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Market View

Analyst: Stephen Taylor

European equity markets have opened higher this morning following strong finishes in Asia over night and
reversing yesterday's small losses. Momentum continues to remain behind equities as the outlook for the
global economic recovery continues to improve. Yesterday, parcel delivery-company and economic bell-
weather Fedex reported better than expected quarterly earnings in addition to raising its earnings outlook
for the year. Fedex is one of the companies that we closely track in relation to the global economy and their
positive comments in relation to the economic outlook reinforces our view that the recovery is well under-
way. That being said concerns around Greece and sovereign debt re-emerged yesterday with CDS
spreads widening significantly as Greece laid down a one week deadline for the European Union to resolve
internal disagreement and formulate an aid package. In light of no concrete aid package, Greece indicated
that it may turn to the IMF. Next weeks EU summit on March 25™-26™ will be key for details surrounding a
resolution on Greece. Expectations are that Greece will try to raise between 6bn - 8bn in debt next week
and this potential fund raising will be closely watched. As we have previously noted, we remain positive on
equity markets as the economic environment continues to improve, however we will be monitoring CDS
spreads closely as they currently have the strongest correlation with equity markets. As for today it is rela-
tively quiet on the economic and corporate front with no major releases due before the US market opens.

Lloyds: Buy Previous Close 55p Target 75p Analyst Oliver Gilvarry

Ahead of an investor conference today, Lloyds released an unscheduled update on current trading. In the
first 10 weeks of 2010, the group’s trading performance has been strong and management are pleased
with the performance against each area of recent guidance. The banking net interest margin is trending in
line with recent guidance and this has supported a good level of income growth. Costs remain well con-
trolled and are lower than the same period last year. However the most significant announcement within
the groups update is the news that impairment provisions are running at lower than levels previously fore-
casted in both its retail and corporate businesses. As a result the group believes it will be profitable on a
combined business basis in 2010. We remain positive on the stock and would use any weakness to build a
position.

Ryanair: Buy PreviousClose 3.50 Target 4.30 Analyst Edward Keeling

Media reports this morning have suggested that British Airways and the Unite Union have resumed talks in
an attempt to avert weekend strike action. Unite joint general secretary Tony Woodley has said that the
cabin crew would call off the planned seven day strike if management reinstated an offer which it withdrew
last week. The dispute centres around a reduction in the number of cabin crew on long-haul flights. BA has
said it hopes to fly at least 60% of customers booked for the March 20 — 22" period after training staff from
other areas of the business to fill in for the cabin crew. Needless to say any strike action would be a posi-
tive for Ryanair and with Easter falling nicely this year in terms of year on year comparisons; it is already
looking promising for a strong average fare performance in Q4.
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Introduction

On March 10th Tullow Oil released full year results that reaffirmed our buy rating on the FTSE 100 listed oil & gas explorer. We
believe that the results convey the transitional period that the company is working through as it moves towards first production at
its two primary assets in Ghana and Uganda. This note examines the financial results the company released last week while also
assessing the updated operational plan which management provided at the investor presentation that followed. As always we
have provided a technical outlook for Tullow Oil which we feel helps to optimise risk management when implementing trading
strategies.

FY09 Results

Figure 1.1 displays some of the key financial metrics which Tullow Oil released on the 10th of March. We have also displayed the
corresponding data since 2006 which illustrates the uneven nature of the company’s revenues and earnings. We believe that Tul-
low Qil’s financial performance will stabilise over the next 2-3 years as the company establishes a solid producing platform off
which to launch its exploration programs. As can be seen from the table below, Tullow Oil reported revenue in 2009 of £582min
down 16% from 2008 while also reporting profit after tax of £19min, down 92% on the previous period. Group production dropped
from 66,000boepd (barrels of oil equivalent per day) in 2008 to 58,300boepd in 2009 with management guiding that 2010 produc-
tion would be between 55,000-57,000boepd. Full year dividend was maintained at 6p per share. The deterioration in the financial
results can be attributed to lower oil prices, maturing production, exceptional write-offs and higher than expected costs. From a
purely financial perspective the results were disappointing however, we do not believe that they reflect the 2009 that Tullow Oil
had or the future upside potential of the stock. To assess this you need to look at what Tullow Oil has done in relation to reserve
replacement and what it intends to do with regards Production & Development and Exploration & Appraisal in 2010 & 2011.

Figure 1.1 Financial Results

2006 % Change 2007 % Change 2008 % Change 2009
Sales Revenue (Em) 579 10% 639 8% 692 -16% 582
Operating Profit (Em) 263 -28% 189 59% 300 -68% 95
Profit After Tax (Em) 157 -66% 53 326% 226 -92% 19
Basic Earnings Per Share (p) 24.2 -71% 7.1 335% 30.9 -94% 19
Dividend Per Share (p) 5.5 9% 6 0% 6 0% 6
Operating Cash Flow (Em) 447 6% 474 9% 519 -28% 374
Production (boepd) 64720 13% 73100 -10% 66000 -12% 58300

Source: Company Data

Production & Development Figure 1.2 Tullow Oil 2009 Production Breakdown

Figure 1.2 illustrates the breakdown of Tullow Oil's current pro-
duction from a geographical perspective. The majority of the
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assets in red and green are to close to reaching or have reached
their peak production potential meaning that output will begin to
decrease unless significant investment is added in the future.
Evidence of this can be seen in the drop off in production since
2007 with the number of barrels of oil equivalent being produced
a day by Tullow Qil falling from 73,100 to 58,300. This trend is
anticipated to trough in 2010 with Tullow Oil expected to extract
first oil from Jubilee Phase 1 in the last quarter of this year. The
ramping up of production to somewhere in the region of 92,000
boepd will provide the company with an internal of source of
financing that Tullow Oil can use to expand its exploration opera-
tions. A detailed account of the progress made by Tullow Oil on
the development of the Jubilee field was provided at the results
presentation. Significantly the project is on time and on budget
which is unusual as “mega” projects like Jubillee are notorious
for going over budget. One of the partners on the Jubilee Project
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Production & Development Continued

Anadarko, confirmed this as well at their investor presentation
earlier in the month. Figure 2.1 displays the company’s produc-
tion forecasts for 2010 and 2011 as well as 2009’s actual pro-
duction figures. As mentioned before, the introduction of the
Jubilee means the next year’s production will jump substantially
to approximately 92,000boepd. This equates to a 46% increase
on 2010 and we feel that there is scope to expect furrher produc-
tion given the comments made by Paul McDade at the results
presentation. The company’s head of the Production and Devel-
opment guided that 92,000boepd production is very achievable
and that they would be targeting production closer to
100,000boepd.

The results also provided an update on Tullow Oil's farm-out
process in Uganda. This issue has been in focus ever since Tul-
low Oil announced that it would pre-empt Eni’'s bid for a 50%
stake in two licences in Uganda’s Lake Albert Rift Basin. The
licences in question were owned by a partner of Tullow Oil's
(Heritage Oil) who had agreed to the sell their stakes to Eni for a
consideration of $1.5bn. In response to this, Tullow Oil an-
nounced that it had activated a predefined clause within the
original licences and has since successfully lobbied the Ugan-
dan Government's approval to secure the deal. Currently, the
Ugandans are reviewing presentations by Total and CNOCC on
the development of the resources which if approved will result in
an equal weight, three way partnership between the two Interna-
tional Oil Companies (I0OCs) and Tullow Oil. The prospect of two
partners rather than one will mean that Tullow Oil bears a lower
proportion of the development costs whilst also gaining the ex-
pertise of two IOCs who have the required knowledge to develop
deepwater resources. It also means that Tullow Oil will accrue
less upside should the basin turn out to have greater resources
than is currently believed.

It is difficult to fully asses the value of the farm-out without de-
tails of the consideration that Total and CNOCC will pay to Tul-
low Oil. Additionally, we want to see the breakdown of the devel-
opmental costs as they will play a significant role in our overall
assessment of the farm-out process. Despite this we are happy
with the progress being made and are confident that a three way
split will benefit Tullow Qil given the company’s relatively limited
production knowledge. It will also bolster relations with the local
government who have always been keen to avoid a situation
where either one or two companies would gain control of one of
the country’s most valuable natural resources.

An announcement on the resolution of the deal is expected over
the coming weeks and will act as the next major catalyst for Tul-
low Oil. Management provided a projected timeline on the devel-
opment of the assets in Lake Albert which we have displayed in
Figure 2.2. The field is estimated to produce in excess of
200,000boepd.

It is our belief that Tullow Oil's core strength remains in its explo-
ration portfolio and in its in-house expertise in this area. We will
discuss this in further detail in the next section, however we feel
the progress the company has made in relation to production in
2010 is critical to the company’s long term success as the cash
flows created by these assets will facilitate sustainable long term
growth of the company’s NAV.

Figure 2.1 Production Forecasts (boepd)

il

Source: Company Data

Figure 2.2 Lake Albert Projected Timeline
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Source: Company Website

Figure 2.3 Uganda’s Lake Albert
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Exploration

Tullow Oil has enjoyed unparalleled exploration success over the last three years recording hit rates of 67%, 77% and 87% in
2007, 2008 and 2009 respectively. As a consequence we rate Tullow Oil as the premier explorer within the industry. This competi-
tive advantage coupled with the fact that Tullow Oil holds one of the best Exploration and Appraisal (E&A) portfolio’s in the indus-
try underpins our buy recommendation on the oil & gas explorer.

At its results presentation, the head of the company’s E&A division, Angus McCoss went through 2009’s highlights and outlined
Tullow Oil's future targets. The most material aspect of this part of the presentation was that the company had upgraded its esti-
mates on Tweneboa/Owo/Ntomme to 100-400-1,400 mmboe (Million Barrels Oil Equivalent) on a P10-P50-P90 basis. There was
also a slight downgrade on the assets to the southeast of the company’s Jubilee Field. Net-net, the NAV upgrade and downgrade
effectively cancelled each other out however management did provide further colour on how it intends to progress with its ex-
panded E&A program.

Earlier in the year Tullow Oil committed to spending $500mIn on pure exploration. This expenditure was confirmed at the results
with the extra money being used to accelerate the drilling in Tweneboa. McCoss guided that the company would take on riskier
plays in Mauritania and French Guiana which would more than likely lower the company’s success rate at the benefit of potentially
opening up the new plays which are required to ensure the company’s continued growth. Management also remarked on Ana-
darko’s comments on the West African Transform Margin in which Tullow Oil holds shared licences stating that from studying the
seismic, they see the potential for Jubilee like discoveries. We have displayed Tullow Oil 2010’s drilling in Figure 3.1. We believe
it offers the right mix of exploration and appraisal.

Figure 3.1 Tullow Oil 2010 Drilling Schedule

Country Block Prospect Interest Gross Upside* Spud Date
Southeast Jubilee/Satellites E&A 2 Well Campaign 22.90% 800 mmbo Drilling-Q3 2010
Ghana Tweneboa/Owo/Ntomme E&A 3 Well Campaign 49.95% 1,400 mmboe Q1 2010
DWT/WCTP Exploration 2 Well Campaign Various 500 mmboe Q2-Q4 2010
Uganda Block 1 & 2 Butiaba E&A Various 1,200 mmbo Q1-Q4 2010
Sierra Leone SL-06/07 2 Well Campaign 10% 500 mmboe Q3-Q4 2010
Liberia Block 17 1 Well Campaign 25% 650 mmboe Q4 2010
Gabon Azobe Noix de Coco 60% 50 mmbo Q2 2010
Mauritania Block 6 Gharabi/Sidewinder 22.40% 900 mmbo Q32010
Block 7 Pelican/Cormorant 16.20% 300 mmbo Q4 2010
Tanzania Lindi Likonde 50% 50 mmboe Drilling
Netherlands Block E13b/E15¢ Muscovite/Seahorse Various 100 mmboe Q3-Q4 2010
French Guiana Guyane Maritime Zaedyus 39% 700 mmbo Q4 2010
Guyana Georgetown Block El Dorado 30% 1,000 mmbo Q4 2010
Suriname Coronie/Uitkjik 7 Well Campaign 40% 250 mmbo Q3 2010
Pakistan Kohat/Kalchas Shekhan Various 350 mmboe Drilling-Q3 2010

Source: Company Data

Figure 3.3 Deepwater Tano

Figure 3.2 Tullow Oil 2010 Drilling and West Cape Three
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Balance Sheet and Valuation

As can be seen from Figure 4.1 Tullow Oil has significantly in-
creased its capital expenditure over the last number of years.
Much of the increase has been unavoidable as the company
pursued first production from Jubilee however in order to fund
the expansion in capital expenditure and protect the company’s
balance sheet from distressing levels of debt, Tullow Oil has
placed new shares in the market. The first placing occurred in
January of 2009 raising £392min when Tullow Oil issued ap-
proximately 67min new shares equating to 9% of the existing
shares at the time. The second placing was of a similar size,
approximately 10% of the existing shares, however, as the com-
pany’'s share price had advanced significantly since the first
placing, the proceeds were higher at £925min. Both placings
were well subscribed reflecting the appetite for Tullow Oil's
shares however we would see any further placings as a strategic
error for the company. Tullow Oil now has other options when it
comes to financing its balance sheet as the reopening of credit
and bond markets means that the company should consider
issuing its own debt if it felt it needed to raise additional funding.
Although we do not foresee such an event in the near term as
the company is currently adequately financed, the option of a
debt issuance should be explored.

Despite the two placings, Tullow Oil's gearing increased to 47%
at the end of 2009. We do acknowledge that the year end figure
does not take into account the second placing which occurred at
the start of 2010, however, it should be noted that the company
has earmarked much of new funds and it is still unclear as to the
size of the commitments that Tullow Oil will take on through the
farm-out in Uganda. This leaves scope for the company’s net
debt to increase further in 2010 from the reported £718min at
end of 2009 and underlines further the importance of the resolu-
tion of the Ugandan deal.

Since our last update on Tullow Oil the company’s Net Asset
Value (NAV) has moved closer to 1350p per share. We believe
that the investment thesis we outlined in January is still largely
intact, nonetheless we are removing the premium we had attrib-
uted to the stock on the expectation of Tullow Qil trading as an
takeover target. We do still feel that the company is worthy of the
attention of prospective bidders however, we feel that it is more
likely that potential approaches will be made on an asset level.
Consequently, it is our opinion that Tullow Oil should trade at a
5% premium to NAV reflecting our confidence in the ability of the
company management to deliver exploration results. This means
that we have moved our price target for Tullow Oil up by 20p to
1470p.

In summary Tullow OII's results on the 10th of March reinforced
our buy recommendation on the FTSE listed oil and gas ex-
plorer. Although marginally disappointing from an operational
perspective, they did confirm an exciting 2010 exploration and
appraisal schedule whilst also providing a positive update on the
status of the Jubilee project. Furthermore, we view the initial
developments surrounding the potential 1/3, 1/3, 1/3 breakdown
of the Ugandan licences as constructive. While we do reserve
judgement on the outcome of the eventual deal, we are confi-
dent that Tullow Oil will deliver a result that will at least not ham-
per the company’s ability to release the potential of the rest of
the portfolio.

DOLMEN STOCKBROKERS

Figure 4.1 Tullow Oil Capital Expenditure (Emin)

Source: Company Data

Figure 4.2 Tullow Oil Reserves (mmboe)
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Source: Company Data
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Tullow Oil Technical Strategy
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Tullow Oil has had an impressive rally back up towards its recent all time high and resistance at 1375p

In price action terms the recent trendline break is still valid, however the stock looks to be developing a range between 1375p
and 1125p support.

In the short term we cannot see the stock sustaining a break above 1375p, as weekly momentum indicators continue to trend
lower and dailies are overcooked once again already.

Upside resistance lies at 1307p, and trend support lies at 1195p.

We still think the stock can correct back to long term pivot support level of 1050p over the medium term (a re-test of 1125p
range support at the least anyway) before the stock kicks on and takes out 1375p resistance.
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Date Company Region Event Date Event Region Estimate
19/03/2010 Allianz SE DE FINAL 19/03/2010 Producer Prices (MoM) GE --
19/03/2010 Headlam Group PLC GB PRELIM 19/03/2010 Chicago Fed Nat Activity Index us --
19/03/2010 T Clarke PLC GB PRELIM 19/03/2010 Euro-Zone Consumer Confidence EC --
19/03/2010 Theolia SA FR  5/HOLDERS 22/03/2010 Chicago Fed Nat Activity Index us --
22/03/2010 Dyckerhoff AG DE FINAL 22/03/2010 Euro-Zone Consumer Confidence EC --
22/03/2010 A.G. Barr PLC GB PRELIM 23/03/2010 CPI (MoM) UK --
22/03/2010 Zenergy Power Plc GB PRELIM 23/03/2010 RPI (MoM) UK --
22/03/2010 Wolseley plc GB Q2 23/03/2010 House Price Index MoM us --
22/03/2010 Tiffany & Co. us Q4 23/03/2010 Richmond Fed Manufact. Index us --
23/03/2010 Metro AG DE FINAL 23/03/2010 Existing Home Sales MoM us --
23/03/2010 WestLB AG DE Q4 23/03/2010 ABC Consumer Confidence us --
23/03/2010 Irish Continantal Group IE PRELIM 24/03/2010 PMI Manufacturing GE --
23/03/2010 Imperial Tobacco Group PLC GB TRADE 24/03/2010 PMI Services GE --
23/03/2010 Cairn Energy PLC GB PRELIM 24/03/2010 IFO - Business Climate GE --
23/03/2010 CBG Group Plc GB PRELIM 24/03/2010 PMI Services EC --
23/03/2010 Legal and General Group PLC GB PRELIM 24/03/2010 PMI Manufacturing EC --
23/03/2010 RAB Capital plc GB PRELIM 24/03/2010 Industrial New Orders SA (MoM) EC --
23/03/2010 UTV Media Plc GB PRELIM 24/03/2010 MBA Mortgage Applications us --
23/03/2010 Adobe Systems us Q1 24/03/2010 U.K. Budget Report Published UK --
23/03/2010 Walgreen us Q2 24/03/2010 Durable Goods Orders us --
24/03/2010 Wienerberger AG AT Q4 24/03/2010 New Home Sales MoM us --
24/03/2010 Independent News & Media PLC IE PRELIM 25/03/2010 GfK Consumer Confidence Surve  GE --
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