TUI TRAVEL

LEISURE

STILL ON TRACK DESPITE THE ASH

TUI Travel’s H1 results next week should demonstrate that the
company is still on track to deliver good underlying results —
something that at the start of the year the market considered
unlikely. Careful control of capacity and a steady improvement in
customer demand should help demonstrate the resilience of the
business and reinforce our view of it as one of the best quality
stocks in the sector.

e The company has recently had a couple of ‘knocks’ to its earnings, one of
which (the volcanic ash problem of circa £70m) we would describe as
exceptional and the other (the higher financing costs following the issue of its
£400m convertible bond) is really just bringing forward costs that would have
been incurred in about a year’s time (albeit not in market estimates).
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We estimate that the ‘ash’ issue will affect ongoing PBT by about £3m pa
through additional interest costs — which represents about 0.8% of PBT. The
other way to look at this is to say that the £70m of additional cash costs will,
after tax, represent about 1.5% of the company’s market capitalisation.

The company’s issuance of £400m seven year 4.9% convertible bonds will
impact its cash interest charge by about £10m pa (on a full year basis before
the proceeds are reinvested) or about 2.3% of PBT. There is also the equity
amortisation cost on these bonds of about £10m pa (2.3% of PBT) for the next
seven years, which will add to the company’s finance costs.

Overall we estimate that these two items will impact TUI's ongoing EPS by
about 5.4% pa in a full year. Consequently our diluted EPS for FY 2011 has
reduced from 29.1p to 27.6p. For the current year the EPS adjustment slightly
less and changes from 25.2p to 24.1p. We believe this has been fully reflected
in the stock’s 7% under-performance since 14 Apr 2010, when the ‘ash’
problem started.

The majority of our revisions relate to the issue of the convertible bond and as
such should be seen as a partial refinancing that is occurring a little earlier than
expected, given that its £910m bank facility needs to be refinanced by June
2012.

The underlying performance of the group is still on track — as reported in its 24
Mar 2010 pre-close update for H1 2010 — with booking trends still improving
across the board. We expect this message to be reinforced when the company
reports its H1 results next Tuesday (11 May).

We still view the tour operators as one of the best quality areas within the
leisure sector, offering significantly better value than some of the less defensive
consumer related areas of the market such as general retailing, which are
typically on P/E ratings of 12x to 13x. TUI currently trades at 10.7x for 2010E
and 9.4x 2011E. We maintain our BUY rating and 359p target price.
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Year-end Sept (Em) 2009 2010E 2011E
Revenue 13,863 13,440 14,051
EBITDA 674 703 775
EBITA 443 481 548
PBT 366 373 438
Net (debt)/cash -338 -365 -151
Net pen. def (IAS19) -360 -360 -360
Net assets/(def) 2,286 2,308 2,448
Dil EPS (p) 235 241 276
DPS (p) 10.7 11.2 120
FCF (p) 7.4 246 327
P/E (x) 11.0 10.7 9.4
EV/EBITDA (x) 5.5 5.2 4.4
FCF yield (%) 2.9% 9.5% 12.6%
Div yield (%) 41% 4.3% 4.6%

Dividend cover

Avg. debt:EBITDA (x)
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H1 PREVIEW

TUI will report its H1 results (6m to Mar 2010) next Tuesday (11 May 2010). As
usual these results should show a large seasonal loss in H1 and will largely be
ignored by the market — of far greater importance will be the bookings outlook for its
summer 2010 programme.

In the table below we have summarised our expectations for both TUI's 2009/10
winter programme (now finished) and its 2010 summer programme. These
assumptions are very similar to the performances indicated by the company at its
last update in March for the simple reason that (excluding the ash issue) we do not
think they will have changed much in the intervening period. We have also included
our revenue assumptions for FY 2011 and FY 2012 for each of its mainstream
markets.

Table 1: TUI Travel — Key Performance Assumptions for FY 2010-FY 2012

Northern Region
Central Europe
W. Europe

2010 2010 FY 2011 FY 2012

Winter Winter H1 Summer Summer H2
Demand ASP Rev Demand ASP Rev Rev Rev
-11% 8% -3% 6% 7% 14% 2% 5%
-8% -2% -10% -3% 1% -3% 5% 5%
-1% -5% -6% 3% -2% 1% 2% 2%

Source: Matrix

The above table also needs to be seen in the light of what is happening to capacity
in each region; we show this below:

Table 2: TUI Travel — Capacity Assumptions FY 2010-FY 2012

2010 FY 2011 FY 2012

Winter Summer
Capacity Capacity Capacity Capacity
Northern Region -13% 5% 0% 0%
Central Europe (Germany) -9% -5% 0% 0%
W. Europe 0% 0% 0% 0%

Source: Matrix

As can be seen, TUI significantly cut capacity for its winter 2009/10 winter
programme — particularly in its Northern Region (UK -14% & Nordic -11%) which
was always going to be a tougher market as winter holidays tend to be more
discretionary and the company was facing tough comps from Q1 2009 (before the
impact of Lehman’s crash was felt).

For the summer programme TUI has actually increased capacity in the UK source
market by 3% through the addition of plane capacity in Glasgow/Edinburgh and one
cruise ship for the Mediterranean (the Thomson Dream). It has also increased
capacity in its Nordic markets by 12% following the very strong pick-up in demand
for holidays in that region (+23%) and with stable pricing (+1%). We expect its UK
summer programme to now be c. 53% booked and its Nordic programme about 62%
booked. Germany should be about 55% booked.

The table below shows our H1 2010 revenue and EBIT estimates. As can be seen,
following the reduction in winter capacity we anticipate a c. 10% increase in its winter
losses to an EBIT of -£320m.

After interest charges of about £60m we estimate an overall loss before tax for H1 of
£380m. This is before exceptional items of about £70m due to the volcanic ash issue
and £30m for restructuring costs (now nearly finished).
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Besides the ash problem, the only ‘big’ specific problem area the company has at
the moment is the performance of Corsair (its French scheduled airline operation
with six 747 planes). This airline is over reliant on servicing French territories where
TUI does not have enough critical mass. It is also very expensive to restructure the
business in the French market. Nevertheless given the scale of losses — which we
believe will increase from a £24m loss last year to ¢. £30m loss this year —it must
appear very tempting to simply close the business. We doubt it would cost more than
a year's current losses to do so.

Table 3: TUI Travel — Revenue & EBIT Analysis for 2009 and 2010 by half year
H2 2009 FY 2009

Year-end Sept
Revenue

Northern Region

Central Europe

Western Europe

Total mainstream sectors
Spec. & Emerging mkts
Activity Sector

OD Services

Total specialist sectors
Total revenue

EBIT margins

Northern Region

Central Europe

Western Europe
Mainstream sectors
Specialist & emerging mkts
Activity sector

OD Services

Group avg.

EBIT

Northern Region

Central Europe

Western Europe
Mainstream sectors
Specialist & emerging mkts
Activity Sector

ODestination Services/ A&D
Total specialist sectors

Share of profits from assoc & JVs

Corporate
Total clean EBIT

H1 2009

1,655
1,776
953
4,384
404
404
187
995
5,379

-6.8%
-6.8%
-6.7%
-6.8%

2.9%

1.6%
-1.6%
-5.4%

-113
-120
-64
-297
12

15

-12
-289

2,567
3,020
1,699
7,286
421
412
365
1,198
8,484

12.4%
6.2%
5.7%
8.3%
4.6%

12.8%

17.3%
8.6%

319
186
97
602
19
53
63
135
10
-15
732

4,222
4,796
2,652
11,670
825
816
552
2,193
13,863

4.9%
1.4%
1.2%
2.6%
3.8%
7.2%
10.9%
3.2%

206
66
33

305
31
59
60

150
15

-27

443

+- %

-3.6%
2.0%
-3.7%
-1.4%
0.7%
4.7%
0.0%
0.0%
-0.5%

15.9%
6.1%
-11.5%
10.0%
18.3%
19.2%
4.5%
12.7%
1.4%
-0.7%
11.3%

H1 2010E

1,391
1,631
896
3,917
308
440
224
973
4,890

-10.4%
-6.3%
-8.1%
-8.1%

1.0%
1.3%
-1.3%
-6.5%

+- %

-16.0%
-8.2%
-6.0%

-10.7%

-23.7%

9.0%
20.0%
-2.2%
-9.1%

-28.1%
15.0%
-12.5%
9.4%
-74.6%
-10.0%
0.0%
-19.7%
0.0%
0.0%
-10.8%

H2 2010E

2684
2958
1639
7,482
338
491
438
1,268
8,550

12.9%
6.1%
6.1%
8.8%
5.0%

12.9%

17.3%
9.2%

373
176
100
648
21
63
76
161

-14
801

+- %

4.6%
-2.0%
-3.5%
-0.1%

-19.5%
19.3%
20.0%

5.9%

0.8%

17.0%
-5.5%
2.7%
7.6%
11.0%
20.7%
20.4%
18.6%
-32.5%
-6.1%
9.5%

FY 2010E

4,075
4,589
2,535
11,599
647
932
662
2,391
13,990

5.1%
1.6%
1.1%
2.8%
3.8%
7.4%
11.0%
3.5%

228
74
28

329
24
69
73

172
12

-26

481

+- %

-3.5%
-4.3%
-4.4%
-4.0%
-21.6%
14.2%
20.0%
9.0%
0.9%

10.6%
11.7%
-16.3%
7.9%
-21.6%
17.4%
21.4%
14.7%
-21.7%
-3.4%
8.6%

Source: Company data; Matrix estimates

The table below gives our full year revenue and EBIT estimates for TUI Travel until

FY 2012.
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Table 4: TUI Travel — Revenue & EBIT Analysis (FY 2007 to FY 2012)

Year-end Sept 2007 2008 +/- % 2009 +/-%  2010E +-%  2011E +/-%  2012E +/- %
Revenue

Northern Region 4,317 4,378 1.4% 4,222 -3.6% 4,075 -3.5% 4,016 -1.4% 4,217 5.0%
Central Europe 4,254 4,702  10.5% 4,796 2.0% 4,589 -4.3% 4,829 5.2% 5,083 5.2%
Western Europe 2,440 2,753 12.8% 2,652 -3.7% 2,535 -4.4% 2,591 2.2% 2,649 2.3%
Total mainstream sectors 11,010 11,832 11,670 -1.4% 11,199 -4.0% 11,437 2.1% 11,949 4.5%
Spec. & Emerging mkts 730 819 12.3% 825 0.7% 647 -21.6% 820 26.8% 861 5.0%
Activity Sector 658 780 18.4% 816 4.7% 932  14.2% 1,066 14.4% 1,098 3.0%
OD Services 441 502 552 0.0% 662  20.0% 729  10.0% 787 8.0%
Total specialist sectors 1,829 2,100 2,193 0.0% 2,241 2.2% 2,614 16.7% 2,746 5.0%
Total revenue 12,839 13,933 8.5% 13,863 -0.5% 13,440 -3.1% 14,051 45% 14,695 4.6%
EBIT margins

Northern Region 2.2% 4.1% 4.9% 5.6% 6.1% 6.1%

Central Europe 1.0% 1.3% 1.4% 1.6% 1.6% 1.7%

Western Europe 0.3% 1.4% 1.2% 1.1% 1.8% 2.0%
Mainstream sectors 1.3% 2.3% 2.6% 2.9% 3.2% 3.3%
Specialist & emerging mkts 4.1% 3.2% 3.8% 3.8% 3.8% 3.8%

Activity sector 6.0% 6.4% 7.2% 7.4% 7.5% 7.6%

OD Services 11.1%  11.4% 10.9% 11.0% 11.0% 11.0%

Group avg. 2.0% 2.9% 3.2% 3.6% 3.9% 4.0%

EBIT

Northern Region 96 178 84.9% 206 15.9% 228 10.6% 245 7.3% 257 5.0%
Central Europe 42 62  50.1% 66 6.1% 74 11.7% 78 5.7% 85 9.5%
Western Europe 7 37 404.1% 33 -11.5% 28 -16.3% 46 68.0% 53 14.4%
Mainstream sectors 145 277 91.2% 305 10.0% 329 7.9% 369 12.1% 395 7.1%
Specialist & emerging mkts 30 26 -12.4% 31 18.3% 24 -21.6% 31 26.8% 32 5.0%
Activity Sector 40 50 25.0% 59  19.2% 69 17.4% 80 15.4% 83 3.8%
ODestination Services/ A&D 49 57 16.7% 60 4.5% 73 21.4% 80 10.0% 87 8.0%
Total specialist sectors 119 133 12.1% 150 12.7% 166 10.9% 191 14.7% 202 5.8%
Share of profits from assoc & JVs 13 15 15.6% 15 1.4% 12 -21.7% 14 22.0% 15 5.0%
Corporate -16 -27  70.0% -27 -0.7% -26 -3.4% -26 0.2% -27 4.0%
Total clean EBIT 261 398 52.8% 443 11.3% 481 8.6% 548  13.9% 585 6.8%

Source: Company data; Matrix
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Table 5: TUI Travel - Summary P&L

Year-end Sept
Total revenue
Group avg.margin
Total clean EBIT
Excep & g/will amort
Reported EBIT

Net int on net debt & fin leases

Amort of convertible equity
Net interest on pensions
Other net fin (exp)/inc
Total other interest

Total net interest

Int. cover (exc pen. & equity amort)

Reported PBT
Clean PBT

Clean tax rate

Clean tax charge
Exceptional tax
Total tax

Clean net profit

Disc items

Reported net profit
MI's share of (profit)/loss
Clean attrib profit
Reported attrib profit

Y/E no. of shares in issue (m)
Avg. shares in issue (m)
Avg. diluted No. shares (m)

Clean basic EPS (p)
Clean dil EPS (p)

Dividend (p)
Dividend cover

2007
12,839
2.0%
261
-204
56

6.9
18
223
28%

51

-12
160

160

681.1
681.9

14.4
14.3

8.4
1.7

-262
320
28%

230

-262
-4
226
-267

1118
1108.7
1118

20.4
20.2

9.7
21

+- % 2009
8.5% 13,863
3.2%

443

-406

37

-57

N/A

43.5% 366
28%

-102

144

42

264

1118
1107
1118

41.7% 23.8
41.3% 23.5

10.7
2.2

+/-%  2010E
-0.5% 13,440
3.6%

11.3% 481
-170

311

-70

-16

-17

-5

-22

-108

6.9

203

13.8% 373
27%

-101

0

0

272

0

102

-1

271

101

1118.0
1107.0
1261.8

14.0% 24.6
15.1% 24.1

10.3% 11.2
2.2

+/-%  2011E
-3.1% 14,051
3.9%

8.6% 548
-50

498

-66

-22

-17

-5

-22

-110

8.3

388

0.5% 438
27%

-118

320
0
270
-1
319
269

1118.0
1107.0
1322.8

3.4% 28.9
2.8% 27.6

5.0% 12.0
2.4

+/-%  2012E
45% 14,695
4.0%

13.9% 585

11.6% 489

1118.0
1107.0
1322.8

17.4% 32.2
14.5% 30.5

7.0% 12.6
2.6

+/- %
4.6%

6.8%

9.3%

11.6%
10.2%

5.0%

Source: Company data, Matrix
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Table 6: TUI Travel - Cash Flow

Year-end Sept (Em) 2007
Operating profit 261
Deprec. & amort. of software 259
Other non-cash items 0
Clean EBITDA 520
Total working capital 246
Other/provisions 27
FRS20/employee benefits -24
Clean op cash flow 768
Exceptional items -231
Reported free cash flow 537
Interest -4
Tax -36
Dividends paid to Ml -2
Maintenance capex -80
Clean free cash flow 634
Total free cash flow 415
Dividends -13

402
Asset sales 18
Sale & leasebacks 0
Business disposals 0
Capex on aircraft for S&LB 0
Purchase of minorities -16
Investment in JVs 0
Acquisitions -114
New equity -23
Share buy-back 0
Change in value of hedges 0
FX 35
Other -698
(Inc)/dec. in net debt -396
Opening net (debt)/cash 159
Closing net (debt)/cash -237

Avg. net (debt)/cash (e)
Avg. net debt: EBITDA

2008
398
230

14
642

-237
-137

-144
11
-202

-136
-338

-738
112

2010E
481
221

O O O o o

-100
42

-338
-365

-765
1.09

2011E
548
227

O O O O O O O O o o o o

213

-365
-151

-551
0.71

KN
w
o

163

O O O O O O O O o o o o

271

-151
120

-280
0.34

Source: Company data; Matrix
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IMPORTANT DISCLOSURES

General Disclosures

MCC is committed to publishing accurate but non-independent research reports. MCC may provide
financial advice to, and undertake corporate finance and other transactions on behalf of, companies
on which it publishes research. Therefore, research reports published by MCC have not been
prepared in accordance with legal requirements designed to promote the independence of
investment research; nor is MCC subject to any prohibition on dealing ahead of the dissemination of
investment research. Accordingly, this research report should be treated as a marketing
communication.

This report was first released on 07 May 2010.
Unless otherwise noted, the securities prices noted in this report were as at 11am on 06 May 2010.

We seek to update our research as appropriate, but various regulations may prevent us from doing
so. Our reports are published at irregular intervals as appropriate in the analyst's judgement.

MCC's price targets are based on several methodologies, which may include, but are not restricted
to, analyses of market risk, growth rate, revenue stream, discounted cash flow, EBITDA, EPS, cash
flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, premium (discount)/average
group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value,
dividend returns, and return on equity over the next 12 months.

This report has been prepared by the individual(s) whose name(s) appear(s) on the front cover.
Unless it has been otherwise specified, the preparers are employed by MCC as research analysts.
Research analysts are paid in part based on the profitability of MCC, which includes remuneration
received from investment banking transactions.

Specific Disclosures

Company Disclosure
TUI Travel (TT.) None

1. Matrix Corporate Capital acts as broker
2. Matrix Corporate Capital acts as NOMAD
3. Matrix Corporate Capital acts as market maker

MCC, its partners, employees and any affiliated undertaking may have a position or holding in any of
the securities mentioned in this report or in a related instrument.

Disclaimer

This report is issued by Matrix Corporate Capital LLP ("MCC") which is authorised and regulated in
the United Kingdom by the Financial Services Authority (FSA) and is a member of the London Stock
Exchange.

This report is not directed to, or intended for distribution to, or use by, any person or entity who is a
citizen or resident of, or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or which would
subject MCC to any registration or licensing requirement within such jurisdiction.
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This report is for the use of the addressees only and is intended for use only by a person or entity
that qualifies as an authorised person or exempt person within the meaning of section 19 of the
Financial Services and Markets Act 2000 (the "Act") or qualifies as a person to whom the financial
promotion restrictions imposed by the Act do not apply by virtue of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005, or is a person classified as an "professional
client" for the purposes of the Conduct of Business Sourcebook of the FSA. Consequently, this
report is intended for use only by high net worth entities or by persons having professional
experience in matters relating to investments. This report is not intended for use by other persons, in
particular, "retail clients" as defined by the rules of the FSA. Any such person who receives this
report should not act upon the contents of this report.

The information and materials presented in this report have been obtained or derived from sources
believed by MCC to be reliable. Such information and materials have not been independently verified
and MCC makes no representation as to their accuracy or completeness. Neither MCC, nor any of
its directors or employees accepts liability for any loss arising from the use of material presented in
this report.

Any forecasts or target prices shown for companies or securities noted in this report may not be
achieved due to multiple risk factors including, without limitation, market volatility, sector volatility,
corporate actions, the unavailability of complete and accurate information or assumptions made by
MCC or other sources relied on in the report subsequently transpiring to be inapposite.

The information and materials presented in this report are provided to you for information purposes
only and are not to be used or considered as an offer, or the solicitation of an offer, to sell or buy or
subscribe for securities or other financial instruments. This report was prepared for general
circulation and does not give investment advice or personal recommendations specific to individual
investors. As such, the companies and securities discussed in this report may not be suitable for all
investors who must make their own investment decisions based on their specific investment
objectives and financial situation utilising their own financial advisors as they deem necessary. MCC
will not treat recipients of this report as clients by virtue of their receiving it.

Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect the preparer's best judgement at the date of
publication and are subject to change without notice. The price, value of, and income from any of the
securities or financial instruments mentioned in this report can fall as well as rise. You may not get
back as much as you invest. Fluctuations in exchange rates could have adverse effects on the value
or price of, or income derived from, certain investments.

None of the material presented in this report, nor its content, nor any copy of it, may be altered in
any way, transmitted, copied or distributed to, any other party, without the express prior written
permission of MCC.

07 MAY 2010



Matrix Corporate Capital LLP

One Vine Street
London, W1J OAH
+44 (0) 20 3206 7000



