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Independent Accountants’ Review Report

Shareholders and the Board of Directors
of OJSC Rosneft Oil Company

We have reviewed the accompanying consolidated balance sheet of OJSC Rosneft Qil
Company, an open joint stock company, and subsidiaries (“the Company”) as of June 30,
2006 and the related consolidated statements of income for the three and six months ended
June 30, 2006 and 2005, the related consolidated statements of cash flows for the six months
ended June 30, 2006 and 2005, and the related consolidated statement of changes in
shareholders equity for the six months ended June 30, 2006, in accordance with Statements
on Standards for Accounting and Review Services issued by the American Ingtitute of
Certified Public Accountants. All information included in these interim consolidated financial
statements is the representation of the management of the Company.

A review consists principally of inquiries of company personnel and analytical procedures
applied to financial data. It is substantially less in scope than an audit in accordance with
generally accepted auditing standards in the United States of America, the objective of which
is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our review, with the exception of the matters described in the following paragraphs,
we are not aware of any material modifications that should be made to the accompanying
interim consolidated financial statements in order for them to be in conformity with
accounting principles generally accepted in the Unites States of America.

As discussed in Note 11 to the interim consolidated financial statements, as of December 31,
2004, the Company was not in compliance with certain provisions of debt agreements, which
constituted events of default, and as a result the related debt became callable by the respective
creditors as of that date. Subsequently the Company has obtained waiver letters from the
respective creditors which have provided for a grace period to cure these defaults and this
grace period was ultimately extended until December 31, 2006. We do not believe that it is
probable that all events of default will be cured before December 31, 2006. The Company
continues to classify the related debt in the amount of US$ 2,231 million as non-current,
which is not in compliance with Statement of Financial Accounting Standard (SFAS) No. 78
“Classification of Obligations That Are Callable by the Creditor”, which requires
classification of such debt as current.
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As discussed in Note 2 to the consolidated financial statements as of and for the year ended
December 31, 2005, the value of property, plant and equipment pertaining to minority
interests, resulting from the acquisition of OJSC Y uganskneftegaz, has been recorded at
appraised vaues, rather than at historical cost, as required by accounting principles generally
accepted in the Unites States of America.

The consolidated financial statements as of and for the year ended December 31, 2005, were
audited by us and we expressed a qualified opinion on them with respect to the value of
property, plant and equipment pertaining to minority interests and classification of debt in our
report dated May 15, 2006, but we have not performed any auditing procedures since that
date.
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OJSC Rosneft Oil Company
Consolidated Balance Sheets

(in millions of US dollars, except share amounts)

June 30, 2006 December 31,
Notes (unaudited) 2005

ASSETS
Current assets:
Cash and cash equivalents 4 $ 1,166 $ 1,173
Restricted cash 25 23
Short-term investments 5 571 165
Accounts receivable, net 6 3,209 2,858
Inventories 889 814
Deferred tax assets 14 54 48
Prepayments and other current assets 897 897
Total current assets 6,811 5,978
Non-current assets:
Long-term investments 7 579 436
Long-term bank loans granted, net 79 63
Acquired debt receivable, net 8 456 -
Oil and gas properties, net 9 21,944 20,939
Property, plant and equipment, net 2,151 2,030
Construction-in-progress 492 509
Goodwill 3 44 35
Deferred tax assets 14 12 8
Other non-current assets, net 138 18
Total non-current assets 25,895 24,038
Total assets $ 32,706 $ 30,016
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Accounts payable and accrued liabilities 10 $ 2,000 $ 1,358
Short-term loans and current portion of long-term debt 11 3,840 4,005
Income and other tax liabilities 3,045 2,810
Deferred tax liabilities 14 44 40
Other current liabilities 28 32
Total current liabilities 8,957 8,245
Asset retirement obligations 15 619 566
Long-term debt 11 8,558 8,198
Deferred tax liabilities 14 3,814 3,696
Other non-current liabilities 19 18
Total liabilities 21,967 20,723
Minority interest 1,851 1,860
Shareholders’ equity: 12
Common stock par value 0.01 RUR (shares issued and outstanding:

9,092,174,000 as of both June 30, 2006 and December 31, 2005) 20 20
Additional paid-in capital 19 19
Retained earnings 8,849 7,394
Total shareholders’ equity 8,888 7,433
Total liabilities and shareholders’ equity $ 32,706 $ 30,016

The accompanying notes to the interim consolidated financial statements
are an integral part of these statements.

See Accountants’ Review Report
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OJSC Rosneft Oil Company

Consolidated Statements of Income

(in millions of US dollars, except earnings per share data)

Six months

Three months Three months Six ended June 30,
ended June 30, ended June 30, months ended 2005,
2006, 2005, June 30,2006  as restated
Notes (unaudited) (unaudited) (unaudited) (unaudited)
Revenues
Oil and gas sales 18 $ 6,344 $ 3,729 $ 11,557 § 6,720
Petroleum products and processing fees 18 2,407 1,669 4,626 2,980
Support services and other revenues 89 103 173 164
Total 8,840 5,501 16,356 9,864

Costs and expenses

Production and operating expenses 519 411 940 768
Cost of purchased oil

and petroleum products and refining costs 557 175 1,102 305
General and administrative expenses 181 100 348 186
Pipeline tariffs and transportation costs 764 538 1,457 896
Exploration expenses 63 39 98 64
Depreciation, depletion and amortization 408 361 792 698
Accretion expense 8 9 16 17
Taxes other than income tax 1,866 1,176 3,440 2,200
Export customs duty 13 2,629 1,305 4,793 2,143
Total 6,995 4,114 12,986 7,277
Operating income 1,845 1,387 3,370 2,587
Other income /(expenses)
Interest income 22 23 60 37
Interest expense (170) (200) (373) (391)
Loss on disposal of property, plant and equipment 13) - a7 2)
(Loss)/gain on disposal of investments Q) 1 5) )
Gain on disposal of share in CJSC Sevmorneftegaz 7 - 1,303 - 1,303
Equity share in affiliates' profits 11 11 19 20
Dividends and income/(loss) from joint ventures - 5) 1 3
Other income/(expenses), net 20 (7 (6) (60)
Foreign exchange (loss) / gain (118) 145 (277) 159
Total other income / (expenses) (253) 1,271 (598) 1,060
Income before income tax 1,592 2,658 2,772 3,647
Income tax expense 14 (484) (690) (819) (947)
Income before minority interest 1,108 1,968 1,953 2,700
Minority interest in subsidiaries'

earnings, net of tax 31 (306) (74) (314)
Net income $ 1,077 $ 1,662 $ 1,879 $ 2,386
Earnings per share (in US$) — basic and diluted $ 0.12 $ 0.18 $ 021 § 0.26
Weighted average number

of shares outstanding (in thousands) 9,092,174 9,092,174 9,092,174 9,092,174

The accompanying notes to the interim consolidated financial statements
are an integral part of these statements.

See Accountants’ Review Report
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OJSC Rosneft Oil Company
Consolidated Statement of Changes in Shareholders’ Equity

For the six months ended June 30, 2006
(in millions of US dollars)

Additional
Common paid-in Retained Shareholders’
stock capital earnings equity

Balance at December 31,

2005 $ 20 $ 19 $ 7,394 $ 7,433
Net income for the period

(unaudited) - - 1,879 1,879
Dividends declared on

common stock (unaudited) - - (424) (424)
Balance at June 30, 2006

(unaudited) $ 20 $ 19 $ 8,849 $ 8,888

The accompanying notes to the interim consolidated financial statements
are an integral part of these statements.

See Accountants’ Review Report
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OJSC Rosneft Oil Company

Consolidated Statements of Cash Flows
(in millions of US dollars)

Six months ended

Six months ended June 30, 2005,
June 30, 2006 as restated
(unaudited) (unaudited)
Operating activities
Net income $ 1,879 $ 2,386
Reconciliation of net income to net cash provided by operating activities:
Effect of foreign exchange 230 (57)
Gain on disposal of share in CJSC Sevmorneftegaz - (1,303)
Depreciation, depletion and amortization 792 698
Dry well expenses 4 49
Loss on disposal of property, plant and equipment 17 2
Deferred income tax (135) (40)
Accretion expense 16 17
Equity share in affiliates' profits (19) (20)
Increase in allowance for doubtful accounts and bank loans granted 6 5
Minority interests in subsidiaries’ earnings 74 314
Changes in operating assets and liabilities net of acquisitions:
Increase in accounts receivable (360) (923)
Increase in inventories (75) (197)
(Increase) / decrease in restricted cash ?2) 4
Increase in prepayments and other current assets - (156)
(Increase) / decrease in other non-current assets (112) 4
Increase in long-term bank loans granted (14) 57)
Increase in interest payable 98 72
Increase in accounts payable and accrued liabilities 192 139
Increase in income and other tax liabilities 235 255
Decrease in other current and non-current liabilities 3 (25)
Net cash provided by operating activities 2,823 1,167
Cash flows from investing activities
Capital expenditures (1,403) (895)
Acquisition of licenses (464) -
Proceeds from disposals of property, plant and equipment 12 16
Acquisition of short-term investments (459) (56)
Proceeds from sale of short-term investments 53 119
Acquisition of entities and additional shares in subsidiaries,
net of cash acquired (145) (159)
Proceeds from sale of long-term investments 15 52
Acquisition of debt receivable (463) -
Acquisition of long-term investments (51) (18)
Net cash used in investing activities $ (2,905) $ (941)

The accompanying notes to the interim consolidated financial statements

are an integral part of these statements.

See Accountants’ Review Report
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OJSC Rosneft Oil Company

Consolidated Statements of Cash Flows (continued)
(in millions of US dollars)

Six months ended
Six months ended June 30, 2005,

June 30, 2006 as restated
(unaudited) (unaudited)

Cash flows from financing activities
Proceeds from short-term debt $ 929 $ 366
Repayment of short-term debt (604) (369)
Proceeds from long-term debt 2,185 93
Repayment of long-term debt (1,623) (733)
Dividends paid — (8)
Net cash, provided by / (used in) financing activities 57 (651)
Decrease in cash and cash equivalents (25) (425)
Cash and cash equivalents at beginning of period 1,173 1,033
Effect of foreign exchange on cash and cash equivalents 18 (19)
Cash and cash equivalents at end of period $ 1,166 $ 589
Supplementary disclosures of cash flow information
Cash paid for interest (net of amount capitalized) $ 314 $ 258
Cash paid for income taxes $ 933 $ 788
Supplementary disclosure of non-cash activities
Income tax offsets $ - $ 37

The accompanying notes to the interim consolidated financial statements
are an integral part of these statements.

See Accountants’ Review Report
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OJSC Rosneft O1l Company
Notes to Interim Consolidated Financial Statements

As of and for the three and six months ended June 30, 2006 and 2005

(all amounts in tables are in million of US dollars, except as noted otherwise)

1. Nature of Operations

Open Joint Stock Company ("OJSC") Rosneft Oil Company ("Rosneft") and its subsidiaries,
(collectively the "Company" or the "Group"), are principally engaged in exploration, development,
production and sale of crude oil and gas and refining, transportation and sale of petroleum products in
the Russian Federation ("RF") and in certain international markets.

2. Significant Accounting Policies
Form and Content of the Interim Consolidated Financial Statements

The Company maintains its books and records in accordance with accounting and taxation principles
and practices mandated by the Russian legislation. The accompanying interim consolidated financial
statements were derived from the Company’s Russian statutory books and records with adjustments
made to present them in accordance with accounting principles generally accepted in the United States
of America ("US GAAP").

The interim consolidated financial statements included herein are unaudited and have been prepared in
accordance with US GAAP for interim financial reporting of public companies (primarily Accounting
Principle Board Opinion 28 (APB 28) "Interim Financial Reporting”). These interim consolidated
financial statements should be read in conjunction with the Company’s 2005 audited consolidated
financial statements and the notes related thereto. In the opinion of management, the financial
statements reflect all adjustments of a normal and recurring nature necessary to present fairly the
Company’s financial position, results of operations and cash flows for the interim periods.

The results of operations for six months ended June 30, 2006 may not be indicative of the results of
operations for the full year. These interim consolidated financial statements contain information
updated through September 29, 2006.

The accompanying interim consolidated financial statements differ from the financial statements
issued for statutory purposes in Russia in that they reflect certain adjustments, not recorded in the
Company’s statutory books, which are appropriate to present the financial position, results of
operations and cash flows in accordance with US GAAP. The principal adjustments relate to:
(1) recognition of certain expenses; (2) valuation and depreciation of property, plant and equipment;
(3) foreign currency translation; (4) deferred income taxes; (5) valuation allowances for unrecoverable
assets; (6) accounting for the time value of money; (7) accounting for investments in oil and gas
property and conveyances; (8) consolidation principles; (9) recognition and disclosure of guarantees,
contingencies, commitments and certain assets and liabilities; (10) accounting for asset retirement
obligations; (11) business combinations and goodwill/negative goodwill.

The impact on the consolidated statement of income of the OJSC Yuganskneftegaz purchase price
allocation adjustment recorded in the third quarter of 2005 has been accounted for retrospectively from
January 1, 2005. As a result, consolidated statements of income and cash flows for six months ended
June 30, 2005 were restated to reflect the effect of final purchase price allocation of
0OJSC Yuganskneftegas acquisition which was made in the interim consolidated financial statements
for nine months ended September 30, 2005.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Significant Accounting Policies (continued)
Form and Content of the Interim Consolidated Financial Statements (continued)

Certain amounts contained in the consolidated statements of income and cash flows for six months
ended June 30, 2005 were reclassified to conform to the current period presentation.

The following is a summary of the income statement line items impacted by the restatement discussed
above and certain reclassifications made:

Six months
ended Six months
June 30, 2005 ended
as previously  Adjustments  June 30. 2005
reported and as restated

(unaudited) reclassifications (unaudited)

Production and operating expenses and
cost of purchased oil and petroleum products

and refining costs $ 1,081 $ ® 3 1,073
General and administrative expenses 176 10 186
Pipeline tariffs and transportation costs 799 97 896
Exploration expenses 49 15 64
Depreciation, depletion and amortization 600 98 698
Export customs duty 2,189 (46) 2,143
Total costs and expenses 7,111 166 7,277
Operating income 2,753 (166) 2,587
Interest income 33 4 37
Interest expense (382) ) (391)
Equity share in affiliates' profits 10 10 20
Other expenses, net (72) 12 (60)
Foreign exchange gain 26 133 159
Total other income 910 150 1,060
Income before income tax 3,663 (16) 3,647
Income tax expense (914) (33) (947)
Income before minority interest 2,749 (49) 2,700
Minority interest in subsidiaries' earnings, net of tax (310) 4 (314)
Net income 2,439 (53) 2,386
Earnings per share (in US$) — basic and diluted $ 027 § (0,01) S 0,26

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Significant Accounting Policies (continued)
Management Estimates

The preparation of the financial statements in conformity with US GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities in the balance
sheet as well as the amounts of revenues and expenses recognized during the reporting periods.
Certain significant estimates and assumptions for the Company include: estimation of economically
recoverable oil and gas reserves; rights to and recoverability and useful lives of long-term assets and
investments; impairment of goodwill; allowances for doubtful accounts receivable; asset retirement
obligations; legal and tax contingencies; environmental remediation obligations; recognition and
disclosure of guarantees and other commitments; fair value measurements; ability to renew operating
leases and to enter into new lease agreements; classification of certain debt amounts. Some of the most
significant estimates are made in connection with the acquisition of OJSC Yuganskneftegaz.
Management believes it has a reasonable and appropriate basis for its judgment pertaining to its
estimates and assumptions. However, actual results could differ from those estimates.

Foreign Currency Translation

The management of the Company has determined the US Dollar as the functional and reporting
currency for the purpose of financial reporting under US GAAP. Monetary assets and liabilities have
been translated into US dollars using the official exchange rate as of the balance sheet date. Non-
monetary assets and liabilities have been translated at historical rates. Revenues, expenses and cash
flows are translated into US dollars at average exchange rates prevailing on transaction dates.

Gains and losses resulting from the re-measurement into US dollars are included in the "Foreign
exchange (loss)/gain" in the consolidated statement of income.

As of June 30, 2006, December 31, 2005, and as of June 30, 2005, the Central Bank of Russian
Federation official rates of exchange ("CBR rate") were 27.08 rubles, 28.78 rubles and 28.67 rubles
per US dollar respectively. As of September 29, 2006 the official rate of exchange was 26.75 rubles
per US dollar.

The translation of local currency denominated assets and liabilities into US dollars for the purposes of
these financial statements does not indicate that the Company could realize or settle, in US dollars, the
reported values of these assets and liabilities. Likewise, it does not indicate that the Company could
return or distribute the reported US dollar value of capital to its shareholders.

Principles of Consolidation

The consolidated statements include business transactions of the subsidiaries in which the Company
directly or indirectly owns more than 50% of common voting stock, or on which it otherwise exercises
control. All intercompany transactions and balances have been eliminated. Investments in other
significant entities in which the Company normally owns between 20% and 50% are generally
accounted for under the equity method since the Company does not have absolute control, but rather
significant influence. Investments in other companies are accounted for at cost and adjusted for
estimated impairment.

The Company analyzed the application of Financial Accounting Standards Board ("FASB")
Interpretation ("FIN") 46R, Consolidation of Variable-Interest Entities (VIEs), for potential
consolidation of companies. FIN 46R was applied from January 1, 2004 for VIEs created after
December 31, 2003, and from January 1, 2005, for all other VIEs. The application of FIN 46R did not
have a significant impact on the Company's operations and financial position.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Significant Accounting Policies (continued)
Minority Interest

Minority interests in the net assets and net results of consolidated subsidiaries are shown under
"Minority interest" in the accompanying consolidated balance sheets and statements of income. For
majority-owned subsidiaries that incur losses, the Company recognizes 100% of the losses, after first
reducing the related minority interests’ balances to zero, unless minority shareholders committed to
fund the losses. Further, when a majority-owned subsidiary becomes profitable, the Company
recognizes 100% of profits until such time as the excess losses previously recorded have been
recovered. Thereafter, the Company recognizes profits in accordance with the underlying ownership
percentage. The actual ruble-denominated balances attributable to minority interests may differ from
these amounts presented in these consolidated financial statements.

Cash and Cash Equivalents

Cash represents cash on hand and in the Company’s bank accounts and interest bearing deposits which
can be effectively withdrawn at any time without prior notice or penalties reducing the principal
amount of the deposit.

Accounts Receivable

Trade accounts receivable are stated at their principal amounts outstanding net of allowances for
doubtful debts. Specific allowances are recorded against trade receivables whose recovery or
collection has been identified as doubtful. Estimates of allowances require the exercise of judgment
and the use of assumptions.

Earnings per Share

Basic earnings per share is calculated by dividing net earnings attributable to common shares by the
weighted average number of common shares outstanding during the corresponding period. In the
absence of any securities-to-shares conversion transactions, the amount of basic earnings per share
stated in these financial statements is equal to the amount of diluted earnings per share.

Inventories

Inventories, consisting primarily of crude oil, petroleum products and materials and supplies, are
stated at the lower of weighted average cost of acquisition or market value. Market value shall not
exceed net realizable value (i.e. the price at which inventories can be sold after allowing for the cost of
completion and sale), and shall not be lower than net realizable values less the amount of margin.

Financial Investments

All debt and equity securities held by the Company are classified into one of the following three
categories: trading securities; available-for-sale securities; held-to-maturity securities.

Trading securities are purchased and held principally for the purpose of sale in the nearest future.
Held-to-maturity securities represent financial instruments that the Company has both the intent and
the ability to hold to maturity. All other securities, which do not fall into these two categories are
classified as available-for-sale securities.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Significant Accounting Policies (continued)
Financial Investments (continued)

Trading securities and available-for-sale securities are carried at fair (market) value. Held-to-maturity
securities are stated at amortized cost. Unrealized gains or losses on trading securities are included in the
consolidated statements of income. Unrealized gains and losses on available-for-sale securities less related
tax effects are recorded as a separate component of comprehensive income until the date of disposal.

Realized gains and losses from the sale of available-for-sale securities are reported separately for each
type of security. Dividends and interest income are recognized in the consolidated statements of
income on an accrual basis.

Investments in shares or interests of companies where the Company has less than 20% equity interest
and no significant influence, which are not publicly traded and whose market value is not readily
available are carried at cost.

If the decline in fair value of an investment below its carrying value is other than temporary, the
carrying value of the investment is reduced and a loss in the amount of any such decline is recorded.
Cost method investments are evaluated for impairment when events or changes in circumstances occur
which may have a significant effect on the fair value of these investments.

Sale and Repurchase Agreements and Securities Lending

Sale and repurchase agreements are treated as secured financing transactions. Securities sold under
sale and repurchase agreements are included in trading securities. The corresponding liability is
presented within short-term debt. The difference between the sale and repurchase price is treated as
interest and is accrued over the life of repurchased agreements using the effective interest method.

QOil and Gas Properties

In accordance with Statement of Financial Accounting Standard ("SFAS 19"), Financial Accounting
and Reporting by Oil and Gas Producing Companies (SFAS 19), oil and gas properties and the related
expenses are recognized under the successful efforts method. This method prescribes that exploration
costs, including geological and geophysical costs and the costs of dry holes, are charged to expense
when incurred.

Exploratory well costs (including costs associated with stratigraphic test wells) are temporarily
capitalized pending determination of whether potentially economic oil and gas reserves have been
discovered by the drilling effort. The length of time necessary for this determination depends on the
specific technical or economic difficulties in assessing the recoverability of the reserves. If a
determination is made that the well did not encounter oil and gas in economically viable quantities, the
well costs are expensed and are reported in “exploration expenses”.

Exploratory drilling costs are temporarily capitalized pending determination of whether the well has
found proved reserves if both of the following conditions are met:

. The well has found a sufficient quantity of reserves to justify, if appropriate, its completion as a
producing well, assuming that the required capital expenditure is made; and

o Satisfactory progress toward ultimate development of the reserves is being achieved, with the
Company making sufficient progress assessing the reserves and the economic and operating
viability of the project.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Oil and Gas Properties (continued)

The Company evaluates the progress made on the basis of regular project reviews which take into
account the following factors:

o First, if additional exploratory drilling or other exploratory activities (such as seismic work or
other significant studies) are either underway or firmly planned, the Company deems there to be
satisfactory progress. For these purposes, exploratory activities are considered firmly planned
only if they are included in the Company’s three-year exploration plan/budget. At June 30,
2006, exploratory drilling costs capitalized on this basis were not material.

. In cases where exploratory activity has been completed, the evaluation of satisfactory progress
takes into account indicators such as the fact that costs for development studies are incurred in
the current period, or that governmental or other third-party authorizations are pending or that
the availability of capacity on an existing transport or processing facility awaits confirmation. At
June 30, 2006, exploratory drilling costs capitalized on this basis were not material.

Should the project be deemed economically viable, it is then transferred to the development stage,
otherwise the costs are expensed.

Costs, including "internal" costs relating to drilling and equipping of development wells, including
development dry holes, as well as costs required for drilling and equipping of injection wells in the
process of oil and gas reserves development, are capitalized. These costs are included in oil and gas
properties in the consolidated balance sheet.

Property, Plant and Equipment

Property, plant and equipment are stated at historical cost, net of accumulated depreciation. The cost
of maintenance, repairs, and replacement of minor items of property is charged to operating expenses.
Renewals and betterments of assets are capitalized.

Upon sale or retirement of property, plant and equipment, the cost and related accumulated
depreciation are eliminated from the accounts. Any resulting gains or losses are included in the
statement of income.

Depreciation, Depletion and Amortization

Depletion expense of acquisition costs of proved oil and gas properties is calculated using the unit-of-
production method based on total proved reserves. Depletion expense of other capitalized costs related
to oil and gas production is calculated using the unit-of production method based on proved developed
reserves. Management of the Company considers each extraction division as the appropriate level for
these calculations.

Acquisition costs of unproved properties are not amortized. These costs are reclassified as proved
properties when the relevant reserve reclassification is made. Acquisition costs of unproved properties

are reviewed for impairment. In case of impairment these costs are expensed when incurred.

Depreciation and amortization charges with respect to property, plant and equipment other than oil and
gas properties is computed using the straight-line method and based on their useful lives.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Depreciation, Depletion and Amortization (continued)

Depreciation rates are applied to similar types of buildings, machinery and equipment having similar
economic characteristics, as shown below:

Asset Group Average Useful Life
Buildings and constructions 30-35 years
Plant and machinery 15 years
Vehicles and other equipment 6 years
Service vessels 20 years
Offshore drilling assets 20 years

Interests in Joint Operations

A joint operation is a contractual arrangement whereby two or more parties (participants) undertake an
economic activity that is subject to joint control. Joint control is only exercised when strategic,
financial and operating decisions relating to the joint activity are made unanimously by all the parties.
A joint venture is as a registered company, partnership or any other legal form for the purposes of
handling joint operations.

Financial results, assets and liabilities arising from interests in joint ventures are recognized in these
consolidated financial statements using the equity method of accounting. Under the equity method,
investments in joint ventures are recognized at the cost of financial investments increased by any
change to the share of net assets from the date of inception of a joint venture, less distributed earnings
and impairment of financial investments. The consolidated statements of income include the
Company's share in gains and losses arising from joint ventures.

The Company discontinues the use of the equity method of accounting from the date on which it
ceases to have joint control over, or have significant influence in, a jointly-controlled entity, or when
its interest in a jointly-controlled entity is reclassified to assets held for sale.

Certain activities of the Company (mainly oil exploration and production) are conducted through
interests in joint projects, where the parties exercise joint control over the assets without a legal entity
being established. Income, expenses, assets and liabilities arising from participation in joint projects
are included in the consolidated financial statements on a pro rata basis corresponding to the
participation share.

A part of an interest in a jointly-controlled oil and gas exploration and production entity may be
assigned to other participants or third parties. In which case, in accordance with SFAS 19, Financial
Accounting and Reporting by Oil and Gas Producing Companies, such assignment is performed and
accounted for under an arrangement called a "carried interest" whereby the assignee agrees to carry all
costs of drilling, developing, and operating the property. The assignee is also entitled to all of the
revenue from hydrocarbon production from the property, excluding any third party interest, until all of
the assignee's costs, including the contractual rate of return, have been recovered, at such time the
assignor will resume its participation in operating expenses and income.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Impairment of Long-Lived Assets

Long-lived assets, including blocks with proved oil and gas reserves, are assessed for potential
impairment in accordance with SFAS 144, Accounting for the Impairment or Disposal of Long-Lived
Assets.

Oil and gas properties are assessed whenever events or circumstances indicate potential impairment.
If the carrying value of oil and gas properties is not recoverable through undiscounted cash flows, an
impairment is recognized. The impairment is determined on the basis of the estimated fair value of oil
and gas properties which, in turn, is measured by discounting future net cash flows or with reference
to current market prices of oil and gas properties, if available. Discounted future cash flows from oil
and gas fields are based on the most reliable management estimates of future prices that rely on recent
actual prices and published prices for forward transactions; such prices are applied to forecast
production volumes at particular fields with further discounting for the expected risk level. Forecast
production volumes shall be understood as reserves, including probable reserves that are proposed to
be extracted using a known amount of capital expenditures. Production volumes and prices correspond
to the internal plans and forecasts, as well as other data in the published financial statements.
Assumptions regarding future prices and costs used to assess oil and gas properties for impairment
differ from those used in the standard procedure for discounting net cash flows from proved oil and
gas reserves.

Grouping of assets for the purpose of depreciation is performed on the basis of the lowest level of
identifiable cash flows that are largely independent of the cash flows from other groups of assets — as a
rule, for oil and gas properties such level is represented by the field, for refining assets — by the whole
refining unit, for service stations — by the facilities. Long-lived assets intended by management for use
during a period not exceeding one year are recorded at the lower of depreciated value or fair value,
less selling expenses.

Acquisition costs of unproved oil and gas properties are assessed for impairment on a regular basis and
any estimated impairment is charged to expenses.

Recoverability of oil and gas properties attributable to the refining, marketing and distribution segment
is generally assessed on the basis of expected future cash flows from key operating units, usually
entire legal entities. Since assets of this segment (particularly refining units) represent an integrated set
of operations, this condition is taken into account in measuring the value of particular units or the
extent of their utilization to generate other cash flows.

Business Combinations

The Company accounts for its business acquisitions under the purchase method of accounting. The
total cost of acquisitions is allocated to the underlying assets, including intangible assets, and liabilities
based on their respective estimated fair values. Determining the fair value of assets acquired and
liabilities assumed requires management’s judgment and often involves the use of significant estimates
and assumptions, including assumptions with respect to future cash inflows and outflows, discount
rates, license and other asset lives and market multiples, among other items.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Goodwill and Other Intangible Assets

Goodwill represents the excess of the acquisition cost over the fair value of net assets acquired. The
excess of the fair value of the acquired share of net assets over their acquisition cost represents
negative goodwill and is allocated among the non-current assets acquired, excluding investments and
deferred tax assets, which may result in their value being reduced to zero.

For investees accounted for under the equity method, the excess of the cost to acquire a share in those
entities over the fair value of the acquired share of net assets as of the acquisition date is treated as
embedded goodwill and is considered in computing the Company’s equity share in income/loss of
equity investees.

In accordance with requirements of SFAS 142, Goodwill and Other Intangible Assets, goodwill and
intangible assets with indefinite useful lives are not amortized. Instead, they are tested at least annually
for impairment.

Intangible assets that have a finite useful life are amortized using the straight-line method over the
shorter of their useful life or the term established by legislation.

Capitalized Interest

Interest expense related to the use of borrowed funds used for capital construction projects and
acquisition of properties, plant and equipment is capitalized provided such interest expense could have
been avoided if the Company had not made capital investments. Interest is capitalized only during the
period when construction activities are actually in progress and until the resulting properties are put
into operation. The Company capitalized US$ 51 million and US$ 35 million of interest expenses on
loans and borrowings in the first six months of 2006, and 2005.

Leasing Agreements

Capital leases, which transfer to the Company substantially all the risks and benefits incidental to
ownership of the leased item, are capitalized at the inception of the lease at the fair value of the leased
property or, if lower, at the present value of the minimum lease payments. Lease payments are
apportioned between the interest charges and reduction of the lease liability so as to achieve a constant
rate of interest on the remaining balance of the liabilities. Interest charges are charged directly to the
consolidated statements of operation and comprehensive income.

Capitalized leased assets are depreciated over the shorter of the estimated useful life of the asset or the
lease term unless leased assets are capitalized because the terms of the lease agreement grant the
Company ownership rights over the leased assets by the end of the lease term or containing a bargain
purchase option. In the latter cases capitalized assets are depreciated over the estimated useful life of
the asset regardless of the lease term.

Leases where the lessor retains substantially all the risks and benefits of ownership of the assets are

classified as operating leases. Operating lease payments are recognized as an expense in the consolidated
statements of operation and comprehensive income on a straight-line basis over the lease term.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Asset Retirement Obligations

The Company has conditional asset retirement obligations associated with its core business activities.
The nature of the assets and potential obligations are as follows:

Exploration and Production — The Company’s exploration, development and production activities
involve the use of the following assets: wells, related equipment and operating sites, oil gathering and
treatment facilities, tank farms and in-field pipelines. Generally, licences and other regulatory acts
require that such assets be decommissioned upon the completion of production. According to these
requirements, the Company is obliged to decommission wells, dismantle equipment, restore the sites
and perform other related activities. The Company’s estimates of these obligations are based on
current regulatory or licence requirements, as well as actual dismantling and other related costs. Asset
retirement obligations are calculated in accordance with the provisions of SFAS 143, Accounting for
Asset Retirement Obligations.

Refining, Marketing and Distribution — This business segment covers refining operations, marine and
other distribution terminals, and retail sales. The Company’s refining operations consist of major
petrochemical operations and industrial complexes. These industrial complexes have been in operation
for several decades. The Company’s management believes that given the nature of the operations, the
useful lives of these industrial complexes are indeterminable, while certain of their operating
components and equipment have definite useful lives. Legal or contractual asset retirement obligations
related to petrochemical, oil refining, marketing and distribution activities are not recognized due to
the limited history of such activities in these segments, the lack of clear legal requirements as to the
recognition of obligations, as well as the fact that useful lives of such assets are not determinable.

The Company’s marine and other distribution terminals, including its retail network, operate under the
regulatory requirements of local authorities and lease arrangements. These requirements generally
provide for elimination of the consequences of the use of those assets, including dismantling of
equipment, restoration of land, etc. The Company’s estimate of conditional asset retirement
obligations takes into account the above requirements.

SFAS 143 calls for measurements of asset retirement obligations to include, as a component of
expected costs, an estimate of the price that a third party would demand, and could expect to receive,
for bearing the uncertainties and unforeseeable circumstances inherent in the obligations, sometimes
referred to as a market-risk premium.

To date, the oil and gas industry has few examples of credit-worthy third parties which are willing to
assume this type of risk, for a determinable price, on major oil and gas production facilities and
pipelines. Therefore, because determining such a market-risk premium would be an arbitrary process,
it has been excluded from the SFAS 143 estimates.

Due to continuous changes in the Russian regulatory and legal environment, there could be future
changes to the requirements and contingencies associated with the retirement of long-lived assets.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Fair Value of Financial Instruments

SFAS 107, Disclosures about Fair Value of Financial Instruments, defines the fair value of a financial
instrument as the amount at which the instrument could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale.

Financial assets and financial liabilities recognized in the accompanying consolidated balance sheets
include cash and cash equivalents, short-term and long-term investments, accounts receivable and
payable, short-term debt and other current and non-current assets and liabilities.

The Company, using available market information, management's estimates and appropriate valuation
methodologies, has determined the approximate fair values of financial instruments.

Income Taxes

Russian legislation does not contain the concept of a ‘consolidated tax payer’ and, accordingly, the
Company is not subject to Russian taxation on a consolidated basis but rather on an individual company
basis. Income taxes are provided on taxable profit as determined under the Russian Federation Tax Code.
Deferred income tax assets and liabilities are recognized in the accompanying consolidated financial
statements in the amount determined by the Company using the liability method in accordance with
SFAS 109, Accounting for Income Taxes. This method takes into account future tax consequences, based
on the effective tax rate, associated with differences between the carrying values of assets and liabilities
and their taxable base, which gives immediate income statement effect to changes in income tax laws,
including changes in the tax rates. A valuation allowance for a deferred tax asset is recorded when
management believes that it is more likely than not that this tax asset will not be realized.

The Company follows the provisions of APB 28, "Interim Financial Reporting”, to arrive at the
effective tax rate. The effective tax rate is the best estimate of the expected annual tax rate to be
applied to the taxable income for the current reporting period. The rate is based on the currently
enacted tax rate (24%) and includes estimates of the annual tax effect of permanent differences and the
realization of certain deferred tax assets.

Recognition of Revenues

Revenues are recognized when title passes from the seller to the customer, the contract price is fixed
or determinable and collectibility of the receivable is reasonably assured. Specifically, domestic sales
of crude oil and gas, as well as petroleum products and materials are recognized when title passes. For
export sales, title generally passes at the border of the Russian Federation and the Company covers
transportation expenses, duties and taxes on those sales. Revenues include excise taxes and custom
duties (see Note 13).

Sales of support services are recognized as services performed provided that the service price can be
determined and no significant uncertainties regarding the receipt of revenues exist.

Revenues are shown net of value added tax.
Transportation Expenses
Transportation expenses recognized in the consolidated statement of income represent all expenses

incurred in the transportation of crude oil and petroleum products via the Trasneft pipeline network, as
well as by railway and other transport means.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Refinery Maintenance Costs

The Company recognizes the costs of overhauls and preventive maintenance performed with respect to
oil refining assets as expenses when incurred.

Environmental Liabilities

Environmental expenditures are expensed or capitalized, depending upon their future economic
benefit. Expenditures that relate to an existing condition caused by past operations, and do not have a
future economic benefit, are expensed. Liabilities for these expenditures are recorded on an
undiscounted basis when environmental assessments or clean-ups are probable and the costs can be
reasonably estimated.

Guarantees

The fair value of a guarantee is determined and recorded as a liability at the time when the guarantee is
issued. The initial guarantee amount is subsequently remeasured to reflect the changes in the
underlying liability. The expense is included in the related line items of the consolidated income
statement, based on the nature of the guarantee. When the likelihood of performing on a guarantee
becomes probable, a liability is accrued, provided it is reasonably determinable on the basis of the
facts and circumstances at that time.

Comprehensive Income

The Company applies SFAS 130, Reporting Comprehensive Income, which establishes standards for
the calculation and reporting of the Company's comprehensive income (net income plus all other
changes in net assets from non-owner sources) and its components in consolidated financial
statements.

As of June 30, 2006 and 2005, there were no other comprehensive income items and, therefore,
comprehensive income for the first six months of 2006 and 2005 equals net income.

Accounting for Contingencies

Certain conditions may exist as of the date of these consolidated financial statements which may
further result in a loss to the Company, but which will only be resolved when one or more future
events occur or fail to occur. The Company’s management makes an assessment of such contingent
liabilities which is based on assumptions and is a matter of opinion. In assessing loss contingencies
relating to legal or tax proceedings that involve the Company or unasserted claims that may result in
such proceedings, the Company, after consultation with legal or tax advisors, evaluates the perceived
merits of any legal or tax proceedings or unasserted claims as well as the perceived merits of the
amount of relief sought or expected to be sought therein.

If the assessment of a contingency indicates that it is probable that a loss will be incurred and the
amount of the liability can be estimated, then the estimated liability is accrued in the Company’s
consolidated financial statements. If the assessment indicates that a potentially material loss
contingency is not probable, but is reasonably possible, or is probable but cannot be estimated, then
the nature of the contingent liability, together with an estimate of the range of possible loss if
determinable and material, would be disclosed.

See Accountants’ Review Report
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OJSC Rosneft O1l Company

Notes to Interim Consolidated Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Accounting for Contingencies (continued)

Loss contingencies considered remote are generally not disclosed unless they involve guarantees,
in which case the nature of the guarantee would be disclosed. However, in some instances in which
disclosure is not otherwise required, the Company may disclose contingent liabilities or other
uncertainties of an unusual nature which, in the judgment of management after consultation with its
legal or tax counsel, may be of interest to shareholders or others.

Recent Accounting Standards

In June 2006, FASB issued Interpretation ("FIN") 48, Accounting for Uncertainty in Income Taxes, an
interpretation of FAS 109. FIN 48, which is the most significant change to accounting for income
taxes since the adoption of the liability approach, creates a single model to address uncertainty in tax
positions. FIN 48 clarifies the accounting for income taxes by prescribing the minimum recognition
threshold a tax position is required to meet before being recognized in the financial statements. The
statement also provides guidance on derecognition, measurement, classification, interest and penalties,
accounting in interim periods, disclosure and transition. In addition, FIN 48 clearly scopes out income
taxes from FAS 5, Accounting for Contingencies.

FIN 48 is effective for fiscal years beginning after December 15, 2006. Differences between the
amounts recognized in the statements of financial position prior to the adoption of FIN 48 and the
amounts reported after adoption should be accounted for as a cumulative-effect adjustment recorded to
the beginning balance of retained earnings. 