


Financial statements

Accounting policies
continued

(r) Derivative financial instruments (continued)

Gains or losses on derivatives that do not qualify for hedge
accounting treatment (either from inception or during the life
of the instrument) are taken directly to the Income Statement
in the period.

(s) Leases

Leases are classified as finance leases whenever the terms
of the lease transfer substantially all the risks and rewards
of ownership to the lessee. All other leases are classified as
operating leases and are charged to the Income Statement
on a straight-line basis over the term of the lease.

Assets held under finance leases are recognised as assets of
the Group at their fair value or, if lower, at the present value

of the minimum lease payments, each determined at the
inception of the lease. The corresponding liability to the lessor
is included in the Balance Sheet as a finance lease obligation.
Lease payments are apportioned between finance charges and
reduction of the lease obligation so as to achieve a constant
rate of interest on the remaining balance of the liability.
Finance charges are charged directly against income, unless
they are directly attributable to qualifying assets, in which case
they are capitalised in accordance with the Group's policy on
borrowing costs.

(t) Share based payments

The Group has applied the requirements of IFRS 2 Share
Based Payments. In accordance with the transitional
provisions of that standard, only those awards that were
granted after 7 November 2002, and had not vested at

1 January 2005, are included.

All share based awards of the Company are equity settled
as defined by IFRS 2. The fair value of these awards has been
determined at the date of grant of the award allowing for the
effect of any market-based performance conditions. This fair
value, adjusted by the Group's estimate of the number of
awards that will eventually vest as a result of non-market
conditions, is expensed uniformly over the vesting period.

The fair values were calculated using a binomial option
pricing model with suitable modifications to allow for
employee turnover after vesting and early exercise. Where
necessary this model was supplemented with a Monte Carlo
model. The inputs to the models include: the share price at
date of grant; exercise price; expected volatility; expected
dividends; risk free rate of interest; and patterns of exercise
of the plan participants.

(u) Critical accounting judgements and key sources of
estimation uncertainty

Details of the Group’s significant accounting judgements and
critical accounting estimates are set out in these financial
statements and include:

e Carrying value of intangible exploration and evaluation fixed
assets (note 9J;

e Carrying value of property, plant and equipment [note 10J;
e Commercial reserves estimates (note 10J;

e Derivative financial instruments (note 17);

¢ Decommissioning costs (note 20); and

e Acquisition of subsidiaries (note 26).
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Notes to the Group financial statements
Year ended 31 December 2007

Note 1. Segmental reporting

In the opinion of the Directors the operations of the Group comprise one class of business, oil and gas exploration, development
and production and the sale of hydrocarbons and related activities. The Group also operates within four geographical markets,
Europe, Africa, South Asia and South America.

The following tables present revenue, profit and certain asset and liability information regarding the Group's business segments
for the years ended 31 December 2007 and 2006.

South South
Europe Africa Asia America Unallocated Total
£'000 £'000 £'000 £'000 £'000 £'000

2007
Sales revenue by origin

Segment result
Disposal of subsidiaries
Unallocated corporate expenses

Operating profit

Loss on hedging instruments
Finance revenue

Finance costs

Profit before tax
Income tax expense

Profit after tax

Total assets

Total liabilities

Other segment information
Capital expenditure:
Property, plant and equipment
Intangible fixed assets
Depletion, depreciation and amortisation
Impairment losses recognised in income
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Financial statements

Notes to the Group financial statements
continued

Note 1. Segmental reporting (continued)
South South

Europe Africa Asia  America Unallocated Total
£000 £000 £000 £000 £:000 £:000
2006
Sales revenue by origin 307,007 268,302 3,538 - - 578,847
Segment result 129,735 159,304 (3,954) - - 285,085
Unallocated corporate expenses (22,490)
Operating profit 262,595
Gain on hedging instruments 15,701
Finance revenue 3,030
Finance costs (17,994)
Profit before tax 263,332
Income tax expense (105,894)
Profit after tax 157,438
Total assets 541,684 1,281,760 62,174 79,815 22,718 1,988,151
Total liabilities (250,234) (356,008)  (15,507) (20,315) (579,611) (1,221,675)
Other segment information
Capital expenditure:
Property, plant and equipment 161,675 217,693 10,567 - 3,136 393,071
Intangible fixed assets 37,197 575,808 15,897 79,815 - 708,717
Depletion, depreciation and amortisation (79,870  (64,068) (992) - (1,651) (146,587)

Unallocated expenditure and net liabilities include amounts of a corporate nature and not specifically attributable to
a geographic area, including tax balances and the Group debt.

Note 2. Total revenue

2007 2006

Sales revenue
Oil and gas revenue from the sale of goods
Profit/(loss]) on realisation of cashflow hedges

599,425
(37,182)
562,243
16,604

Tariff income

578,847
3,030

Total operating revenue
Finance revenue

Total revenue 581,877
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Financial statements

Notes to the Group financial statements
continued

Note 11. Investments

Unlisted investments
Government gilts

The fair value of these investments is not materially different from their carrying value.

Principal subsidiary undertakings

2007 2006
£'000 £'000
447

49

496

At 31 December 2007 the Company’s principal subsidiary undertakings, all of which are included in the consolidated Group

financial statements, were:

Name

%

Country of operation

Country of registration

Directly held
Tullow Oil UK Limited

Tu
Tu
Tu
Tu
Tu
Tu

ow Oil SK Limited
ow Qil SPE Limited

ow Oil Limited

Indirectly held

Tu
Tu
Tu
Tu
Tu
Tu
Tu
Tu
Tu
Tu
Tu
Tu
Tu
Tu
Tu
Tu
Tu

L
l
l
(
l
l
l
(
l
l
l
(
l
l
l

(
l

ow Ghana Limited
ow Angola B.V.
ow Congo Limited

ow Kudu Limited
ow Uganda Limited

low Qil Gabon SA

Tulipe Oil SA

Hardman Chinguetti Production (Pty) Limited
Hardman Petroleum (Mauritania) (Pty) Limited
Planet Oil (Mauritania) Limited

Tullow Uganda Operations Limited

Tullow Hardman Holdings B.V.

Tullow South Africa (Pty) Limited

ow Group Services Limited

ow Overseas Holdings B.V.
ow Gabon Holdings Limited

ow (EA] Holdings Limited

ow Qil International Limited

ow Pakistan (Developments) Limited
ow Bangladesh Limited

ow Cote d'lvoire Limited

ow Cote d'Ivoire Exploration Limited
ow India Operations Limited

ow Cameroon Limited

ow Madagascar Limited

ow Equatorial Guinea Limited

ow Gabon Holdings Limited

100
100
100
100
100
100

50

100
100
100

95
100
100
100
100
100
100
100
100
100
100
100

50
100

50
100
100
100
100
100
100

United Kingdom
United Kingdom
United Kingdom
United Kingdom
Ireland
Netherlands
Gabon

Isle of Man
Channel Islands
Pakistan
Bangladesh
Cote d'lvoire
Cote d'lvoire
India
Cameroon
Madagascar
Ghana
Angola
Congo
Equatorial Guinea
Namibia
Uganda
Gabon
Gabon
Gabon
Mauritania
Mauritania
Mauritania
Uganda
Netherlands
South Africa

Scotland
England & Wales
England & Wales
England & Wales
Ireland
Netherlands

Isle of Man

British Virgin Islands

Jersey
Jersey
Jersey
Jersey
Jersey
Jersey
Jersey
Jersey
Jersey
Netherlands
Isle of Man
Isle of Man
Isle of Man
Isle of Man
Isle of Man
Gabon
Gabon
Australia
Australia
Guernsey
Australia
Netherlands
South Africa

The principal activity of all companies relates to oil and gas exploration, development and production.
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Note 12. Inventories

2007 2006
£'000 £000

Warehouse stocks and materials
Oil stocks

8,790
4,945

13,735

Note 13. Other current assets

2007 2006
£000 £000

Other debtors
Prepayments
VAT recoverable

Note 14. Cash and cash equivalents

2007 2006
£'000 £000

Cash at bank and in hand
Short-term deposits

Cash and cash equivalents includes an amount of £8,254,000 (2006: £7,995,000) which is a reserve held on fixed term deposit
in support of a Letter of Credit facility which relates to the Group’s share of certain decommissioning and FPSO costs.

Note 15. Trade and other payables
Current liabilities

2007 2006
£000

Trade payables

Other payables

Deferred income [take or pay)

Accruals

PAYE and social security

VAT and other similar taxes

Current portion of finance lease (note 19)

20,162
37,462
1,372
88,566
124
12,067
2,044

161,797

Non-current liabilities

2007 2006
£000 £°000

Other payables
Non-current portion of finance lease (note 19)

8,372
8,765

17,137

- After one year but within five years
— After five years

16,570
567

17,137
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Notes to the Group financial statements
continued

Note 16. Financial liabilities

2007 2006
£'000

Current

Short-term borrowings 7,516
Non-current

Term loans repayable

- After one year but within two years 1,135
- After two years but within five years 175,496
- After five years 30,252

206,883

Group bank loans are stated net of unamortised arrangement fees of £11,635,000 (2006: £7,174,000).

Short-term borrowings, term loans and guarantees are secured by fixed and floating charges over the oil and gas assets
[note 10) of the Group.

Interest rate risk
The interest rate profile of the Group’s financial assets and liabilities at 31 December 2007 was as follows:

Stg Euro us$ Other Total
£000 £000 £000 £000 £000

Cash at bank at floating interest rate

Cash at bank on which no interest is received
Fixed rate debt

Floating rate debt

Net (debt)/cash

The profile at 31 December 2006 for comparison purposes was as follows:

Stg Euro us$ Other Total

£'000 £'000 £000 £'000 £000

Cash at bank at floating interest rate 38,256 130 53,763 6,619 98,768
Cash at bank on which no interest is received 133 - 577 - 710
Fixed rate debt (30,000 - (63,805) - (93,805)
Floating rate debt (40,000 - (87.768) - (127,768
Net (debt)/cash (31,611) 130 (97,233) 6,619 (122,095)

Cash at bank at floating interest rate consisted of deposits which earn interest at rates set in advance for periods ranging
from overnight to one month by reference to Sterling or US Dollar LIBOR.

Floating rate debt comprises bank borrowings at interest rates fixed in advance from overnight to three months at rates
determined by US Dollar LIBOR and Sterling LIBOR. Fixed rate debt comprises bank borrowings at interest rates fixed in
advance for periods greater than three months or bank borrowings where the interest rate has been fixed through interest
rate hedging.
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The Borrowing Base Facility incurs interest on outstanding debt at Sterling or US Dollar LIBOR plus a margin ranging from
100 basis points to 240 basis points depending on utilisation and concentration of non-OECD assets. The outstanding debt is
repayable in variable amounts (determined semi-annually) over the period to 31 August 2012, or such time as is determined
by reference to the remaining reserves of the assets, whichever is earlier. There is no requirement under the Borrowing Base
Facility to hedge interest rate exposure to Sterling LIBOR and US Dollar LIBOR. The Borrowing Base Facility states that
consideration should be given to hedging at least 30% of the interest rate exposure to fluctuations in LIBOR for Sterling and
US Dollars in respect of loans under the facility, net of relevant cash balances.

The Hardman Bridge Facility is a US$550 million (£275.4 million] facility which is currently repayable in full on 31 January 2009.
Tranche A of the facility is a US$150 million (£75.1 million) revolving tranche which incurs interest on outstanding debt at US
Dollar LIBOR plus a margin ranging from 250 basis points to 350 basis points. The margin on Tranche A increases in quarterly
25 basis point increments and is also dependent on whether certain assets are included in the security package. Tranche B of
the facility is a US$400 million (£200.3 million) non-revolving tranche which incurs interest on outstanding debt at US Dollar
LIBOR plus a margin of 300 basis points to 325 basis points, depending on whether certain assets are included in the security
package. There is no requirement under the Hardman Bridge Facility to hedge interest rate exposure to US Dollar LIBOR. The
Hardman Bridge Facility states that consideration should be given to hedging at least 30% of the interest rate exposure to
fluctuations in LIBOR for US Dollars in respect of loans under the facility, net of relevant cash balances.

At the end of December 2007, the headroom under the facilities amounted to US$457 million (£228.8 million); US$307 million
(£153.7 million) under the Borrowing Base and US$150 million (£75.1 million]) under the Hardman Bridge Facility. At the end of
December 2006, the headroom under the two facilities was US$1.4 billion (£714.6 million); US$416 million (£212.3 million) under
the Borrowing Base and US$1 billion (£502.3 million) under the Hardman Bridge Facility which was not drawn down until
January 2007.

In the table for 2007, £100.1 million of the gross debt has been shown as fixed rate debt as the particular bank borrowings were
fixed in November 2007 for a six-month duration.

The Group is exposed to floating rate interest rate risk as entities in the Group borrow funds at floating interest rates. The Group
hedges its floating rate interest rate exposure on an ongoing basis through the use of interest rate derivatives, namely interest
rate swaps, interest rate caps and interest rate zero cost collars. All interest rate derivatives currently in place were put in place
for a three-year period in late 2005 and expire in November 2008. The effect of the interest rate cap currently in place limits the
exposure to US Dollar LIBOR at 5.8% for a current notional principal of US$35 million (£17.5 million). The interest rate swap
currently in place has a swap rate of 4.75% for a current notional principal of US$35 million (£17.5 million). The zero cost collar
currently in place has a floor of 3.475% and a cap of 5.8% for a notional principal of US$35 million (£17.5 million). The combined
mark to market position as at the 2007 year end was £104,000 (2006: £156,000). As the interest rate swaps do not give rise to
material differences between book and fair values, the hedged amounts are included in floating rate debt in the 2007 and

2006 table.

Foreign currency risk

Wherever possible, the Group conducts and manages its business in Sterling (UK) and US Dollars (all other countries), the
functional currencies of the industry in the areas in which it operates. A natural hedge exists in the majority of the Group’s

oil and gas income and expenditure, which are denominated in US Dollars and Sterling respectively. The Group's borrowing
facilities are also denominated in Sterling and US Dollars, which further assists in foreign currency risk management. From
time to time the Group undertakes certain transactions denominated in foreign currencies. These exposures are managed

by executing foreign currency financial derivatives, typically to manage exposures arising on corporate transactions such as
acquisitions and disposals. There were no foreign currency financial derivatives in place at the 2007 year end. Cash balances are
held in other currencies to meet immediate operating and administrative expenses or to comply with local currency regulations.

As at 31 December 2007 the only material monetary assets or liabilities of the Group that were not denominated in the functional
currency of the respective subsidiaries involved were US$570 million (£285.4 million) cash drawings under the US$1,350 million
(£675.9 million) Borrowing Base Facility and US$400 million (£200.3 million) cash drawings under the US$550 million

(£275.4 million) Hardman Bridge Facility. As at 31 December 2006 the only material assets or liabilities that were not
denominated in the functional currency of the respective subsidiaries involved were US$280 million (£142.9 million) cash
drawings under the US$850 million (£425.6 million) Borrowing Base facility. These US Dollar cash drawings at 31 December
2007 continue to be held as a hedge against US Dollar denominated net assets in subsidiaries.

The carrying amounts of the Group's foreign currency denominated monetary assets and monetary liabilities at the reporting
date are £452.2 million (2006: £90.5 million).

Foreign currency sensitivity analysis

The Group is mainly exposed to fluctuation in the US dollar. The Group measures its market risk exposure by running various
sensitivity analyses including 10% favourable and adverse changes in the key variables. The sensitivity analyses include only
outstanding foreign currency denominated monetary items and adjusts their translation at the period end for a 10% change
in foreign currency rates.
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Notes to the Group financial statements
continued

Note 16. Financial liabilities (continued)

As at 31 December 2007 a 10% increase in Sterling against the US Dollar would have resulted in a decrease in foreign currency
denominated liabilities and equity of £49.4 million (2006: £13.8 million) and a 10% decrease in Sterling against US Dollar would
have resulted in an increase in foreign currency denominated liabilities and equity of £60.3 million (2006: £16.8 million).
Liquidity risk

The Group manages the liquidity requirements by the use of both short and long-term cashflow projections, supplemented by
maintaining debt financing plans and active portfolio management. Ultimate responsibility for liquidity risk management rests
with the Board of Directors, which has built an appropriate liquidity risk management framework for the management of the
Group’s short, medium and long-term funding and liquidity management requirements.

Note 17. Financial instruments

Financial risk management objectives

The Group holds a portfolio of commodity derivative contracts, with various counterparties, covering both its underlying oil
and gas businesses. In addition the Group holds a small portfolio of interest rate and foreign exchange derivatives. The use
of financial derivatives is governed by the Group's policies approved by the Board of Directors. Compliance with policies and
exposure limits is reviewed by the internal auditors on a regular basis. The Group does not enter into or trade financial
instruments, including derivative financial instruments, for speculative purposes.

Fair values of financial assets and liabilities
The Group considers the carrying value of all the financial assets and liabilities to be materially the same as the fair value.

Fair values of derivative instruments

Under IAS 39 all derivatives must be recognised at fair value on the Balance Sheet with changes in such fair value between
accounting periods being recognised immediately in the Income Statement, unless the derivatives have been designated as
cashflow or fair value hedges. The fair value is the amount for which the asset or liability could be exchanged inan arm’s
length transaction at the relevant date. Fair values are determined using quoted market prices (marked-to-market values)
where available. To the extent that market prices are not available, fair values are estimated by reference to market-based
transactions, or using standard valuation techniques for the applicable instruments and commodities involved.

The Group's derivative instrument book and fair values were as follows:

Less than One to three Total Less than One to three Total
one year years 2007 one year years 2006
Assets/(liabilities): £'000 £000 £000 £000 £000 £000
Cashflow hedges
Gas derivatives 33,397 12,217 45,614
Oil derivatives (23,309) (49,373) (72,682)
Interest rate derivatives 88 68 156
10,176 (37,088) (26,912)
Fair value through profit and loss
Exchange rate derivatives 5,889 - 5,889
16,065 (37,088) (21,023)

Market risk
The Group's activities expose it primarily to the financial risks of changes in commodity prices, foreign currency exchange rates
and interest rates.

Oil and gas prices

The Group uses a number of derivative instruments to mitigate the commaodity price risk associated with its underlying oil and
gas revenues. Such commodity derivatives will tend to be priced using pricing benchmarks, such as Brent Dated and D-1 Heren,
which correlate as far as possible to the underlying oil and gas revenues respectively. The Group hedges its estimated oil and
gas revenues on a portfolio basis, aggregating its oil revenues from substantially all of its African oil interests and its gas
revenues from substantially all of its UK gas interests.

At 31 December 2007 the Group's oil hedge position was summarised as follows:

Oil hedges H1 2008 H2 2008 2009 2010 2011
Volume - bopd 20,600 18,000 11,000 2,000 -
Average Price* - $/bbl 70.60 70.30 62.43 83.40 -

* Average hedge prices are based on market prices as at 31 December 2007 and represent the current value of hedged volumes at that date.
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At 31 December 2007 the Group's gas hedge position was summarised as follows:

Gas hedges H1 2008 H2 2008 2009 2010 2011
Volume - mmscfd 95.4 54.1 74.6 33.8 11.0
Average Price* - p/therm 52.14 47.83 50.56 48.53 52.08

* Average hedge prices are based on market prices as at 31 December 2007 and represent the current value of hedged volumes at that date.

As at 31 December 2007 all of the Group’s oil and gas derivatives have been designated as cash flow hedges. The Group's oil and
gas hedges have been assessed to be "highly effective” within the range prescribed under IAS 39 using regression analysis on oil
and ratio analysis on gas. There is, however, a degree of ineffectiveness inherent in the Group’s oil hedges arising from, among
other factors, the discount on the Group's underlying African crude relative to Brent and the timing of oil liftings relative to the
hedges. There is also a degree of ineffectiveness inherent in the Group’s gas hedges which arise from, among other factors, field
production performance on any day.

Income statement hedge summary

The changes in the fair value of hedges which are required to be recognised immediately in the Income Statement for the year,
were as follows:

2007 2006
(Loss)/gain on hedging instruments: £000 £000

Cash flow hedges
Gas derivatives
Ineffectiveness
Time Value

Oil derivatives
Ineffectiveness
Time Value

Fair value through profit and loss
Foreign exchange derivatives

Total net (loss)/gain for the year in Income Statement

The following table summarises the deferred gains/(losses) on derivative instruments, net of tax effects, recorded in hedge
reserve (note 23] for the year:

2007 2006
Deferred amounts in hedge reserve £000 £000
At 1 January (120,449)
Amounts recognised in profit for the year (13,255)
Deferred (losses)/gains before tax arising during the year 122,625
Deferred tax movement taken directly to equity (41,134)

At 31 December (52,213)
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Notes to the Group financial statements
continued

Note 17. Financial instruments (continued)

2007 2006
Deferred amounts in hedge reserve net of tax effects £:000 £'000
Cash flow hedges
Gas derivatives 21,556
Oil derivatives (73,878)
Interest rate derivatives 109

(52,213)
Financial derivatives

The Group internally measures its market risk exposure by running various sensitivity analyses, including utilizing 10%
favourable and adverse changes in the key variables.

Oil and gas sensitivity analysis

The following analysis, required by IFRS 7, is intended to illustrate the sensitivity to changes in market variables, being

Dated Brent oil prices and UK D-1 Heren natural gas prices. The sensitivity analysis, which is used internally by management
to monitor financial derivatives, has been prepared using the following assumptions:

¢ the pricing adjustments relate only to the point forward mark to market (MTM] evaluations;
e the price sensitivities assume there is no ineffectiveness related to the oil and gas hedges; and

e the sensitivities have been run only on the intrinsic element of the hedge as management consider this to be the material
component of the MTM oil and gas hedges.

As at 31 December 2007 a 10% increase in the dated Brent oil price curve would have decreased equity by approximately
£49 million (2006: £15 million), a 10% decrease would have increased equity by approximately £43 million (2006: £17 million).

As at 31 December 2007 a 10% increase in the UK, D-1 Heren natural gas price curve would have decreased equity by
approximately £14 million (2006: £9 million), a 10% decrease would have increased equity by approximately £12 million
(2006: £11 million].

Interest rate sensitivity analysis
As at 31 December 2007, the interest rate derivative position was out-of-the-money to an amount of £104,000 (2006: £156,000)
and due to immateriality no sensitivity analysis has been performed on the position.

FX sensitivity analysis

As at 31 December 2007, there were no foreign exchange derivatives outstanding. As at 31 December 2006, a 10% weakening of
the AUD to the USD would have reduced equity and profit for the year by approximately £15 million and 10% strengthening of the
AUD to the USD would have increased equity and profit for the year by approximately £17 million.

Interest rate sensitivity
A 10% relative change in LIBOR would have impacted equity and profit for the year by +/-£3.0 million (2006: +/-£1.2 million).

Credit risk

Credit risk refers to the risk that the counterparty will fail to perform or fail to pay amounts due, resulting in financial loss to the
Group. The primary activities of the Group are oil and gas exploration and production. The Group has a credit policy that governs
the management of credit risk, including the establishment of counterparty credit limits and specific transaction approvals. The
Group limits credit risk by assessing creditworthiness of potential counterparties before entering into transactions with them
and continuing to evaluate their credit worthiness after transactions have been initiated. The Group attempts to mitigate credit
risk by entering into contracts that permit netting and allow for termination of the contract upon the occurrence of certain events
of default. The Group’s exposure and the credit ratings of its counterparties are continuously monitored and the aggregate value
of transactions concluded is spread amongst approved counterparties.

The Group does not have any significant credit risk exposure to any single counterparty or any group of counterparties having
similar characteristics, as at present the majority of the oil and gas derivative positions of the group are out-of-the-money.
The credit risk on derivative financial instruments is limited because the counterparties are banks with high credit-ratings
assigned by international credit-rating agencies.
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Note 18. Assets held for sale

On 31 January 2008 and 5 November 2007, the Group entered into sale agreements to dispose of Tullow Congo Ltd and its
40% interest in the Ngosso Permit in Cameroon respectively. The disposals were part of the Group's active asset management

programme, and provide financial flexibility for its development programmes.

These transactions are subject to final completion and both are expected to be completed within 12 months. The related net
assets have been classified as assets held for sale and presented separately in the balance sheet.

During the year, these assets contributed £37 million (2006: £30 million) to the group’s net operating cash flows and paid

£17 million (2006: £14 million] in respect of investing activities.

The major classes of assets and liabilities comprising the operations classified as held for sale are as follows:

2007 2006
£'000 £000

Property, plant and equipment
Intangible exploration and evaluation assets
Trade and other receivables

Total assets classified as held for sale

Trade and other payables
Decommissioning provisions

Total liabilities directly associated with assets classified as held for sale

Net assets of disposal group

Note 19. Obligations under finance leases

2007 2006
£000 £000

Amounts payable under finance leases:
- Within one year
- Within two to five years

2,339
9,354

Less future finance charges

11,693
(884)

Present value of lease obligations

10,809

Amount due for settlement within 12 months (note 15)

2,044

Amount due for settlement after 12 months (note 15)

8,765

The fair value of the Group's lease obligations approximates the carrying amount. The remaining lease term is four years
(2006: five years]. For the year ended 31 December 2007 the effective borrowing rate was 2.8 % (2006: 2.8%).
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Note 20. Provisions
(i) Decommissioning costs

2007 2006

£000 £000
At 1 January 91,139
Acquisition of subsidiary (note 26) 5,463
New provisions and changes in estimates 24,199
Assets held for sale (note 18] -
Decommissioning payments (257)
Unwinding of discount (note 5] 6,771
Currency translation adjustment (2,447)
At 31 December 124,868

The decommissioning provision represents the present value of decommissioning costs relating to the UK, African and

Asian oil and gas interests, which are expected to be incurred up to 2025. These provisions have been created based on
Tullow's internal estimates and, where available, operator’s estimates. Assumptions, based on the current economic
environment, have been made which management believe are a reasonable basis upon which to estimate the future liability.
These estimates are reviewed regularly to take into account any material changes to the assumptions. However, actual
decommissioning costs will ultimately depend upon future market prices for the necessary decommissioning works required
which will reflect market conditions at the relevant time. Furthermore, the timing of decommissioning is likely to depend on
when the fields cease to produce at economically viable rates. This in turn will depend upon future oil and gas prices, which
are inherently uncertain.

(ii) Deferred taxation

UK and

overseas

corporate
PRT taxation Total
£'000 £000 £000
At 1 January 2006 2,355 49,118 51,473
Charged to income statement 396 52,115 52,511
Acquisition of subsidiary (note 26) - 158,842 158,842
Hedge movement directly to equity (note 17) - 41134 41134
Currency translation adjustment - 7,965 7,965

At 1 January 2007

Charged to income statement

Acquisition of subsidiary [note 26)

Hedge movement directly to equity (note 17)
Currency translation adjustment

At 31 December 2007

Deferred UK and overseas corporation tax is provided as follows:

2007 2006
£000 £000
Accelerated capital allowances 155,863

Decommissioning charges (31,356)
Other temporary differences 176,702
Currency translation adjustment 7,965
Provision 309,174

No deferred tax has been provided on unremitted earnings of overseas subsidiaries, as the Group has no plans to remit
these to the UK in the foreseeable future.
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Note 21. Reconciliation of changes in equity
Other Shares to

Share Share reserves be issued Retained Minority Total

capital  premium [note 23] [note 26) earnings Total interest equity

£000 £000 £000 £000 £000 £000 £000 £000

At 1 January 2006 64,744 123,019 60,589 - 140,667 389,019 - 389,019

Total recognised income and expense

for the year - - 13,179 - 157,438 170,617 - 170,617

Purchase of treasury shares - - (3,977) - - (3,977) - (3,977)
Shares to be issued in respect of

Hardman acquisition - - - 235,621 - 235,621 - 235,621
New shares issued in respect of

employee share options 446 3,056 - - - 3,502 - 3,502

Share based payments charges - - - - 4,186 4,186 - 4,186

Dividends paid (note 7)

At 1 January 2007

Total recognised income and expense
for the year

Acquisition

Purchase of treasury shares

Shares to be issued in respect of
Hardman acquisition (note 26)

New shares issued in respect of
employee share options

Share based payments charges

Dividends paid (note 7]

(32,492)  (32,492) (32,492)

At 31 December 2007

Note 22. Called up equity share capital and share premium account

2007 2006

£000 £000

(a) Authorised
1,000,000,000 Ordinary shares of Stg10p each 100,000

(b) Allotted equity share capital and share premium

Equity share capital Share
allotted and fully paid premium
Number £'000 £000
Ordinary shares of Stg10p each
At 1 January 2006 647,437,723 64,744 123,019
Issues during the year
- Exercise of share options 4,462,575 446 3,056

At 1 January 2007

Issues during the year

- Exercise of share options
- Hardman acquisition

At 31 December 2007
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Note 23. Other reserves

Foreign
currency
Merger  translation Hedge Treasury

reserve reserve reserve shares Total
£000 £000 £000 £000 £000
At 1 January 2006 178,953 2,085 (120,449 - 60,589
Hedge movement - - 68,236 - 68,236
Currency translation adjustment - (55,057 - - (55,057]
Purchase of treasury shares - - - (3,977) (3,977)

At 1 January 2007

Hedge movement (note 17)
Currency translation adjustment
Purchase of treasury shares
Merger reserve movement

At 31 December 2007

During the year the Group issued 64,998,817 ordinary shares relating to the acquisition of Hardman Resources. In
accordance with the merger provisions of Section 131 of the Companies Act 1985, the Group has transferred the premium
on the shares issued of £229.1 million, using the market value at the date of acquisition, to the Merger reserve.

The treasury shares reserve represents the cost of shares in Tullow Oil plc purchased in the market and held by the Tullow
Oil Employee Trust to satisfy options held under the Group’s share incentive plans [see note 27).

Note 24. Minority interest
2007 2006
£000 £'000

At 1 January
Additions
Share of profit for the year

At 31 December

The minority interest relates to Tulipe Oil SA, where the Group has acquired a 50% controlling shareholding during the year.

Note 25. Cashflows from operating activities

2007 2006
£000
Profit before taxation 263,332
Adjustments for:
Depletion, depreciation and amortisation 146,581
Impairment loss -
Net foreign exchange losses 840
Exploration costs written off 32,494
Disposal of subsidiaries -
Decommissioning expenditure -
Share based payment charge 4,186
Loss/(gain) on hedging instruments (15,701)
Finance revenue (2,451)
Finance costs 17,415
Operating cashflow before working capital movements 446,696
(Increasel/decrease in trade and other receivables 509
Increase in inventories (4,729)
Increase/(decrease] in trade payables (38,412)
Cash generated from operations 404,064
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Note 26. Acquisition of subsidiaries

The Group acquired Hardman Resources Limited with effect from 20 December 2006, and completed the acquisition on

10 January 2007. The fair values of the identifiable assets and liabilities have been reassessed during the current year,

to reflect additional information which has become available concerning conditions that existed at the date of acquisition,

in accordance with the provisions of IFRS 3 - Business Combinations. The resulting changes are set out in the following table:

Fair value as 2007 fair

previously value Fair value
reported adjustment  as restated
£000 £000 £'000
Intangible exploration and evaluation assets 623,542 48,959
Property, plant and equipment 86,931  (39,489)
Inventories 3,866 -
Other current assets 10,790 -
Cash and cash equivalents 46,540 -
Trade and other payables (11,480) -
Derivative financial instruments (1,147) -
Deferred tax liabilities (158,842 (9,020
Provisions (5,463) -
Total cost of acquisition 594,737 450
Satisfied by:
Cash

Shares issued

The principal fair value adjustments are in respect of property, plant and equipment, where Chinguetti commercial reserves
have been downgraded by 50%, intangible exploration and evaluation assets where additional fair value has been ascribed to
the African and South American assets, and the deferred tax effect of these adjustments.

Due to the inherently uncertain nature of the oil and gas industry and intangible exploration evaluation assets in particular,

the assumptions underlying the final assigned values are highly judgemental in nature. The purchase consideration equals the
aggregate of the fair value of the identifiable assets and liabilities of Hardman, and therefore no goodwill has been recorded on
the acquisition. Deferred tax has been recognised in respect of the fair value adjustments as applicable.
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Note 27. Share based payments

2005 Performance Share Plan (PSP)

Under the PSP, senior executives can receive conditional awards of rights over whole shares worth up to 150% of salary p.a.
(200% in exceptional circumstances). Awards vest under the PSP subject to a Total Shareholder Return (TSR) based performance
condition under which the Company’s TSR performance is measured over a fixed three-year period against both the constituents
of the FTSE 250 index (excluding investment trusts] (the ‘Index’) and a comparator group of oil and gas companies. Half of an
award is tested against the Index and the other half against the comparator group. The test is over a three year period starting
on 1 January prior to grant, and an individual must normally remain in employment for three-years from the date of grant for
the shares to vest. No dividends are paid to participants over the vesting period. Further details in relation to the PSP award
measurements are provided in the Directors’ Remuneration Report.

The shares outstanding under the PSP are as follows:

2007 Average 2006 Average

weighted share weighted share

2007 price at grant 2006 price at grant

PSP shares p PSP shares p

Outstanding at 1 January 1,784,417 187.50
Granted 1,118,665 354.01
Qutstanding at 31 December 2,903,082 251.66

The inputs of the option valuation model were:
Risk free interest rate

Expected volatility

Dividend yield

4.5%-4.7% pa
32%
1.0-1.1% pa

The expected life is the period from the date of grant to the vesting date. Expected volatility was determined by calculating
the historical volatility of the Company’s share price over a period commensurate with the expected lifetime of the awards.
The weighted average fair value of the awards granted in 2007 was 181.57p per award (2006: 264.96p).

The Group recognised a total expense of £2,233,000 (2006: £1,392,000) in respect of the PSP.

2005 Deferred Share Bonus Plan (DSBP)

Under the DSBP, the portion of any annual bonus entitlement above 60% of the base salary of a senior executive nominated
by the Remuneration Committee is required to be deferred into shares. Shares awarded under the DSBP will normally vest
following the end of the period of three financial years commencing with that in which the award is granted.

The shares outstanding under the DSBP are as follows:

2007 2006
2007 Share price 2006 Share price
DSBP shares at grant DSBP shares at grant

Qutstanding at 1 January - -
79,787 384.5p

Granted

Qutstanding at 31 December 79,787 348.5p
The inputs of the option valuation model were:

Dividend Yield 1.1% pa

The expected life is the period from the date of grant to the vesting date. The fair value of the awards granted in 2007 was
381.23p per award (2006: 337.2p).

The Group recognised a total expense of £226,000 (2006: £74,000) in respect of the DSBP.

2000 Executive Share Option Scheme (ESQS)

The only share option scheme operated by the Company during the year was the 2000 ESOS. Options granted under the 2000
ESOS normally only become exercisable following the third anniversary of the date of the grant if the performance condition
has been met. The awards are tested against the Index and 100% of awards will vest if the Company’s TSR is above the median
of the Index over the three-year period following grant. Options awarded under the 2000 ESOS before 24 May 2005 are subject
to monthly re-testing on a rolling three-year basis if the TSR performance criterion is not met. Options granted on or after

24 May 2005 are not subject to monthly re-testing.

Options have previously been granted under the 1988 ESOS and the 1998 ESOS. Options granted under the 1988 ESOS and the
1998 ESOS are not subject to performance conditions. All awards under the 1988 ESOS and the 1998 ESOS were made prior to
7 November 2002 and therefore, under the IFRS transitional provisions, they have not been accounted for in accordance with
IFRS 2 - Share Based Payments.
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The following table illustrates the number and weighted average exercise prices (WAEP) of, and movements in, share options
under the 1988 ESOS, the 1998 ESOS and the 2000 ESOS during the year.

2007 2006

2007 WAEP 2006 WAEP

Number p Number p

Outstanding as at 1 January 21,989,560 96.65
Granted during the year 2,311,045 346.02
Exercised during the year (4,462,575) 78.54
Expired during the year (200,550) 164.35
Outstanding at 31 December 19,637,480 129.39
Exercisable at 31 December 10,694,335 73.86

The weighted average share price at exercise for options exercised in 2007 was 439.32p (2006: 78.54p).
Options outstanding at 31 December 2007 had exercise prices of 57.3p to 539.5p and remaining contractual lives of 1 to 10 years.

The principal inputs to the options valuation model were:

Risk free interest rate 5.2-5.3% pa
Expected volatility 33-35%
Dividend yield 1.0-1.5% pa
Employee turnover From 0% - 10% pa depending on seniority
Early exercise At rates dependent upon seniority and potential gain from exercise

Expected volatility was determined by calculating the historical volatility of the Company’s share price over a period
commensurate with the expected lifetime of the awards.

The fair values and expected lives of the options valued in accordance with IFRS 2 were:

Weighted

Weighted Weighted average

average average expected

exercise fair life from

price value grant date

Award date p p years
Jan - Dec 2005 169.3 53.0 4.8
Jan - Dec 2006 347.7 109.7 4.4
Jan - Dec 2007 396.9 123.4 4.8

The Group recognised a total expense of £2,794,000 (2006: £2,658,000) in respect of the ESOS.

UK & Irish Share Incentive Plans (SIPs)

The SIPs were launched at the beginning of 2004. These are all employee plans, which have been set up in both the UK and
Ireland, that enable employees to make contributions out of salary up to prescribed limits each month, which are used by the
Plan trustees to acquire Tullow shares (‘Partnership Shares’). The Company makes a matching contribution to the trustees
to acquire a matching number of Tullow shares [‘Matching Shares’) on a one-for-one basis. The SIPs have a three month
accumulation period.

The fair value of a Matching Share is the market value at grant adjusted for any options included. For this purpose, the grant
date is the start of the accumulation period.

For the UK plan, Partnership Shares are purchased at the lower of the market values at the start of the Accumulation Period
and the purchase date. For the Irish plan, shares are bought at the market price at the purchase date.

Matching shares vest three years after grant and dividends are paid to the employee during this period.

The Group recognised a total expense of £126,000 (2006: £55,000] for the matching shares and £9,000 (2006: £7,000) for
the partnership shares.
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Note 28. Operating lease arrangements
2007 2006
£000 £000

Minimum lease payments under operating leases recognised in income for the year 1,852

At the Balance Sheet date, the Group had outstanding commitments for future minimum lease payments under
non-cancellable operating leases, which fall due as follows:

2007 2006
£'000 £000

Minimum lease payments under operating leases
Due within one year

After one year but within two years

After two years but within five years

Due after five years

Operating lease payments represent rentals payable by the Group for certain of its office properties and a lease for an FPSO
vessel for use on the Chinguetti field in Mauritania. Leases on office properties are negotiated for an average of six years and
rentals are fixed for an average of six years. The FPSO lease runs for a minimum period of seven years from February 2006
and the contract provides for an option to extend the lease for a further three years at a slightly reduced rate.

Note 29. Capital commitments
The Directors have committed to a budget for capital expenditure for exploration and development of £445.6 million
(2006: £362.7 million).

Note 30. Contingent liabilities
At 31 December 2007 there existed contingent liabilities amounting to £14.1 million (2006: £4.7 million) in respect of
performance guarantees for committed work programmes.

Note 31. Related party transactions
Transactions with the Directors of Tullow Oil plc are disclosed in the Remuneration Report on pages 57 to 66. Directors are
considered to be the only key management personnel as defined by IAS 24 - Related Party Disclosures.

There are no other related party transactions.

Note 32. Subsequent events
Since the Balance Sheet date Tullow has continued to progress its exploration, development and business growth strategies.

In January 2008 the Group announced the sale of its 11% interest in the M'Boundi field for a total cash consideration of
US$435 million (£218 million). The transaction is expected to complete in 2008.

Note 33. Pension schemes

The Group operates defined contribution pension schemes for staff and Executive Directors. The contributions are payable
to external funds which are administered by independent trustees. Contributions during the year amounted to £1,440,000
(2006: £1,111,000). At 31 December 2007, there was a liability of £51,000 (2006: £67,000] for contributions payable included
in creditors.

98  Tullow Oil plc Annual Report and Accounts 2007



