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Statistics RC2 NAV returns

NAV per share (€) 1.0264 2007 2008 2009 2010
Share price (€) 0.6125 Jan 4.70% -8.27%  -5.65% 1.36%
Total NAV (€ m) 102.6 Feb 6.17% -1.48%  -1.51% 0.03%
Mk Cap (€ m) 61.3 Mar  5.90% -3.03% 239%  2.07%
# of shares (m) 100.0 Apr 5.05% -0.26%  -8.40%  15.60%
NAV return since inception 7.31% May 3.08% 0.93% -0.26% 5.42%
12-month NAV CAGR 11.07% Jun 5.19% -4.75% 3.08% -1.57%
NAV annualized Return* 1.42% Jul 6.93% 2.85% 1.08% 0.53%
NAV annualized Volatility* 14.39% Aug 0.22%  -5.55% 0.23% 0.07%
Best month (NAV) 15.60% Sep -2.50%  -8.34% 1.20% -0.62%
Worst month (NAV) -10.52% Oct -0.69% -10.52% -1.79% 0.96%
# of months up (NAV) 34 Nov -4.09% 3.03% 0.46% -1.15%
# of months down (NAV) 26 Dec 2.46% -0.60% 1.08% -0.06%
* since inception YTD 36.74% -31.43% -8.38% 11.07%
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Message from the Investment Manager and Advisers

Dear Shareholders

RC2’'s NAV per share was almost unchanged overdkeduarter of
2010, ending the year at €1.0264, whilst the spaice fell by 2.8%,
resulting in the discount to NAV widening from 3880 40.3%.

During the fourth quarter, important milestones evachieved in the
turnaround of East Point Holdings (“EPH"):

1. After lengthy negotiations between EPH, the lendaws its
distressed River Shipping business and Ferrexmolattyest user
of its services, an agreement governing the dispdghis business
was signed on December 15. The deal, which closeéarly
January 2011, removed approximately €68m of sesédnt from

EPH'’s balance sheet.

In December, an agreement with CHS Inc., a US-bagadultural
commodities and energy company, was signed to sespbEPH’s
Agribusiness for a total consideration of €45m. sTkieal also
closed in January 2011.

On completion of these transactions, EPH’s nonetreglated bank
borrowings fell from €135m to €68m.

Operating in a difficult environment due to the 3PAT increase in
Romania, and decreased construction activity irh H®bmania and
Bulgaria, Policolor generated €70.6m of operatienenues, a year-on-
year decrease of only 4%, but its gross margiresedf due to a general
increase in raw material prices which it was ndiyfable to pass on to
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Share price / NAV per share (€)
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its customers. Consequently, the EBITDA margin fedm 12.3% in
2009 to 7.7% in 2010.

In January 2011, Albalact announced the sale ofidisy farm to a
Dutch company for €4.7m., with completion expediedake place by
the end of March 2011. We view this as a positieeetbpment, as the
dairy farm is not a core business for Albalact grelsale will allow it
to improve its cash position and pay down debt.

Top Factoring continued to experience strong growtith revenues
increasing from €1.6m in 2009 to €2.7m in 2010, &mel EBITDA
increasing fourfold from €97,000 to €381,000, hdlpg the lower cost
of receivables packages, a more efficient collecfmcess, and better
cost controls.

Mamaia Resort Hotels’ sales were slightly highe€aitm, with the
Hotel's new conference centre, finalized in Apgénerating €0.5m of
revenues in 2010. However, the bottom line improeety slightly
compared to the previous year, mainly due to tbesgion in Romania
hitting the local tourism industry particularly bad

At the end of December, the Fund, which has noiggahad cash and
cash equivalent balances of approximately €0.9qmmpeoed to €2.1m
on 30 September.

Yours truly,

New Europe Capital

$ neweuropecapital
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EASTPCINT

Holdings Ltd.

East Point Holdings Ltd

Background

East Point Holdings Ltd (“EPH” or the “Group”) is Gyprus-based holding company with significant bassinterests across South East
Europe in which RC2 acquired a 21.3% shareholding0®8. In April 2010, RC2 increased its shareholdm@2% in exchange for waiving
certain claims against EPH’s other shareholderzdoo consideration. At the same time, Darby, ttieafe equity arm of Franklin Templeton
Investments, exchanged a mezzanine loan for 24fPH’s equity. EPH operates along the followingmausiness lines: Copper Processing,
Cable Production, Bakeries, Milling, Real Estate arnlde® In March 2010, RC2 acquired an 11.1% sharehgldi Klas DOO ("Klas”"), the
holding company for EPH’s Bakeries business, for€2.In June 2010, RC2 acquired 3.9% of the share¢atapiAgri Point Ltd (“Agri Point”)

for €1.6m and a further 5.5% in December 2010 fa2g. In November 2010, RC2 acquired a 49.9% shétielgoin East Point Metals Ltd
(“"EPM") for a total consideration of €2.2m. Both tigri Point and EPM sales were used to providedaifinancing to EPH and EPH'’s
subsidiaries, and EPH has retained the right tothewghareholdings back.

Recent Developments

As announced previously, an agreement governingstie of
EPH’s distressed and highly indebted River Shipfinginess was
signed in December, with the sale closing in Jan2&11. The
sale reduces EPH'’s consolidated senior debt by £6&nmpart of
the transaction, EPH had to pay a “top-up” amodr€8m to the
division’s creditors, and a further €6.8m is pagaiVer five years.

EPH also sold its Agribusiness (Cereals Trading &tafage) to
CHS Inc., a US agricultural commodities and enengup, for a
total consideration of €45m. The proceeds of thie @re being
used to (1) continue deleveraging the Group, (2prawe the
working capital position of the remaining businessand (3) meet
the CAPEX needs and obligations of Novkabel, EPldsently-
acquired cable manufacturing business.

Prior to the two disposals, RC2 and Darby had pravidedge

financing to the Group by buying shares in the Bagsiness and
Copper Processing divisions, pro rata to their stwdings in the
Group. Accordingly, RC2 had acquired 9.4% of the Bagsiness
for €3.8m and 49.9% of the Copper Processing Busfioe€2.2m.

Both the transactions were governed by put andacedhgements
with EPH, and in order to enable the sale of theélAginess, RC2
sold its shares in that business back to EPH iualgn2011,

thereby recovering €3.8m.

Financial Results

(EURmM) 2008A 2009A*
Income Statement (according to | FRS)
Net Sales 462.1 4141 403.8
Cost of Sales (398.6) (346.2) (346.3)
Gross Profit 63.5 67.9 57.6
EBITDA 17.5 14.2 9.0
EBITDA margin (%) 3.8% 3.4% 2.2%
EBIT 26 (15) 236
EBIT margin (%) 0.6% -0.4% 5.8%
Net interest (expenses) (14.5) (13.3) (10.7)
FX gain (loss) (6.4) (6.1) (8.3)
Share of profit (loss) of associates 0.2 (0.9) (0.3)
Income/(loss) befor e taxes (18.1) (21.9) 4.3
Income tax (expense)/benefit (0.5) (1.3) (1.0)
Net income/(loss) (18.6) (23.1) 34
Minority interest 0.4 1.7 2.4
Net income after minority interest (18.2) (21.9) 57

Note: 2008 audited accounts; * unaudited manageraeobunts;

** unaudited management accounts adjusted for Aggiibess and River Shipping disposal
EPH'’s eleven months results reflect a substantiptévement over
October and November 2010, with the EBITDA reach@3g9Om,
compared to the €1.5m and €2.9m generated in tbendeand
third quarters of 2010, respectively. However, gieven month
results show a considerable year-on-year fall, whth EBITDA

reaching €9m, compared to €14.2m in 2009, mainlg assult of
strong falls in the profitability of the Bakery af@bpper Processing
divisions.

The above results have been adjusted to reflecsdes of the
Agribusiness and River Shipping divisions, but da reflect the
sale of shares in the Copper Processing divisiddG2 and Darby,
as EPH has an option to buy the shareholdings tzaukthe sale
was primarily a means of providing a bridge loarEf@H prior to
the inflow of funds from the successful exit frone tAgribusiness.

Copper Processing

Driven by increased copper prices and a 5% yeayeam-increase
in volumes over the first eleven months of 2010HEPcopper
division achieved sales of €219m, a substantiale@se over the
€163m generated in 2009. The rise in copper préiging the
second half of 2010 did not fully compensate fag Hccounting
losses registered due to the fall in prices irfilse half. The eleven
month EBITDA amounted to €7.7m, compared to €8.4megaed
over the full year 2009.

Cable Production

EPH’s Cable Producer Novkabel experienced a stracigyp in
sales during October and November 2010, reachingoathly
average of €2.9m, compared to the €2.0m and €2efmargted in
the second and third quarters, respectively. 11tmsales reached
€22.5m, compared to €19.5 for the whole of 2009stipadue to
increased sales on the Russian market and the cpppelincrease
over the second half the year. The 11 month EBIT®#&Juding a
€1m one-off redundancy programme expense, was atineg
€0.6m, a slight improvement over the negative €0a@meved in
2009. Out of the Agribusiness proceeds, €5.8m hbheen
earmarked to be invested in the modernization oWkdbel's
equipment, as part of an investment programme ambdmbosting
output threefold to 20,000 tons. Most of the newipment is
expected to be installed in August 2011.

Bakeries

In spite of two price increases for its standarebldrin August and
November 2010 (of 15% and 8%, respectively, in dieans), this
was not enough to offset the 90% increase in fwiaes during the
second half of 2010, and resulted in volumes fgllay 12% year-
on-year. The net result was a sharp fall in the EB\T from

€2.8m in 2009 to practically breakeven at €65,00€r ¢the first 11

¢ neweuropecapital
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months of 2010. In addition to its headcount reidactrom 935 to
840 in 2010, management is preparing lay-offs ajuad 30
employees in the first quarter of 2011.

Milling
Despite a 6% fall in the eleven month volumes caexgao the
same period last year, EPH’'s milling division acké a

substantial increase in revenues, primarily dua sharp increase
in wheat and flour prices. The average monthly mees rose from

Policolor Group
Background

€0.8m and €1.3m during the second and third quarter
respectively, to €1.9m during October and November.

The Milling division achieved an impressive EBITDAargin of
20.3% in October and November, compared to 10.6861an5%
during the second and third quarters, respectivllyerall, the
eleven month revenues reached €12.3m, compared 1@ in
2009, while the YTD EBITDA reached €1.9m, compare€1.6m
in 2009.

LiPolicolor  Yassacum

RC2 has a 40% shareholding in Policolor, the parentpany of the Policolor Group (“Policolor” or th&foup”), the largest producer of
coatings (architectural, automotive and industiialRomania and Bulgaria, as well as a producensdilation materials, resins and specialty
chemicals. The Group comprises Policolor SA, aiisted Romanian company, and Orgachim AD, its 71.1%beal Bulgarian subsidiary which

is quoted on the Bulgarian Stock Exchange.
Financial results

(EUR '000) 2008A* 2009A* 2010A** 20115
Income statement (according to | FRS)
Salesrevenues 100,632 71,792 67,027 79,170
Other operating revenues 2,002 2,030 3,570 1,499
Total operating revenues 102,634 73,822 70,597 80,669
Total Operating Expenses (105,678) (70,609) (68,652) (74,914)
Operating profit (3,044) 3,213 1,945 5,755
Operating margin -3.0% 4.4% 2.8% 7.1%
EBITDA 2,619 9,078 5411 9,091
EBITDA margin 2.6% 12.3% 7.7% 11.3%
Financial Profit/(Loss) (1,773) (1,023) (816) (1,355)
Other extraordinary items (2,420) (100)
Profit before tax (4,818) 2,190 (1,290) 4,300
Income tax 443 282 (1,045) (570)
Profit after tax (4,375) 2472 (2,335) 3,730
Avg exchange rate (RON/EUR) 3.683 4.237 4.210 4.200

Note: * IFRS (audited), ** IFRS (unaudited)

Despite the difficult market conditions due to d&sed activity in
the construction sector, a change in consumersfereces
towards low-cost products, and the VAT rate ridiyg percentage
points over the summer in Romania, all contributittg an
estimated 20% fall in the Romanian paints marketdqgating to
declarations by the Romanian Paint Producers’ Aatioci
President), the Policolor Group achieved consddidabperating
revenues of €70.6m, only 4% lower year-on-year.eveless, the
gross margin fell from 30% to 23%, mainly due tgeneralised
increase in raw material prices. Consequently, ebeugh the
Group decreased its headcount from 850 to 739 thweryear,
resulting in lower staff costs by 21%, and gengréipt costs
under tight control, the operating profit and EBITD&Vels fell by
40% compared to the previous year.

Extraordinary costs below the EBITDA level amountec€2.4m,

made up of restructuring costs (€282,000), theewddwn of the
value of Orgachim’s fixed assets (€764,000) andwhige-off of

buildings on the Policolor site which were dematidhover the
year (-€1.4m, including the demolition costs). Tdemolition of

buildings on the site is necessary in order tordfie unused land
for sale.

For 2011 the Group is budgeting an 18% increasalies to €79m,
with the increase coming mainly from the launchmefv low-cost
products, and a 68% increase in the EBITDA leveinf@5.4m to
€9.1m. Investments in new equipment and marketieghadgeted
at €3.5m for 2011.

Operations

Over the year, the Architectural business unit (“3BHBlightly
improved its market share although its consolidaggds slid 11%
from €31m the year before to €27.7m. In spite @é,tthe SBU
managed to almost double its EBITDA from €2.3m 4a3én. Over
the year the SBU developed a new showroom concedt an
launched new paints with silver ions and a new eamfgpaints for
children. In 2011 the SBU aims to achieve a 15%eiase in sales
and a 14% increase in its EBITDA level.

The Industrial paints SBU achieved consolidatedssafe€6.1m,
down 5% compared to the previous year. The EBITDAgmafell

from 9% to 7%. The SBU’s budget for 2011 targetssctidated
sales of €6.7m, and an EBITDA margin of 8%. In 20ahée

Automotive SBU'’s sales fell from €8.4m to €5.6m @83 and the
EBITDA turned negative (-€300,000). The SBU plansaathieve
consolidated sales of €7.4m and an EBITDA of €1.3/2011.

Although the leader in wet plasters in both coastrihe Thermo-
Insulation SBU recorded net sales of €6.4m in 2@lQ% below
the previous year's sales of €9.3m. Policolor hgsomted a new
manager and plans to increase sales in 2011 tom€&®d to
generate positive EBITDA.

The two chemicals divisions of the Group performeaty well
during the year. The Resins SBU achieved consolidséées of
€6m (41% higher than last year) and managed toeaser its
EBITDA from €736,000m to €1.1m. Meanwhile, the Spéyi
Chemicals (Anhydrides) SBU achieved annual sales 1af 9n
(39% higher than last year) and reported an EBITDAS81,000
compared to €355,000 in 2009. Both divisions amdgeting higher
sales in 2011 of €6.3m and €17.6m, respectively.

The Group is preparing the further sale of non-cassets,
including surplus real estate in Bucharest andaSé¥olicolor owns
a 14 hectare site in the eastern periphery of Beshawhich was
valued by Colliers at €21.9m in February 2011. Galgmall part
of the site is used for its operations. The sitadmcent to a retail
centre with “Metro” and “Real” hypermarkets as anckenants,
and is located in front of an underground statiepresenting one
of the best locations for the further expansion lafge-scale
retailers in Bucharest. As practically all the urdibeildings on the
site were demolished over 2010, the site is nowdeiarketed to
retailers and developers.

¢ neweuropecapital
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ALBALACT

Albalact SA (“Albalact”) is a Romanian dairy produagioted on the RASDAQ section of the Bucharest Stathange in which RC2 has
acquired a 25.4% stake under its Private EquitygRamme. A local entrepreneur and his family own624. with the remaining 28%

representing the free float. With Albalact's markefpitalization increasing by 2.4% over the quamR€2’s shareholding in Albalact had a
market value of €9.6m as at 31 December, compar€f.gm at the end of the previous quarter.

Financial results

[EEEID) 2008A*  2009A*
Income Statement
Sales Revenues 51,741 53,330 39,706 43,808
Other operating revenues 2,496 1,557 1,434 1,964
Total Operating Revenues 54,236 54,887 41,140 45772
Total Operating Expenses (52,163) (52,422) (39,663) 508
Operating Profit 2,074 2,465 1,478 1,253
Operating margin 3.8% 4.5% 3.6% 2.7%
EBITDA 4,856 5,489 4,534 3,643
EBITDA margin 9.0% 10.0% 11.0% 8.0%
Financial Profit/(Loss) (1,860) (1,803) (906) (551)
Profit before Tax 214 662 572 701
Income Tax (52) (48) (165) (128)
Profit after Tax 162 614 407 574
Net margin 0.3% 1.1% 1.0% 1.3%
Avg exchange rate (RON/EUR) 3.683 4.237 4.228 4.184

Note: * IFRS (audited), ** RAS (audited), *** RAGnaudited)

Albalact has not yet released its full 2010 resits analysis of its
nine month results was included in the Septembarteuly report.

Operations

In December, Albalact decided at a shareholder imgetot to
merge with its 96%-owned subsidiary Raraul, as lmotmpanies
would have had to refund grants they had receirau the EU for
making investments under the EU "SAPARD” programidader
SAPARD rules, the merger can only take place towtrdsnd of
2012 if the funding received to date is not todmpgrdized.

In January 2011, Albalact announced the sale afaisy farm to a
Dutch company for €4.7m. The transaction was apgatdwy the
company’s shareholders in February, and compléti@xpected to
take place by the end of March 2011. The new ovimends to
double the farm’s milk production in the next siomths, and has
entered into an exclusive supply agreement withaksitt.

Top Factoring
Background

We view this as a positive development, as theydaim is not a
core business for Albalact, and the sale will alibvo improve its
cash position and pay down its debts.

Market developments

According to a press statement by Muller Romania,Rlemanian
dairy market declined by 8.1% in value terms, anpd58% in
volume terms, over 2010. Yoghurt was the only dargduct
category which reported an increase in 2010, wighsamption
going up by 6.3% in volume terms, compared to 200¢her
categories such as milk, sour cream and butterravhtbalact is a
leading player, went down both in terms of voluraed values.

In 2010, the marketplace was dominated by the fighttveen the
main players to capture as much as possible consudiminished

spending budgets, with the latter becoming increggi price-

sensitive, putting pressure on processors’ praditgims.

Prospects

The main players expect the diary market to eigtagnate or to
increase slightly in 2011, while consumers will toue to focus
on price as their main acquisition criteria. In 20Albalact intends
to focus on strengthening its leadership positiomilk, as well as
on gaining market share in yoghurts and cheesealddb expects
to continue to outperform the market in terms oérall sales in
2011.

o4
Hopract

Top Factoring (“Top Factoring” or the “Group”) isRomanian receivables collection company in which R@Rs a 93% shareholding. The
remaining 7% is owned by the Company’s CEO. The deftisition part of the business is now being uadten by an SPV owned by RC2
(Glasro Holdings Ltd) which sub-contracts the deditection process to Top Factoring. Top Factoamgl Glasro Holdings Ltd are together

referred to as the “Group”.
Group Financial results

The Group is continuing to grow at a high rate,hwievenues
increasing from €1.6m to €2.7m year-on-year in 20410.3%). In

addition, the lower cost of receivables packagesioee efficient

collection process, and better cost controls helpetkerate a 3.3-
times increase in the EBITDA level from €0.1m to40.

(EUR '000) 2008A*  2009A*
Combined Group I ncome Statement
Total Operating Revenues 1,205 1,587 2,702 4,724
Debt portfolios 993 1,064 1,681 3,863
Agency contracts 212 523 1,021 861
B2C 139 370 928 861
B2B 73 153 93 -
Total Operating Expenses (1,883) (1,490) (2,320) (3,047)
Amortization of debt portfolios (774) (388) (510) (1,022)
Other operating expenses (1,109) (1,102) (1,810) (2,025)
Operating Profit (678) 97 381 1,677
EBITDA (641) 132 435 1,748
EBITDA margin neg. 8.3% 16.1% 37.0%
Financial Profit/(Loss) (15) (5) 13 (25)
Profit before Tax (693) 92 3% 1,652
Income Tax - (0) @) 1)
Profit after Tax (693) 91 392 1,652
Net margin neg. 5.8% 14.5% 35.0%
Avg exchange rate (RON/EUR) 3.683 4.237 4.210 4.220

Note: * IFRS (audited), ** IFRS (unaudited, comhireccounts)

¢ neweuropecapital
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Operations

The debt purchase division accounted for 62% dfl togvenues,
generating €1.7m in 2010. Of this, 74% was gendrhtethe two
portfolios which were acquired in 2009. Agency caots
generated €1m in 2010, far better than the €0.5reaed in 2009.
Top Factoring continued to work for leading bartetecoms and
consumer finance companies.

The field collection department set up in early @Q0jenerated
revenues of €217,000, of which 83% was generatech fthe
Group’s proprietary debt packages. At the end ef year, this
department had 17 collectors, covering almostthalfcountry. The
Group aims to expand this to 27 field agents byetia: of 2011.

In December, the Group acquired three receivabiégtios (two
in telecoms and one in banking), consisting of @08,cases with a
combined nominal value of €72m.

Mamaia Resort Hotels
Background

www.reconstructioncapital2.com
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Prospects

The 2011 budget targets a 75% year-on-year incrieass/enues.
Although this may seem aggressive, the growth dgepted to be
driven mainly by collections from the portfolios cagred in
December 2010, and assumes no new mandate clishiscanew
debt purchases. With competition intensifying oe tieceivables
collection market, the Group intends to continue fégus on
controlling its costs, and is currently assessihg tdea of
relocating part of its call centre outside of Buasar

The debt purchase market should remain attractiterins of the
number and variety of opportunities, as well asémms of the
pricing of portfolios, and Top Factoring aims tana@n an active
player on this market. It is currently negotiatiagbank financing
facility for the acquisition of new debt portfolioand is also
starting discussions with other third party provaef finance.

GOLDEN TuULIP

Mamaia Resort Hotels SRL (the “Company”) is the owerad operator of the Golden Tulip Mamaia Hotel (tHetel”), which is located at
Romania’s premium Mamaia seaside resort next to @otestln March 2008, RC2 acquired 63% of the Compuaiit, the remaining 37%

being owned by a Romanian entrepreneur.

Financial results

(EUR '000) 2008A*  2009A*
Income Statement
Sales Revenues 1,643 1,489 1572 2,033
Other operating revenues 144 78 11 5
Total Oper ating Revenues 1,787 1,567 1,582 2,038
Total Operating Expenses (2,113) (2,103) (1,892) (1,896)
Operating Profit (326) (536) (309) 142
Operating margin neg. neg. neg. 7.0%
EBITDA (109) (306) (82) 358
EBITDA margin neg. neg. neg. 17.6%
Financial Profit/(Loss) (155) (62) (217) (83)
Profit before Tax (481) (598) (527) 59
Income Tax - ) - -
Profit after Tax (481) (600) (527) 59
Net margin neg. neg. neg. 2.9%
Avg exchange rate (RON/EUR) 3.683 4.237 4.210 4.250

Note: * IFRS (audited), ** RAS (unaudited)

The Hotel has performed well in a difficult yearcadrding to the
Romanian Ministry of Tourism, 50 % of all foreignutists who
stayed at Romanian seaside hotels were housed Wyote¢ The
occupancy rate during the June-August holiday seags 75%,
higher than the 70% achieved last year, and the-rpemd
occupancy rate was 22%, almost unchanged fromykat. The
Hotel's new conference centre, which was finaliatdhe end of
April, generated €0.5m of additional revenues iA@®0For 2011,
the plan is to achieve €0.7m of revenues from genfee activities.

Capital Market Developments

BET-EUR, SOFIX and BELEX-15: 1 year performance
160%
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Turnover was stable year-on-year at €1.6m, wittbaenodation
revenues flat at €0.8m and Food and Beverages asledlat at
€0.7m. The availability of the conference centrenfr May
compensated for a loss in leisure-related reverdies to the
economic crisis. The EBITDA improved from a los£806,000 in
2009 to a loss of €82,000 in 2010. Adjusted for -offe
refurbishment expenses of €0.1m, the EBTIDA waghsly
positive.

The loans taken on to finance the conference cemiated a
financial loss which resulted in only a slight yesryear
improvement in the bottom line.

Prospects

The 2011 budget is built on the assumption of arupancy rate of
27%, and an average net tariff of €29, both impnomets on 2010.
For the next summer season the Hotel has signethaenwith
tour-operators in new markets such as Israel, tieabld Poland.
Based on the indicative demand registered so faalforment and
charter packages, the hotel is already 130 % bobkégeen May
and September 2011.

Commentary

Over the fourth quarter of 2010, the Romanian BBE@ Bulgarian
SOFIX indices decreased by 1.7% and 6.4%, resgdgtiwhilst
the Serbian BELEX-15 index gained 5.5%, all in et@rons.

Over the year, the Romanian market (BET-EUR) was@pB%. On
the other hand, the SOFIX and BELEX-15 indices bgll15.2%
and 11%, respectively.

By comparison, the MSCI Emerging Market index was24.8%,
the MSCI Emerging Market Eastern Europe index wa1.9%,

Dec-09 Mar-10 Jun-10 Sep-10

whilst the FTSE100 and S&P indices increased by8%2and
20.9%, respectively.
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Macroeconomic Overview

Overview
RO as of: BG as of: SRB as of]
GDP Growth (y-0-y) -1.2%  FY10 03%  FY10 27%  FY10
Inflation (y-0-y) 8.0%  FY10 45%  FY10 103%  FY10
Ind. prod. growth (y-o-y) 10.0%  Dec-10 5.6%  Nov-10 29% Y1B
Trade deficit (EUR bn) 9.5 FY10 2.4 FY10 48 11M10
y-0-y -4.1% -42.5% -5.8%
FDI (EUR bn) 2.6 FY10 1.4 FY10 0.8 11M10
y-o-y change -25.6% -58.6% -31.5%
Total external debt/GDP 75.6%  Dec-10 102.3%  Dec-10 78.3%FY10
Reserves to short-term debt 173.0%  Dec-10 113.7%  Dec-1  746.3%  Nov-10
Loans-to-deposits 118.0% Dec-10 108.2% Dec-10 125.2% -INov
Public sector debt-to-GDP 37.9%  Dec-10 11.9%  Dec-10 %1.5 Dec-10
Commentary
Romania

Romania’s GDP grew by 0.1% in 4Q10 compared to tleeipus

quarter, resulting in negative economic growth1o2% over 2010.
The positive economic evolution in the last quademes after a
0.7% quarter-on-quarter decrease over the thirdteyeand was
due to growth in industrial production driven bytemal demand.
The IMF is projecting economic growth of 1.5% inl2Cfuelled by

growing exports and improved domestic demand.

Romania’s CPI reached 8.0% in December 2010, up #at% in
2009. The increase in the inflation rate was maihlg to the steep
rise in the VAT rate over the summer (from 19% #W@. The
National Bank of Romania expects the inflation ratdal in the
second half of the year as the effects of the VA@rease fade
away, and has set its target rate at 3.6% for 2011.

A joint IMF and EU mission visited Romania at thelef January
to review the evolution of the economy. The resaft the

assessment is that the IMF made available thetiasthe of its
loan, worth €1bn. However, the Romanian authoritiesided not
to draw on these funds as the National Bank’s cumeserves are
deemed sufficient. Total disbursements have to dateunted to
€12.4bn. The two sides have also reached an agnteome a

precautionary agreement of €3.6bn for two yearss agreement is
in conjunction with precautionary support from tB&) (€1.4bn)

and a loan from the World Bank (€0.4bn).

Over 2010, exports increased by 28.1% year-on-yeittt,imports
increasing by only 19.9%. Consequently, the JanDagember
2010 trade deficit recorded a small (4.1%) yeawear fall.
However, Romania’s 2010 current account deficit wa$% year-
on-year at €5.2bn, or 4.3% of GDP, mainly due td 8% year-on-
year fall in current transfers (from €4.2bn to €)% FDI flows
were only €2.6bn (down 26% year-on-year), and axveonly
50.3% of the current account deficit. The IMF ijpcting a
current account deficit of around 5% in 2011.

The 2010 budget deficit came in at 6.5% of GDP hinitthe
threshold agreed with the IMF which provides fo2@LO budget
deficit of up to 6.8% of GDP, and down from the%.4ecorded in
2009. The 2011 budget was approved by Parliamentaie
December 2010 and provides for a budget deficit.4% of GDP,
whilst assuming economic growth of 1.5% in 2011.

The Romanian Government needs to focus on improvimg
absorption rate of EU funds and developing the tgim
infrastructure. The absorption rate up to Septer@dbd0 was only
13.5%.

www.reconstructioncapital2.com

December 2010

Industrial production registered a 10% year-on-yg@rease in
December, resulting in the full year increase canim at 5.5%.
Industry is one of the areas that is contributiogthie return to
growth of the Romanian economy, mostly through etgpor

Romania’s total external debt position was €90.7bthe end of
December, or 76% of estimated GDP. Public debt autealto
€45.3bn at the end of 2010, or 37.9% of GDP, a $2&6-on-year
increase. Of the total public debt, 43% is RON-denated and
40% is euro-denominated, with the balance of 17%gom other
foreign currencies. The National Bank of Romania’seiffn
reserves (excluding gold) were €32.4bn at the drzDaO0, or 1.7
times the short-term external debt (€18.7bn).

The Romanian leu lost 1.3% against the euro in 200dal
domestic non-governmental credit (which excludesan$o to
financial institutions) amounted to €48.9bn at émel of 2010, up
from €47.3bn at the end of 2009. Overdue loans ateou to
€3.8bn, twice the level at the end of 2009, andwedent to 7.7%
of total loans. The Romanian banking system’s tddains-to-
deposits ratio was 118% at the end of 2010. In rotdefight
inflation, the National Bank of Romania decided teefkéts key
interest rate at 6.25% in February, the sixth coutsée month it
was kept unchanged.

Bulgaria

While the economy grew by a modest 0.3% in 201(0pdue by
good growth in industry which posted a 5.6% yeaiyear increase
in November 2010, the prospects for growth in 2@ié better,
helped by increased exports, even though domestimadd
remains depressed. Therefore, the IMF expects ZBIIR growth
of 2%.

Bulgaria's CPI was 4.5% in December, up from 0.6%ptrevious
year, fuelled by the 26% hike in excise duty onaoégtes and
alcoholic beverages introduced at the start of 2@i@ soaring
grain prices over the summer. Over January-Decen2fdi0,

Bulgaria experienced a negative current account 0f3b,

compared to a current account deficit of €3.5bn2@09. The
improvement in the current account was mainly &iggl by a 67%
year-on-year increase in current transfers (fron®€0 to €1.6bn),
and by a 43% year-on-year decrease in the tradetdefhich fell

from €4.2bn to €2.4bn. FDI inflows stood at just.4tin. The
improved current account deficit helped ensurestiaility of the
currency board regime. The country’s reserves-toisierm-debt
ratio was 111.2% at the end of November.

Bulgaria’s 2010 budget deficit came in at 3.9% offc@ver 2010.
For 2011, the Bulgarian authorities are projectirdgficit of 2.5%
of GDP. The Bulgarian Government needs to make pssgon the
absorption of EU funds: by the end of 2010, thébdlisements
from EU funds amounted to only €0.6bn (an absomptiate of
around 8%). The plan is to increase the absorpttmto 20% by
the end of 2011.

Bulgaria’'s external debt stood at €36.9bn at the @nh@010, or
102.3% of GDP, of which only 11.9% was attributatol¢he public
sector. Public sector debt increased by 2.6% irD2@Mile private
debt fell by 3% over the same period.
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The Bulgarian banking system had a total loans-fusié ratio of
108% at the end of 2010. While loans to non-finahitistitutions
increased by only 0.8% year-on-year (from €25.8br€26.0bn),
the deposit base increased by 8.4% from €22.182400bn. The
population’s proneness to savings is a positive sifjimproved
confidence in the economy. Overdue loans accouitted2% of
total loans at the end of 2010, up from 6.4% atetie of 2009.

www.reconstructioncapital2.com
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The dinar appreciated by 1.6% over the fourth quaof 2010,
losing 9.1% against the euro over the year. Thardiras subject to
turbulence in 2010, reflecting nervousness in foi@nmarkets
triggered by the crises in Greece and the widew 2ane problems.
However, a flexible exchange rate has been an éalyarduring
the recent global crisis, with the dinar's deprgoia boosting
Serbia’s competitiveness.

Serbia Over January — November 2010, the trade deficithred €4.8bn, a
According to the National Bank of Serbia (NBS), r&iDP grew >.8% year-on-year fall, primarily due to higher e'@(f'34'5% y-
by 1.8% in 2010, driven upwards by net exports gmwestments. 0-y) than |mport. growth (+13'2% y-0y). Th_e grqwthlmports of
The slower growth expected in the euro zone ovéd 28 expected recent years, d,”Ve” by domgstlc demand, is uryllkebe repeated
to weaken Serbian exports. The EIU is projecting@E® growth over the medium term, which should result in thadér flows
in 2011. However, Serbia will need to undertakeoaswerable becoming more balanced. Furthermore, enterprisguntsring,

fiscal retrenchment in order to reduce current egfare, privatisation and other supply-side reforms shaulike exporters
threatening economic growth more competitive over the medium term.

Over the fourth quarter of 2010, the National BahBerbia (NBS)
performed four key interest rate hikes, increading rate from
9.5% to 12%, due to mounting inflationary pressumstighter
monetary policy stance is expected to dampen iofiaty
expectations and should help bring inflation badthiw the target
range in the medium term.

Year-end consumer price inflation reached 10.3% 210,

significantly above the target (6% * 2%), fuellegdhigh prices of
food, crude oil and the pass-through from the deatien of the

dinar (9.1%). Inflation is expected to rise furthe2011 due to the
lifting of the freeze on public-sector wages andgiens in January
2011, increases in excise duties on tobacco anld dne rising

world oil prices. Consequently, despite the NBS' ¢argange
(4.5% + 1.5%), inflation is expected to reach 7.i5%2011.

Important Information

This document, and the material contained thelisimtended to be for information purposes and ihét intended as a promotional material in
any respect. In particular, this document is ndeided as an offer or solicitation for the purchasesale of any financial instrument including
shares in Reconstruction Capital Il Limited (“RC2f the “Fund”). Any investment in RC2 must be baselélg on the Admission Document of
the Fund or other offering documents issued franetio time by the Fund, in accordance with appliedaivs.

The material in this document is not intended tovjate, and should not be relied on for accountilegal or tax advice or investment
recommendations. Potential investors are advisethdependently review and obtain independent prafea advice and draw their own
conclusions regarding the economic benefit andsrigkinvestment in the Fund and legal, regulatangdit, tax and accounting aspects in
relation to their particular circumstances. Whilgesy effort has been taken to ensure that the r@tier this document is accurate, current,
complete and fit for its intended purpose no watydsa given as to its completeness or accuracy.

This document is only issued to and directed asqes of a kind to whom it may lawfully be communétéde

The Fund’s shares have not been and will not bestexggd under any securities laws of the UnitedeStatf America or any of its territories or

possessions or areas subject to its jurisdictiod,absent an exemption, may not be offered for @abold to nationals or residents thereof.
The offering of shares in certain jurisdictions niagy restricted and accordingly persons are requibgdthe Fund to inform themselves of and
observe any such restrictions.

No warranty is given, in whole or in part, regarditige performance of the Fund. There is no guarattet its investment objectives will be
achieved. Potential investors should be aware faat performance may not necessarily be repeatederiuture. The price of shares and the
income from them may fluctuate upwards or downwandscannot be guaranteed.

This document is intended for the use of the aderesind recipient only and should not be reliednupp any other persons and may not be
reproduced, redistributed, passed on or publishedwhole or in part, for any purposes, without théoprwritten consent of New Europe
Capital Limited, New Europe Capital SRL and New Europ&t&lapOo0.
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