and evaluation [ 2 /2 PP
Geological studies, exploration 19 P (1) 29 Nenets Autonomous District - - 4
Land production Of Ny dr0CarD oS e e Republic of Tatarstan 1 . _
Other """"""""""""""""""""""""""""""""""""""""" 75 """"""""""""""" 1 5[2]88 ......................... P P P
TOTAL 291 22 (4) 309 Khan}ty—Mana Autonomous 3 ~ '
ST C IYUGTa) e e
* Licences for the Aznaevskoye and Goncharovskoye oilfields were returned on January 1, 2012, as the development of these fields is unprofitable. Orenburg Region - - 1
** The table contains only the data on licences of JSOC Bashneft and LLC Bashneft-Polyus. The reserves of other subsidiaries total about 1% of the TOTAL 197 2 22

Group's reserves.
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OVERVIEW OF OPERATIONS
® GEOLOGICAL EXPLORATION

Efficient geological exploration, . THE MAIN REGIONS OF OIL EXPLORATION was determined by the following which substantially reduced exploration
including seismic survey, deep . INCLUDE: factors: drilling volumes during these years.
explgratlon drllllr_\g,_geochemlcal _ . @ THE REPUBLIC OF BASHKORTOSTAN, ® Formations were prepared based on the . In 2011, mineral exploration was
stud|e§ a_nd spemahzeq research. s key - @ THE NENETS AUTONOMOUS DISTRICT, data of previous years’ seismic surveys; . carried out mainly in two regions: in
to achlev!ng.the. Group's strategic goals . @ THE KHANTY-MANSI AUTONOMOUS ® Exploration drilling at the Trebs and Titov . the Republic of Ba;hqutostan and at
Qf reple.msh|hng its resoufrce basfe ind : DISTRICT (YUGRA, fields was carried out: . the Roman Trebs field in the Nenets
Increasing the recovery factor of the 3 : . e : istri
L L 3 Y . ® THE ORENBURG REGION. ® Exploration plans for existing oilfields for : Autonomous District.
existing oilfields. Special attention has : . : :
: . : : : _ 2009-2010 were reviewed and adjusted, :
been paid to ensuring environmental : In 2011, prospecting and exploration
safety and.mtroducmg advanced . drilling (without further exch_)rann_] KEY METRICS OF GEOLOGICAL EXPLORATION OF BASHNEET GROUP
technologies. o totalled 29,000 M in COMParison With ettt
: 6,800 m in 2010. A substantial increase METRIC UNIT ACTUAL,  ACTUAL, PLAN,
in prospecting and exploration drilling OO OO BSOSO L1 SOOI L 2012 .
EXPLORATION DRILLING - ths m 6.8 29.0 253
in t_he R_epub_tic o_f Bashkortosta_n _ _ _ ths m 6 8 24 8 _ 16 8_ _
TRENDS IN PROSPECTIVE TRENDS IN 3D SEISMIC EXPLORATION E e et O OO et s S ] SEC R B2
AND EXPLORATION DRILLING t WELLS DRILLED . U 2 LSS 10
¢ in the Republic of Bashkortostan and the Orenburg
: Redion unit 2 13 8 :
THOUSAND L et :
METERS 29 0 5Q. KM : Inthe Nenets Autonomous District unit - o 2
30 ’ 1,600 1,513 : WELLS COMPLETED - unit 2 7 13
1,400 in t_he R_epub_lic of Bashkortostap _ _ _ unit __2 __7 o
2 . 01_‘ whi_ch were p_roductive _ _ _ _ unit __2 __3 _ 13_ o
1200 ¢ inthe Nenets Autonomous District unit - - - :
20 e
1,000 © SEISMICSURVEY,INCLUDING:
15 800 2B leommon-depth pointl e 0SB RM I S e
¢ - 3D [common-depth point) sq.km 363 265 1,513 :
10.5 - S commen: e RO e SRR B :
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OVERVIEW OF OPERATIONS
® GEOLOGICAL EXPLORATION

As of January 1, 2012, more than 81.4%
of initial potential oil resources in
Palaeozoic sediments of the Republic of
Bashkortostan had been explored.

Nevertheless, although a major
portion of the subsoil has already been

In 2012, Bashneft plans to conduct
the following activities in the Republic
of Bashkortostan and the Orenburg
Region:

® Drilling of eight prospecting and
exploration wells totalling 16,800 m;

AS OF DECEMBER 31, 2011, PROVED OIL

RESERVES OF BASHNEFT GROUP AMOUNTED

T0 1,983.0 MILLION BARRELS, WHICH IS 3.8% HIGHER
COMPARED TO THE PREVIOUS YEAR. THE RESERVE
REPLACEMENT RATIO WAS ABOUT 165%. THE GROUP
HAS THE RESERVES-TO-PRODUCTION RATIO OF

18 YEARS ACCORDING TO RESULTS OF THE YEAR

thoroughly explored, there remains

a potential for replenishing oil and

gas reserves by developing difficult-
to-recover reserves and resources
contained in Permian sediments. These
can be accessed by implementing the
Comprehensive Geological Exploration
Programme in the Republic of
Bashkortostan and studying Palaeozoic
Domanic facies of the Volga-Ural oil
province in order to discover reserves in
unconventional reservoirs.
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® Deepening of seven wells in order
to study the potential of underlying
formations;

@ Tests at twenty wells in order to study
the potential of overlying undeveloped
formations;

@ 3D seismic surveys (common-depth
point] totalling 913 sq. km;

® Using vertical seismic profile at five
wells.

In 2011, the first exploration well totalling
4.2 kilometres was drilled at the Trebs

GROWTH

field in the Nenets Autonomous District.
A flow string of oil was obtained in Silurian
sediments and development continues.

In 2012, Bashneft plans to drill two
exploration wells totalling 8.500 m and to
carry out 3D seismic surveys (common-
depth point] totalling 600 sqg. km

3D seismic surveys (common-depth point]
are used in order to determine objects for
prospecting drilling more precisely.

In 2011, prospecting and exploration
drilling in the Republic of Bashkortostan
totalled 24,800 m, 13 prospecting and

exploration wells were drilled, seven of
which were completed and tested, and three
of them produced commercial oil flows.

Prospecting drilling resulted in the discovery
of two oil deposits whose C1 reserves under
Russian classification totalled 739,000
tonnes with recoverable reserves amounting
to 275,000 tonnes (increase in reserves
achieved at one well).

In 2011, the area covered by 3D seismic
surveys (common-depth point) totalled 265
sq. km. As a result of seismic surveys, nine
prospective formations were prepared with
total oil resources of 7,069,000 tonnes.
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OVERVIEW OF OPERATIONS
@ RESERVES

As of January 1,2012, the GI"OUp'S assets included 190 oilfields, including: According to the results of the independent audit of ing to 420.3 million barrels and possible reserves
reserves conducted by Miller and Lents, Ltd. us- amounting to 582.5 million barrels.

® 180 FIELDS IN THE REPUBLIC OF BASHKORTOSTAN, ing the PRMS Classific;ation, as of December 31, : Thus, the total audited reserves of the Group as of
2011, Bashneft Group's proved reserves amounted . December 31, 2011 amounted to 2,986.3 million bar-

® THREE FIELDS IN THE ORENBURG REGION, to 1,983.5 million barrels of oil, which is 3.8% higher L ool T

@ FIVE FIELDS IN THE KHANTY-MANSI AUTONOMOUS DISTRICT ~YUGRA, than in the previous year. The reserve replacement : | | _
ratio was about 165%. At the end of the year, the : The audit results presented do not include potential

® TWO FIELDS IN THE NENETS AUTONOMOUS DISTRICT, Group’s reserves-to-production ratio was 18 years. reserves of the Trebs and Titov oilfields. At these fields

@ A PART OF THE LARGE TUIMAZINSKOYE FIELD IN THE REPUBLIC OF TATARSTAN. As of December 31, 2011, probable and possible . Millerand Lents, Ltd estimated 3C contingent resourc-

es and prospective oil resources of Bashneft Group
according to the PRMS classification at 548 million
barrels of oil and 46 million barrels of oil, respectively.

reserves of Bashneft Group totalled 1,002.8 million

166 Groups oilfields are in commercial production. - :
barrels of oil, including probable reserves amount-

OIL RESERVES ACCORDING TO THE PRMS CLASSIF:ICATION

MILLION
BARREILS
GEOGRAPHY OF JSOC BASHNEFT'S RESERVES 4000
AS OF DECEMBER 31, 2011 ' @ PROVED
3,500 .|.1 _30/0 @ PROBABLE
T . 2,986.3
5,000 2,947.2 @ rossiBLE
PART OF TUIMAZINSKOYE TREBS AND TITOV FIELDS IN THE NENETS 2,500
FIELD IN TATARSTAN AUTONOMOUS DISTRICT (TWO FIELDS) :
2,000
1,500
FIVEFIELDS 1,000
IN THE KHANTY-MANSI :
AUTONOMOUS
- 500
0 ................
y 3 ¢ INDEX AS OF DECEMBER AS OF DECEMBER AS OF DECEMBER
THREE FIELDS IN THE FIELDS : L oeeeeoeeses e s s e s e st saess s eos e 31,2009 31,2010 3,20
. ORENBURG REGION IN BASHKORTOSTAN i Share of the audited reserves in total ABC, 70.0% 96.6% 98.9%
00000000000 T " i resource base
.......... Share of the audited fields in total annual 81.0% 98.5% 99.7%
production
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OVERVIEW OF OPERATIONS
® RESERVES

All of the Group's hydrocarbon reserves
are conventional. About 67% of
recoverable reserves are situated in
terrigenous deposits, and the remaining
33% are located in carbonate reservoirs.
38.5% of residual reserves are in
reservoirs with low permeability that

...................................................................

MAIN FIELDS CURRENTLY DEVELOPED
BY THE GROUP

The Arlanskoye field (with an area of

131,600 hectares] is located in the Kras-
nokamsky, Kaltasinsky, Byraevsky, Ilishevsky
and Dyurtyulinsky Districts of the Republic of
Bashkortostan. The field was discovered in

DEVELOPMENT OF THE TREBS AND TITOV FIELDS

In February 2011, JSOC Bashneft obtained an explo-
ration and development licence for an area including

the Trebs and Titov oilfields in the Nenets Autono-
mous District.

In April 2011, JSOC Bashneft and 0JSC LUKOIL
signed an agreement on the creation of a joint ven-

In December 2011, JSOC Bashneft and 0JSC LUKOIL

signed an agreement under which 0JSC LUKOIL
acquired 25.1% stake in LLC Bashneft-Polyus which
is a development licence holder for the subsoil area
including the Trebs and Titov oilfields, and a joint
venture agreement. The transaction amounted to

4.8 billion roubles. LLC Bashneft-Polyus also signed
an agreement under which LLC LUKOIL-Komi sold
29 prospecting and exploration wells to it at the listed
oilfields for US$ 60 million.

contain heavy oil. 1954, and development started in 1958. The ture for the development of the Trebs and Titov fields.

field is being developed by the Arlanneft and
the Chekmagushneft oil and gas production
departments of LLC Bashneft-Dobycha.

In October 2011, the Central Development Commis-

The recovery factor achieved at the
Group's fields is 35.3%. The residual
recoverable oil reserves are characterized
by a high degree of depletion (77.8%) and
high water cut (90.4%).

sion of the Federal Subsoil Resources Management
Agency approved a pilot operation product design at
the Trebs and Titov fields prepared by BashNIPIneft
institute. The project defines the main principles
of development of the fields at the initial stage in

These deposits are currently under additional explo-
ration, including: additional exploration drilling, cor-
ing, formation tests, 3D seismic exploration and other
additional tests at earlier drilled exploration wells.

The Tuimazinskoye field (with an area of
47,200 hectares) is located in two regions:
the Republic of Bashkortostan (in the town

of Oktyabrsky in the Tuimazinsky District) the three years that follow the start of oil production

THE GROUP INTENDS TO
SYSTEMATICALLY IMPROVE
THE EFFICIENCY OF
EXPLORATION ACTIVITIES,
PARTICIPATE IN FOREIGN
PROJECTS AND ACQUIRE
NEW LICENCES, ASSETS,
AND RIGHTS FOR NEW
EXPLORATION AREAS
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and the Republic of Tatarstan (in the Bavlin-
sky and Yutazinsky Districts). The field was
discovered in 1937, and development started

in 1939. The field is being developed by the
Tuimazaneft oil and gas production department
of LLC Bashneft-Dobycha.

The Yugomashevskoye field (with an area of
22,700 hectares) is located in the Yanaulsky
and Tatyshlinsky Districts of the Republic

of Bashkortostan. The field was discovered

in 1958, and development started in 1966.

The field is being developed by the Krasnok-
holmskneft oil and gas production department
of LLC Bashneft-Dobycha.

Chetyrmanskoye field (with an area of

11,300 hectares] is located in the Yanaulsky
and Tatyshlinsky Districts of the Republic

of Bashkortostan. The field was discovered

in 1959, and development started in 1964.

The field is being developed by the Krasnok-
holmskneft oil and gas production department
of LLC Bashneft-Dobycha.

...................................................................
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at production wells.

...................................................................

THE ROMAN TREBS FIELD was discovered

in 1987 during the study of the Varknavtskaya
prospective structure. It was named in honour
of Roman Trebs, the professional geologist
who organized and headed the Varandey oil
exploration expedition of Arkhangelsk Geologi-
cal Department [Arkhangelskgeologia geo-
logical enterprise) in 1974 which discovered
Varandeyskoye, Laboganskoye, Myadseyskoye,
Naulskoye, Toboyskoye, Toraveyskoye and other
oilfields in the northern part of Timano-Pe-
chora oil and gas province. In 2011, the Group
drilled the first exploration well N° 1R at the
Trebs field which totals 4.2 km.

...................................................................
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THE ANATOLY TITOV FIELD was discovered
in 1987 during the study of the Olenya pro-
spective structure. It was named in honour of
Anatoly Titov, the professional geologist who
headed the Nenets structural and prospective
drilling detachment and then led the Khorei-
Verskaya oil and gas exploration expedition of
the Arkhangelskgeologia geological enterprise
for thirteen years from 1979 to 1992. He led
and actively participated in the discovery and
exploration of Vasilkovskoye gas condensate,
Vaneivisskoye and Yareyuskoye oil and gas,
Kumzhinskoye gas condensate, North Khary-
aginskoye oil and South Khylchuyuskoye oil
and gas fields in the northern part of Timano-
Pechora.

...................................................................
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OVERVIEW OF OPERATIONS
® PRODUCTION

IN 2011, BASHNEFT CONFIRMED ITS STATUS

OF THE SECTOR LEADER BY RATES OF OIL
PRODUCTION GROWTH IN RUSSIA: THE GROUP
PRODUCED 15.1 MILLION TONNES OF CRUDE OIL,
WHICH IS 6.8% HIGHER THAN IN THE PREVIOUS
YEAR. THE TOTAL CRUDE OIL PRODUCTION IN
RUSSIA IN 2011 WAS 511 MILLION TONNES

CRUDE OIL PRODUCTION REGIONAL CRUDE OIL PRODUCTION
MILLION DISTRIBUTION IN 2011
TONNES +6.8%
6 e 15.1....... 10/0
TATARSTAN
3%
KHANTY-MANSI
AUTONOMOUS DISTRICT-
1%
ORENBURG REGION
95%
BASHKORTOSTAN
2009 2010 2011
MAIN PRODUCTION FIELDS OF BASHNEFT GROUP
REPUBLIC OF BASHKORTOSTAN Arlanskoye, Tuimazinskoye, Yugomashevskoye, Chetyrmanovskoye fields
KHANTY-MANSI AUTONOMOUS Kirskoye, Kottynskoye, Lyukpaiskoye, Permyakovskoye
DISTRICT —YUGRA and Pecherinskoye fields
ORENBURG REGION Kitayamsko-Blagodarovskiy and Dachno-Repinskiy licence areas
REPUBLIC OF TATARSTAN Western part of Tuimazinskoye field is involved in production

GROWTH

The growth of crude oil production was
ensured by an increase in the efficiency
of the geological and engineering
operations, which included drilling new
wells, optimizing drainage systems and
transferring wells to other facilities

as well as hydraulic fracturing, the
creation of new waterflooding points
and a wider use of other high efficiency
methods to increase oil recovery.

The average well production rate in
2011 was 2.8 tonnes per day, which is
10.8% higher than in 2010.

AVERAGE FLOW RATE

TONNES/DAY

In 2011, 2,308 geological and
engineering operations were carried
out, which ensured the growth of

crude oil production in the amount of
1,610,000 tonnes. Most additional crude
oil production (590,000 tonnes) was
ensured by geological and engineering
operations that optimized pumping
equipment. Hydraulic fracturing at
transferred wells ensured additional
production in the amount of 231,000
tonnes, which is three times more

than the additional production due to
hydraulic fracturing in 2010. For the first
time at the Group’s fields oil production

ADDITIONAL PRODUCTION VOLUMES
DUE TO GEOLOGICAL AND ENGINEERING
OPERATIONS IN 2011

THOUSAND
TONNES

rate increased by more than 100 tonnes
per day due to hydraulic fracturing.
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OVERVIEW OF OPERATIONS

® PRODUCTION

GROWTH OF PRODUCTION DUE TO GEOLOGICAL AND ENGINEERING OPERATIONS IN 2011,
THOUSAND TONNES

7.6%

9.6%

10.2%
10.8%

11.2%

14.6%

36.6%

In 2011, drilling totalled 129,600 m of
production drilling. Production started
at 84 new wells, 73 wells were drilled.
The crude oil production volume of
new wells put into production in 2011
was 163,800 tonnes; the average
production rate of new wells was 13.9
tonnes/day.

OTHER 119.9

FIELDS
ACQUISITION 150.6

LAUNCH
OF NEW WELLS 163.8

REPUNCHING  173.6

NEAR-WELLBORE
AREA TREATMENT

HYDRAULIC
FRACTURING 231.2

OPTIMIZATI
ON OF PUMPINGEQ 590
UIPMENT
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1,610

TOTAL

Reduction of production drilling from
233,900 m in 2010 to 129,600 m in 2011
and the number of drilled wells from
146 in 2010 to 84 in 2011 was caused

by adjustments made to the geological
model of production areas as a result of
3D seismic surveys in 2011. The average
well production rate increased due to

work related to production enhancement.

GROWTH

LAUNCH OF NEW WELLS

UNIT 171

To increase the efficiency of geological
and engineering operations and to
optimize development of fields with a
high degree of reserves depletion, a
large-scale programme of hydraulic
fracturing was implemented in 2011. The
programme for drilling of new wells used
optimal methods of well completion,
such as drilling horizontal and
multilateral wells based on results of
geological and hydrodynamic modelling.

In 2011, gas production of Bashneft
Group was 43.6 million cubic metres
and the production of associated oil gas
was 494.8 million cubic metres. Use

of associated oil gas was 405.2 million

AVERAGE FLOW RATE OF NEW WELLS

TONNES/DAY

89

2009 2010 201

cubic metres and the disposal ratio was
81.9%.

In 2012, it is planned to drill 65,800 m of
production drilling, drill 36 production
wells and construct 38 production wells.
The planned production for 2012 is 15.2
million tonnes.

Bashneft Group plans to maintain the
production volume at the achieved
optimal level of 15 million tonnes at

the existing fields during next several
years and put the Trebs and Titov fields
into production in 2013. One of the key
aspects is production cost control within
controlled share of unit costs.

GROWTH




OVERVIEW OF OPERATIONS
O® REFINING

OIL REFINING

THE GROUPS TOTAL PRIMARY REFINING CAPACITY
1S 24.1 MILLION TONNES OF CRUDE OIL PER YEAR.
IN 2011, THE OUTPUT OF BASHNEFT'S REFINERIES
AMOUNTED TO 21.1 MILLION TONNES OF CRUDE OIL.
THUS, THE CAPACITY LOAD WAS 87.5%

The Nelson Index was 8.3, which is one workovers of facilities for secondary

The Group's refining and petrochemical
facilities stand among the leaders

by refining depth and output quality.
The complex consists of three
refineries — 0JSC Ufaneftekhim,

0JSC Ufimsky refinery plant,

0JSC Novoil and also includes
Ufaorgsintez petrochemical plant.

The Group's refining complex is unique
because the refineries closely cooperate
in almost all activities, which allows to
select an optimal refining scheme with

tonnes, which is 1.3% less than in 2010.
Production for all commodities broke
down into the following portions: diesel
fuel at about 39%, gasoline (including
stable natural gasoline) at 26% and
fuel oil at 14%. The configuration of
petroleum products changed due to
maintenance work.

In particular, repairs were carried
out on the catalytic cracking unit, the
“Aromatics” complex and the delayed

of the best scores in Russia. Refining
depth in the reporting year was 85.9%.
The refining depth declined in 2011 in
comparison with 2010 due to planned

refining Of dark petrolegm products. The maximum economic advantage. : coker unit at 0JSC Ufaneftekhim
share of light products in the Group's during 2011.

refinery output changed insignificantly

In 2011, the total output of the refining
and amounted to 59.9%.

capacities amounted to 19.2 million

CRUDE OIL REFINING BY REFINERIES OF THE GROUP, 2009-2011, MILLION TONNES

CAPACITY 2009 2010 2011 .
KEY OIL REFINING INDICATORS Ufaneftekhim S LI 18 84 ..
.......................................................................................................................................................... ¢ Ufimsky refinery plant 7.5 6.5 6.7 6.1
REFINING INDICATOR 2009 2010 2011 Novoil 0 T 66 .
.......................................................................................................................................................... TOTAL 241 20.7 21.2 211
Ref”’“ng |nd|cator 26 /| 24 /| 241 ----------------------------------------------------------------------------------------------------------------------------------------------------------
Ol refining per year, million tonnes 0.7 219 1 STRUCTURE OF PRODUCTS OF BASHNEFT GROUP’S REFINERIES, 2009-2011, MILLION TONNES
Capacity load 79.3% 87.9% B75%  F e s es s es e 200 e eeereressresae: 2010 e eeeresesnenaees 2000 .
........................................................................................................................................................... : : Gasoline [including stable
Total refinery output, million tonnes 18.9 19.4 19.2 natural gasoline) 217 b Lz
............................................................................................................................................................ SL S S o
. , . o 3 Besel el e e B e LB
o St e Fuel ol 3.05 2.65 261
Light product yield 60.4% 61.8% 59.9% Nacuumgasail s LR U LT e BT
........................................................................................................................................................... Other 1.89 268 235
NELSON INDEX T 60 . e
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OVERVIEW OF OPERATIONS

@ REFINING

OIL REFINING

STRUCTURE OF PRODUCTS
OF JSOC BASHNEFT'S REFINERIES,
210-2011

MOLLION
TONNES

GASOLINE
(INCLUDING SNG)

DIESEL FUEL ~ FUELOIL VACUUM GAS OIL

OTHER
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7 1 MLN TONNES

R R R R Y

0JSC NOVOIL
CAPACITY: 7.1 MILLION TONNES

PRODUCTS: gasoline, jet fuel, diesel fuel, engine,
transmission and other special oils, vacuum gas oil,
paraffin-wax products, oil bitumens, boiler fuel, coke,
lump sulphur.

0JSC NOVOIL is one of the biggest producers of high-
quality petroleum products in Russia. The current
production facilities of 0JSC Novoil include primary oil
refining, hydrotreatment, reforming and iso-reforming,
sulphuric acid alkylation, thermocracking and visbreak-
ing, coking and gas fractionation, solvent refining and
dewaxing of oil distillates, tar deasphalting and bitumen
production, gas desulphurization and sulphur production
units as well as environmental facilities.

The flexible technological schemes refine various types
of hydrocarbons - low- and high-sulphur crude oil,
various gas condensates as well as medium and heavy
distillates obtained at other refineries of Ufa Group - and

produce a wide range of high-quality petroleum products.

In 2011, the refinery continued to produce Euro-3 and
Euro-4 engine fuels. It is planned to start producing
Euro-5 fuel in the near future.

GROWTH

..................................................................................

0JSC UFIMSKY REFINERY PLANT
CAPACITY: 7.5 MILLION TONNES

PRODUCTS: high-octane gasoline, diesel fuel, boiler
fuel, liquefied gas, liquid and lump sulphur, bisphenol A.

0JSC UFIMSKY REFINERY PLANTis one of the most up-
to-date oil refineries in Russia which can produce a wide
range of high-quality petroleum products.

The technological workflow of the refinery ensures com-
plex and deep oil refining using highly efficient thermic,
catalytic and hydrogenation processes. The refinery’s
modern technological equipment produces Euro-4 and
Euro-5 fuels, boiler fuel as well as a wide range of lique-
fied gases.

To achieve 100% output of Euro-4 and Euro-5 automobile
gasoline, a catalytic cracking gasoline hydrotreater for
removal of sulphur compounds is being constructed at
0JSC Ufimsky refinery plant. In the future the plant plans
to construct a delayed coker which will enable to achieve
a refining depth of 95%.

9 5 MLN TONNES

....................................................................................

0JSC UFANEFTEKHIM
CAPACITY: 9.5 MILLION TONNES

PRODUCTS: high-octane gasoline, low-sulphur diesel
fuel, boiler fuel, bitumen, coke, lump and granulated
sulphur, liquefied gases, benzene, orthoxylene and par-
axylene.

0JSC UFANEFTEKHIMis one of the largest refineries in
Russia, it uses advanced technologies and specializes
in refining several types of hydrocarbons (West Siberian
oil, a high-sulphur oil blend from the Arlanskoye field
andgas condensate) producing various fuel grades and
petrochemicals.

0JSC Ufaneftekhim has fuel, gas catalysis, goods pro-
duction and service units and aromatic hydrocarbons
production. Tens of technological units operate at the
refinery, including practically all units ensuring a high
rate of crude oil refining depth (delayed coking, hydro-
cracking, catalytic cracking, deasphalting, visbreaking,
bitumen production).
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@ REFINING

MODERNIZATION AND DEVELOPMENT OF REFINING CAPACITIES
OF BASHNEFT GROUP

Within the framework of strategic development of refineries, JSOC Bashneft carried out AVERAGE CRUDE OIL REFINING DEPTH OF UFA GROUP

a number of activities to modernize production in 2011.

96%
........................................................................................................... 4L

THE TOTAL AMOUNT INVESTED i
IN MODERNIZATION WAS OVER 7.9 BILLION -
ROUBLES IN 2011 "

88%
86%
PRIORITY AREAS ARE THE TWO FOLLOWING AREAS: 84%

82%

IMPROVING ENGINE FUEL QUALITY

80%

Bashneft Group’s refineries produce Euro-4 engine fuel
and Euro-5 diesel fuel. In order to ensure that all prod-
ucts meet Euro-4 and Euro-5 standards, construction

In 2011, Premium Euro-95 gasoline produced by
0JSC Novoil, ‘summer’ Euro-4 diesel fuel by 0JSC
Ufaneftekhim and ‘winter” Euro-4 diesel fuel by 0JSC

- o _ ruet _ _ _ _ PLANNED ACTIVITIES
and modernization of facilities continued at refineries UBimsKy refimery PNt W TeC0gNIZed S e DSt N i ettt ettt
in 2011. Full transition to Euro-5 products is planned the category of “Products for Industrial Purposes,” in ’
for 2015. the fourteenth All-Russian competition, “The 100 Best 0JSC UFANEFTEKHIM 0JSC UFIMSKY REFINERY PLANT 0JSC NOVOIL
RUSSIAN ProdUCES”. L iiieeeeeseeteateateattettateataassassassasaasnaanattttttaaaaaasaasanaaaseeetetttteetttetnaaaaaeasassesesneeneensensentettttttttttttttttttttttttettetnes

.........................................................................................................................................................

L-24-5, L-24-7, 1A/TM units and Construction of sulphuric acid

the aromatic hydrocarbons produc- Construction of a catalytic cracking  alkylation, sulphuric acid regenera-
' tion unit were upgraded. A scheme gasoline hydrotreater was contin- tion and hydrogen production units
INCREASING OIL REFINING DEPTH AND LIGHT PRODUCTS OUTPUT of catalytic cracking heavy gasoline ued. continued and absorption and gas

hydrotreatment was introduced. fractionation unit 1 was upgraded.

..........................................................................................................................................................

The Group set tasks to increase oil refining depth
and light products output in order to significantly

oil refining industry and to achieve an oil refining
depth of 94.4% by 2016.

strengthen its status of technological leader 0f the eeeeeieieeeeeeae ittt ettt ettt ettt ettt ettt e et et ettt e e et et e aee et et eaetetetetetenetetetetenentntttetenencntns
. . . o . Avacuum gas oil hydrocracker is
.................................................................................................................................................... Work on Increasing capacity of a A new de[ayed coke unit is bemg ) g ) Y

s . being designed in order ensure ef-

delayed coker from 1.2 to 1.6 million constructed in order to further - e
. o ficient refining of all secondary gas
tonnes per year started, the comple-  increase refining depth. The launch . : }
S . oil, producing environmentally safe
tion is planned for 2012. is planned for 2016.
products.
P PP

94 99
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@ REFINING

PETROCHEMICALS PRODUCTION

Bashneft is Russia’s fourth largest
petrochemicals producer and has a
diversified and balanced production

structure. 0JSC Ufaorgsintez's
product configuration did not change
significantly during the reporting year.

MAIN TYPES OF PRODUCTS OF 0JSC UFAORGSINTEZ, 2009-2011, THOUSAND TONNES

.........................................................................................................................................................

2009
Polypropylene 114.4
High-pressure polyethylene 90.0
Phenol 60.1
Acetone 37.4
Alpha-methylstyrene 10.7

Bashneft's petrochemical facilities
include three refineries— 0JSC
Ufaneftekhim, OJSC Ufimsky refinery
plant and OJSC Ufaorgsintez, an organic
synthesis plant. These refineries are
parts of a clear structured production
chain of the unified refining capacities of
JSOC Bashneft.

0JSC Ufaorgsintez uses primary
products from the three Ufa refineries,
hydrocarbon gases, light gasoline (gas
waste) and benzene and produces more
than 30 designated petrochemical
products, including polypropylene and
propylene copolymers, high-pressure
polyethylene, acetone, phenol, alpha-
methylstyrene, isopropyl and synthetic
rubber.

96

2010 2011
97.0 106.0
85.2 93.5
67.0 60.5
41.7 38.0
10.8 9.8

Petrochemical production of 0JSC
Ufaneftekhim consists of one of
the largest aromatic hydrocarbons
production facilities in Russia.

The refineries of Ufa Group closely

cooperate in petrochemical production.

The aromatic capacity of Ufaneftekhim
refines straight-run gasoline fraction
from all the three refineries and
produces such valuable petrochemical
products as benzene, paraxylene,
orthoxylene andtoluene. In 2011, the
refinery produced 111,700 tonnes of
paraxylene, 66,100 tonnes of benzene,
22,000 tonnes of orthoxylene and 500
tonnes of toluene.

Benzene produced by 0JSC
Ufaneftekhim is used at 0JSC

GROWTH

0JSC UFAORGSINTEZ

PRODUCTS: more than 30 petrochemical prod-
ucts, including polypropylene, high-pressure
polyethylene, acetone, phenol, alpha-methylsty-
rene, rubber as well as more than 25 types of
consumer goods.

0JSC UFAORGSINTEZ is one of the largest
organic synthesis producers in Russia. It is the
successor of the Ufa Synthetic Alcohol Plant
which began operations in 1956.

The plant produces about 40% of the total Rus-
sian output of phenol, 12-13% of high-pressure
polyethylene and about 20% of polypropylene,
and is one of the leading producers of acetone.
The consumers of Ufaorgsintez products are
chemical enterprises sector that use these
products for the production of plexiglass, di-
phenylolpropane, phenoloformaldehyde resins,
alkylphenol, lubricant additives, layers, and
other products for use in industry and agricul-
ture, various technical rubbers and other goods.

Ufaorgsintez's products are also used in ma-
chine building, light industry, medicine, produc-

tion of electronic and electrical appliances, pipe-

line and cable insulation in electrical appliances
and as corrosion-resistant coatings.

Ufaorgsintez for production of phenol
and acetone which then are used

at 0JSC Ufimsky refinery plant for

the production of diphenylolpropane
(bisphenol A] - a raw material used

in the production of epoxy resins and
polycarbonates. In 2011, OJSC Ufimsky
refinery plant produced 50,300 tonnes of
diphenylolpropane.
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0JSC UNITED PETROCHEMICAL
COMPANY

In September 2011, the Board of Directors of
JSOC Bashneft considered the issue of crea-
tion the joint venture to develop petrochemical
production. Later OJSC United Petrochemical
Company was created and tasked with studying
and analysing current condition and investment
attractiveness of the Russian petrochemical
industry as well as developing projects and
proposals on the growth of this sector in JSOC
Bashneft.

The authorized capital of the joint venture was
paid in the amount of 10 million euros in propor-
tion with the stakeholders” shares, which was
75% for JSOC Bashneft and 25% for Petrochem-
ical Holding GmbH (Austria.

The creation of the joint venture is a legal
confirmation of the cooperation arrangements
between JSOC Bashneft and Petrochemical
Holding.

In April 2012, the Board of Directors approved
the schedule of activities aimed at transfer-
ring functions of a sole executive body of 0JSC
Ufaorgsintez to 0JSC United Petrochemical
Company (the managing company).

High-quality paraxylene (99.8%

pure) produced by the aromatic

facility is then refined at 0JSC Polief
(Blagoveshchensk) where it is used for
production of terephthalic acid which
Is a raw material for a wide range of
polymer products.
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PRODUCT CHAIN OF BASHNEFT GROUP
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CRUDE OIL SALES

Bashneft Group supplies crude oil . The main export countries are Czech DISTRIBUTION OF OIL STRUCTURE OF EXPORT SALES
mainly to its own refineries but also : Republic (40% of supplies) and OF OWN PRODUCTION OF CRUDE OIL

sells it on the international market. . Poland (38%).

@ DoMESTIC SALES
EXPORT SALES
MILLION ®

CRUDE OIL SALES BY THE GROUP IN 2011 WERE TN @ s e 3.4
APPROXIMATELY 15.1 MILLION TONNES. FURTHER, o 409,

THE GROUP SUPPLIED 10.4 MILLION TONNES TO e 4%
THE REFINERIES OF UFA GROUP AND EXPORTED 4%

3.6 MILLION TONNES, WHICH IS 12% MORE THAN IN
2010. ABOUT ONE MILLION TONNES OF OIL WAS SOLD

ON THE DOMESTIC MARKET, WHICH IS 13% MORE

THAN IN THE PREVIOUS YEAR

14%

PRIMORSK

39%

POLAND

2009 2010 2011

To optimize its products structure, JSOC ~ :  and RussNeft under oil supply contracts
Bashneft purchases West Siberian concluded in 2010. In the reporting
crude oil for its own refineries. In 2011, i yearand in the beginning of 2012, all
Bashneft purchased 10.7 million tonnes contracts for purchase of raw materials
of crude oil and gas condensate from . for refining were extended.

LUKOIL, TNK-BP, Shell, Surgutneftegaz
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PETROLEUM PRODUCT SALES

DOMESTIC SALES OF PETROLEUM AND
PETROCHEMICAL PRODUCTS

In 2011, the Group sold about 53%

of the total volume of petroleum and
petrochemical products on the domestic
market, which amounted to 10.2 million
tonnes.

Bashneft Group sells all types of products
on the domestic market both wholesale
(including small-scale wholesale) and
through a rapidly developing retail
network.

DOMESTIC SALES OF PETROLEUM PRODUCTS AND PETROCHEMICALS IN 2011

MILLEON - -ttt ettt

TONNES
12

................................................... BT
¢ 10.2

In 2011, the wholesale (including small-
scale wholesale) volume of petroleum and
petrochemical products on the domestic
market decreased by 12.7% and was 9.1
million tonnes mainly due to significant
growth of the retail network.
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@ WHOLESALE

In 2011, the volume of retail sales
through our own filling stations was
about 1.0 million tonnes of petroleum
and petrochemical products. Year-on-
year growth was 66.1%. Thus, in 2011,
the share of retail sales of petroleum
and petrochemical products through our

GROWTH

own filling stations in the total volume
of the Group's supplies to the domestic
market was 11% in comparison with 6%
in 2010.

Including acquisitions made in 2011, the
geography of the Group’s retail sales
covers the Republic of Bashkortostan,
Udmurtia and the Orenburg and
Sverdlovsk Regions.

STRUCTURE OF DOMESTIC SALES OF PETROLEUM PRODUCTS AND PETROCHEMICALS IN 2011

10.2

MILLION
TONNES

The Company’s marketing subsidiary,
CJSC Bashneft-Region, directs the
small-scale wholesale distribution of
petroleum products through a network
of regional marketing units that deliver
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17%

OTHER

22%

DIESEL FUEL

3%

LOW-0CTANE

GASOLINE
0%
VACUUM

GAS-OIL
0
4%
PETROCHEMICAL
PRODUCTS

38%
HIGH-OCTANE
GASOLINE

16%

FUEL OIL

the Ufa refineries” products to more
than 30 regions of Russia.

In 2011, the volume of small-scale
wholesale supplies of petroleum products
increased. The Group plans to increase
small-scale wholesale volume in future.

GROWTH
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PETROLEUM PRODUCTS SUPPLIES

NUMBER OF FILLING STATIONS

JSOC BASHNEFT ATTACHES GREAT IMPORTANCE 710
TO PROMOTING ITS BRAND NAME AT THE

FEDERAL LEVEL. THE GROUP PLANS A 2.5 TIMES
INCREASE IN THE NUMBER OF ITS OWN FILLING
STATIONS BY 2016 THROUGH ACQUISITION OF
INDEPENDENT NETWORKS. THE GROUP ALSO PLANS
TO IMPLEMENT PARTNERSHIP PROGRAMMES

FOR PROMOTING HIGH QUALITY PRODUCTS OF

@ PARTNER STATIONS

@ OWN STATIONS

< seoomaeuroe st o

BASHNEFT'S REFINERIES

To expand its own retail marketing
network, in 2011, the Group concluded
a number of major transactions on
purchase of filling station networks in
the Urals and Volga regions.

In April 2011, JSOC Bashneft concluded
a transaction in which 0JSC Russneft
sold to JSOC Bashneft more than

94% of the authorized capital of

0JSC Orenburgnefteprodukt, the
largest regional marketing enterprise
that owns 16 oil storage facilities and
95 filling stations in the Orenburg
Region.
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In July 2011, the Group acquired control
over the petroleum products business of
LLC ASPEC. The shareholders of ASPEC
Group decided to reorganize the Group
and to divide it into two legal entities:
LLC ASPEC and LLC BN-Nefteprodukt
which were included in the Uniform
State Register of Legal Entities on

July 1, 2011. As a result of the Group's
reorganization, JSOC Bashneft, which
before had a 49.99% share in the
authorized capital of LLC ASPEC,
obtained a 100% share in the authorized
capital of LLC BN-Nefteprodukt, that
owns a production base of 50 filling
stations and 4 oil storage facilities.

GROWTH

* Including 20 leased stations.

STRUCTURE OF RETAIL NETWORK IN 2011

43%

BASHKIRNEFTEPRODUKT

7%
40/0 / BASHNEFT-UDMURTIA
SKON
33%
PARTNER STATIONS
13%

ORENBURGNEFTEPRODUKT
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GEOGRAPHY OF RETAIL NETWORK
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PETROLEUM PRODUCTS SUPPLIES

In December 2011, JSOC Bashneft
acquired a 100% share of LLC SKON
Group of Companies, which owns an oil
storage facility and 25 filling stations

in Yekaterinburg and the Sverdlovsk
Region that operate under ERGO brand.

The Group's strategy stipulates
expansion of its own retail marketing
network up to 1,200 filling stations
during next several years.

Under the programme of retail network
development and introduction of new
corporate style of JSOC Bashneft, in
February 2012, the Board of Directors
approved the concept of external design
of filling stations and the schedule of
rebranding activities for Bashneft's
filling stations. The Group’s investment
in the filling stations’ rebranding
programme Is expected to be about 3.7
billion roubles in 2012-2015. Besides
its own retail sales network, the

Group actively develops a partnership
programme that started in April 2010.
As of the end of 2011, Bashneft had
nine long-term contracts for fuel
marketing through 225 filling stations

108

in 21 Russian regions. The partners of
JSOC Bashneft operate in neighbouring
parts of the Urals and Volga region:
Tatarstan, Mordovia, Chuvashia, Mari
EL, Chelyabinsk, Sverdlovsk, Kurgan,
Samara, Saratov, Ulyanovsk and Nizhny
Novgorod Regions; as well as in more
distant regions: Moscow, Ryazan,
Vladimir, Tambov, Voronezh, Volgograd,
Krasnodar, Belgorod, Rostov Regions
and the Republic of Dagestan.

The development of the programme,

in particular, the transfer of partners

to Bashneft's brand through franchise
agreements, will speed up after the full
approval of external design standards
for the Group's filling stations in 2012.

The Group plans to gradually increase
the number of its own filling stations

by means of acquiring separate
networks and to implement partnership
programmes cooperating with the

owners of modern efficient filing-station

retail networks in order to promote
the high-quality products of Bashneft's
refineries under long-term mutually-
beneficial contracts.

GROWTH

EXPORT SALES OF PETROLEUM PRODUCTS AND PETROCHEMICALS

In 2011, the Group's export of petroleum
products and petrochemicals was about
9.2 million tonnes, which is 17.7% more
than in the previous year.

About 76% of these deliveries were to
non-CIS countries, in particular, North-
West Europe. In 2011, the CIS countries
accounted for a 24% share of total
export sales (2.2. million tonnes) as
compared to 16% (1.3 million tonnes) in
2010. This change in export geography
occurred due to the Group's focus on
CIS markets.

For its deliveries of exports, the
Group used the Transnefteprodukt
system of export pipelines, railways
to Kazakhstan, trucks to Europe

and sea terminals in Murmansk and
Kaliningrad. With an eye to optimizing
export deliveries, the Group has

EXPORT SALES OF PETROLEUM PRODUCTS AND

PETROCHEMICALS

MILLION @ CIS COUNTRIES 2
TONNES @ NON-CIS COUNTRIES

’ 7.8

2009 2010 2011

concluded short-term and long-term
contracts in relation to the pricing
environment.

The Group exports a well-diversified
set of petroleum products that includes
diesel fuel, vacuum gas oil, fuel oil and
other products. Diesel fuel accounted
for the largest share of the Group’s
exported products (about 58%]). The
share of vacuum gas oil is about 21%
while that of high-octane gasoline is
5%. The share of furnace fuel oil in the
export configuration is less than 10%.
The main petrochemical product of the
Group's export was diphenylolpropane
(bisphenol A) produced by 0JSC Ufimsky
refinery plant. The Group also exported
lump sulphur and alpha-methylstyrene
in significant volumes.

STRUCTURE OF PETROLEUM
PRODUCTS EXPORT IN 2011

10%

OTHER
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LOGISTICS

Bashneft Group has its own transport
infrastructure, including a fleet of 4,500
rail wagons, which provides a high
level of service to ultimate customers
and control over transport costs. In
November 2010, the 100% subsidiary
LLC Bashneft-Trans was established
to consolidate the transport assets of
Bashneft Group’'s main subsidiaries.

In 2011, the Group's rolling stock
delivered 6.5 million tonnes of

PETROLEUM PRODUCTS SUPPLIES IN RUSSIA, 2011

petroleum products or 60% of
Bashneft's total railway deliveries.

SALES OF CRUDE OIL AND GAS CONDENSATE

Bashneft supplies crude oil and gas
condensate to its own refineries by
railway or pipelines.

In 2011, 8.7% of crude oil and gas
condensate supplies to refineries
were delivered by railway. The Group
used OJSC Transneft's pipelines to

@ SUPPLIES BY PIPELINE
@ BY RAILWAY

supply 91.3% of its crude oil and gas
condensate.

Export crude oil is delivered by
Transneft pipelines. In 2011, export
crude oil was delivered only by pipeline
transport.

SALES OF PETROLEUM PRODUCTS

In Russia Bashneft Group delivers
petroleum products by railway and
pipeline. In 2011, 99%, 23% and 82% of

EXPORT SUPPLIES OF PETROLEUM PRODUCTS, 2011

fuel oil, diesel fuel and gasoline domestic
sales were supplied by railway, and 1%,
77% and 18% were supplied by pipelines
of 0JSC Transnefteprodukt.

JSOC Bashneft supplies petroleum
products to seaports by railway and the
pipelines of OJSC Transnefteprodukt.

In 2011, 100%, 1.4% and 62% of the fuel
oil, diesel fuel and gasoline exported
was delivered by railway and 0JSC
Transnefteprodukt transported 98.6% of
the diesel fuel and 38% of the gasoline
exported.

. SUPPLIES BY PIPELINE

. BY RAILWAY

FUEL OIL DIESEL FUEL GASOLINE FUEL OIL DIESEL FUEL GASOLINE
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EQUITY MARKET AND CAPITALIZATION:

IN 2011, VOLUME-WEIGHTED AVERAGE PRICE OF
THE COMPANY’S ORDINARY SHARES INCREASED BY 28.5%
COMPARED TO 2010.

THE MINIMUM RECOMMENDED AMOUNT OF
DIVIDEND PAYMENT SHOULD BE NO LESS
THAN 10% OF CONSOLIDATED NET INCOME OF
BASHNEFT GROUP ACCORDING TO IFRS.

IN 2011, DUE TO OPTIMIZING 90% OF
CREDIT PORTFOLIO BY IMPROVING TERMS
OF THE EXISTING INSTRUMENTS AND
REFINANCING BY MORE PROFITABLE
INSTRUMENTS, THE GROUP REDUCED
THE AVERAGE INTEREST RATE BY MORE
THAN 2.1 P.P. (FROM 10.8% TO 8.7%) AND
INCREASED THE AVERAGE TERM TO
MATURITY FROM 3.41 TO 3.60 YEARS.

@ SHARE CAPITAL
= AND DEBT PORTFOLIO
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AUTHORIZED CAPITAL

HE COMPANY'S AUTHORIZED CAPITAL IS

204,792,440 ROUBLES. THE AMOUNT OF

AUTHORIZED CAPITAL STOCK HAS BEEN
SET AT 204,792,440 SHARES, WHICH AMOUNTS
TO 204,792,440 ROUBLES, INCLUDING:

authorized capital. Type-A preferred
shares are not subject to conversion to
ordinary shares when they are resold.

In accordance with the Charter,

JSOC Bashneft is entitled to place
new authorized preferred and ordinary
shares with nominal value of one
rouble in the amount of 6,000,000,000
shares and with total value of
6,000,000,000 roubles, including:

® 170,169,754 ordinary shares with
nominal value of one rouble per share
and the total value of 170,169,754
roubles, which is 83.09% of the
Company’s authorized capital;

® 34,622,686 type-A preferred shares with
nominal value of one rouble per share
and the total value of 34,622,686 roubles,
which is 16.91% of the Company’s

® 4,985,626,051 ordinary shares with
nominal value of onerouble and total
value of 4,985,626,051 roubles (authorized
ordinary shares);

STRUCTURE OF AUTHORIZED CAPITAL

17%

TYPE-A PREFERRED SHARES
WITH PAR VALUE
ONE ROUBLE

34,622,686
83%

ORDINARY SHARES

WITH PAR VALUE
ONE ROUBLE

170,169,754
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® 1,014,373,949 type-A preferred shares
with nominal value of one rouble and total
value of 1,014,373,949 roubles (authorized
preferred shares).

Authorized shares give the same rights
under the Company’s Charter as placed
shares of a corresponding type.

The state registration number of
JSOC Bashneft's ordinary shares
Is 1-01-00013-A, the registration
date—April 7, 2004.

The state registration number of
JSOC Bashneft's preferred shares
is 2-01-00013-A, the registration
date —April 7, 2004.

In 2011, JSOC Bashneft did not issue or
place new shares.

As of December 31, 2011, JSOC Bashneft
had 10,782 registered shareholders
(including eight nominees).

The rights of shareholders and owners
of ordinary and preferred shares of JSOC
Bashneft, are listed in Articles 23 and

24 of the Company’s Charter which is
available on the Company web-site.

The table below shows the changes
of Bashneft Group equity structure
during last three years according to
the International Financial Reporting
Standards.

.........................................................................................................................................................

...... 2009 20 201
US$ MILLION

77* 77* 77*

- (252) (464)
1,170 1,160 1,160
(104) (155) (575)
4,162 4,445 5,412
5,305 5,275 5,610
3,135 2,717 1,438
8,440 7,992 7,048

* Nominal value of the authorized capital in accordance with International Financial Reporting Standards was adjusted to hyperinflation from the date of

shares issued on December 31, 2002.
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SHAREHOLDERS

The share capital structure did not
change significantly in 2011. There were
no changes in the list of shareholders
who own more than 5% of the
Company’s shares.

STRUCTURE OF SHARE CAPITAL
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As of December 31, 2011, there were
no Company's shares in state and
municipal ownership.

92.09%

0JSC JSFC SISTEMA

3.06%

INDIVIDUALS

23.92%

OTHER LEGAL ENTITIES
(INCLUDING NOMINEES)

20.93%

0JSC SISTEMA-INVEST
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EQUITY MARKET AND CAPITALIZATION

Since March 2002, shares of JSOC
Bashneft have been traded at the
Russian securities market, 0JSC RTS.
In November 2011, shares of JSOC
Bashneft were included in non-listed
securities list eligible for trading at
the CJSC MICEX Stock Exchange and
are traded under the BANE ticker for
ordinary shares and the BANEP ticker

for preferred shares. In December 2011,

0JSC RTS stopped its operations due

to its merger with CJSC MICEX Stock
Exchange, which resulted in creation of

the single trading platform MICEX-RTS.

Quotations of JSOC Bashneft's ordinary
shares at RTS decreased by 6.1% as

of December 31, 2011, in comparison
with December 31, 2010. At the same
time as the RTS Index decreased by
22% in 2011, the price for the Urals

oil brand increased by 14.6% to US$
105.69 per barrel. The RTS Oil & Gas
Index decreased by 8.5% from 196.97
to 180.29 points. At the same time the
volume weighted average price for the
Company’s ordinary shares increased by
28.5% in 2011 as compared to 2010.

THE VOLUME WEIGHTED AVERAGE PRICE FOR
THE COMPANY'S ORDINARY SHARES INCREASED
BY 28.9% IN 2011 AS COMPARED TO 2010.

¢
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EQUITY MARKET AND CAPITALIZATION

In 2011, the average daily trading
volume of JSOC Bashneft's shares at
the RTS platform was 4,917 shares
(7,269,064 roubles) and at the MICEX
platform - 10,686 shares (15,132,468
roubles). Market capitalization of JSOC
Bashneft as of the end of 2011 was US$
7.1 billion, average market capitalization
for the reporting period was US$ 8.7
billion.

JSOC Bashneft carries out regular

PRICES FOR JSOC BASHNEFT'S ORDINARY
SHARES AND URALS OIL
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activities aimed at increasing
investment attractiveness and
capitalization due to increased
transparency of the Group’s business,
improved information disclosure and
corporate governance. These activities
include the following:

@ quarterly teleconferences on financial
results prepared in accordance with the
IFRS have been held since 20171;

® The Group holds regular meetings with
investors and shareholders and the

PRICES FOR JSOC BASHNEFT’'S ORDINARY SHARES
AND THE RTS OIL&GAS INDEX
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Group's representatives participate in
investment conferences. In 2011 the
number of investment banks analyzing
the Group's operations and making
recommendations on its shares
increased from 4 to 18;

Since 2011, the Company has cooperated
with authoritative international rating
agencies in order to obtain credit ratings;

The issue of corporate structure
reorganization of Bashneft Group

by means of the merger of the five
refining, petrochemical and marketing

THE RTS INDEX
AND PRICE FOR BRENT OIL
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subsidiaries to JSOC Bashneft has been
developing since 2011. The Group plans
to complete the reorganization by the
end of 2012. The reorganization is aimed
at optimizing the corporate structure,
increasing the liquidity of Bashneft
Group shares, optimizing management
processes, increasing business
transparency and the quality of corporate
governance.

JSOC BASHNEFT'S
MARKET CAPITALIZATION

BILLION
DOLLARS

12

MARKET CAPITALIZATION
OF JSOC BASHNEFT

1.01.2009 1.07.2009 1.01.2010 1.07.2010 1.01.2011 1.07.2011 1.01.2012
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DIVIDEND POLICY

In July 2011, the Company’s Board

of Directors approved the Statement
on Dividend policy of JSOC Bashneft.
The Company’s dividend payment
policy is based on the principle of
rational distribution of the Company’s
profits, taking into account both

the shareholders’ interests and the
Company’'s development needs.

should be no less than 10% of Bashneft
Group ‘s consolidated net income for the
complete fiscal period attributable to
the shareholders of the parent company
and calculated in accordance with the
IFRS. If the criteria for determining

the amount of dividend payment
established by the Dividend policy are
rejected, the Company is obliged to

THE MINIMUM RECOMMENDED AMOUNT

OF DIVIDEND PAYMENT SHOULD BE NO LESS THAN
10% OF CONSOLIDATED NET INCOME OF BASHNEFT
GROUP ACCORDING TO IFRS (WITHOUT MINORITY

INTEREST)

Decisions on dividend payment, their
amount and form are made by the
General Meeting of Shareholders on
the recommendation of the Company’s
Board of Directors. The amount of
dividends cannot exceed the amount

recommended by the Board of Directors.

In compliance with JSOC Bashneft

's Statement on Dividend Policy, the
recommended amount of dividend
payment is defined by the Board of
Directors on the basis of the Company'’s
financial results for the first quarter, six
months, nine months of a fiscal year
and (or) for a full fiscal year and usually
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disclose full information on its reasons
of this rejection. In compliance with
existing Russian legislation dividends on
ordinary and preferred shares are paid
from the Company’s net income, which
Is calculated on the basis of accounting
reports prepared in accordance with the
requirements of Russian legislation.

Dividends are usually paid in cash.
Under a decision of the General Meeting
of Shareholders and in compliance with
the Charter of the Company, dividends
can be paid in kind - in shares, bonds,
goods or other property.

GROWTH

The amount of the dividend on one type
A preferred share equals 10% of the
value of this share. If the amount of the
dividend to be paid on each ordinary
share in a certain year exceeds the
amount of the dividend to be paid on
each preferred share, the amount of the
preferred dividend should be increased
to the amount of the dividend paid on
ordinary shares.

In compliance with existing legislation
and the Charter, the Company pays
dividends within 60 calendar days from
the date of the decision of the GMS on
dividend payment. The Company is not
entitled to pay dividends on ordinary
shares before dividends payment on
preferred shares. The Company’s
executive body is responsible for full and
timely dividend payment.
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In paying dividends, the Company
performs the functions of tax agent;
calculating, withholding and transferring
payable taxes in accordance with the
procedures stipulated by legislation. The
Company provides necessary assistance
to any person who is entitled to receive
dividends, and, in compliance with tax
legislation, has a right to a tax exemption
or a reduced tax rate.

The Company publishes information

on the decision of the GMS on dividend
payment on its web-site and informs its
shareholders. The publication of this
information is in accordance with the
requirements of existing legislation of
the Russian Federation. More detailed
information on the provisions of the
Dividend policy is available on the
Company’'s web-site: www.bashneft.ru.
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SHARE CAPITAL AND DEBT PORTFOLIO
® SHARE CAPITAL

DIVIDEND HISTORY OF JSOC BASHNEFT

DIVIDENDS ACCRUED FOR THE LISTED FINANCIAL PERIODS

In 2011, dividends were paid in two
stages:

® Interim dividends for the nine months of
2010 were paid before March 31, 2011;

® Dividends for 2010 were paid before
August 28, 2011.

Under the decision of the Extraordinary
General Meeting of Shareholders as

of December 17, 2010, dividends for

nine months of 2010 were paid by JSOC
Bashneft in March 2011 in the amount

of 104.50 roubles per one ordinary share
of the Company and 104.50 roubles per
one preferred share of the Company. The
amount of dividends on JSOC Bashneft's
shares paid for the nine months of 2010
totalled 21,400,791,065.50 roubles.
Dividends were mainly paid at the end of
2010, final dividends payments for the nine
months of 2010 were made in March 2011.

On June 29, 2011, the Annual General
Meeting of Shareholders of JSOC
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Bashneft made a decision to pay
dividends for the 2010 fiscal year in the
following amount:

@ Atotal of 235.77 roubles per one ordinary
share of the Company including earlier
paid interim dividends on ordinary
registered shares of the Company for
the nine months of 2010. A final dividend
payment to be paid in cash in the amount
of 131.27 roubles;

® A total of 235.77 roubles per one
preferred share of the Company
including earlier paid interim dividends
on preferred registered shares of the
Company for the nine months of 2010. A
final dividend payment to be paid in cash
in the amount of 131.27 roubles.

A final dividend payment for 2010 was
made in August 2011.

The total amount of dividends
declared by the Company for 2010 was
48,283,894,664.30 roubles. Dividends
were paid fully and in due time.
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SHARE CAPITAL AND DEBT PORTFOLIO
@ DEBT PORTFOLIO

According to the Group's aim to function
as a fully-fledged vertically integrated
oil company, Bashneft Group continued
to implement a balanced debt strategy
including, in particular, active credit
portfolio management in 2011. The
following key results were achieved
during the year.

Debt was consolidated at the level of the
parent company of the Group — JSOC
Bashneft. Aligning borrowing center
and the center of management
decision-making has made it possible
for the Company to concentrate on
increasing the operational efficiency of
its subsidiaries, making the acquisition
of financing more effective and
transparent.

In 2011, the Group reduced its weighted
average interest rate by more than

2.1% —from 10.8% to 8.7% —and
increased the average term to maturity
from 3.41 to 3.60 years due to optimizing
90% of the credit portfolio by means of
improving the terms of existing debt
instruments and refinancing current
instruments with more profitable ones.

One of the examples of active debt
management was the repurchase (in
October 2011) of bonds with a nominal
value of 38.5 billion roubles from bonds
of series 01, 02, 03 that had been placed
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in 2009 with total a nominal value of

50 billion roubles and a coupon rate of
12.5%. The repurchase cost was 105%
of the nominal value. The repurchase
was partially financed by cheaper long-
term bank loans and the new issue of
exchange-traded BO-01 bonds with total
value of 10 billion roubles and a coupon
rate of 9.35% in December 2011. Next
time the coupon rate on exchange-
traded BO-01 bonds will be reviewed

in December 2013, bondholders will
obtain the right to submit bonds for
redemption at their nominal value.

In 2011, the Group entered international
capital markets, placing the first
syndicated loan secured by crude

oil supplies. Three-year pre-export
financing in the amount of 300 million
dollars and with a floating rate equaling
one-month USD LIBOR + 1.55 % was
borrowed from an international bank
syndicate.

As of the end of 2011, the total debt

of the Group in the form of short and
long-term loans and credits was Us$
3.385 million as compared to US$ 3.913
million as of the end of 2010; the share
of long-term debt increased from 80%
to 88% in 2011. Taking into account
cash and its equivalents and short-term
financial investments, the adjusted net
debt decreased from US$ 2.289 million
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to US$ 1.902 million during the year.
During the year the share of rouble
credits decreased from 95% to 91%
and the share of debt denominated in
US dollars increased from 5% to 9%.
Public credit instruments accounted
for 20% of debt portfolio, private credit
instruments accounted for 80% as of
the end of 2011 in comparison with
42% and 58% as of the end of 2010
respectively. As compared to 2010 the
share of secured loans in the debt
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portfolio increased from 1% to 9% due
to the syndicated loan secured by crude
oil supplies. Due to significant growth
of operating income and a reduction of
the absolute debt amount in 2011, the
total debt/OIBDA and net debt/OIBDA
ratios decreased from 1.4 and 0.8 as of
the end of 2010 to 1.1 and 0.6 as of the
end of 2011 respectively. The total debt/
equity ratio decreased in comparison
with 2010 by 1% to 48% as of the end of
2011.
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SHARE CAPITAL AND DEBT PORTFOLIO
®DEBT PORTFOLIO
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GEOLOGICAL EXPLORATION
AND PRODUCTION TECHNOLOGIES:

TARGET INNOVATIVE GEOLOGICAL EXPLORATION
PROJECTS ARE AIMED AT REDUCING GEOLOGICAL RISKS
AND INCREASING THE EFFICIENCY OF GEOLOGICAL
EXPLORATION. MOST OF RESEARCH IS CARRIED OUT BY
LLC BASHNIPINEFT, THE INDUSTRY-LEADING R&D AND
PROJECT INSTITUTE OF THE GROUP.

OIL REFINING
TECHNOLOGIES:

THE GROUP ACTIVELY INTRODUCES
TECHNOLOGICAL INNOVATIONS IN OIL REFINING
AND PETROCHEMICALS SEGMENT IN ORDER TO
ENSURE COMPLIANCE OF PRODUCTS WITH THE
STRICTEST ENVIRONMENTAL REQUIREMENTS
AND TO INCREASE OIL REFINING DEPTH.

INFORMATION
TECHNOLOGIES:

THE GROUP CONSIDERS DEVELOPMENT
AND USE OF INFORMATION TECHNOLOGIES
(IT) AS ONE OF THE MOST IMPORTANT WAYS
TO ACHIEVE ITS STRATEGIC GOALS, SUCH
AS IMPROVING MANAGEMENT QUALITY
AND ENSURING OPERATING EFFICIENCY.

IN 2010 AND IN 2011 (FOR TWO YEARS)
JSOC BASHNEFT WAS GIVEN THE ANNUAL
NATIONAL AWARD “IT-LEADER".

@ RESEARCH
— AND INNOVATION




RESEARCH AND INNOVATION

HE GROUP’S SCIENTIFIC, TECHNI-

CAL AND INNOVATIVE DEVELOPMENT

ENABLED IT TO ACHIEVE SIGNIFICANT
RESULTS IN ALL THE KEY AREAS OF ITS BUSI-
NESS DURING THE REPORTING YEAR.

Bashneft Group’s key areas of R&D and
innovative development include improv-
iIng product quality, enhancing business
efficiency, and ensuring environmental

and process safety.

The Scientific and Technical Council
acts as Bashneft Group’s management
centre for introducing innovations and
advanced technologies. The Council
collects, structures and analyzes in-
formation necessary for making rec-
ommendations on current and future
issues related to the Group's scien-
tific, R&D and industrial activities. The
Council assists JSOC Bashneft's sen-
lor management in formulating tech-
nical policy for the Group as a whole
and its individual entities, including
long-term technical development
plans up to 2015 for each department
of JSOC Bashneft.

In the third quarter of 2011, the R&D
Department was created in order to
organize and coordinate the imple-
mentation of R&D strategy of Bashneft
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Group. The Research and Development
Commission of the Scientific and Tech-
nical Council was created as an expert
body responsible for the development
and implementation of JSOC Bashneft's
R&D Programme. The main goal of the
Commission is to assure the implemen-
tation of the Company’s innovative and
R&D policy through planning, stream-
lining and control the application of
R&D regulations.

The development of R&D regulations
started in 2011. The R&D Programme
for 2012 was approved in the reporting
year. In 2012, the priority investment
areas include research aimed at:

@ Studying the potential for shale oil
production from the Domanic facies in
the Republic of Bashkortostan, as well
as the Orenburg, Samara, Saratov and
Ulyanovsk regions;

® Reducing the risks of inefficient drilling
at key oilfields;

@ Structuring and unifying storage pro-
cedure, analyzing of data on qualities of
formation fluids;

® Forecasting well operation at a high gas/
oil ratio;

@ I[mproving the quality of petroleum prod-
ucts.

TRANSFORMATION

Most of JSOC Bashneft's research will
be carried out by LLC BashNIPIneft, the
industry-leading R&D institute of the
Group. LLC BashNIPIneft is a corporate
R&D centre conducting research in the
key areas of the Group's operations in
geological exploration and crude oil
production.

Top priority activities of LLC Bash-
NIPIneft include:

@ Research in geology, exploration, field
development, drilling, production, en-
hanced oil recovery, collection of oil and
gas, well workovers and environmental
protection;

@ Design, development analysis and moni-
toring of oil, oil & gas and gas fields;
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® Construction of updateable field models,
development of well construction tech-
nologies and new enhanced oil recovery
methods;

@ Feasibility studies for design concepts;

@ Selection of technologies and agents for
crude oil production;

® Laboratory study of core materials and
formation fluids:

® Environmental and radiation monitoring;

® Development of new agents and materi-
als for well construction;

® Designs for the construction of wells and
other field facilities, overhaul and recon-
struction of production facilities.

The institute develops innovations in
close cooperation with the Group’s de-
partments.

TRANSFORMATION




RESEARCH AND INNOVATION

® ECHNOLOGIES
IN GEOLOGICAL EXPLORATION
AND PRODUCTION

EXPLORATION

The target innovation projects in geo-
logical exploration are aimed at reduc-
ing geological risks and improving the
efficiency of exploration activities.

To increase the efficiency of geologi-
cal exploration, Bashneft continues to
apply modern geochemical techniques
(GORE™ Surveys for Exploration). This
helps to evaluate the potential of dis-
covered and prepared formations before
starting deep prospecting and explora-
tion drilling and discard the least prom-
Ising structures, thus reducing financial
risks related to drilling of prospecting
and exploration wells.

Bashneft purchased and is introduc-
ing the latest geological and geophysi-
cal Kingdom software system which
enables structural and stratigraphic
interpretation of seismic data and rapid
construction of geological models of
prospective areas, their mapping, and
the evaluation of prospective C3 and
D1L hydrocarbon resources. Bashneft
Is creating an integrated complex com-
prising all seismic surveys carried out in
Bashkortostan.

Bashneft purchased the Strategy soft-
ware system which enables it to make
rapid geological and financial calcu-
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lations to evaluate new and existing
assets.

Feasibility studies were carried out on
the potential and advisability of bidding
for more than 60 subsoil areas in vari-
ous regions of European Russia and
Eastern and Western Siberia offered at
auctions during 2011 and conclusions
were prepared.

After feasibility studies were carried out
for four prospective areas in Bashkor-
tostan, it was recommended that three
areas should be included in the licenc-
ing programme for 2012,

Feasibility studies were carried out

for 11 licence areas of the Group (nine
areas in Bashkortostan, one area in
the Orenburg region and one in the
Khanty-Mansi Autonomous District]. It
Is recommended that geological stud-
les should be continued for 10 licence
areas. It is also recommended that the
licence for one area (in the Khanty-
Mansi Autonomous District) should be
waived. Feasibility studies were carried
out for 22 prospective areas offered

at auctions during 2011. Development
licences were obtained for two licence
areas (Uzharovskiy and Yarkeevskiy).
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Feasibility studies were carried out for
three fields and four licence areas in or-
der to evaluate the advisability of further
development and geological exploration.
Based on the calculations, it was decid-
ed to terminate the development licence
for two fields and two areas before the
end of the licence period and to suspend
the licence for one field.

Feasibility studies were carried out for
three licence areas owned by other
licence holders in order to purchase
these areas; positive conclusions were
given for all three of them.

Within the framework of the Integrated
Regional Project for Exploration in
Bashkortostan and Selection of Areas
for Licencing, research was carried out
in order to determine the feasibility of
further geological exploration at con-
ventional (the Aktanysh-Chishminskaya
depression) and non-conventional

(the Uralian foreland folds) reservoirs
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and areas. Based on these works aimed
at analysis and generalization of geolog-
ical and geophysical data on Palaeozoic
sedimentary cover in the region of the
Uralian foreland folds and the Aktanysh-
Chishminskaya depression, eight areas
were assigned for further geological ex-
ploration. It is recommended that three
areas should be included in the licenc-
ing list for 2012.

Analysis of geological and geophysi-

cal data was carried out for eight fields
under development in Bashkortostan in
order to find undeveloped formations.
74 areas were found to be promising in
terms of oil production and were subse-
quently ranked.

In 2012, Bashneft plans to carry out
research to determine the potential
for shale oil production from Domanic
sedimentary facies in the Republic of
Bashkortostan, the Orenburg, Samara,
Saratov and Ulyanovsk Regions.

TRANSFORMATION




RESEARCH AND INNOVATION

® [ECHNOLOGIES
IN GEOLOGICAL EXPLORATION
AND PRODUCTION

OILFIELD DEVELOPMENT: DRILLING AND PRODUCTION

In oil production the Group continued to
introduce the latest highly efficient tech-
nologies aimed at increasing hydrocar-
bon reserves and crude oil production
volumes while reducing costs.

In 2011, LLC BashNIPIneft monitored
oilfield development. Recommendations
were made for optimizing the develop-
ment system and a number of fields
were selected for geological and engi-
neering operations. Proposals were pre-
pared for hydraulic fracturing, a shift to
higher horizons, and the application of
enhanced oil recovery methods. Short-
term monthly and yearly programmes of
geological and engineering operations
supervised by chief project engineers
are being approved.

LLC BashNIPIneft carried out rapid
analysis of problem areas in develop-
ment, the exploration of prospective
areas in existing wells, activities aimed
at reducing water cut and enhancing the
productivity of marginal wells. Measures
for developing non-commercial wells
were designed, optimal field develop-
ment schemes were designed using
methods of material balance and con-
struction of two-dimensional hydrody-
namic models.
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The programmes for reduction of as-
soclated water production volumes
and inefficient injection were imple-
mented at the Mancharovskoye and
Kottynskoye fields on the recommen-
dations of LLC BashNIPIneft.

On the basis of constructed geologi-
cal and hydrodynamic models the op-
timal methods of well development
were selected for a number of fields in
Bashkortostan, multilateral wells were
drilled at the Lemezinskoye field and a
horizontal well was drilled at the Ili-
shevskoye field.

In 2011, LLC BashNIPIneft carried out

the following R&D activities for the de-
velopment of new equipment and tech-
nologies:

® The GNI-90 hydraulic running tool for en
tering the branches of multilateral wells
was designed, constructed and success-
fully deployed for the development of two
multilateral wells at the Lemezinskoye
field. It controls the operation of each
branch and promptly carries out repairs
when necessary. This leads to an increase
in the Group’s crude oil production;

® A hydraulic calibrator-centralizer for
sidetracking was developed and con-
structed. It is a reliable instrument which
minimizes the costs associated with
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drilling lateral branches of existing wells.
Sidetracking is one of the key activities
aimed at the development of remaining oil
reserves;

A program was developed and profiles of
directional, horizontal, and multilateral
wells at the Trebs and Titov fields were
calculated in order to optimize the profiles
and minimize drilling rig utilization. As a
result, the Group’s needs were defined for
carrying out production drilling at one of
its key assets.

In 2011, the results of 2008-2010 R&D
and experimental programs were used
for well design and industrial applica-
tion, which confirmed their high techni-
cal and economic efficiency. Two mul-
tilateral wells were constructed at the
Lemezinskoye oilfield with flow rates
2-3 times higher than the flow rates of
existing horizontal wells.

TRANSFORMATION



RESEARCH AND INNOVATION

® [ECHNOLOGIES
IN GEOLOGICAL EXPLORATION
AND PRODUCTION

LABORATORY STUDIES

In 2011, the laboratory of flush fluids and
well casing was accredited (Certificate of
accreditation No ROSS RU 0001.517992
as of 24.08.2010, valid until 24.08.2015).
Within the framework of engineering and
technical work, the laboratory carried out
comparative tests of Russian and foreign
chemical agents for drilling fluids and
plugging materials in terms of their pos-
sible use in well construction at oilfields
of the Urals, the Volga region, Western
and Eastern Siberia.

In 2011, LLC BashNIPIneft continued
petrophysical research. Re-equipping
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the laboratories made it possible to im-
plement a wide range of petrophysical
research methods. The introduction of
cutting-edge technologies improved the
quality and accuracy of research.

Applying the latest atomic emission-
absorption methods, micro-component
analysis of fresh ground water was car-
ried out. These innovative technologies
have widened the field of research and
increased the accuracy of the results
resulting in higher accuracy of environ-
mental monitoring.
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IMPLEMENTATION OF INNOVATIVE TECHNOLOGIES

In 2011, under the System of Innovative
Technologies Implementation, activities
were carried out in the following high
priority areas:

@® HYDRAULIC FRACTURING;

® TREATMENT OF THE NEAR-WELLBORE
AREA;

@ WELL REPAIR AND SEALING OPERATIONS;

@® WATERFLOODING CONTROL AIMED AT
EFFICIENT MAINTENANCE OF FORMATION
PRESSURE;

@ PERFORATING TECHNIQUES.

Under the Innovation System the follow-
Ing activities were carried out in 2011:

® 99 hydraulic fracturing operations were
carried out at 43 fields, including 15
cases of acid fracturing of carbonate
formations. During these operations
the cumulative additional oil production
totalled 231,200 tonnes.

® The method of thermochemical bind-
ing of special proppant particles was
tested in order to prevent proppant
flowback after hydraulic fracturing and
early breakdown of pumping equipment
caused by it. According to the results
of the research, the pumps’ lifespans
increased by 2.5 times.

® The method of mechanical perforation by
drilling with the perforation tunnelin a
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formation up to two meters was adapted
for Bashkortostan’s crude oil production
conditions. The technology efficiently en-
ters a formation with neighbouring oil- and
water-bearing layers, without excessive
stress on the production string and the
surrounding cement sheath and without
any increase in water cut. The total addi-
tional crude oil production from the tests
at five wells amounted to 1,500 tonnes.

Tests of matrix acidizing through a coiled
tubing unit which operates the formation
without lifting the pumping equipment
were carried out at over 100 wells. As a
result of these tests, workover time was
reduced by three days for each well and
additional crude oil production exceeded
35,000 tonnes.

Over 20 tests of matrix acidizing were
carried out with the use of demulsifiers
specially selected according to well op-
eration conditions. During the tests the
total increase in crude oil production
amounted to 8,000 tonnes.

The technology of silicate alkalization
for homogenisation of injectivity profile
was tested at the Igrovskoye field in
order to enhance the efficiency of the
system of formation pressure mainte-
nance. As a result of these activities,
total additional crude oil production
exceeded 1,000 tonnes for each cell un-
der development with associated water
production decreasing by 1,520 tonnes.
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RESEARCH AND INNOVATION

® [ECHNOLOGIES
IN GEOLOGICAL EXPLORATION
AND PRODUCTION

IMPLEMENTATION OF INNOVATIVE TECHNOLOGIES

® Technologies for repair and sealing
operations with the use of new plugging
materials and mechanisms were tested
at 14 production wells. The total water
production was reduced by 30% with
additional crude oil production amount-
ing to 6,000 tonnes.

® A coiled tubing unit was used in well
acidizing operations in order to reduce
the duration and cost of well workover
and production downtime. During pro-
duction tests, well workover time was
reduced threefold.

In 2011, under the Innovation System,
45 innovative methods were studied.
The Group had not previously used

¢
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them and it was proposed to use them
at Bashneft Group's oilfields. The ten
most promising of these, in terms of the
costs/oil production growth ratio, were
selected and recommended for produc-
tion testing. Tests of these methods are
scheduled for the second half of 2012.
Bashneft makes sure that all innovative
methods are supported by a complete
set of licences and approvals, including
those for the use of the proposed sub-
stances in oil industry, and that these
methods undergo comprehensive labo-
ratory tests for compatibility with forma-
tion fluids of the oilfields where Bash-
neft plans to use these technologies.
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RESEARCH AND INNOVATION

® [ECHNOLOGIES
IN OIL REFINING

Bashneft Group is actively introducing
technological innovations in oil refining and
petrochemical production that will enable
the Group to manufacture petroleum prod-
ucts meeting the strictest environmental
standards and further increase refining
depth. Bashneft Group currently leads the
industry in terms of refining depth.

The Group is increasing the capacity of its
delayed cokers and reconstructing its cata-
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lytic cracking, vacuum gasoil and diesel
fuel hydrotreatment units.

2011 saw a year-on-year increase in the
share of Euro- 4 and Euro- 5 products
from 10.98% to 18.32%. The launch of a
sulphuric acid alkylation unit at 0JSC No-
voil and facilities for gasoline separation
at 0JSC Ufimsky refinery plant and 0JSC
Ufaneftekhim is scheduled for 2012.
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RESEARCH AND INNOVATION

® INFORMATION
TECHNOLOGY

IT DEVELOPMENT

The Group views the development and
extensive use of information technol-
ogy as one of the key tools for en-
hancing management and operational
efficiency.

The Group’s principal efforts in the
sphere of corporate information sys-
tems are aimed at the implementation
of SAP ERP, an automated system

for business planning and optimiza-
tion, as part of a comprehensive Pro-
gramme for the development of an
integrated planning and management
system at Bashneft Group's key enter-
prises. The SAP ERP platform auto-
mates data flows in the Group's key
business areas and creates a common
information space for the major enter-
prises of the Group, thus substantially
enhancing the Group’'s management
efficiency. In the production segment
it is planned to introduce SAP ERP in
2012. Personnel Management soft-
ware based on SAP HCM, which the
Group has used since 2010 to unify
and automate basic personnel man-
agement processes , was updated in
2011 to enable the automation of pro-
cesses of a higher level. These include
analysis of performance indicators and
personnel evaluation, career manage-

¢
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ment and succession planning, and
corporate training management.

In the refining segment full-function
SAP ERP-based software was intro-
duced at OJSC Ufaneftekhim in 2011.
This has been followed by the roll-
out of the software to other refiner-
les comprising the refining segment.
In 0JSC Ufaorgsintez the process is
already finished. Bashneft also con-
tinues to carry out the Programme
for the Implementation of Produc-
tion Process Management Systems.
It is aimed at increasing the accuracy
and transparency of cost accounting,
gradually upgrading measuring and
automation equipment, enhancing the
efficiency of dispatch control, optimiz-
ing and centralizing control over the
process units, and monitoring prod-
uct quality. Under the Programme

in 2011 the refineries were provided
with equipment for commercial oil
and petroleum products accounting,
a laboratory information system was
introduced at 0JSC Ufaneftekhim. Its
main functions include:

® Automation of gathering, processing, stor-
age and display of information received
during laboratory analyses;
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® |Integration of data on quality controlin
Bashneft's common information space and
cooperation between analytic laboratories
and other departments of Bashneft;

@ Providing information on the quality of raw
materials, materials, semi-finished and
finished products to Bashneft's depart-
ments using quality indicators;

oil production volumes by reducing
unplanned well downtime, reducing
equipment failures, ensuring smooth
operation of equipment and improv-
ing the safety of the Group's property
at oil production facilities. In 2011,
under the Programme telemechani-

IN 2010 AND 2011, JSOC BASHNEFT WON

THE ANNUAL NATIONAL IT-LEADER AWARD,

THE ONLY RUSSIAN PROFESSIONAL AWARD

IN THE SPHERE OF IT. BASHNEFT WAS AWARDED
FORITS SIGNIFICANT CONTRIBUTION TO IT
DEVELOPMENT IN RUSSIA IN THE OIL AND GAS
COMPANIES COMPETITION

@ Efficient setting and forming of reports,
passports (certificates) and diagrams of
performed tests.

In the production segment the Group
continues implementing the Target
programme for Upgrading Teleme-
chanical Equipment and Installation
of Remote Control Systems at Pro-
duction Wells of Bashneft Group for
2010-2015. It is aimed at increasing
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cal systems were installed at 2,606
wells in Bashkortostan. 2012 will see
the installation of telemechanical
systems at 2,973 wells. In 2010, tel-
emechanical systems were installed
at 1,256 wells. Upon the completion
of the Programme in 2015, 100% of
Bashneft's mechanized wells will be
equipped with remote control sys-
tems.

TRANSFORMATION




RESEARCH AND INNOVATION

® INFORMATION
TECHNOLOGY

IT DEVELOPMENT

In 2011, the project for upgrading Bash-
neft Group’s automated IT measuring
systems in the energy segment was
launched in order to reduce electricity
costs in crude oil production. The pro-
Ject includes installation of commercial
and technical metering systems and

a dispatching system. The automatic
systems of commercial and techni-

cal energy metering and dispatching
management cover 5,500 metering
points. In 2011, about 60% of the project
activities were completed; at present,
construction, installation, testing and
commissioning are being carried out.
Bashneft plans to enter the wholesale
electricity market in January 2013.

The installation of OilInfoSystem
software, which provides information
support for key business processes
in oil production, started in 2011. The
following modules were introduced:

® 0IS+ PRODUCTION: a system of ac-
counting and analysis of operation of oil
and gas production facilities (accounting
of oil production, fluids, injections into
formations, analysis of well operation);

® OIS WELL WORKOVER: a system of ac-
counting and monitoring of well worko-
ver results (automation of planning,
accounting, well workover supervising,
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retrieving operational and analytical data
on workovers);

@ OIS DRILLING: a system of monitoring
and analysis of well construction.

OIS is currently undergoing operational
testing; it is planned to put the system
into operational use in August 2012.

In the marketing segment in 2011,
Bashneft Group continued implement-
ing the Programme for Automation of
Sales, Handling and Transportation of
Oil and Petroleum Products. The Pro-
gramme covers:

® RETAIL SALES
(retail and small wholesale):

® WHOLESALE
(export and domestic);

® LOADING AND TRANSPORTATION.

Under the Program a number of pro-
jects are being implemented, for ex-
ample, installation of the Customer
Relationship Management System in
wholesale business and introducing an
integrated automatic control system
for filling stations based on Retalix at
0JSC Bashkirnefteprodukt. The instal-
lation of the automatic control system
for filling stations will formalize and
optimize business processes related to
sales of petroleum products and as-
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sociated products and services in 0JSC
Bashkirnefteprodukt and increase
petroleum products sales via filling sta-
tions by 15,000 tonnes annually.

In the sphere of the information in-
frastructure, a corporate Tier lll+ data
processing centre began operation in
2011. The centre’s construction incorpo-
rates Lampertz fire and explosion-proof
technologies and is designated to host
the Group’s highly critical servers and
data storage systems. Besides, Bash-
neft Group completed the integration of
communication and data transmission
networks of all its subsidiaries and af-
filiates into a single convergent network.

Bashneft extensively uses virtualization
technologies to increase overall equip-
ment effectiveness and to eliminate re-
dundancy. In 2011, Bashneft continued
the implementation and integration of
monitoring systems and the CA Service-
Desk centralized user support system to
meet the high standards of the systems’
users. The centralized personnel sup-
port service of the companies of Bash-
neft Group uses these tools.

¢
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In 2011, LLC Bashneft-Udmurtia,

CJSC Bashneft-Region and 0JSC Oren-
burgnefteprodukt were connected to CA
Spectrum infrastructure management
software, which increased the number
of monitored elements by more than
600 units (at the end of 2010 the moni-
toring system covered 1,200 elements).

LLC Bashneft-Udmurtia, CJSC Bash-
neft-Region and OJSC Orenburgneft-
eprodukt were connected to CA Service
Desk centralized user support system in
2011, Thus, the number of system users
increased from 2,685 to 15,165 during
the year.

In 2011 the Group introduced the Boss-
Referent electronic document processing
system and videoconferencing system at
the newly acquired marketing assets in
order to improve corporate governance
and speed up decision-making and im-
plementation. These systems will accel-
erate the integration of these assets in
the Group’s structure and business pro-
cesses.
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RESEARCH AND INNOVATION

® INFORMATION
TECHNOLOGY

IT MANAGEMENT

Bashneft attaches great importance to
the development and implementation of
state-of-the-art technologies. Innovative
activity is one of the main competitive
advantages of the Group and an im-
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portant factor contributing to its rapid
development.

The Committee on IT, Telecommu-
nications and Metrology of the JSOC
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RESEARCH AND INNOVATION

® INFORMATION
TECHNOLOGY

Bashneft's Board is responsible for [T
development. It includes representatives
of IT and business departments. The re-
sponsibilities of the Committee include
a feasibility study and approval of new

IT projects, priorities setting, software
selection and supervision of project
implementation.

In order to ensure IT operational ef-
ficiency, Bashneft updates processes,
standardizes equipment and software
and outsources ancillary business pro-
cesses. In 2011, the creation of a single
service subsidiary for IT, telecommuni-
cations and automation on the basis of
LLC PTUS Bashneft was completed by
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the consolidation of the assets and per-
sonnel of five telecommunications ser-
vice enterprises and nine oil production
automation departments with a subse-
quent merger with LLC PTUS Bashneft.
As a result of this reorganization, the
number of employees decreased by 211
people, the economic benefit amounted
to 30 million roubles annually.

In 2010 and 2011, JSOC Bashneft won
the Annual National IT-Leader Award,
the only Russian professional award in
the sphere of IT. Bashneft was awarded
for its significant contribution to IT de-
velopment in Russia in the Oil and Gas
Companies competition.

fi
(L ill\\\

A 00 ) O

TRANSFORMATION




~

. : | &
T A B

HUMAN RESOURCES:

THE GROUP’S HR POLICY FULLY COMPLIES

WITH THE RULES AND PRINCIPLES OF RUSSIAN

AND INTERNATIONAL LAW AND IS BASED ON MUTUAL
RESPECT. OPINIONS OF ALL PARTIES ARE ALWAYS
CONSIDERED. THE GROUP CREATES ATTRACTIVE
WORKING CONDITIONS FOR EMPLOYEES WHO

SEEK EFFICIENCY, PROFESSIONAL DEVELOPMENT
AND CAREER ADVANCEMENT.

CHARITY:

THE SOCIAL POLICY OF THE GROUP IS BASED

ON THE PRINCIPLES STATED IN ITS INTERNAL
DOCUMENTS. 2011 SAW FURTHER COOPERATION
BETWEEN JSFC SISTEMA AND THE REPUBLIC
OF BASHKORTOSTAN ON THE DEVELOPMENT

OF SOCIAL INFRASTRUCTURE. 20 NEW SOCIAL
FACILITIES WERE FUNDED IN SEVEN DISTRICTS
OF THE REPUBLIC

ENVIRONMENTAL
PROTECTION:

ENVIRONMENTAL PROTECTION HAS ALWAYS
BEEN A HIGH PRIORITY FOR BASHNEFT,
SINCE TAKING CARE OF THE ENVIRONMENT
IS ANECESSARY PREREQUISITE FOR

THE HEALTH AND WELFARE OF FUTURE
GENERATIONS. IN 2011, THE GROUP
APPROVED AND ADOPTED THE FUNCTIONAL
STRATEGY OF JSOC BASHNEFT ON HEALTH,
SAFETY AND ENVIRONMENT.

@ SOCIAL
=~ RESPONSIBILITY




SOCIAL RESPONSIBILITY

® HUMAN RESOURCES

HR POLICY

Bashneft is one of the most attractive
employers in the region: it successfully
ensures comfortable working conditions,
maximizes opportunities for professional
development and career advancement,
and fosters the creativity and health of the
employees.

The Group’s HR policy fully complies with
the rules and principles of Russian and
international law and is based on mutual
respect. Opinions of all parties are always
considered.

The Group's employees are one of its
main strategic resources, enabling the

The aims of the Group's HR policy in-
clude:

@ providing the Group with highly qualified
specialists capable of solving problems as
they arise and contributing to the achieve-
ment of business goals;

@ creating the prerequisites for a mutually
beneficial long-term cooperation between
the Group and its employees through ef-
fective incentive programmes;

® employee training and development;
@ performance evaluation;

@ development of corporate culture.

THE GROUP'S EMPLOYEES ARE ONE OF ITS MAIN
STRATEGIC RESOURCES, ENABLING THE GROUP
T0 BE COMPETITIVE. WORK WITH PERSONNEL IS
CONSIDERED A PRIORITY FOR ALL MANAGERS.

Group to be competitive. Work with
personnel is considered a priority for all
managers.

Basic principles and approaches of per-
sonnel management are stated in the
Human Resources Policy of Bashneft
adopted in 2010.

The Group uses clear criteria when hiring
new personnel. Candidates are selected
on a competitive basis and assessed upon
their professional and managerial skills
and overall growth potential. Decisions
concerning recruitment are made regard-
less of the candidate’s race, nationality,
gender and age.
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In 2011, Bashneft adopted the Code of
Ethics and the Code of Corporate Conduct
declaring the following basic corporate
values:

® Compliance with laws, norms and rules
@ Efficiency

@ Honesty, integrity and reliability in busi-
ness

@ Professionalism, competence and
awareness

@ Social responsibility
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Besides, the Group takes on voluntary
commitments concerning corporate
conduct that complement the applicable
legislation. The Group’s codes stipulate
that the Group’s management and its
employees shall avoid behaviour lead-

Ing to discrimination against others and
guarantee equal rights and opportunities
concerning remuneration and the careers
of its employees. The Group does not
employ contract and agency staff or use
other non-standard forms of employment
that may directly or indirectly lower the
social protection of employees.
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SOCIAL RESPONSIBILITY
® HUMAN RESOURCES

PERSONNEL NUMBERS AND STRUCTURE

As of December 2011, the average headcount in Bashneft Group was 26,754 (in Decem-
ber 2010 — 28,245].

CHANGE IN AVERAGE HEADCOUNT BY BUSINESS TYPES:

In 2011, the organizational structure of
the Group was streamlined and head-
count decreased by 1,505 (5.7%]). This
was achieved mainly by restructuring
oilfield service companies working

The headcount of the holding company
increased, first and foremost, in the
key sectors of Development, Produc-
tion, Refining and Sales. The Eco-
nomics and Finance department also

# BUSINESS TYPE 2009 2010 2011 with Bashneft and downsizing their experienced major changes, as several
1 HOLDING COMPANY 395 854 1,025 workforce. businesses were transformed into
2 DRILLING 6,270 4,489 2,528 independent units.
3 PRODUCTION OF OIL AND GAS 8,337 7,931 7,202
4 OIL REFINING AND PETROCHEMICALS 8,247 8,173 8,195
..... S anee AN Logienos DRILLING PERSONNEL HOLDING COMPANY PERSONNEL
o e L L L : |
© 7 OTHER 253 257 271 : PERSONS : PERSONS
P : 7,000 : 1200
. TOTAL 29,290 28,245 26,754 : '
---------------------------------------------------------------------------------------------------------------------------------------------------------- 6'000
1,000
5,000
PERSONNEL STRUCTURE 4000 o0
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3,000
30 630/ 2000 DRILLING 0 HOLDING COMPANY
. 1] PERSONNEL REE=GhNEL
OIL REFINING 0 1,000 200
AND PETROCHEMICALS 342 /0
0
RESEARCH 0
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1.01%

OTHER 4%
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PRODUCTION
OF OIL AND GAS

24.74%
SALES
AND LOGISTICS -
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At the same time, several businesses

of the Group saw an increase in head-
count. This resulted from the hiring of
new managers for the recently created
Marketing, Energy, IR and GR Depart-

ments.
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The number of Sales and Logistics
personnel increased due to the acqui-
sition of operating networks of filling
stations (0JSC Orenburgnefteprodukt,
LLC SKON Group of Companies) lead-
ing to the expansion of the Group's
footprint in Russia.
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SOCIAL RESPONSIBILITY
® HUMAN RESOURCES

PERSONNEL NUMBERS AND STRUCTURE

As to the employee age distribution, . number to ensure an optimal combi- In 2011, the average employee age Staff turnover in the Group remained
employees between 30 and 50 tradi- . nation of good physical form and work further decreased due to succession low in 2011 and amounted to 4.28%,
tionally comprise two thirds of the total . experience. planning programmes, the creation of which is lower than in 2009 (5.36%) and
; a talent pool and the hiring of young : in 2010 (5.41%).
specialists. :

EMPLOYEE AGE DISTRIBUTION
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® HUMAN RESOURCES

EMPLOYEE TRAINING AND DEVELOPMENT,

PERFORMANCE EVALUATION

In 2011, the Group continued to imple-
ment the Functional Strategy on HR
Management aimed at continuous
recruitment of young specialists. This
policy allows for a growing number of
employees to receive various kinds of
further training and development:

® short-term training (training seminars /
courses / workshops, up to 72 hours];

® medium-term training (professional de-
velopment programmes, from 72 hours
to 500 hours);

® long-term training;
@ distance online learning.

Total training and development ex-
penses for three years amounted to
247.653 million roubles.

Apart from compulsory training required
by legislation, employees can take ad-
vantage of development training under
corporate development programmes.

In 2011, the Group continued to im-
plement training programmes for top
and middle managers. These distance
learning programmes, organized by the
Group together with the Corporate Uni-
versity of JSFC Sistema, have operated
successfully since 2010. They include
workshops and training seminars that
help to develop professional and per-
sonal skills.
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The Group funds MBA programmes for
its top managers and vocational training
for managers and specialists in oil and
gas production and refining.

In 2009-2011, under the employee
retraining programme, 63.8 thousand
courses were provided to the employees
(measured by the number of recipients
of the courses) aimed at the develop-
ment professional and managerial
skills. More than 40 thousand courses
were provided in 2011.

Bashneft cooperates closely with Ufa
State Petroleum Technological Univer-
sity, the Corporate University of JSFC
Sistema, Moscow Institute of Modern
Business, the Graduate School of Man-
agement of St. Petersburg State Univer-
sity and other specialized institutes.

In 2011, a corporate managerial devel-
opment programme for members of the
Group's “talent pool” was implemented.
The programme is hosted by the Gradu-
ate School of Management of St. Pe-
tersburg State University.

The Group has adopted a procedure for
annual comprehensive employee evalu-
ation that assesses the level of profes-
sional competence, development and
key performance indicators [(KPIs). The
results of evaluation are used to plan
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and organize training, to manage the
“talent pool” and to prepare propositions
to Bashneft's management concerning

employees’ salaries and other organiza-
tional decisions.
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SOCIAL RESPONSIBILITY

® HUMAN RESOURCES

INCENTIVES AND REMUNERATION

For the last three years the Group
has been using a remuneration sys-
tem based on grading. This fosters an
objective assessment of professional
competence and increases employee
motivation.

This remuneration system has made
the Group more competitive in Russian

the Group in general and their contri-
bution to the bottom line.

Remuneration consists of a fixed part
and a variable part. The fixed part in-
cludes the salary, additional payments
for health risks and a regional coef-
ficient. The variable part (or the bonus)
depends on whether KPIs have been

REMUNERATION CONSISTS OF A FIXED PART

AND A VARIABLE PART. THE FIXED PART INCLUDES
THE SALARY, ADDITIONAL PAYMENTS FOR HEALTH
RISKS AND A REGIONAL COEFFICIENT. THE VARIABLE
PART (OR THE BONUS) DEPENDS ON WHETHER KPIS

HAVE BEEN ACHIEVED.

and foreign markets and more trans-
parent for investors. Further, it has
helped to attract highly qualified spe-
cialists in various areas of business,
thus ensuring continuous development
of the Group’s business processes.

The system enables to assess all types
of positions and is therefore crucial to

the remuneration structure. Positions

are assessed upon their influence on
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achieved. The bonus depends on the
employee’s position: the more important
his or her position, the higher the bonus
share. For employees, the fixed part/bo-
nus proportion is 85/15, for top manag-
ers this proportion is 50/50.

In 2011, the Group continued to use the
Personnel Management software (as
part of IT development programme] to
unify the calculation of remuneration.
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Group salaries are above the industry
average (51,016 roubles versus 50,746
roubles, respectively).

cases, for accident prevention and
emergency response activities at the
Group's facilities, as well as for par-
ticipation in new projects vital to the
Group. This bonus does not exceed the
salary of the employee.

In 2011, the Group introduced an “ad-
ditional bonus™ awarded in exceptional

|
\|
d
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SOCIAL RESPONSIBILITY

® HUMAN RESOURCES

COMPLIANCE WITH SOCIAL NORMS
OF ARESPONSIBLE EMPLOYER

Apart from remuneration and benefits
required by law, the Group provides its
employees with a benefit package ac-
cording to their position.

Bashneft allocates significant sums for
healthcare, optional health insurance
and resort therapy of employees, since
their health is one of the Company’s pri-
orities and a vital prerequisite to smooth
high-quality working processes.

The recreation facilities available to em-
ployees and their families include five chil-
dren’s camps, seven health resorts and

CO-FINANCING OF EMPLOYEE RECREATION

three recreation centres. Under the collec-
tive agreement with Bashneft, employees
of JSOC Bashneft and its subsidiaries
cover only part of the cost of holidays (10%
for summer camps, 15% for health resorts
and 30% for recreation centres).

Retired employees of the Group are also
entitled to holidays in health resorts at
a discount.

In 2011, the Group’s expenses related to
health and safety totalled 229.8 million

roubles. Other social expenses at seven
of the Group's enterprises amounted to

....... PAID-BY....ooviovn) e PAID-BY.ooooo.
THE COMPANY THE COMPANY
................................................................ 8500
....... L S L) TR
0% ... R 10%............. N 15%.. ]
CHILDREN'S HEALTH RECREATION
CAMPS RESORTS CENTRES
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845.1 million roubles in 2011: this sum
was allocated for covering the cost of
holidays, food, transportation of shift
workers and other perquisites.

The Group ensures that its employees
enjoy freedom of association. Trade un-

Corporate sport is regaining popu-
larity: staff of all oil and gas produc-
tion departments and their families
can visit leased swimming pools and
sports halls. The staff of refineries in
Ufa visit gyms.

THE GROUP CREATES ATTRACTIVE WORKING
CONDITIONS FOR EMPLOYEES WHO SEEK EFFICIENCY,
PROFESSIONAL DEVELOPMENT AND CAREER

ADVANCEMENT

lons are in place at several enterprises
of the Group. Employees’ councils repre-
sent the interests of all employees.

A new collective agreement was signed
in 2011, valid through 2013. The main
change consisted in the increase of
payments for retired employees of the
Company.

Significant sums are traditionally al-
located to promote sports traditions
of the Group. The Group spent 11,448
million roubles on sporting events and
support of healthy lifestyle in 2011.
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The Group annually organizes a futsal
championship and the Golden Autumn
cross country race. Summer and winter
sports festivals, ski races, the Kandry Kul
Games, volleyball, football, chess cham-
pionships and snowmobile races are
highly popular among the employees.

In 2011, the team of Bashneft ranked
first in the Summer Spartakiad or-
ganized by JSFC Sistema. As sport-

ing events take place in new cities,

the number of participants grows. The
Group is thus creating a culture of sport
and healthy lifestyle.
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SOCIAL RESPONSIBILITY

® HUMAN RESOURCES

CORPORATE EVENTS

The corporate culture of Bashneft is based
on mutual respect between employees in
all positions. Its goal is to create an atmos-
phere that fosters positive results.

The Group creates attractive working condi-
tions for employees who seek efficiency,
professional development and career ad-
vancement.

An internal communications system cur-
rently being implemented in the Group shall
inform the entire staff about current and
future goals, achieved results and expec-
tations of management. The Bashkir Oil
corporate newspaper is an effective tool for
realizing these goals. The paper describes
important events of the Group, publishes
interviews with top managers and presents
pieces about the veterans of the Company.
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This paper also gives the employees the
opportunity to address the management,
publish artwork or a photograph, or re-
port an interesting event.

The Group regards acknowledgement
of achievements and encouragement as
a powerful incentive.

In 2011, distinguished employees received
Bashneft's corporate prize for the second
time. The prize was awarded during the
celebrations on the Day of Workers of the
Oil & Gas Industry. The Group celebrates
Victory Day, Day of Oil Industry, Knowledge
Day. Bashneft also organizes New Year
family celebrations. In 2011, the Company
introduced a new tradition: KVN (Club of
the Cheerful and Sharp-witted) games
among the Group’s enterprises.
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SOCIAL RESPONSIBILITY

® SOCIAL POLICY

- AND CHARITY

The Group's social responsibility includes
the development and implementation of
target social programmes and charitable
projects in cooperation with local au-
thorities and communities. Their aim is
to support social, economic and cultural
development of regions that are of strate-
gic interest to the Group. Bashneft con-
tributes to maintenance and development
of sites that are of historical, religious,
cultural or environmental importance.

Since March 2009, the General Agreement
between the Republic of Bashkortostan
and JSFC Sistema is in place. The Agree-
ment is aimed at fruitful collaboration

in order to create favourable conditions
for economic and social development of
the Republic of Bashkortostan. In March
2012, LLC Bashneft-Polyus, which held
the development license for the Trebs and
Titov oilfields, and the Administration of
the Nenets Autonomous District signed
an Agreement on cooperation stipulat-
ing that the Group shall invest in the
development of the social and economic
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infrastructure of the Nenets Autonomous
District, as well as job creation and charity

projects.

Most social and charity programmes in
the Republic of Bashkortostan are funded
through the branch of Charity Fund Sis-
tema. In 2011, 1,499 million roubles were
provided through this Fund. Apart from
this, the Group itself spent 273 million
roubles for charity.

2011 saw the following special events
related to social policy:

® In April 2011, the Group won an award at
the national The Best Russian Compa-
nies: Development, Efficiency, Responsi-
bility - 2010 in the Social Responsibility
category. The competition has been held
by the Russian Union of Industrialists and
Entrepreneurs since 1997 and is sup-
ported by the Government of the Russian
Federation.

@ In May 2011, Bashneft ranked 9th in the
Social Responsibility Rating of Russian
companies of the newspaper Trud.
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SOCIAL RESPONSIBILITY

® SOCIAL POLICY
AND CHARITY

SOCIAL POLICY

The Social Policy of the Group is based
on the principles stated in the Policy on
Charity of Bashneft (approved by order
No.429 dated November 20, 2009) and
the Policy on Corporate Social Respon-
sibility (approved by order No.221 dated
April 14, 2010).

2011 saw further cooperation between
JSFC Sistema and the Republic of
Bashkortostan on the development of
social infrastructure. The budget of
the programme totalled 1,449 billion
roubles, including funds provided by
Bashneft. The funds are allocated for
construction and renovation of kinder-
gartens, schools, hospitals and sports
facilities in various cities and districts
of the Republic. In 2011, 20 new social

facilities were funded in seven districts
of the Republic, including the city of
Ufa. The list of facilities to be funded

is determined in cooperation with the
Republic’'s authorities.

The Group’'s management cooperates
with representatives of various authori-
ties. Since 2010, Alexander Goncharuk,
the Chairman of Bashneft's Board of Di-
rectors and member of JSFC Sistema’s
Board of Directors, has been a member
of the Presidential Council of Bashkor-
tostan. The Council is a permanent
advisory body responsible for preparing
proposals outlining the main trends of
the Republic’s government policies in
order to increase the operational effi-
ciency of regulatory bodies, etc.
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CHARITY

SUPPORT OF A REHABILITATION
CENTRE FOR CHILDREN

Bashneft has been supporting the Ufa reha-
bilitation centre for children for four years.
The Group organizes concerts and educational
events for the young patients recovering from
difficult situations. The events are attended

by representatives of Bashneft's manage-
ment and the Ufa administration. In 2011,

a relaxation room was installed in the centre.
The children received New Year presents from
the Group.

SOCIAL EVENTS FOR EMPLOYEES’
CHILDREN

Bashneft's social policy also covers the
families of the Group’s employees, especially
children. The Group organizes festivals for
employees’ children including New Year,
Children’s Day, and Knowledge Day. About
1000 children and their parents participate in
these holiday events. Neftyonok (little beaver-
oilman), the corporate mascot, is always
present. The corporate drawing contest for
children "My Family are Oil Workers' is highly
popular. This contest is for children under

14; up to 1,000 drawings are submitted each
year. In June, the results are announced, and
the young artists receive awards during a
prize-giving ceremony attended by the Group’s
management.
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SPRINGS OF BASHKIRIA

For a number of reasons, the Republic of
Bashkortostan faces difficulties in supplying

its population with high-quality drinking water.
Water hardness, mineral and chloride content
in some regions is more than twice the accept-
able rate. This is caused both by natural and
anthropogenic factors. Agriculture and industry
have a negative impact on water quality. Some
areas lack storm drainage systems.

The oil producing industry is also responsible
for this condition of ground water. Outdated
production technologies used in the soviet
period now adversely affect the quality of water.
Ground water in the Republic of Bashkorto-
stan has become contaminated with brine
that has been pumped into the wells dur-

ing 70 years of production. Bashneft tries to
solve the problem in the “old” oil-producing
regions of the Republic through the Springs of
Bashkiria programme, which supplies several
areas with high-quality drinking water. Under
the programme, 67 springs in at risk regions
will be restored between 2011 and 2013. The
programme is funded by Bashneft through
the branch of the Charity Fund Sistema and
includes reconstruction of water treatment
units at the pumping stations, construction of
additional water supply wells and water pipes,
repair of water supply systems and other
measures.

In 2011, the restoration of 25 springs in the
Ishimbaysky, Bizhbulyaksky, Belebeyevsky,
Tuimazinsky, Iglinsky, Blagoveshensky, Chek-
magushevsky, Yanaulsky, Krasnokamsky and
Dyurtyulinsky districts of Bashkortostan was
financed through charity funds.

The Group attaches great importance to sup-
plying the population with high-quality drinking
water. Bashneft not only restores springs, but
also funds construction and maintenance of
water supply systems (water withdrawal facili-
ties, water pipes etc.] as well as drilling of new
water wells in more than twenty villages and
towns of the Republic of Bashkortostan. For
instance, in 2011, the Group started the con-
struction of water pipes in the villages of Starye
Tuimazy and Gorny (Tuimazinsky district).

Overall, in 2011, Bashneft allocated more than
149 million roubles for water-related measures
in the Republic of Bashkortostan through the
Charity Fund Sistema.
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® SOCIAL POLICY

~ AND CHARITY

SPORTS

COOPERATION WITH THE PROFESSIONAL
FOOTBALL CLUB CSKA AND DEVELOPMENT
OF SPORTS FOR CHILDREN

In February 2010, Bashneft became

a general sponsor of the professional
football club CSKA, one of the strongest
teams in Russia. In 2011, the coopera-
tion continued, and a series of events
involving players and trainers of the club
took place.

Bashneft, together with the CSKA foot-
ball club, has launched a social initiative
for developing children’s football in the
Republic of Bashkortostan.

For instance, two workshops for
coaches of youth football teams were
organized. In April, young players were
selected for the CSKA youth team. One
of them passed the selection and is
currently training with the team. Eight
teams from Bashkortostan's sports
schools participated in the JSOC Bash-
neft Cup futsal tournament for children.
The “I'm a Fan of PFC CSKA" quiz was
offered to the citizens of Ufa, a fan-club
was founded and an opening ceremony
was held. The fans helped organize an
exhibition futsal game with the children
from the Ufa orphanage No.9.
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A "My Football” drawing contest was
held in the Ufa Special (Corrective)
Boarding School No.92. Footballs were
made in accordance with the winning
designs. Some of these balls were
presented to players of the Professional
Football Club CSKA; others are used at
the Company’s sporting events.

CONSTRUCTION OF SPORTS FACILITIES

In November 2011, the opening cer-
emony of the second stage of the Ufa
Arena sports complex took place. Under
the Agreement between JSFC Sistema
and the Government of the Republic

of Bashkortostan, Bashneft Group has
covered more than 20% of the construc-
tion costs; 105 million roubles were
allocated for this purpose in the last two
years.

Apart from this, in 2011 the Group
funded the construction of an indoor
skating rink with artificial ice in the city
of Tuimazy, the overhaul of the Dulkyn
swimming pool in the city of Yanaul, the
construction of sports and recreation
centres in the villages of Verkhneer-
keyevo and Chishmy and several other
facilities.

TRANSFORMATION

EDUCATIONAL PROJECTS

COOPERATION OF BASHNEFT AND USPTU

Under the cooperation agreement
between Bashneft and Ufa State Petro-
leum Technological University, several
events took place in 2011, including the
final of the JSOC Bashneft Oil & Gas
Contest, a USPTU Museum tour for the
employees’ children, and the | Want to
Become an Oilman’ open day for senior
pupils from Ufa.

In 2011, under the agreement on voca-
tional guidance, a “summer school” for
senior pupils was organized. For several
days, schoolchildren could participate

In quizzes and listen to lectures by

the best university teachers.

The agreement between Bashneft and
USPTU also provides for a scholarship
programme. In 2011, 49 students of the
university received personal scholar-
ships from Bashneft after successful
interviews with managers from Bash-
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neft's HR Department. The best gradu-
ates will be offered a position in the
Group. Scholarships range from 1,500
to 2,500 roubles: the funds allocated for
scholarships in the 2011/2012 school
year total 1.5 million roubles.

‘| WANT TO BECOME AN OILMAN’ WEB-
PROJECT

In 2011, the Group continued the develop-
ment of an interactive educational project,
the WWW.NEFTYANIK-SCHOOL.RU. web por-
tal. This is the first Russian educational
resource dedicated to careers in the oil
industry. The main goal of the project is to
attract more attention to technical disci-
plines, such as chemistry, mathematics,
geology,