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PAO NOVATEK
Management’s Discussion and Analysis of Financial Condition and Results of Operations
for the year ended 31 December 2020

GENERAL PROVISIONS

You should read the following discussion and analysis of our financial condition and results of operations as of
31 December 2020 and for the year then ended in conjunction with our audited consolidated financial statements
as of and for the year ended 31 December 2020. The consolidated financial statements and the related notes thereto
have been prepared in accordance with International Financial Reporting Standards (IFRS).

The financial and operating information contained in this “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” comprises information of PAO NOVATEK, its consolidated subsidiaries
and joint ventures (hereinafter jointly referred to as “we” or the “Group”).

OVERVIEW

We are Russia’s second largest natural gas producer and one of the world leaders in terms of proved natural gas
reserves under the Petroleum Resources Management System (“PRMS”) and the Securities and Exchange
Commission (“SEC”) reserve reporting methodologies.

Our exploration and development, production and processing of natural gas, gas condensate and crude oil are
conducted mainly within the Russian Federation.

The natural gas assets of our subsidiaries and joint ventures include projects where we sell natural gas through the
Unified Gas Supply System in the Russian domestic market and liquefied natural gas (“LNG”) delivered mainly
to international markets.

The Group’s LNG producing projects are Yamal LNG, Cryogas-Vysotsk and an LNG plant in the Chelyabinsk
region.

The Group through its joint venture OAO Yamal LNG undertakes a project on natural gas production, liquefaction
and shipping based on the feedstock resources of the South-Tambeyskoye field located in YNAO (the “Yamal
LNG project”). Annual nameplate capacity of the LNG plant after the launch of the first three LNG trains
aggregates 16.5 million tons of LNG (5.5 million tons each) and up to 1.2 million tons of stable gas condensate.
In addition, the fourth train with annual nameplate capacity of 0.9 min tons of LNG is in the commissioning phase.
Yamal LNG is one of the largest suppliers of LNG to international markets and one of the lowest in greenhouse
gas emissions per ton of produced LNG globally. We purchase a part of the LNG volumes produced by Yamal
LNG and sell these volumes to international markets via tankers under long-term contracts and on a spot basis.

In 2019, our joint venture OOO Cryogas-Vysotsk commissioned its medium-scale LNG plant located at the
Russian port of Vysotsk on the Baltic Sea. We purchase a part of the LNG volumes produced at the project and
sell these volumes mainly to international markets via tankers and trucks, as well as sell LNG used for marine
bunkering.

In the third quarter 2020, we launched our first small-scale domestic LNG plant in the Chelyabinsk region. The
LNG is sold through the Group’s refueling complexes in the Chelyabinsk region and neighboring areas, as well as
directly from the LNG plant without incurring additional transportation expenses.

In addition, through our joint venture OOO Arctic LNG 2 we are presently constructing an LNG plant on the
Gydan peninsula that will eventually utilize the hydrocarbon resources of the Salmanovskoye (Utrenneye) field
(the “Arctic LNG 2 project”). The project includes the construction of an LNG plant built on gravity-based
platforms with an annual capacity of 19.8 million tons of LNG per annum (three processing trains of 6.6 million
tons of LNG each) and up to 1.6 million tons of stable gas condensate. The launch of the first train is expected to
be in 2023, with the launches of the second and third trains — in 2024 and 2026, respectively.

We deliver unstable gas condensate produced by our subsidiaries and our joint ventures Arcticgas, Nortgas and
Terneftegas to our Purovsky Gas Condensate Plant (the “Purovsky Plant) for processing into stable gas
condensate and natural gas liquids (“NGL”). The Purovsky Plant allows us to process more than 12 million tons
of unstable gas condensate per annum.
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Most of our stable gas condensate is sent for further processing to our Gas Condensate Fractionation and
Transshipment Complex located at the port of Ust-Luga on the Baltic Sea (the “Ust-Luga Complex™). The Ust-
Luga Complex processes our stable gas condensate into light and heavy naphtha, jet fuel, gasoil and fuel oil, nearly
all of which we sell to the international markets allowing us to increase the added value of our liquid hydrocarbons
sales. The Ust-Luga Complex allows us to process about seven million tons of stable gas condensate annually.

The excess volumes of stable gas condensate received from the processing at the Purovsky Plant over volumes
sent for further processing to the Ust-Luga Complex are sold on both the domestic and international markets (by
rail and from the port of Ust-Luga on the Baltic Sea by tankers).

A significant part of our NGL volumes produced at the Purovsky Plant is dispatched via pipeline for further
processing at the Tobolsk petrochemical complex of PAO SIBUR Holding group (the “Tobolsk Refining
Facilities”). The remaining volumes are sold directly from the Purovsky Plant without incurring additional
transportation expenses. After processing at the Tobolsk Refining Facilities we receive liquefied petroleum gas
(“LPG”) with higher added value, the majority of which are transported by rail to our end-customers in the
domestic and international markets with the remaining portion sold directly from the Tobolsk Refining Facilities
without incurring additional transportation expenses. NGL sold directly from the Purovsky Plant and sales of LPG
received from the processing at the Tobolsk Refining Facilities are presented within LPG sales in this report.

We deliver our crude oil to both domestic and international markets.
RECENT DEVELOPMENTS
Arctic LNG 2 project

The Group, jointly with international partners TOTAL S.A., China National Petroleum Corporation (“CNPC”),
CNOOC Limited and Japan Arctic LNG B.V. (a joint venture of Mitsui & Co., Ltd and Japan Qil, Gas and Metals
National Corporation (“JOGMEC”)), through its joint venture OOO Arctic LNG 2 undertakes an integrated project
on natural gas production, liquefaction and shipping based on the hydrocarbon resources of the Salmanovskoye
(Utrenneye) field on the Gydan peninsula (the “Arctic LNG 2 project”).

The Arctic LNG 2 plant will be built on gravity-based platforms and consist of three processing trains with an
annual capacity of 6.6 million tons of LNG each, or an aggregated capacity of 19.8 million tons of LNG per annum,
and up to 1.6 million tons of stable gas condensate. The final investment decision (FID) on the Arctic
LNG 2 project was made in September 2019. The launch of the first train is expected to be in 2023, the launches
of the second and third trains — in 2024 and 2026, respectively.

Gravity-based platforms and other major units for the plant will be produced at our own LNG construction center
in the Murmansk region (the “Murmansk yard”), which will also be used for the Group’s subsequent LNG projects.
At present, facilities of workshop complex and the concrete plant necessary to produce gravity-based platforms
are completed. Two dry docks, where the casting of gravity-based platforms is performed, were constructed. The
topsides fabrication complex for LNG plants is in process of construction.

The use of gravity-based platforms technology for the plant construction, as well as localizing production in the
Russian Federation will contribute to lower LNG liquefaction costs compared to other LNG projects and allows
to minimize the impact on the environment.

The Salmanovskoye (Utrenneye) field’s development is ongoing. Two power plants were completed with initial
production wells drilled to supply their operation. The fuel depot was launched. Construction of the first gas
treatment plant necessary for the launch and ongoing exploitation of the first train of the LNG plant, was
commenced. Construction of two of the three sites for berthing facilities necessary for installation of gravity-based
platforms is completed. These berthing facilities are currently used to unload the supplies simultaneously from six
vessels.

In 2020, despite the challenging international LNG markets conditions, the Group signed the first series of long-
and short-term agreements with Asian and European customers to supply LNG from the Arctic LNG 2 project. At
present, we continue active negotiations on long-term LNG supply contracts with major players in the LNG
industry.
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To ensure LNG deliveries from the Arctic LNG 2 project, at present, construction contracts for 21 Arc7 ice-class
tankers were signed: 15 tankers will be built by the Shipbuilding Complex Zvezda in Russia and six — by Daewoo
Shipbuilding & Marine Engineering in South Korea.

Yamal LNG project

The Group, through its joint venture OAO Yamal LNG, undertakes a project on natural gas production,
liquefaction and shipping based on the feedstock resources of the South-Tambeyskoye field located in YNAO (the
“Yamal LNG project”). The total annual nameplate capacity of the liquefaction plant is 17.4 million tons of LNG,
including first three LNG trains with an annual capacity of 5.5 million tons for each and the fourth train with an
annual capacity of 0.9 million tons, and up to 1.2 million tons of stable gas condensate. The first three LNG trains
of the liquefaction plant were launched in 2017 and in 2018. The fourth train is currently commissioning.

In total, during the reporting period, 18.8 million tons of LNG were produced (18.6 million tons were shipped
from the port of Sabetta) exceeding the project capacity of the first three trains in aggregate by 2.3 million tons, or
13.9%. Volumes of stable gas condensate produced and shipped aggregated to 1.0 million tons.

In 2020, Yamal LNG delivered 2.4 million tons of LNG eastbound via the Northern Sea Route to the Asia-Pacific
Region utilizing our Arc7 ice-class LNG tankers. In addition, in January 2021, three voyages were completed via
the Northern Sea Route without icebreaker escort: two voyages eastbound from the port of Sabetta laden with
LNG and one in the opposite direction to the port of Sabetta in ballast. These voyages took place in average ice
conditions, two months after the end of the traditional navigation season in the Eastern part of the Arctic Ocean,
which usually ends in November. Shipping via the Northern Sea Route reduces the LNG voyage period by more
than one third as compared to the traditional route via the Suez Canal and the Strait of Malacca.

Obskiy LNG project

In 2019, the Group established OOO Obskiy LNG, a wholly owned subsidiary, to implement an LNG project
based on the feedstock resources of the Verhnetiuteyskoye and the West-Seyakhinskoye fields located in YNAO
(the “Obskiy LNG project”). The Obskiy LNG project envisages the construction of an LNG plant near the port
of Sabetta. Currently, the Group is preparing infrastructure for the field development and the front-end engineering
design (FEED) for the LNG plant construction.

Small-scale LNG production at the Chelyabinsk region

In August 2020, we launched our first small-scale domestic LNG plant in the Chelyabinsk region with a nameplate
capacity of 40 thousand tons per annum. The LNG produced is used primarily as natural gas motor fuel and is
delivered through the Group’s refueling complexes for passenger, cargo transport and mining machinery in the
Chelyabinsk region and neighboring areas.

Increasing our production facilities

In December 2019, the Group launched the North-Russkoye field and commenced natural gas production from the
Cenomanian deposits and, in August 2020, started exploitation of the gas condensate deposits. In August 2020,
we also launched the East-Tazovskoye field and commenced natural gas and gas condensate production at this
field. In addition, in 2020, we launched the Dorogovskoye field and commenced natural gas production. The
estimated annual production capacity of these three fields will total approximately eight billion cubic meters of
natural gas and about one million tons of gas condensate. The North-Russkoye, East-Tazovskoye and
Dorogovskoye fields belong to the North-Russkiy cluster, which also includes the Kharbeyskoye field scheduled
for launch in 2021. It is expected that the cumulative gas production capacity from the North-Russkiy cluster will
total more than 13 billion cubic meters per annum.

In the first quarter 2020, our joint venture AO Arcticgas expanded the gas condensate treatment facility by
1.2 million tons per annum, thereby increasing natural gas and gas condensate production at the Achimov horizons
of the Urengoyskoye field.
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Disposal of OO0 Chernichnoye to a joint venture

In the fourth quarter 2020, the Group sold a 100% participation interest in OOO Chernichnoye to our joint venture
ZAO Terneftegas for RR 730 million and recognized profit on disposal in the amount of RR 69 million before
associated income tax of RR 23 million. Chernichnoye is a holder of the license for exploration and production of
hydrocarbons within the Chernichniy license area located in YNAO, which will be developed using infrastructure
of the Termokarstovoye field of Terneftegas.

Approval of a new Dividend Policy

In December 2020, the Board of Directors of PAO NOVATEK approved a new version of the Regulations on
Dividend Policy, which increased the minimum target dividend payout level from 30% to 50% of the adjusted
consolidated net profit under IFRS. The new Dividend Policy is aimed to strengthen the Group’s investment case
and increase total shareholder returns.

Negative macro-economic environment and COVID-19

The spread of the COVID-19 virus in 2020 has caused financial and economic stress to the global markets that is
out of the Group’s management control. In particular, the COVID-19 pandemic has led to lower demand for crude
oil, natural gas and oil products, which combined with the increase in the supply of crude oil due to the cancellation
of the OPEC+ production agreement in March 2020 has led to a fall in global hydrocarbon commaodity prices.

Global economic activity had begun a gradual recovery during the second quarter 2020 following the partial
removals of restrictions aimed at preventing the epidemic spread, as well as a partial recovery in benchmark crude
oil prices following the new OPEC+ production agreement reached and the compliance to the target cuts. This
recovery has continued throughout the second half of 2020. Nevertheless, crude oil benchmark prices still have
not reached their pre-crisis levels, the scale and duration of these events remain uncertain and may continue to
influence our future earnings, cash flows and financial position.

The Group’s management is taking necessary precautions to protect the safety and well-being of our employees,
our contractors and our families against the infectious spread of COVID-19, while maintaining our commitment
to meet the energy needs of our valued customers domestically and internationally. We continue working closely
with federal, regional and local authorities, as well as our partners, to contain the spread of the virus and will take
appropriate actions, where necessary, to minimize the possible disruptions of our operations.

BASIS OF PRESENTATION

Oil and gas production and reserves in the current report are calculated based on 100% of our subsidiaries
production and reserves and our proportionate share in the production and reserves of our joint ventures including
volumes of natural gas consumed in oil and gas producing and development activities. Meanwhile, production
costs per barrel of oil equivalent are calculated based on production volumes net of the volume of consumed natural
gas. Production and reserves of the South-Tambeyskoye field developed by the Group’s joint venture OAO Yamal
LNG are reported at 60% including an additional 9.9% interest not owned by the Group, since the Group assumes
certain economic and operational risks related to this interest.

Our oil and gas revenues and average realized net prices are presented net of VAT, export duties, and fuel taxes,
where applicable, and excise on fuel oil sales on the domestic market and hydrocarbons sales in Poland. The Group
also accrues excise tax on raw oil and claims the double excise tax deduction. The net result, or so-called “reverse
excise”, is reported as a deduction to our “Purchases of natural gas and liquid hydrocarbons™ in our consolidated
statement of income (see “Our tax burden and obligatory payments” below).
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SELECTED DATA

Year ended 31 December: Change
millions of Russian roubles except as stated 2020 2019 %
Financial results

Total revenues (1) 711,812 862,803 (17.5%)
Operating expenses (552,062) (640,463) (13.8%)
Normalized EBITDA (2:(3) 392,008 461,157 (15.0%)
Normalized profit attributable to
shareholders of PAO NOVATEK ) 106,044 302,418 (64.9%)
Normalized profit attributable to
shareholders of PAO NOVATEK (),
excluding the effect of foreign exchange gains (losses) () 169,020 245,002 (31.0%)
Normalized earnings per share () (in Russian roubles) 35.30 100.42 (64.9%)
Normalized earnings per share @), excluding the effect of
foreign exchange gains (losses) @ (in Russian roubles) 56.26 81.35 (30.9%)
Net debt (%) 39,557 15,106 161.9%
Production volumes (6
Hydrocarbons production (million barrels of oil equivalent) 608.2 589.9 3.1%
Daily production (million barrels of oil equivalent per day) 1.66 1.62 2.8%
Sales volumes
Natural gas sales volumes (million cubic meters) 75,620 78,452 (3.6%)
Crude oil sales volumes (thousand tons) 4,468 4,834 (7.6%)
Naphtha sales volumes (thousand tons) 4,294 4,511 (4.8%)
Liquefied petroleum gas sales volumes (thousand tons) 2,959 2,777 6.6%
Other stable gas condensate refined products (thousand tons) 2,479 2,470 0.4%
Stable gas condensate sales volumes (thousand tons) 2,169 1,739 24.7%
Oil and gas SEC reserves ()
Total proved reserves (billion barrels of oil equivalent) 16.4 16.3 0.6%
Total natural gas proved reserves (trillion cubic meters) 2.24 2.23 0.4%
Total liquids proved reserves (million tons) 197 193 2.1%
Cash flow results
Net cash provided by operating activities 171,896 307,433 (44.1%)
Cash used for capital expenditures ) 204,577 162,502 25.9%
Free cash flow (® (32,681) 144,931 n/a

)
)

®3)

)

(5)

(6)

@)

(8)

Net of VAT, export duties, excise and fuel taxes, where applicable.

EBITDA represents profit (loss) adjusted for the add-back of depreciation, depletion and amortization, net impairment
expenses (reversals), finance income (expense), income tax expense, as well as income (loss) from changes in fair value
of derivative financial instruments. EBITDA includes EBITDA from subsidiaries and our proportionate share in the

EBITDA of our joint ventures.

Excluding the effects from the disposal of interests in subsidiaries and joint ventures (recognition of a net gain on
disposal and subsequent non-cash revaluation of contingent consideration).
Excluding the effect of foreign exchange gains (losses) of subsidiaries and our proportionate share in foreign exchange

gains (losses) of our joint ventures (see “Profit attributable to shareholders and earnings per share” below).

Net debt represents our total debt net of cash, cash equivalents and bank deposits with original

maturity more than three months.

Oil and gas production and reserves are calculated based on 100% of production and reserves of our subsidiaries and our
proportionate share in the production and reserves of our joint ventures including fuel gas. Production and reserves of the
South-Tambeyskoye field of Yamal LNG are reported at 60% (see “Basis of presentation” above).

Cash used for capital expenditures represents purchases of property, plant and equipment, materials for construction and
capitalized interest paid per Consolidated Statement of Cash Flows net of payments for mineral licenses and acquisition
of subsidiaries.

Free cash flow represents the difference between Net cash provided by operating activities and Cash used for capital
expenditures. For the analysis of factors that impacted our free cash flow, please refer to “Net cash provided by operating
activities” and “Capital expenditures” below.
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The Groups’ financial results in 2020 were negatively impacted by the financial and economic stress in the global
markets caused by the COVID-19 pandemic that is out of the Group’s management control. This resulted in a
decrease in our hydrocarbon sales prices and the recognition of substantial foreign exchange effects due to the
Russian rouble depreciation relative to the US dollar and Euro by 19.3% and 30.8%, respectively. Foreign
exchange losses primarily related to the revaluation of foreign currency denominated loans in our joint venture
Yamal LNG. We assess that the impact of foreign currency risk relating to the debt portfolio of Yamal LNG is
largely mitigated by the fact that all produced LNG and stable gas condensate are delivered to international markets
and its revenues are denominated in foreign currencies.

In addition, in both years, we recorded the effects from the disposal of interests in the Arctic LNG 2 project by
recognizing a gain in the aggregate amount of RR 675.0 billion from the disposal of a 40% participation interest
in the Arctic LNG 2 project in 2019 and recognizing in 2019 and 2020 losses in the amount of RR 34.5 billion and
RR 47.8 billion, respectively, related to the subsequent non-cash revaluation of contingent consideration on these
transactions. In 2019, we also recognized a gain from the reorganization of our joint venture AO Arcticgas in the
amount of RR 7.8 billion.

As a result, in 2020, we recorded a profit attributable to shareholders of PAO NOVATEK in the amount of
RR 67,832 million while in 2019 we recorded a profit of RR 865,477 million. Excluding the effects from the
disposal of interests in subsidiaries and joint ventures and foreign exchange gains (losses), our normalized profit
attributable to shareholders of PAO NOVATEK amounted to RR 169,020 million in 2020 compared to
RR 245,002 million in 2019.

Reconciliation of normalized EBITDA is as follows:

Year ended 31 December: Change
millions of Russian roubles 2020 2019 %
Profit 78,586 883,461 (91.1%)

Depreciation, depletion and amortization 39,238 32,230 21.7%
Impairment expenses (reversals), net 254 162 56.8%
Loss (income) from changes in fair value
of commodity derivative instruments 1,689 (238) n/a
Total finance expense (income) (160,565) 15,712 n/a
Total income tax expense 51,010 119,654 (57.4%)
Share of loss (profit) of joint ventures,
net of income tax 143,981 (149,238) n/a
EBITDA from subsidiaries 154,193 901,743 (82.9%0)
Net gain on disposal of interests
in subsidiaries and joint ventures (69) (682,733) (100.0%)
Changes in fair value of contingent consideration
reported within the “Other operating income (loss)” 47,823 34,542 38.4%
Normalized EBITDA from subsidiaries 201,947 253,552 (20.4%)
Share in EBITDA of joint ventures 190,061 207,605 (8.5%)
including:
OAO Yamal LNG 131,085 133,478 (1.8%)
AO Arcticgas 52,885 64,088 (17.5%)
others 6,091 10,039 (39.3%)
Normalized EBITDA 392,008 461,157 (15.0%)
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SELECTED MACRO-ECONOMIC DATA

Exchange rate, RR for one 1Q 2Q 3Q 4Q Year Change
foreign currency unit ) 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 Y-0-Y, %
US dollar (USD)
Average for the period  66.38 66.13 7236 64.56 7356 6457 76.22 63.72 7215 64.74 11.4%
At the beginning of the
period 6191 6947 77.73 64.73 69.95 63.08 79.68 64.42 61.91 69.47 (10.9%)
At the end of the period  77.73 64.73 69.95 63.08 79.68 64.42 73.88 6191 73.88 61.91 19.3%

Depreciation
(appreciation)

of RR to US dollar 25.6% (6.8%) (10.0%) (2.5%) 13.9% 2.1% (7.3%) (3.9%) 19.3% (10.9%) n/a
Euro

Average for the period  73.23 75.17 79.65 7252 8597 71.83 90.81 70.54 82.45 7250 13.7%
At the beginning of the

period 69.34 79.46 8574 7272 78.68 71.82 93.02 70.32 69.34 79.46 (12.7%)
At the end of the period 85.74 7272 7868 71.82 93.02 70.32 90.68 69.34 90.68 69.34 30.8%

Depreciation
(appreciation)
of RR to Euro 23.7% (8.5%) (8.2%) (1.2%) 18.2% (2.1%) (2.5%) (1.4%)  30.8% (12.7%) n/a

() Based on the data from the Central Bank of Russian Federation (CBR). The average rates for the period are calculated as
the average of the daily exchange rates on each business day (rate is announced by the CBR) and on each non-business
day (rate is equal to the exchange rate on the previous business day).

[ ] [ ] [ ]
1Q 2Q 3Q 4Q Year Change
Average for the period 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 Y-0-Y, %
Benchmark natural gas prices, USD per mmbtu ®
NBP (National
Balancing Point) 3.2 6.3 1.6 4.1 2.7 34 5.4 4.1 3.2 4.4 (27.3%)
TTF (Title Transfer
Facility) 31 61 17 43 27 33 51 41 32 45 (28.9%)
Benchmark crude oil prices ®
Brent, USD per barrel 50.1 631 296 689 429 620 442 631 418 64.2 (34.9%)
Urals, USD per barrel 480 632 316 679 430 613 445 614 419 634 (33.9%)
Urals, RR per barrel 3,186 4,179 2,287 4,384 3,163 3,958 3,392 3,912 3,023 4,105 (26.4%)
Benchmark crude oil prices excluding export duties ¥
Urals, USD per barrel 378 513 285 536 370 483 386 492 356 50.6 (29.6%)
Urals, RR per barrel 2,509 3,392 2,062 3,460 2,722 3,119 2,942 3,135 2,569 3,276 (21.6%)
Benchmark oil products ©® and liquefied petroleum gas  prices, USD per ton
Naphtha Japan 437 519 276 542 397 495 408 539 381 524 (27.3%)
Naphtha CIF NWE 411 497 240 527 376 477 393 519 357 505 (29.3%)
Jet fuel 484 625 242 646 336 629 374 627 360 632 (43.0%)
Gasoil 467 586 281 603 353 578 365 579 367 586 (37.4%)
Fuel oil 348 396 196 414 268 387 301 408 279 401 (30.4%)
Liquefied petroleum gas 322 363 240 404 362 339 388 446 331 387 (14.5%)
Export duties, USD per ton
Crude oil, stable gas
condensate 742 87.0 224 1041 441 950 432 887 46.0 937 (50.9%)
Naphtha 40.7 478 123 572 242 522 237 487 25.2 51.5 (51.1%)
Jet fuel, gasoil 222 261 6.7 312 132 285 129 265 13.7 28.1 (51.2%)
Fuel oil 742 87.0 224 1041 441 950 432 887 46.0 937 (50.9%)
Liquefied petroleum gas 1.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.4 0.0 nla

(2 Based on spot natural gas prices at natural gas hubs in the United Kingdom (NBP) and the Netherlands (TTF).

(3 Based on Brent (dtd) and Russian Urals CIF Rotterdam spot assessments prices.

@ Export duties per barrel were calculated based on export duties per ton divided by the coefficient 7.3.

() Based on Naphtha C+F (cost plus freight) Japan, Naphtha CIF NWE, Jet CIF NWE, Gasoil 0.1% CIF NWE,
Fuel Oil 1.0% CIF NWE prices.

(®) Based on spot prices for propane-butane mix at the Belarusian-Polish border (DAF, Brest).

™ Export duties are determined by the Russian Federation government in US dollars and are paid in Russian roubles
(see “Our tax burden and obligatory payments” below).
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CERTAIN FACTORS AFFECTING OUR RESULTS OF OPERATIONS
Current economic environment

Commodity price volatility continues to exert significant influence on financial and operational results in the global
oil and gas industry. Our financial results are obviously impacted by these global developments as our export sales
are linked to the specific underlying benchmark commodity prices, but we believe our business model, representing
one of the lowest cost producers in the world, insulates us from severe financial and operational stress. In each
reporting period, the Group demonstrated sustainable operating and financial results.

The declines in hydrocarbon prices on commodity markets in 2020 have negatively impacted oil and gas
companies. The main reasons for the financial and economic stress on the global commodity markets were the
spread of COVID-19 and its negative effect on economic activities, as well as the cancellation of the OPEC+
production agreement in the first quarter 2020. Starting from the second quarter, following the partial removals of
restrictions aimed at preventing the epidemic spread of the COVID-19 virus, there has been a gradual recovery in
global economic activity. Moreover, the new OPEC+ production agreement and the members compliance with
these production targets has resulted in a partial recovery of benchmark crude oil prices. Nevertheless, hydrocarbon
benchmark prices remain lower than their pre-crisis levels. These factors are out of the Group’s management
control, and their scale and duration are difficult to assess. Currently, the Group’s management is taking necessary
precautions to provide the uninterrupted delivery of our hydrocarbons to our customers and to protect the safety
and well-being of our employees, contractors and families (see “Recent developments” above).

Management continues to closely monitor the economic and political environment in Russia and abroad, including
the domestic and international capital markets, to determine if any further corrective and/or preventive measures
are required to sustain and grow our business. We also closely monitor the present commaodity price environment
and its impact on our business operations. We do not expect any asset impairments or write-offs resulting from a
lower commodity price environment.

We conduct regular reviews of our capital expenditure program and existing debt obligations. In our opinion, the
Group’s financial position is stable and expected operating cash flows are sufficient to service and repay our debt,
as well as to execute our planned capital expenditure programs.

Political events in Ukraine in the beginning of 2014 have prompted a negative reaction by the world community,
including economic sanctions levied by the United States of America, Canada and the European Union against
certain Russian individuals and legal entities. In July 2014, NOVATEK was included on the OFAC’s Sectoral
Sanctions Identification List (the “List”), which imposed sanctions that prohibit individuals or legal entities
registered or working on the territory of the United States from providing new credit facilities to the Group for
longer than 60 days.

Despite the inclusion on the List, the Group may conduct any other activities, including financial transactions,
with U.S. investors and partners. NOVATEK was included on the List even though the Group does not conduct
any business activities in Ukraine, nor does it have any impact on the political and economic processes taking
place in this country. Management has assessed the impact of the sanctions described above on the Group's
activities taking into consideration the current state of the world economy, the condition of domestic and
international capital markets, the Group’s business, and long-term projects with foreign partners. We have
concluded that the inclusion on the List does not significantly impede the Group’s operations and business
activities in any jurisdiction, nor does it affect the Group’s assets and debt, and does not have a material effect on
the Group’s financial position.

We together with our international partners are undertaking all necessary actions to implement our joint investment
projects on time as planned, including, but not limited to, attracting financing from domestic and non-US capital
markets.
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Natural gas prices

Our sales of natural gas in the Russian domestic market are mainly natural gas sales through trunk pipelines and
regional distribution networks, as well as sales of LNG produced at our small-scale LNG plant in the Chelyabinsk
region through our refueling complexes. Our sales of natural gas on international markets are sales of LNG
purchased primarily from our joint ventures, OAO Yamal LNG and OOO Cryogas-Vysotsk. In addition, we sell
on the European market regasified liquefied natural gas arising during the transshipment of LNG (boil-off gas), as
well as during the regasification of purchased LNG at our own regasification stations in Poland and Germany.

The Group’s natural gas prices in Russia are strongly influenced by the prices set by the Federal Anti-Monopoly
Service, a federal executive agency of the Russian Federation that carries out governmental regulation of prices
and tariffs for products and services of natural monopolies in energy, utilities and transportation (the “Regulator”),
as well as present market conditions.

In 2019, wholesale natural gas prices for sales to all customer categories (excluding residential customers) on the
domestic market were increased by the Regulator by 1.4% effective 1 July 2019 and remained unchanged through
the end of July 2020. The wholesale prices increased by 3.0% effective 1 August 2020.

In September 2020, the Ministry of Economic Development of the Russian Federation published the “Forecast of
Socio-economic Development of the Russian Federation for 2021 and the planned period 2022 and 2023 stating
that wholesale natural gas prices for sales to all customer categories (excluding residential customers) will be
increased from July 2021 to 2023 by an average of 3.0% on an annual basis. The Russian Federation government
continues to discuss various concepts relating to the natural gas industry development, including natural gas prices
and transportation tariffs growth rates on the domestic market.

The specific terms for delivery of natural gas affect our average realized prices. The majority of our natural gas
volumes on the domestic market are sold directly to end-customers in the regions of natural gas consumption, so
transportation tariff to the end-customer’s location is included in the contract sales price. The remaining volumes
of natural gas are sold “ex-field” to wholesale gas traders, in which case the buyer is responsible for the payment
of further gas transportation tariff. Sales to wholesale gas traders allow us to diversify our natural gas sales without
incurring additional commercial expenses.

We deliver natural gas to residential customers in the Chelyabinsk and Kostroma regions of the Russian Federation
at regulated prices through our subsidiaries OO0 NOVATEK-Chelyabinsk and OO0 NOVATEK-Kostroma,
respectively. We disclose such residential sales within our end-customers category.

In addition, we periodically sell natural gas at the Saint-Petersburg International Mercantile Exchange based on
market conditions. We disclose such sales within our sales to end-customers category.

The Group’s prices for LNG sold in Russia are based on oil products prices on the domestic market.

The Group’s natural gas prices on international markets are influenced by many factors, such as the balance
between supply and demand fundamentals, weather, the geography of sales, and the delivery terms to name a few.
The Group sells LNG on international markets under short- and long-term contracts with prices based on the prices
for natural gas at major natural gas hubs and on benchmark crude oil prices. We sell boil-off gas in Europe at
prices linked to natural gas prices at major European natural gas hubs. The Group’s prices for regasified LNG sold
as natural gas on the Polish market are based on the prices regulated by the Energy Regulatory Office of Poland.

The following table shows our aggregate average realized natural gas sales prices on the domestic and international
markets (excluding VAT, where applicable):

Year ended 31 December: Change

2020 2019 %
Average natural gas price, RR per mcm 4,748 5,288 (10.2%)
Average natural gas price, USD per mcm @) 65.9 81.6 (19.2%)

() QOperations initially priced in Russian roubles were translated into US dollars using the average exchange rate for the
period.
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In 2020, our aggregate average price for natural gas in Russian roubles decreased by 10.2% due to a decrease in
LNG prices on international markets, as well as a decrease in the share of LNG sales volumes in our total natural
gas sales volumes, which was partially offset by Russian rouble average exchange rate depreciation relative to the
US dollar and Euro and an increase in the regulated Russian domestic price (by 1.4% effective 1 July 2019 and by
3.0% effective 1 August 2020). The decrease in our share of LNG sales volumes was primarily due to a decrease
in LNG purchases from our joint venture Yamal LNG resulting from an increase in the share of Yamal LNG direct
sales under long-term contracts and the corresponding decrease in LNG spot sales to shareholders, including the
Group.

Stable gas condensate and refined products, crude oil and liquefied petroleum gas prices

Crude oil, stable gas condensate, LPG and oil products prices on international markets have historically been
volatile depending on, among other things, the balance between supply and demand fundamentals, the ability and
willingness of oil producing countries to sustain or change production levels to meet changes in global demand
and potential disruptions in global crude oil supplies due to war, geopolitical developments, terrorist activities,
natural disasters or pandemics.

The actual prices we receive for our liquid hydrocarbons on both the domestic and international markets are
dependent on many external factors beyond the control of management. Among many other factors volatile
movements in benchmark crude oil and oil products prices can have a positive and/or negative impact on the
contract prices we receive for our liquids sales volumes.

In addition, our actual realized net export prices for crude oil, stable gas condensate and its refined products are
affected by the so-called “export duty lag effect”. This lag effect is due to the differences between actual crude oil
prices for a certain period and crude oil prices based on which export duty rate is calculated for the same period
(see “Our tax burden and obligatory payments” below). In periods when crude oil prices are rising, the duty lag
effect normally has a positive impact on the Group's financial results, as the export duty rates are set on the basis
of lower crude oil prices compared to the actual prices. Conversely, in periods of declining crude oil prices, the
export duty rate is calculated based on higher prices compared to the actual prices, resulting in a negative financial
impact.

Most of our liquid hydrocarbons sales prices on both the international and domestic markets include transportation
expenses in accordance with the specific terms of delivery. The remaining portion of our liquids volumes is sold
without additional transportation expenses (ex-works sales of liquefied petroleum gas from the Purovsky Plant and
the Tobolsk Refining Facilities, as well as certain other types of sales).

We commonly sell our stable gas condensate and refined products, as well as liquefied petroleum gas to the
international markets with a premium to the respective international benchmark reference products prices. We
export SILCO (low-sulfur “Siberian Light Crude Oil”’) and ESPO (“East Siberia — Pacific Ocean”) grades of crude
oil to international markets with a premium or a discount to the benchmark Brent and Dubai crude oil depending
on current market situation.
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The following table shows our average realized net stable gas condensate and refined products, crude oil and LPG
sales prices. Average realized net prices are shown net of VAT, export duties, excise and fuel taxes, where

applicable:
Year ended 31 December: Change

Russian roubles or US dollars per ton 2020 2019 %
Naphtha

Average net price, RR per ton 26,311 32,043 (17.9%)

Average net price, USD per ton 368 494 (25.5%)
Other stable gas condensate refined products

Average net price, RR per ton 23,426 35,213 (33.5%)

Average net price, USD per ton 328 543 (39.6%)
Crude oil

Average net price, RR per ton 17,541 23,716 (26.0%)

Average net price, USD per ton 245 367 (33.2%)
LPG

Average net price, RR per ton 16,467 17,166 (4.1%)

Average net price, USD per ton 228 265 (14.0%)
Stable gas condensate

Average net price, RR per ton 19,239 24,452 (21.3%)

Average net price, USD per ton 264 379 (30.3%)

@) QOperations initially priced in Russian roubles were translated into US dollars using the average exchange rate for the
period.

In 2020, our weighted-average realized net prices for our liquid hydrocarbons decreased compared to the prior
year period due to a decrease in the underlying benchmark prices for these products excluding export duties (see
“Selected macro-economic data” above).

The dynamics of our weighted average realized net prices for each product category also reflects changes in
volumes sold within periods and changes in the geography of shipments that may significantly impact our average
prices in periods of high benchmark prices volatility on international markets. In addition, the specifics of pricing
mechanism for each particular product (such as time lag of international benchmark crude oil prices and export
duty rates used in price calculation, price setting on an individual transaction basis for some deliveries and other
factors) also have an impact on the dynamics of our weighted-average realized net prices.

Transportation tariffs
Natural gas by pipelines

We transport our natural gas within the Russian Federation territory through our own pipelines into the Unified
Gas Supply System (“UGSS”), which is owned and operated by PAO Gazprom, a Russian Federation Government
controlled monopoly. Transportation tariffs charged to indep