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Independent Auditors’ Report

The Board of Directors
Eurasia Drilling Company Limited:

We have audited the accompanying consolidated balance sheets of Eurasia Drilling Company
Limited and its subsidiaries as of December 31, 2009 and 2008, and the related consolidated
statements of income, stockholders’ equity and comprehensive income, and cash flows for the
years then ended. These consolidated financial statements are the responsibility of the
management of Eurasia Drilling Company Limited. Our responsibility is to express an opinion
on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the company’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Eurasia Drilling Company Limited and its
subsidiaries as of December 31, 2009 and 2008, and the results of their operations and their cash
flows for the years then ended in conformity with accounting principles generally accepted in
the United States of America.

ZhO kWG

ZAO KPMG
April 27,2010

ZA0 KPMG, a company incotporated under the Laws of tho Russigh
Federation and 3 mamber hirm of the KPMS notwork of indspoandant
mamaer fiums affiiated with KPMG International Caoparative {“KPMG
nternational™), a Swiss aauty,



Eurasia Drilling Company Limited
Notes to Conselidated Financial Statements
(All amounts in thousands of US dellars, unless otherwise noted)

Note 2009 2008
Assets
Current assets
Cash and cash equivalents 3 433,724 279,430
Accounts receivable, net 4 191,054 230,147
Inventories ' 5 116,801 183,448
Taxes receivable 12 35,772 37,701
Deferred income tax assets 12 11.227 2,379
Other current assets 6,271 21,279
Total current assets 794,849 754,384
Property, plant and equipment 6 684,188 608.684
Long-term accounts receivable 7 4,013 4,675
Deferred income tax assets 12 277 78
Goodwill 17 30,792 -
Other non-current assets 8 9,289 77,714
Total assets 1,523,408 1,445,535
Liabilities and stockholders’ equity
Current liabilities
Accounts payable and accrued liabilities 228,499 236,343
Advances received 37,239 7.863
Short-term debt and current portion of long-term debt 10 31,796 91,721
Taxes payable 12 53,463 45,792
Total current liabilities 350,997 381,719
Long-term debt 11 150,379 171,138
Accrued pension liability 13 3,865 4,187
Long-term VAT payable - 106
Deferred income tax liabilities 12 16.009 7.842
Total liabilities 521,250 564,992
Stockholders’ equity 16
Common stock 1,469 1,469
Treasury stock, at cost (38,332) (40,100)
Additional paid-in capital 528,163 519,763
Retained earnings 596,340 464,461
Accumnulated other comprehensive loss (65,482) (65,050)
Total stockholders' equity 1,002,158 880,543
Total liabilities and stockholders' equity 1,523,408 1,445,535




Eurasia Drilling Company Limited
Consolidated Statements of Income
For the years ended December 31, 2009 and 2008

(ANl amounts in thousands of US dollars, unless otherwise noted)

Note 2009 2008

Revenues
Drilling-and related services — — T T T T1,362,222 2,071,683
Other sales and services 19,981 30,096
Total revenues 1,382,203 2,101,779
Cost of services 15 (912,050) (1,453,718)
General and administrative expenses (94,861) (122,011)
Taxes other than income taxes (55,061) (72,571)
Depreciation (106,390) (101,777}
Gain {loss) on disposal of property, plant and equipment 382 (4,722)
Income from operating activities 214,223 346,980
Interest expense {13,524) (26,553)
Interest income 10,631 9,553
Currency transaction loss 4.414) (33,017
Net gain on acquisitions of businesses 17 2,349 -
Other expenses 418) (759}
Income before income taxes 209,347 296,204
Income tax expense 12 (43,857 (75,271)
Net income 165,490 220,933
Basic eamings per share of common steck (US dollars) 16 i.22 151
Diluted earnings per share of common stock (US dollars) 16 1.22 1.51
The accompanying notes are an integral part of these consolidated financial statements 4



Eurasia Drilling Company Limited

Consolidated Statements of Changes in Stockholders’ Equity and Comprehensive Income
For the years ended December 31, 2009 and 2008

(All amounts in thousands of US dollars, unless otherwise noted)

Accuamu-
Iated other
comprehen-  Total
Additional sive income/  Stock-
Common  Treasury paid-in Retained {loss), net of holders’
stock  stock, at cost  capital earnings tax equity
Balance as of January 1, 2008 1,469 - 514,180 277,855 28,392 821,896
Comprehensive income:
Net income - - - 220,933 - 220,933
Other comprehensive income: -
Foreign currency translation loss - - - - (93,023 (93,023)
Pension benefits:
Actuarial loss - - - - 419 (419)
Comprehensive income 127,491
Refund of costs related to initial public
offering - - 5,583 - - 5,583
Purchase of treasury stock - (40,100) - - - {40,100)
Dividends declared - - - (34,327) - (34,327)
Balance as of December 31, 2008 1,469 {40,100) 519,763 464,461 (65,050) 880,543
Comprehensive income:
Net income - - - 165,490 - 165,490
Other comprehensive income: -
Foreign currency translation loss - - - - (2,592) (2,592)
Pension benefits;
Prior service benefit - - - - 1,483 1,483
Actuarial gain - - - - 677 677
Comprehensive income 165,058
Purchase of treasury stock - (18,621) - - - (18,621)
Disposal of treasury stock - 389 - - . 389
Incentive compensation plan - - 8,400 - - 8,400
Dividends declared - - - (33,611 - (33,611)
Balance as of December 31, 2009 1,469 (58,332) 528,163 596,340 (65,482) 1,002,158

The accompanying notes are an integral part of these consolidated financial statements



Eurasia Drilling Company Limited

Consolidated Statements of Cash Flows

For the years ended December 31, 2009 and 2008

(Al amounts in thousands of US dollars, unless otherwise noted)

Note 2009 2008
Cash flows from operating activities
Net income 165,490 220,933
Adjustments tor non-cash items:
Depreciation 106,390 101,777
Accrued interest expense 1,185 5,499
Deferred income taxes (493) 18,142
(Gain) loss on disposal of property, plant and equipment (382) 4,722
Increase in atlowance for doubtful accounts receivable 11,184 3,511
Foreign currency exchange rate difference (unrealized) 4917 435,964
Incentive plan 4,200 -
All other items — net 501 513
Changes in operating assets and liabilities:
Accounts receivable 34,579 (48,214)
Inventaries 61,564 (85,786)
Taxes receivable 1,646 1,459
Other current assets 13,920 (16,745)
Accounts payable and accrued liabilities (32,1000 30,134
Advances received 27,967 8,121
Taxes payable 5,175 20,278
Other current liabilities 3,764 {457)
Net cash provided by operating activities 409,507 309,851
Cash flows from investing activities
Purchases of property, plant and equipment {176,608) (254.,580)
Change in restricted cash 8 69,793 (72,435)
Proceeds from sale of property, plant and equipment 4,349 3,125
Acquisition of subsidiary, net of cash acquired (23,374) -
Net cash used in investing activities (125,840) (323,890)
Cash flows from financing activities
Proceeds from issuance of short-term debt - 208,067
Principal repayments of short-term debt (45,366) (230,999
Proceeds from issuance of long-term debt - 71,920
Principal repaymenits of long-term debt (35,207 (26,094)
Repayment of capital lease obligations (3,927) (11,022)
Dividends paid (34,327 -
Proceeds from refund of costs related to initial public offering - 5,583
Purchase of treasury slock (18,621) (40,100)
Net cash wsed in financing activities (137,448) {22,645)
Effect of exchange rate changes on cash 8,075 (26,975)
Net increase (decrease) in cash and cash equivalents 154,294 {63,659)
Cash and cash equivalents at beginning of period 279,430 343,089
Cash and cash equivalents at end of period 3 433,724 279,430
Supplemental disclosures of eash flow information
Interest paid 13,090 21,329
Income tax paid 44,99] 69,840
The accompanying notes are an integral part of these consolidated financial statements 6



Eurasia Drilling Company Limited
Notes to Consolidated Financial Statements
{(All amounts in thousands of US dollars, unless otherwise noted)

Note 1. Organization and environment

The primary activities of Eurasia Drilling Company Limited (the “Company™) and its subsidiaries
(together, the “Group”) include providing exploratory and developmental drilling and oil and gas field
services to companies operating within the Russian Federation, Kazakhstan, and the Caspian Sea
region.

Eurasia Drilling Company Limited was registered on November 25, 2002 under the Law of the
Cayman Islands. The Company was established for the purpose of acquiring OO0 LUKOIL Burenie
and its subsidiaries.

In November 2004 Eurasia Drilling Company Limited entered into a purchase agreement with QAQ
LUKOIL to acquire OO0 LUKOIL Burenie and its subsidiaries. The acquisition was completed on
December 30, 2004. Prior to the acquisition, the Company had no operating activity.

00O LUKOIL Burenie, now OOO Burovaya Kompaniya Eurasia, was established in accordance with
the decision of the Board of Directors of OAO LUKOIL as of February 13, 1995 and regjstered by the
resolution of the Head of Kogalym Administration Ne 216 as of May 17, 1995. It was formed from the
West Siberian drilling subdivisions of OAQ LUKOIL.

As of December 31, 2009 and 2008 OO0 Burovaya Kompaniya Eurasia had on-shore operating
branches in Kogalym, Perm, Usinsk and Zhirnovsk (Volgograd Region) in the Russian Federation.

In 2007 the Group established a subsidiary in Kazakhstan, TOO BKE Kazakhstan Burenie, to provide
on-shore drilling services.

In December 2006, the Group acquired 100% interests in LUKOIL Shelf Limited and LUKOIL
Overseas Orient who provide off-shore drilling services in the Caspian Sea to various oil and gas
companies in the Russian Federation, Kazakhstan and Turkmenistan, In 2007 these companies were
renamed EDC Shelf Limited and AstraOrient Limited, respectively. In 2007, the Company established
a Russian subsidiary, OO0 BKE Shelf, to operate its off-shore drilling services segment. It is plarmed
to transfer all operations from EDC Shelf Limited to OO0 BKE Shelf.

In December 2009, the Group acquired 100% interests in OOO Tekhgeoservice (00O TGS), a
Russian provider of wellsite directional drilling and telemetry services (refer to Note 17).

In December 2009, the Group acquired 100% interests in QOO Kogalym Well Workover Division
(OO0 KWWD) and O0Q Urai Well Workover Division (000 UWWD) who provide well workover,
well reconditioning and well servicing operations in West Siberia (refer to Note 17).

The majority of the Group’s revenues are currently derived from services provided to OAO LUKOIL
and its affiliated entities (the “LUKOIL Group”) and as such, the Group is economically dependent
upon its contractual agreements with the LUKOIL Group (refer to note 21).

Business and economic environment

The Russian Federation, Kazakhstan, and Turkmenistan have been experiencing political and
economic change that has affected, and may continue to affect, the activities of enterprises operating in
this environment. Consequently, operations in these countries involve risks that typically do not exist
in other markets. In addition in the view of some commentators, the recent contraction in the capital
and credit markets has further increased the level of economic uncertainty in the environment.



Eurasia Drilling Company Limited
Notes to Consolidated Financial Statements
(All amounts in thousands of US doellars, unless otherwise noted)

Note 1. Organization and environment (continued)
Business and economic environment (continued)

The accompanying financial statements reflect management’s assessment of the impact of the business
environment in the countries in which the Group operates on the operations and financial position of
the Group. The future business environment may differ from management’s assessment.

Basis of preparation

The consolidated financial statements have been prepared by the Group in accordance with accounting
principles generally accepted in the United States of America (“US GAAP™).

Note 2. Summary of significant accounting policies

The following significant accounting policies have been applied in the preparation of the consolidated
financial statements.

Principles of consolidation

These consolidated financial statements include the financial position and results of the Company and
controlled subsidiaries of which the Company directly or indirectly owns more than 50% of the voting
interest, unless minority interest shareholders have substantive participating rights. Other significant
investments in companies of which the Company directly or indirectly owns between 20% and 50% of
the voting interest and over which it exercises significant influence but not control, are accounted for
using the equity method of accounting. Investments in other companies are recorded at cost. Equity
investments and investments in other companies are included in “Other non-current assets” in the
consolidated balance sheet.

Use of estimates

The preparation of the consolidated financial statements requires management of the Group to make a
number of estimates and assumptions relating to the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of the consolidated financial statements, and
the reported amounts of revenues and expenses during the reporting period. Significant iterns subject to
such estimates and assumptions include the carrying amount of property, plant and equipment,
goodwill impairment assessment, accounts receivable, inventories, deferred income taxes, long-term
debt, accrued pension liability and stock-based compensation liability. Actual results could differ from
those estimates.

Acgquisitions

Assets acquired and liabilities assumed in business combinations are recorded on the Company’s
consolidated balance sheet as of the respective acquisition dates based upon their fair values at such
dates. The results of operations of the businesses acquired by the Company begin to be included in the
Company’s consolidated statement of income upon the respective acquisition dates.



Eurasia Drilling Company Limited
Notes to Consoclidated Financial Statements
{All amounts in thousands of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policies (continued)
Functional and reporting currency

The functional currency of the Group, except for OO0 Burovaya Kompaniya Eurasia, 000 Kliver,
00O NTS, 000 TGS, 000 KWWD, 000 UWWD and TOO BKE Kazakhstan Burenie, is the US
dollar. The functional currency of OOO Burovaya Kompaniya Eurasia, 00O Kliver, 000 NTS, 000
TGS, 000 KWWD and OO0 UWWD is the Russian ruble and the functional currency of TOO BKE
Kazakhstan Burenie is the Kazakh Tenge because these are the currencies of the primary economic
environments, in which they operate and in which cash is generated and expended. The Group’s
reporting currency is the US dollar.

Translation from the functional currency to the US dollar was conducted as follows:

» All assets and liabilities were translated from the functional to the reporting currency at the
exchange rate effective at the reporting date;

* Equity items were translated from the functional to the reporting currency at the historical
exchange rate;

® Items in the statement of income and cash flows were translated from the functional currency to the
reporting currency at rates, which approximate rates at the date of transaction.

Translation differences resulting from the use of these exchange rates are included as a separate
component of accumulated other comprehensive income.

The closing exchange rate as of December 31, 2009 and 2008 was 30.2442 and 29.3804 Russian rubles
to one US dollar, respectively.

The Russian ruble and other currencies of republics of the former Soviet Union are not readily
convertible outside of their countries. Accordingly, the translation of amounts recorded in these
currencies into US dollars should not be construed as a representation that such currency amounts have
been, could be or will in the future be converted into US dollars at the exchange rate shown or at any
other exchange rate.

Cash and cash equivalents

Cash and cash equivalents include all highly liquid investments with an original maturity of three
months or less.

Cash with restrictions on immediate use

Cash funds for which restrictions on immediate use exist are accounted for within other non-current
assets.

Accounts receivable

Accounts receivable are recorded at their transaction amounts less allowance for doubtful accounts.
Allowance for doubtful accounts receivable is recorded to the extent that there is a likelihood that any
of the amounts due will not be obtained. Non-current receivables are discounted to the present value of
expected cash flows in future periods using the original discount rate.



Eurasia Drilling Company Limited
Notes to Consolidated Financial Statements
(All amounts in thousands of US dollars, unless otherwise noted)

Note 2. Summary of significant accounting policies (continued)
Inventories

Inventories, consisting primarily of materials and tools used for drilling are stated at the lower of cost
or market value. The cost of inventories is determined using an “average cost” method.

Property, plant and equipment

Property, plant, and equipment are stated at cost, net of depreciation. Depreciation is calculated on a
straight-line method over the useful lives of the assets, estimated to be in the following ranges:

Buildings 15 -30 years
Machinery and equipment 2-20 years
Vehicles 5-10 years

The cost of maintenance, repairs and replacement of minor items of property, plant and equipment is
expensed as incurred. Major renewals and improvements of assets are capitalized.

Goodwill

Goodwill represents the excess of the cost of an acquired entity over the net of the amounts assigned to
assets acquired and liabilities assumed. It is assigned to reporting units as of the acquisition date.
Goodwill is not amortized, but is tested for impairment at least on an annual basis and between annual
tests if an event occurs or circumstances change that would more likely than not reduce the fair value
of a reporting unit below its carrying amount. The impairment test requires estimating the fair value of
a reporting unit and comparing it with its carrying amount, including goodwill assigned to the
reporting unit. If the estimated fair value of the reporting unit is less than its net carrying amount,
including goodwill, then the goodwill is written down to its implied fair value.

Impairment of long-lived assets

Long-lived assets and certain intangible assets are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset group may not be recoverable.
Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an
asset group to the estimated undiscounted future net cash flows expected to be generated by that group.
If the carrying amount of an asset group exceeds its estimated undiscounted future net cash flows, an
impairment charge is recognized by writing down the carrying value to the estimated fair value of the
asset group. Assets to be disposed of are reported at the lower of the carrying amount or fair value less
costs to dispose and are no longer depreciated.

Leased assets

Leases under which the Group assumes substantially all the risks and rewards of ownership are
classified as capital leases. Leased property, plant and equipment meeting certain capital lease criteria
are capitalized and the present value of the related lease payments is recorded as a liability.
Amortization of capitalized lease assets is computed on the straight-line method over the estimated
useful life.

Payments for operating leases, under which the Group does not assume all the risks and rewards of
ownership are expensed in the period they are incurred.


































































