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Note: EPH investment included under Other

Note: EPH investment included under Serbia

Message from the Investment Manager and Advisers

Dear Shareholders

margin and low off-season revenues, which restiltedloss of €0.1m
for the year. Mamaia Resort Hotels is concentratimg obtaining

As at 3f' December, RC2's NAV per share was €0.9241, almast flinancing for a conference centre which is beingetigped at the hotel

over the quarter, whilst RC2's share price lost -6.@ksing at €0.52.

At Policolor, the Fund’s largest investment, intepf a 30% year-on-
year fall in sales during the year, the EBITDA lewetreased 2.4
times to €8.8m, as a result of a successful resting programme
which resulted in the EBITDA margin increasing frod6% to

11.6%.

At EPH, both sales and EBITDA came in slightly belbudget over

the first nine months. Whilst the Group’s Copperdessing business
performed well, lower grain trading volumes and Jeater levels and
depressed freight rates on the Danube were the reasons for a
lower than expected nine-month result. Furthermonach of the

cashflow of the group continues to be absorbedhieyldéss-making
River Shipping business.

At Albalact, nine month sales and EBITDA were boghyear-on-year
by 8% and 60%, respectively, while the overall neinlemained flat
in 2009.
implementation of a €2.5m modernization programrhea &heese
factory it acquired in 2008.

At Mamaia Resort Hotels, the Fund’'s investment om Black Sea
coast of Romania, revenues were slightly up in RQRNwe but the

hotel continued to suffer from a deteriorationtsfood and beverage

2

to boost off-season revenues.

At Top Factoring, 2009 revenues increased by 328t-ga-year, with

the company’s bottom line moving from a net los€8%3k in 2008 to

a small profit of €91k. This was mainly due to acrease in Top
Factoring’s agency business, operational improvésemand a

significant improvement in the performance of tlebtdpurchase side
of the business.

At a macro level, the three main countries where Rf@ates have
experienced improvements in their agency ratingth Ritch revising

Romania’s rating from “Negative” to “Stable”; Moody'increasing
Bulgaria’'s outlook from “Stable” to “Positive”; anStandard & Poor
upgrading Serbia’s outlook from “Negative to “Stiblin general, the
upgrades were prompted by a better than expecteshostc

performance over 2009, and the ability of the thgegernments to
pass tough 2010 budgets through their respectiniapents.

In November 2009, the company complete@ that the end of December, the Fund, which has noimgahad cash

balances of approximately €4.8m, compared to €3@m 30"
September.

Yours truly,
New Europe Capital

$ neweuropecapital



Reconstruction Capital Il

Policolor Group

Background

www.reconstructioncapital2.com

December 2009

HPolicolor  NJassacim

The Policolor Group (the “Group”) is the largesbgucer of coatings (architectural, automotive aristrial) in Romania and Bulgaria, as well
as a producer of insulation materials, resins gatialty chemicals. The Group comprises Policolar & unlisted Romanian company, and
Orgachim AD, its 64%-owned Bulgarian subsidiary whis quoted on the Bulgarian Stock Exchange. RC2 haseloldings in both

companies: 40% in Policolor and 2.4% in Orgachim.

Financial results

(EUR '000) 2008A* 2009A 2010B

Income statement (according to IFRS)

Sales revenues 100,632 70,314 82,064
Other operating revenues 2,002 5,658

Total operating revenues 102,634 75,972 82,064
Total Operating Expenses (105,678) (71,871) (73,644)

Operating profit (3,044) 4,101 8,420
Operating margin -3.0% 5.4% 10.3%

EBITDA 2,619 8,805 12,578
EBITDA margin 2.6% 11.6% 15.3%

Financial Profit/(Loss) (1,773) (972) (1,272)

Restructuring costs - (2,177) (330)

Profit before tax (4,818) 953 6,818
Income tax 443 (194) (1,091)

Profit after tax (4,375) 759 5,727
Minority interest 646 645 (1,317)

Profit for the year (3,729) 1,404 4,410
Avg exchange rate (RON/EUR) 3.683 4.237 4.200

*audited

Operations

In spite of a 30% decline in sales during 2009 wua sharp fall in
the construction industries in Romania and BulgaRalicolor
managed to increase its EBITDA margin from 2.6% 6%,
resulting in the Group’s overall EBITDA level incstag by 240%
from €2.6m to €8.8m.

The increase in the EBITDA margin was mainly theutesf a
highly effective restructuring process, includirfie treduction of
staff levels, the reduction in working capital l&ye the
reorganization of production by specialising certglants for
certain product ranges, the closure of certainidoresubsidiaries,
and the sale of certain non-core assets.

East Point Holdings Ltd

Background

During 2009, the Group reduced its headcount by 85% 1,399
to 850, thereby increasing productivity per empiyfom
€73,362 to €89,379.

In 2009 all production of architectural coatingsswansolidated
into a single production site, the insulation systedivision was
moved into newly-created subsidiaries in Romania Buldaria,

and the Group’s in-house transportation activitese moved to a
newly-created Bulgarian subsidiary which targetgeast 50% of
revenues from third-party clients.

In October, Policolor sold its non-core dry plastdacility to
Italian building materials group Mapei for €3.6mgdaduring 2009
realized a further €1m by selling other non-coreets

Prospects

For 2010 the Group is budgeting a 17% increasalgs<o €82m,
mainly due to the launch of new products, and a 4¥¥ease in
the EBITDA level from €8.8m to €12.6m. The objectiiee the

Group is to achieve an EBITDA margin of at least 18its

core coatings unit (excluding resins and chemidal2010.

Policolor is preparing the further sale of non-cassets, including
surplus real estate in Bucharest. Policolor's Buestarsite
comprises 14 ha of land on the eastern peripheBucharest (of
which approximately 6 ha are used for current pctido

activities), which were valued by Colliers in Felmu2009 at
€32.4m. Policolor's Bucharest real estate has gawadge from
the opening of a new underground station at theofaagate in
November 2008, and a new retail park (with the ‘fdegroup as
an anchor tenant) is being developed on a plotcadjato
Policolor’'s which is due to open later on in 2010.

FAST PEINT

Heldings Lta.

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% shareholdir®008. The bulk of the Group’s operations are irbideand Romania, but it is also active
in other countries, including Hungary and Austdad has a network of sales, procurement and repegse offices in New York, Moscow,
Frankfurt, Beijing and Sofia. EPH operates along fifllowing main business lines: Agribusiness (Cesettading and Storage), Milling,
Bakeries, Copper Processing, Cable Production, Rivigip#g, Real Estate and Other.

Overview

Under RC2’s investment agreement with EPH, the Grwap due
to reorganize itself into sub-holding companies C3) by
December 2009, thereby permitting RC2 to exchange
shareholding in EPH into shareholdings in eachhefgub-holding
companies.
reorganization by the required deadline, RC2 isvaltiengaged in

3

Because EPH was not able to complete the

negotiations with the other shareholders to find aternative
structure which will preserve the value of its isfreent. The Group
has only released its consolidated results fofitkenine months of
2009. Most of its business lines have performed,virel spite of
tough operating conditions. However, the River Shigside of the
business has seriously underperformed in spite ofivea
restructuring measures, due to a particularly poperating
environment on the Danube. This has adverselytefiethe Group’s

$ heweuropecapital
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overall performance. Consequently, EPH is activelng to bring a
strategic partner into this side of the business.

Financial Results

During the first nine months of 2009, EPH’s busmerformed
slightly below the budget, which was revised whemeav CFO
joined the Group in May 2009. Sales came in at #818% lower
than budgeted mainly because of lower turnovehénAgribusiness
and River Shipping businesses. The EBITDA - albeit 6&tow
budget - was €19.1m, reflecting an EBITDA margin ioyement
over the previous year. However, primarily due talain the local
currencies of EPH’s main countries of operationg -particular
Serbia where the Dinar lost 4.7% since the beg@nin2009 — the
Group suffered a €4.4m forex charge which resuiitedn overall
loss of €2.8m for the period.

(EUR m) 2007A* 2008A
Income statement (according to IFRS)
Sales 380.2 462.1 316.0
COGS (341.3) (398.6) (257.5)
Gross Profit 38.9 63.5 58.5
EBITDA 24.9 17.5 19.1
EBITDA margin 6.5% 3.8% 6.0%
EBIT 21.1 2.6 11.9
EBIT margin 5.5% 0.6% 3.8%
Net interest income (expense) (13.0) (14.5) (9.9)
FX gain (loss) (0.6) (6.4) (4.4)
Share of profit (loss) of associates (0.3) 0.2 (0.4)
Income/(loss) before taxes 7.2 (18.1) (2.8)
Income tax (expenses)/benefit 0.9) (0.5) (0.8)
Net income/(loss) 6.4 (18.6) (3.6)
Minority interest (0.6) 0.3 0.8
Net income after minority interest 5.8 (18.2) (2.8)

Note: 2007 & 2008 audited accounts; *restated frld8D to EUR at yearly average exchange rate;
**unadited management accounts; excludes Novkabel

The Group’s budget for 2010 forecasts sales of 84d48d EBITDA

of €30.2m. However, this does not include the Balseeind Cable
Production business lines, as new CEOs were recapfginted to
run these businesses.

Agribusiness

Because of weaker grain exports after the 2009 sunmaevest,
turnover in the Agribusiness division came in aRE#m (8%
below budget), resulting in an EBITDA of €6.2m (%@ss. budget),
for the first nine months. By way of example, EPHggship silo in
Constanta port handled 0.8m tons in the first hélfhe year and
only 0.3m tons over the second half, resulting im annual
throughput of 1.1m tons in 2009, slightly up on firevious year
(+6%). For 2010 the budget forecasts sales of &h75and
EBITDA of €9.8m based on an increased throughptit.8m tons.
EPH intends to double its handling capacity in Camist port and is
planning to bring a strategic partner into thisesaf the business
which will help finance the construction of a newosand
strengthen EPH’s ability to market SE Europeanrgrain the world
markets.

Milling

The total production at EPH’s four Serbia-basedsnfdf which one
is integrated with a pasta factory) reached 10%dBis in 2009, a
decline of 12.9% versus last year's production. l[Ekag the
Mitsides Point JV, sales over the first nine morgtmod at €7.7m
and the EBITDA reached €1.5m.

www.reconstructioncapital2.com
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Bakeries

Over the first nine months lower volumes, a gendealine in bread
prices and adverse FX effects lead to sales o%&i&nd EBITDA
of €2.4m, 25% lower than the same period in 2008riiy the
fourth quarter, a term sheet was signed with theean Bank for
Reconstruction and Development to finance the coctstn of a
new bakery production facility at the outskirts Bélgrade and a
new CEO, previously the deputy general manager at afnthe
largest bakery groups in central and eastern Eunaps hired to
help plan the expansion of the business and theentova new
centralized plant.

Copper Processing

EPH's copper mill VBS experienced strong demanduyltieg in
annual production reaching 36,000 tons in 200951986 year-on-
year), its highest output since privatization. Altigh sales for the
first nine months of this business line were 5%obebudget at
€125.3m, the EBITDA level reached €9.0m, 14% abowdgbt.
This positive evolution was also the result of &cassful sales
strategy in the Russian Federation, which accoufaed.5% of
production volumes and 23.4% of sales, up fromtalty zero the
previous year. A new management information syss&wuld be
implemented in 2010 to further improve pricing gobfitability.
For 2010, management forecasts a 5% increase jpubgénerating
sales of €187m and EBITDA of €12.6m.

River Shipping

Despite several restructuring and cost saving neasay the new
management team, EPH'’s highly indebted River Sh@ppinsiness
continued to suffer from severely depressed freigtds, low grain
export volumes and low loading levels due to lowtendevels
throughout August — November 2009. Reflecting tHécdities of
this division, EPH aborted the privatization of JRBe Serbian
Danube shipping fleet, in January 2010. EPH is enily in
discussions with the River Shipping Business’s baskerorder to
put its future on a more stable footing. EPH isoals advanced
negotiations to bring in a strategic partner ts 8ide of the business
which should deliver new funding as well as a majmrease in
cargo volumes. For 2010, management expects sb&ldm and
EBITDA of €6.5m, up from sales of €44.5m and zero HBA in
2009.The improvement foreseen for 2010 is based on peated
general pick-up in demand, the introduction of rmwinesses such
as a container line and the set-up of two additidnankering
stations, and further gains in operational efficien.

Real Estate

Currently part of its operating businesses, the @rawns a
significant real estate portfolio, primarily in Bedgle, Novi Sad and
Bucharest which is expected to be freed up for corgiseand
residential development purposes, once the reakeesiector has
recovered.

Other

EPH’'s wholly-owned subsidiary Bioenergy, a woodenllepe

producer based in eastern Serbia, managed to secitaaverage
monthly production from 664 tons in the first haff2009 to 1,866
tons in the second half, generating an EBITDA of &28ver the

first nine months.

$ heweuropecapital
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Albalact ™
Background

Albalact SA (“Albalact”) is a Romanian dairy produaguoted on the RASDAQ section of the Bucharest Stxthange in which RC2 has
acquired a 25.4% stake under its Private EquitgiRmme. A local entrepreneur and his family ownrapimately 48%, with the remaining
26.6% representing the free float. Albalact's markdce slightly increased by 1% over the quarted as of 31 December 2009 RC2’'s
shareholding in Albalact had a market value of Bi¥.compared to €14.4m at the end of the previasstgr. In December 2009 a former
partner of Albalact’s largest shareholder (the @iuamily) made public a claim over 50% of the faris shares based on a JV agreement dated
May 1999. The issue is now being litigated, witk @iurtin family having petitioned a Romanian coertatknowledge the termination of the

JV agreement.

Financial results

As a result, Albalact now owns 93.6% of Raraul'srehzapital. In
2009, Albalact put in place a €2.5m investment @pgne at

(EUR '000) 2007A*  2008A% . ) ”

Income Statement Raraul which was completed in November 2009 and hviitables

Sales Revenues 46,339 51741 s684l 39,706 the plant to process up to 100,000 litres per day@oduce a wide
Other operating revenues 2,550 2,496 2,814 1,434 ) .

Total Operating Revenues 48888 54236 30655 41140 range of cheeses, some of which have already untexti at a
Total Operating Expenses (45,916)  (52,163) (38,906) ,66) number of key accounts. The Romanian cheese mankdth

Operating Profit 2,972 2,074 748 1,478 . .
Operating margin 6.1% 2.8% 1.9% 2.6% accounts for over half of the value of the Romamiaimy market, is

EBITDA 4,858 4,856 2,826 4,534 highly fragmented, representing an important grosghortunity for
EBITDA margin 9.9% 9.0% 7.1% 11.0% Albal . f d

Financial Profit/(Loss) (1.657)  (1.860) (406) (906) alact going forward.

Profit before Tax 1,315 214 342 572 i ) .
Income Tax (241) (52) (66) (165) In June 2009, Albalact completed a comprehensivéemmisation of

Prafit after Tax 1,074 162 276 407 its farm resulting in a twofold increase in its aaipy. It can now
Net margin 2.2% 0.3% 0.7% 1.0%

Avg exchange rate (RON/EUR)
Note: * IFRS (audited), ** RAS (unaudited)

3.337

3.683

3.640

4.228

Albalact has not yet released its full year 2008uits. An analysis
of its nine month results was included in the Seber quarterly

report.

Operations

Following the acquisition of a 77% shareholdingegional cheese-

maker Raraul

in  October

2008, Albalact has continu®e

consolidate its position in this company by sulisng to a capital
increase and making a buy-out offer to the minaftgreholders.

Mamaia Resort Hotels

house 1,000 milk cows. Currently, the farm has 57@ oows and
delivers 5% of the Company’s daily raw milk intake.

Market and Competition

According to a press statement by the Romanian piiticessors
association (“APRIL") the Romanian dairy market wizs in value

terms at €1.1bn in 2009, but recorded an increas®lume terms.
After a 20% year-on-year fall in the first half tie year, sales
volumes recovered in the second half, helped bgifsignt price

reductions of 10 to 30%. Albalact is the leadingypr in the milk

and butter categories.

GOLDEN TuULIP

Mamaia Resort Hotels SRL (the “Company”) is the owenad 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 Compuaiith, the remaining 37%
being owned by a Romanian entrepreneur.

Financial results

In 2009, the Company’s turnover increased by 14%-gaayear in
RON-terms but was stable at €1.6m in EUR-terms. cAlgh the

(EUR '000) 2007A* 2008A* 2009** 2010H . j i
T SeemE hotel enjoyed a slightly higher occupancy rate ottee May-
Sales Revenues 1,140 1,643 1,628 2,380 September season than in 2008, pricing pressufested the food
Other operating revenues 120 144 63 0 d b d t t d th i e fell
Total Operating Revenues 1,260 1,787 1,691 2,380 an .eve.rage. epar men an € ofi-season ocaupal ell,
Total Operating Expenses (1,320) (2113)  (1,986)  (2.188) resulting in a slight fall in its EBITDA level.
Operating Profit (60) (326) (295) 192
Operating margin neg. neg. neg. 8.1% X
EBITDA 144 (109) (145) 391 Operations
EBITDA margin 11.4% neg. neg. 16.4%
Financial Profit/(Loss) (593) (155) (49) (126) ,
Profit before Tax (653) (a81) (194) 565 The Hotel's occupancy rate over the extended surseason (May-
Income Tax 0 0 - (42) September) of 52% was slightly better than the 48%orded in
Prﬁlﬁ‘;g?‘ (6:2 ("'nselg ;1624) 2:; 2008. The occupancy over the off-season monthsof@ctApril)
N . . 0
Avg exchange rate (RON/EUR) 3.337 3.683 4.237 4.200 stood at 3%. Overall, in 2009 the occupancy ravedstat 23% in

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

2009, below the 30% recorded in 2008.
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Accommodation revenues amounted to €1.2m in 202% bwer
year-on-year in EUR-terms, while the food & beveragpartment
generated revenues of €0.4m, similar to 2008 afthowlumes
were substantially higher.

Prospects

In late December, the Hotel started constructiomke/mn a new
conference centre which should be finalized inyedybril 2010.
The conference centre will have a capacity to eeat 400 persons
in 6 separate halls spread over approximately 1s2@@ The budget
for building and fitting out the conference ceniseapproximately
€1m. Although the works are currently being finahcéy

Top Factoring

www.reconstructioncapital2.com
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shareholder funds, the hotel is in discussions with banks to

attract external funding for the project. The aifttee management
is to use the conference centre as a tool to isertfze occupancy
rate in the off-season months. The Hotel has ajreateived

indicative bookings for conference events that &hogenerate
€0.5m in revenues (including accommodation and Fi&E)010.

Overall, the 2010 budget targets an increase imuim@al occupancy
rate from 23% to 27%, mainly as a result of thedbdo the off-
season occupancy rate generated by the conferente cwhich is
expected to result in revenues from the accommudatnd food &
beverage department increasing by 43% and 25% oyesear,
respectively.

g
ﬁlm ~{Orino

Top Factoring (“Top Factoring” or the “Company”)ageceivables collection company in which RC2 owB88% shareholding. The remaining
7% is owned by the Company’'s CEO. The debt acquisjtiart of the business is now being carried ouaiySPV owned by RC2 (Glasro
Holdings Ltd) which is sub-contracting the debtection process to Top Factoring.

Financial results

(EUR '000) 2007A* 2008A*  2009A**  2010B
Income Statement
Total Operating Revenues 694 1,205 1,587 2,650
Debt portfolios 547 993 1,064 1,650
Agency contracts 146 212 523 1,000
B2C 146 139 370 664
B2B - 73 153 336
Amortization of debt portfolios (399) (774) (388) (474)
Total Operating Expenses (913) (1,883) (1,490) (1,997)
Operating Profit (220) (678) 97 653
EBITDA (213) (641) 132 693
EBITDA margin neg. neg. 8.3% 26.1%
Financial Profit/(Loss) 110 (15) (5) ()]
Profit before Tax (109) (693) 92 646
Income Tax - (0.4) (50)
Profit after Tax (109) (693) 91 596
Net margin neg. neg. 5.8% 22.5%
Avg exchange rate (RON/EUR) 3.337 3.683 4.237 4.200

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

The results presented above are the combined ascainTop
Factoring and Glasro Holdings Limited, the SPV getby RC2 to
undertake the debt purchase side of Top Factorifgisiness
(together the “Top Factoring Group”).

The Top Factoring Group moved into profit in 200@)ped by a
definite improvement in its operating efficiency asll as by the
credit crunch, which has reduced competition far gurchase of
receivable packages, resulting in a significanuotidn in the cost
of debt packages.

In 2009, the Top Factoring Group was active in pasing
portfolios of receivables, having acquired two ngertfolios from
Vodafone consisting of 65,000 cases with a combidinal value
of €14m. The debt purchase activity has turnedtoube highly
profitable, due to a fall of up to 50% in the cadtsuch debt
purchases because of reduced competition from diakmuyers.

The first 2009 Vodafone portfolio was acquired wyJand the
second in December.

The agency business grew almost 1.5 times yearean-yfrom
€212k to €523k. Top Factoring managed to acquue fiew clients
on the B2C side, while the B2B department set up inedaper
2008 managed to generate a turnover of €153k i8.200

The implementation of new software at its call-cenih August
2008 and continuous upgrading of its reporting aoatrolling
systems helped trigger an improvement in the oppeyaesult, from
a loss of €678k in 2008 to a small profit of €9@k2009.

Prospects

Top Factoring plans to develop a field collecticgtwork over the
first nine months of 2010, comprising 71 collectasvering the
entire country. This instrument will mainly helpetidebt purchase
side of the business and complement the -collectativity
performed in the call centre. Field collection $imated to generate
revenues of €0.8m in 2010, while total costs (getund operational)
are estimated at €0.3m.

The 2010 budget is based on the conservative asgumthat Top

Factoring will not win any new mandate clients oguire any new
debt portfolios. The projected growth in revenuegxpected to be
generated by higher volumes of B2C cases from egistlients,

strong growth in B2B revenues, and collections fromieceivable
portfolios already acquired in 2009 and earlierrgeblowever, due
to the early stages of the field collection proje¢tis not yet

incorporated in the Group’s 2010 budget.
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Romar
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ROMAR
[Medicall

RC2 owns 40% in the Romar Group (“Romar”) and the @mis founder (the “Founder”) owns the balance @¥®% In late 2008, RC2 and the
Founder put the company up for sale by means afrganised sale process but were unable to sebubmess. RC2 is currently analysing all

its options for this investment.

(EUR '000) 2007A*  2008A**  2009A**
Combined Income Statement
Total Operating Revenues 7,789 7,597 6,231
Total Operating Expenses (7,431) (7,828) (6,489)
Operating Profit 358 (231) (258)
Operating margin 4.6% neg. neg.
EBITDA 733 93 107
EBITDA margin 9.4% neg. 1.7%
Financial Profit/(Loss) (93) (79) (228)
Earnings before Tax 265 (310) (486)
Income Tax (77) - -
Earnings after Tax 187 (310) (486)
Net margin 2.4% neg. neg.
Avg exchange rate (RON/EUR) 3.337 3.683 4.237

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

Capital Market Developments
BET-EUR, SOFIX and BELEX-15: 1 year performance
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Macroeconomic Overview
Overview
RO as of: BG as of: SRB as of}
GDP Growth (y-0-y) -7.2%  FY09 -5.1% FY09 -2.8% FY09
Inflation (y-0-y) 4.7%  FY09 0.6% FY09 6.6% FY09
Ind. prod. growth (y-o-y) 11.6% Dec-09 -10.8% Dec-09 A3 Dec-09
Trade deficit (EUR bn) 9.7 FY09 4.1 FY09 4.3 11M09
y-0-y change -58.6% -52.5% -42.7%
FDI (EUR bn) 4.9 FY09 2.8 FY09 11 11M09
y-0-y change -48.4% -56.6% -41.7%
Total external debt/GDP 66.4% Dec-09 110.4% Nov-09 69.4% Nov-09

Reserves to short-term debt
Loans-to-deposits

195.9%
119.2%

Dec-09
Dec-09

101.3%
113.9%

9ov-0 469.5%
Dec-09

Nov-09
-0dov

117.0%
Commentary
Romania

In the fourth quarter, Romanian GDP fell by 6.6% ryaayear,
resulting in an overall economic contraction of%.&h 2009. Modest
economic growth of 1.3% in 2010 is predicted byhbiite IMF and

7

The 2009 results, which are preliminary, indicatdes of €6.2m,
down 18% year-on-year, while the EBITDA remained #8€0.1m.
Revenues generated by Occupational Health Servit@blY’)

accounted for almost 60% of the combined turnovielRomar,
while “walk-in" clients generated 24% of revenubss2009, Romar
posted a loss of €0.5m, compared to a loss of €h3a08.

Commentary

Over the fourth quarter, the Romanian market’'s éndex (BET-
EUR) was up 6.8%, whilst the Bulgarian SOFIX and $egbian
BELEX-15 indices fell by 11.0% and 22.1%, respedyiveBy

comparison, the MSCI Emerging Market index was u@%0) the
MSCI Emerging Market Eastern Europe index was u%Jland
the FTSE100 and S&P indices increased by 8.6% aB&b6,7
respectively.

Over the year, the BET index, the SOFIX index arael BELEX-
15 index increased by 52.0%, 19.3% and 9.7%, r¢ispbg all in
EUR-terms. By comparison, the MSCI Emerging Markedeix
and the MSCI Emerging Market Eastern Europe indexessed
by 69.9% and 74.6%, respectively, whilst the FTSE&4Ad S&P
indices increased by 31.7% and 20.2%, respectively.

Dec-09

the EBRD. The industrial sector showed signs of imeneent
towards the end of the year, with industrial prdducincreasing by
11.6% year-on-year in December 2009.

The December 2009 Romanian presidential electiere won by the
incumbent Traian Basescu in an extremely tight.rBesescu, who is
backed by the Liberal Democrats, won a new fiver yeandate. A
new Government, built around the Liberal Democrairtyy the

Hungarian Party and other minorities and indepetsjdras already
been formed.

In 2009, Romania recorded a budget deficit equal.88%6 of GDP,
meeting the target imposed by the IMF. With budgetaceipts
depressed due to the recession and low taxati@islevmprovements
in the absorption of EU funds and a reduction ef pblic sector are
considered essential to ease the fiscal deficie dabsorption rate of
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EU funds over 2007-2009 has been very modest: 6u€505bn
allocated to Romania, only €0.6bn were actuallywra

The newly-formed government’s first priority hasebeto pass the
2010 budget through parliament, which was a condiirecedent for
the IMF to release the remaining tranches of i@nloThis was

achieved in mid-January. The 2010 budget provides fiscal deficit

of 5.9% of GDP, to be achieved primarily by puldiector job cuts
and a freeze on pensions and public sector wagesbiidget is based
on an economic growth projection of 1.3% in 202 an allocation

of only 4% of GDP to investments.

The IMF intends to release both the third (€1.5Bn)l the fourth
(€0.9bn) tranches of its support package for Romdwaend-

February, with the funds being used in equal primas to cover the
fiscal and balance of payments deficits. So far, Ram has received
the first two tranches of its IMF loan, amounting&6.9bn, just over
half the total amount committed by the IMF (€12.Rbhhe entire

financial package from international institutiongpeoved in March
2009 amounts to €19.5bn.

Romania’s CPIl was up 4.7% year-on-year in Decemb@g,28own
from 6.3% at the end of 2008 but outside the 3.3&6/minus 1%
band targeted by the National Bank of Romania. THation rate is
likely to stay close to 4% in 2010, as domestic dethremains low.
In January 2010, the inflation rate was 5.2%, drivginly by a one-
off 14% increase in the price of cigarettes.

Romania’s 2009 current account deficit of €5.1bn W85% lower

than in 2008, coming in at 4.3% of estimated 20@¥PGless than the
5.5% predicted by the IMF. FDI flows, which stodd4.9bn (-48.4%
year-on-year) covered 96.9% of the current accdefitit. In 2009,

the trade deficit fell by 58.6% year-on-year to@h, with exports (-
13.9%) holding up much better than imports (-32.3%)

The Romanian leu lost 5% against the euro in 20@%tauted 2010
on an appreciating trend, having gained 2.6% yeatate on the back
of positive sentiment from foreign investors anthtigely high real

interest rates.

Romania’s total external debt position stood at EF8.at the end of
2009, or 66.4% of estimated 2009 GDP. The publit denounted to
€32.7bn at the end of October (or 27% of GDP), % 26D increase.
The National Bank of Romania’s foreign reserves {gkicg gold)

were €28.3bn at the end of December 2009. The -tont external
debt was €14.4bn in 2009, resulting in a good weseto-short-term-
debt ratio of 196%. The Romanian Ministry of Finaag®as to launch
a Eurobond issue of between €0.5-1.5bn with a ntataof 5 to 10

years in the first quarter of 2010.

With banks shrinking their lending activity and bdtouseholds and
companies facing liquidity issues, total domestim4governmental
credit (which excludes loans to financial instituts) dropped from
€49.7bn at the end of 2008 to €47.3bn at the er@d09. Of this, 40%
was RON-denominated and the balance of 60% was rieigfo

currencies. As expected, with a rising unemploymaitg (7.8% in

December 2009, compared to 4.4% the same montD@38)2and

increasing corporate defaults, bad loans have asetin the banking
system: overdue loans (€1.9bn) amounted to 3.9f4talf loans, a 2.8
times increase since the beginning of 2009, but4&62month-on-
month decrease. The Romanian banking system’s totals-to-

deposits ratio was around 119% at the end of 2009.
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December 2009

In February 2009, the National Bank of Romania lodeits key
interest rate from 7.5% to 7%, the second conseswecrease since
the beginning of the year.

In January 2010, Fitch Ratings revised Romania'soolatlifrom
‘Negative’ to ‘Stable’, reflecting improvementstime country’s macro
situation: a narrowing of the 2009 current accaleficit, a relaxation
of political tensions, the swift adoption of thelBObudget, and the
normalisation of relations with the IMF.

Bulgaria

The Bulgarian economy fell by 6.2% year-on-year @09, resulting
in an overall economic decline of 5.1% over 2008dustrial
production also continued to fall, registering a8%0 year-on-year
decrease in December 2009.

Bulgaria’'s CPI rate was up 0.6% year-on-year in DdxmrmHowever,
the country’s disinflationary outlook is likely tbe maintained,
primarily due to still weak demand.

Shrinking private consumption and falling corporateestments led
to a 2009 current account deficit of €2.9bn, or%8.®f GDP,
compared to €8.7bn in 2008, or 25.4% of GDP. FiDows amounted
to €2.8bn over the year, covering 97.7% of the ditefiThe trade
deficit, which came in at €4.1bn in 2009, fell 8.5% year-on-year.

The fiscal deficit came in at €0.3bn, or 0.8% of B5Cat the end of
2009, compared to a surplus of 3% in 2008. The 2bWfget

approved by the Bulgarian Parliament in December92@0@gets a
balanced fiscal position, although a deficit of %-3s more likely

according to statements by the governor of therakritank. The

objective is for expenditure on pensions and pubBges to remain
flat, while an increase in excise duties shouldsboevenues. Since
the Government is committed to keep the curren@rdaegime in

place, one task of vital importance is keepinghibdget deficit under
control. Despite optimistic projections that prédéconomic growth

in Bulgaria, rising unemployment and sluggish legdshould put

pressure on domestic demand, threatening the Gmesit’'s objective

of having a balanced budget: in December 2009 utremployment

rate was 9.13%, up from 6.3% at the end of 2008.

Out of a total external debt position of €37bn (420 of GDP) at the
end of November 2009, only 11.2% was attributablehte public

sector. Whilst the government finances are relbtive order, the
highly leveraged private sector (99% of GDP atehd of November)
remains one of the main weaknesses of Bulgaria. Bhlgarian

Government has expressed its intention to laun€h.sbn Eurobond
later this year, but any funds which are raised ldidee used to
refinance the existing debt. The reserves-to-steon-debt ratio was
101.3% at the end of November.

Limited capital inflows (which were a growth drivém the past)

coupled with weak domestic demand have put pressutee quality

of banking assets. Overdue loans amounted to 6#4&l doans to

non-financial institutions at the end of 2009, umi 2.5% a year ago.
The Bulgarian banking system had a total loans-fmssi¢ ratio of

around 114% at the end of December. While the depese has
increased from €21.4bn to €22.1bn during 2009,daaareased from
€24.6bn to €25.2bn over the year.
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In January 2010, Moody's increased the outlook otg&ia from
‘Stable’ to ‘Positive’. This restores the positivatlook that Bulgaria
enjoyed prior to the financial crisis in Septemp@0s.

Serbia

According to the National Bank of Serbia (NBS), ré@P contracted
by 2.8% year-on-year in 2009, implying a contrattaf just 1% in
the fourth quarter, following a fall of 2.3% in ttt@rd quarter, and 4%
and 4.2% in the second and first quarters, resmaygtiThis is due to
an improvement in manufacturing output, which alitpo falling 7.6%

www.reconstructioncapital2.com

December 2009

In December, the 2010 state budget was adopted;hwiairgets a
narrowing of the budget deficit from 4.5% of GDP2809 to 4% in
2010, and a further fall to 2.4% in 2012. The otijecis for this to
occur through reduced expenditures (from 43.1% DPGn 2009 to
40.7% in 2012), primarily by freezing public sectarages and
downsizing the public administration, as well as fejorming the
pension, education and healthcare systems. Thentwaccount deficit
reached €1.6bn in November, a 71.3% year-on-yearedse. The
main driver was a 28.9% year-on-year decline indrtg while
exports declined by a more modest 20.9%.

year-on-year, experienced a 41.3% expansion ifbdse metals and
chemicals sectors in October due to higher outputU& Steel’s
Serbian plant. The Economist Intelligence Unit mwnforecasting
GDP growth of 1% in 2010, with the recovery expddie strengthen
in 2011.

In late December, the National Bank of Serbia (NBS)ered its key
interest rate by an additional 50 bps, from 1098.6%%, representing
the ninth interest rate cut in 2009, and resultinga cumulative
decrease of 825 bps, from 17.75% in early 2009.RNkamand, the
IMF stand-by agreement and reduced inflationangqrees are cited
CPI of 6.6% in 2009 came in at the lower end of6it$0% target as the reasons for latest rate cut.
range. The main trigger was the global increasgaliprices. Inflation

. . . On 19 December, the visa regime for Serbian ciszeavelling to the
is expected to continue to slow down in 2010 antil20 v g ! : g

Schengen area was lifted. Moreover, following aitpasreport on the
country’s cooperation with the International Crinliiaibunal for the

former Yugoslavia in The Hague, the EU has agreednblock the

freeze on its interim trade agreement with Semi@bling the country
to increase its exports and improve its induspialduction.

In March 2009, the Serbian government negotiatednan-
precautionary stand-by agreement with the IMF, segua €3bn loan
to support its balance of payments deficit. Howewaspite a re-
negotiation of the agreement with the IMF in Novemtihe foreign
exchange market has shown increased volatility mpemied by a
gradual depreciation of the dinar in November andcdnber,
implying an average depreciation of about 6% in®200

Standard & Poor has upgraded Serbia’s outlook frhegative” to
“Stable”. This was triggered by an easing of exdépressures and the
expectation of budgetary consolidation over theimederm.

Important Information

This document, and the material contained thetisimtended 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 adviseihdependently review and obtain independent prafeas 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 bestexged 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, regarditite performance of the Fund. There is no guaratiiaeits 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 adémand recipient only and should not be reliednupy any other persons and may not be
reproduced, redistributed, passed on or publisiedwhole or in part, for any purposes, without théoprwritten consent of New Europe
Capital Limited, New Europe Capital SRL and New Europet&lapOO0.

9 $ heweuropecapital



