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We performed a detailed analysis of financial and legal aspects of business operations of ZhL
ALC {the Company), as well as analysis of the Company’s position both in the domestic and
international markets.

The Company’s management is responsible for the reliability and completeness of the
information provided. Our responsibility 15 o provide opimion on the paying capacity,
financial position and reliability of the Company as a trading partner. We believe that we
raceived complete and reasonable information for such opinion.

The Company has a reputation of reliable pariner for its suppliers, buyers, banks and other
pariners. The Company provides timely payments to itg suppliers of raw materials and
equipment, lending banks, including settlement of loans in accordance with their payment
schadules. The Company’s buyers confirm that the Company™s products, due to their quality,
are of a strong demand among consumers both domestically and internationally.

The Company has more than 60-vear of work experience in confectionery market and
currently the Company 15 the fifth ranked industry enterprise. The short-term prospects of
the Company include its intention to enter the top three confectionery companies by virtue
of competitive prices. production of innovative goods, customers lovalty, modemization
of existing production equipment, construction of new facilities and other competitive
advantages.

The Company prepares its financial statements in accordance with International Financial
Reporting Standards. These financial statements have been used as a basis for our analysis.

The Company had positive sales dynamics in USD before 2009, when the Company
experienced business decline as a result of national currency depreciation against USDy due to
deterioration of the global economic environment. Taking account of the Company’s history
of sales, 15 focus on promising confectionery sectors (healthy and chocolate products, ete.),
enlargement of production facilities (construction of new shops), the sales projections of the
Company {up to 108 in tons and up to 13.5% in UUS Dollars) seems to be quite realistic.

The Company is a profitable organization. It has strong cash flows from operating activities
that meet the Company’s demands in working capital, capital investments into modernization
of equipment and discharge of s financial obligations o banking institutions on loans
received.

The Company s returns are at market level and in some cases even exceed the marker average
profitability. In particular, return on assets amount to 22.6% that significantly exceeds the
market level of 13.10% and proves the efficient use thereof. Return on capital, which makes
up 38.2%, is above the market level of 30.3% that proves the efficient management of capital
invested into the Comparny.

The Company’s profits provide for steady financial position that is expressed by high short
and long-term liquidity ratios which equal o or exceed the market levels. The Company’s
quick liguidity ratie amounts to 2.8]1 and exceeds the market level of around 1.05. The
Company gearing ratio equals 41.7 which is above the market level of 26.1.

Feturn on the assets used by the Company is ensured by high efficiency of the working
capital management. The Company’s return on the used assets is in excess of the market
level by all working capital parameters: inventory, trade accounts receivable and payable.
The Company’s inventory tumover ratio, which is 29 days, significantly exceeds the market
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average ratio of 40 days, which shows high efficiency of the production process and sale of
finished goods.

Conducting s operations in unstable economic and political environment inherent to
Ukraine, the Company implemented due controls for risks management (operating, credit,
liquidity and market risks) and diminishing their impact on the Company.

The Company has no material risks and contingent labilities.

In the course of our legal analysis we dentified no material litigations and claims filed by
counterparties, state ax and other authorities, as well as material violations of laws and
regulations that may expose the Company to significant risks.

Taking into account the trends of the Ukrainian and international confectionery markets
{annual growth of about 3%, demand for innovative production for healthy life style, eic.),
the Company has high potential for the expansion of its presence therein and entering both
new territorial and product markets.

With stable financial position and operating profitability, implemented efficient risk

management mechanisms, due to compliance with effective legislation and regulations,
FhL ALC is a reliable pariner with high solvency and low risk of defaulted or delayed
payment.
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Location and Legal Address

Legal name of the Group’s main company:
Additional Liability Company “ZhL”

{The direct legal suwccessor of Closed Joint Stock Company “Zhyiomyrski Lasoschy™,
EDRPOU code 00382071

Registration data {uniform code of Ukrainian organizations and business entities
(EDRPOL):

37546647

Legal and actual address:
Ukraine, 10003
Lhytomyr, 67, Shehorsa Street

Management of the Company:
Gamow Yevhen Borysovych,
General Director

{The structure of the Company’s governance bodies 15 described in section “Constituent
Documents and Corporate Governance™ in legal analysis chapter)

Contact details:

Tel.: (+380 412) 413-200, 418-324

Fax: (+380 412) 413-200

E-mail address: ztsweetsimsladosti.com.ua

[nternmet site: hiip:/Saww.sladosti_com.ua
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Organizational Structure and Business Activity

The principal activity of Renaissance Capital Group (hereinafter referred o as the “Group™)
is the production and distribution of confectionery products. Their assoriment is versatile
and imcludes sweets, biscuits, caramel, waifles, toffees, cereal candy sticks, oriental sweets,
dry breaktast cereals and products for diabetics. It should be also noted that the company is
not specialized in bar chocolate production as there are significant entry obstacles for this
segment of confectionery market, including tough competition and hupge capital investments
into production equipment and marketing campaign.

The main Group’s manufacturing company 15 Additional Liability Company “ZhL™
(hereinafter referred to as “ZhL ALCT, “ZhL7, the “Factory™, or the “Company™).

As shown on chart 1, the orpanizational structure of ZhL ALC includes the following
principal functions:

« the Company’s management and administrative personnel including accounting,
financial and legal units;

« production units including seven production workshops and a packaging unit:

« functional management services including, inter alia, commercial units, sales units,
export and corporate chain management units, supplies unit, procurement and customs
units, certification and quality control units, etc.

Please be informed that ZhL ALC is the direct legal successor of Closed Joint Stock Company
“Lhytomyrski Lasoschy™ (EDEPOLU code 00382071) from March 15, 2011, as the result of
merger with Budstyle-XX1 Limited Liability Company {EDRPOL code 366THGEE].

FhL ALC duly owns all the liabilities, angible and intangible assets, and licenses of the
former Closed Joint Stock Company “Zhytomyrski Lasoschy™ and Budstyle-XXT Limited
Liability Company'.

Limited Liability Company “Renaissance Capital Invest™ is the second major Group’s
company (herginafter referred 1o as “Renmaissance Capital Invest LLC, *RCT LLC™, *RCT,
or the “Company™). The Company was established in February 2000 (Kyiv, Ukraine).
MWowadays the Company has 133 employees.

RCI LLC is involved in the following business activities:
« information and consulting services in the sphere of strategic management;
* marketing services:
« purchase and sales of raw materials;
« construction projects financing;
= real estate rental services;
« purchase and sale of real estate.

As far as the Factory does not perform marketing services the RCI performs this function for

For further informaticn on this matter please see legal chapter of this Report.
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FhL ALC. Also the Company provides consulting services and raw materials procurements
for the Factory on domestic market.

Renalssance Logistic Systems (hereinafier referred to as “Renaissance Logistic™ or the
“Company™) was established in 2010 (Kiev, Ukraine).

The Company provides logistics and transportation services for confectionary products all
over Ukraine. So, the Company delivers ZhL products from Zhitomir to the regions, and on
the way back it delivers confectionary products of other manufacturers from regions to Kiev
and Zhytomir. This helps the Company to maximize profits, optimize expenses and diversify
business processes.

Global Finance & Engineering S.A. (hereinafter referred to as “GFE” or the “Company™)
was established in 2007 in Geneva, Switzerland.

GFE supplies equipment to the Factory and deals as international Trading House for the
Group. Given company also extend long-term credit for ZhL ALC.
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Corporate History

“Ehytomyrski Lasoschy™ confectionery plant was founded on May 11, 1944, Only seven
people worked in the culinary shop of the plant at the tme. Afier one yvear, the plant staried
construction of sponge-cake goods, caramel, sweets and panned sweets and marmalade
production shops.

Dwring the pericd 1958 - 1970, the Factory underwent two production equipment upgrades,
and since early 1970-5 the plant was producing 12 thousand tons of sweet products per vear.
The number of employvees increased o B0 persons.

[nn 1980-5, the plant has established a strong transportation and warehouses infrastructure, a
system of receipt and transfer of basic raw materials/finished goods to'from the workshops:
power and water supply svstems were upgraded. Those measures allowed the plant to
increase its annual capacity to 30 thousand tons.

In 1992, the Company’s management made a decision to enter privatization process to find
a way out of economic difficulties.

24 August 1993 has become another birthday of the Company. On that day, the plant was
privatized and renamed to Closed JToint Stock Company «@hytomyrski Lasoschys. The new
market condition required modification of production strategy and tactics and upgrade of the
production and management svstems. Marketing unit, distribution network and corporate
chain were created, and all the systems were computerized.

[n 204M1, the Company attracted a foreign investment from Cobisco Union Inc. By virue
of that several new production lines were launched e.g. the Klestral produciion lines in
workshop Ne 6, an ultramodern Haas watfles production line in workshop Ne 3, and Hakos
lines for production of chocolate sweets in workshops Ne 1 and Ne 5. The plant’s caramel
workshop was upgraded allowing to triple production volume of the shop. Ialian Lazer
bakery dough and biscuit molding lineg was put into operation enabling the plant to produce
I8 tons of sweet biscuits and 12 tons prolong cookies per day, During the period 2000
2004, the Company more than doubled s production volumes and introduced new brands
which became its busingss card. Those included «Belgian fantasiess praline, «Zolote Kiltses
biscuits, «Mahistrs waflles, and «Karmeladkax soft caramel. In 2004, the plant™s annual
production capacity reached 36,404 tons. The plant received numerous awards for persistent
quality of its products.

[n 2005, the plant launched another three production lines increasing production volumes
by another 30%. In 2006, the plant started (o produce and sell new caramel brands including
slhytomyrski Lasoschys chewing caramel, «Good Daye cereal candy sticks with dred
pitted and halved apricots, and «Bunches chocolate snacks.

Renaissance Capital Invest LLC was registered in Kyiv, Ukraine in February 2006, The
Company provides qualified marketing and consulting services for Ukrainian companies
in different business spheres. The Company also organizes purchasing and sales of raw
materials for Ukrainian confectionary enterprises. RCI provides the Factory with Ukrainian
raw materials and also provides marketing, consulting and trade-marketing services.

[n June 2007 the Factory received international certificate of quality control TSO 9001 2000,
In this year, Zhytomyrski Lasoschy CISC was nominated a prize winner of All-Ukrainian
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contest named «Vyshcha Probas, received «Zolota Fortunas diploma of the International
Popularity Rating, and «Industry Leaders award.

[n 2008, management resolved o optimize the plant’s products range in accordance with
the recommendations on assortments policy provided by RCI based on marketing research,
70 brands were cancelled and 40 new types of products were designed and launched. In
particular, the Company™s designers created new brand named Doma. Furthermore, Good
Day cereal candy sticks with dried plums and cranberries were offered on the market. In
2009, the Company received the International certificate IS0 2200:2005 «Food products
safety management systems» confirming the high quality of its confectionery products.

[n June 20010, Zhytomyrski Lasoschy CISC was included into TOP 100 of Ukrainian busingss
leaders and ocoupied 3rd position among the companies with the best development pace.

In March 20011, Zhytomyrski Lasoschy CISC was reorgamized into Additional Liability
Company “ZhL” as the result of mutally advantageous merger with Budstyle-XXT Limnited
Liability Company for the purpose of the Group's further business development.

In June 2011 ZhL-Rus Limited Liability Company (“£hL-Rus LLCT) was estab-lished
in Rostov-na-Donu, which is the administrative center of Rostov Oblast of the Russian
Federation. £hL-Rus LLC is going to became the exclusive trading house in the southern
regions of Russia,

Currently, employing about three thousand persons, the Group intends o construct new
confectionery workshops (each of them will be a new plant in terms of its capacity and size)
which will make it possible to increase the production capacity and create approximately one
thousand new jobs,

Position of the Company on Ukrainian Confectionery Products
Market

As of today, about 30 confectionery manufacturers are operating in Ukraine, some of them
even have production capacities abroad, in particular, in Russia and Lithuania.

[n 20010, the leading Ukrainian confectionery manufacturers had the following market shares:
* Imternational confectionery corporation ROSHEN — 23539,
« Giroup KONTI - 15.3%,
« Confectionery Company AYVE — 11.6%%,
« Corporation Biskvit-Shokolad — 5.8%,
+ Additional Liability Company ZhL- 5.1%.

ZhL ALC has the fifth position on the market and has approached top three market leaders.
The remaining 36.9% of the market are ocoupied by Poltavakondyter OJ5C, Kralt Foods
Ukraine CISC, Svit Lasoshchiv LLC, Lviv Confectionery Firm “Svitoch™ CISC and regional
confectionery manufacturers.

[n 2010, the market share of ZhL ALC decreased by 0.4%, i.e. by 2 506 tons in natural terms,
mainly due to plant modernization: some production lines were dismantled, new lines were
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installed and some upgraded. In terms of annual prodoction volumes, the Company 1s ahead
of Poliavakondyter OJ5C by 53%. The gap in annual production volumes with the closest
rival (Corporation Biskvit-Shokolad) comprises less than 1%, The share of ZhL ALC in total
Ukrainian producers output is 3.1%, and the Company™s production volume is higher than
the aggregate production volume of its two nearest rivals Poltavakondyter OJ5C and Kraft
Foods Ukraine CISC .

Today, the manufacturers do not strive to primarily increase their production volumes
preferring to enter into the most profitable market segments, such as production of chocolates.
According to expens’ assessments, the profitability of chocolate production is 25%.

ZhL ALC and RCI LLC have been permanently working on improving the quality of
confectionary products and avoiding significant increases of prices for its products, which
enables the Company to maintain ZhL market position and preserve production and sales
voluwmes.

Mission, Objectives and Strategy of the Group

The mission of the Renaissance Capital Group 15 to provide the customers with innovative
and reasonably priced quality products, to keep traditions and to form a culture of new
products consumpiion.

Main principles of the Group business strategy are:

Customer orientation. The Group has always valued comments and preferences of each
customer and timely responding to theim.

Premium guality. High quality is one of the core values for the Company. Production
facilities of the factory are upgraded on the annual basis in accordance to the latest high-tech
European standards. The Company implements strict raw materials quality control in the
production process. On top of that RCD s permanently improving the level of employees
knowledge considering qualified personnel as one of the main assets of the business.

Professionalism. Professional development of each employee is key factor for the Group’s
successful development.

Innovation. Continuous development and search for new solutions, improvement of
production methods and technologies, and design of new products tor Ukraine in each sphere
for every company enable the Group to satisfy and foresee the most sophisticated tastes of
its clignts and customers.

The objectives of ZhL ALC for the nearest three vear period are as follows:

« Toenter the TOP 3 of Ukrainian confectionery producers in terms of cash flows and
to strengthen its positions by virtue of creating strong competitive advantages of its

products.

« To build trade mark awareness and lovalty. Increase Ukraine’s average index of per
capita consumption of the products made by ZhL ALC.

« To increase domestic sales volumes.
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* To increase international sales volumes in the following strategic regions: Russia,
Central Asia, Middle East, and Western Europe.

The Factory adheres to the following functional strategies to achieve its objectives:
Pricing Strategy

Higher profit margin products orientation — production of chocolate sweets with higher
profit marging comparing to other confectionery products (see section “Position of the
Company on the Ukrainian Confectionery Products Market™).

Maintaining competitive prices — presentation of Zhl confectionery products in different
price segmenis by viriue of clear trademarks positioning. This pricing policy 15 developed
individually for each trade mark by the Group specialists taking into account market situation
in respective target groups. This enables the Factory to maintain its price competitiveness
comparing to similar market offerings.

Increase of average product per capita consumption index in Ukraine from 1.05 o 1.56
UAH per capita by 2002 by virtue of the increase of sales via corporate retail network and
raising sales volumes in the urban areas of Ukraine, which currently account for about 4096
of domestic sales.

Production Strategy

Expansion of production volumes and wpgrade of existing facilities. The company
selected the strategy to construct new production facilities rather than acquire the existing
plants based on the following considerations:

* to avoid speculative price risk arising from acquisition of an operating company:
* toavoid problems related to merger of companies with different corporate cultures;

* absence of domestic confectionery plants meeting the Company’s mission and
objectivis.

RCI bought two land plots of 1080.8 square meters in Zhytomye, Ukraine. The Company is
going 1o build 3 modern workshops with total capacity of 4000 thousand tons per month,
finished product storage, raw-material store, semi-produet staging area, locksmiths workshop
and plant engineering department for ZhL confectionary factory there. The Company plans
to finance this projects which will help to double current factory’s revenue. At the same time,
the Zhl ALC is in negotiation process for acquisition of equipment for its new workshops
from leading manufacturers such as Sollich, Chocotech, Hosokawa Bepex GmbH, Tecon,
Knobel, Aasted Mikroverk, Klockner, Tromp, Imaforni, Lazer, and Gima.

Sales Strategy outside Ukraine

On the international markets, the sirategy of ZhlL ALC envisages expanding the products
presence in Russian Federation (namely, in Moscow and Moscow region), Central Asia,
Middle East and Western Europe. The Company plans to increase export share from 300 of
tofal production in 2010 to 40% in 2005, All of these Zhl ALC is planning o achieve with
the assistance of GFE company.
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Diagram 1.1. Increase of Sales Revenues in Strategic Foreign Markets (in natural units)

Market share expansion in the Russian Federation. During 2011-2012 the Group intends
to increase its annual sales volumes on Russian market by 20% in natural units due to
expansion of market presence in economy and premium segment products. By 2013, the
Group plans to increase its total exports to the Russian Federation to 30%. The expansion of
presence in Russia is critical as this is the largest market for the Group.

The Group plans to open a number of trading houses in the Russian Federation and to start
aggressive promotion of the company’s premium products in Moscow and Moscow region.
This is explained primarily by the fact that average confectionery products consumption
in these areas per person significantly exceeds respective average indicator for the country
which is explained by higher personal income levels.

However, the Group is interested in other territories of the Russian Federation. Thus, in
June 2011 ZhL-Rus LLC, the exclusive trading house of the Group in Rostov-na-Donu, the
Russian Federation, started its activity. ZhL-Rus LLC is go-ing to cover the southern regions
of Russia with its products as well as to get a foothold in the Russian confectionery market
as the Top-5 Ukrainian producer.
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Opening the abovementioned subsidiary gives the following advantages to the Group as well
as to the Russian consumers:

« Bimplified customs clearance for the Group’'s products;
« Aftractive prices without retail margins of intermediaries;

* Full range of the Group’s confectionery products.

'
£
=
0
z

Expansion of the market share in Asia. Central Asia countries are a promising market for
the Company’s products. As such, on the Asian market the Company intends to expand its
share by 10% in 2011 and 2012 and by 15% - in 2003, In particular, the Kazgakh domestic
producers are capable to satisty only 30% of the local demand for confectionery products,
which creates an opportunity to increase export (o this country, moreover ZhL ALC already
has well established long term relations with reliable local distributors.

Expansion of European market share. the Company is planning to expand its market share
on European market, by 15%, 18% and 25% in 2011, 2012 and 2013, respectively. For this
purposes the Group is establishing a Trade House in Europe (whose functions will be carried
out by the related company Global Finance & Engineering 5.4.).

Trade Marks Strategy

For the nearest yvears ZhL ALC plans to modify itg products portfolio increasing production
of medium and high priced segment goods and reducing the economy segment goods
production (see diagram 1.2). Taking into account the consumption trends observed in the
pre-crisis period, it should be noted that the demand for “healthy products”™ (for example,
cereal candy sticks) will be growing on a permanent basis. Given this trend. by 2013 the
Company plans o reduce production of ZhL brand from 83% to 32%, and to increase the
production of Doma brand from 15% to 40%. The share of Optimix brand in the total output
should grow 4 times, from 2 o 8%,

Diagrram 1.2, Targeted Changes in the Trode Marfs Struciure

Market strategy

The Factory’s market strategy is provided by RCI and envisapes the following measures:
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* BTL activities® on domestic market aimed at the Company’s brands promotion.
« Use of POS" materials and special equipment in the points of sales.

* Permanent upgrades of the products range, mastering new niche segments and
development of innovative products.

Innovative Strategyv

The Company has chosen an innovative way of its development, therefore, today ZhL ALC
offers unique products that are in line with the principal trends of the confectionery market,
where the healthy “snacks™ are extremely popular. The innovative strategy includes the
following main components:

« Constant development and search for new solutions, improvement of production
technologies, introduction of innovative products having no analogs in Ukraine enables
the Company to foresee and satisfy the most sophisticated consumers” preferences.

+ Search and exploration of new market niches offering the whole range of its products.
+ Development and launch of new produets in line with market demand.
* Production processes oplimization.

+ Taking advantage of trends dominating global confectionery industry. The Company
puts emphasis on the development of healthy foods, use natural production inputs
{cereal, natural or seasonal fillers), degreasing of products, use of natural fruit fillers,
improvement of baby foods, and development of handy packaging.

Social Strategy

The Group has been pursuing active corporate and social policy aimed at establishment of
a healthy working climate in the labor collective and establishment of a unique corporate
culture.

* BTL is a component of adventizing policy representing a part of lomg term brand promedion sirategy on the market. BTL is
a set of short (or leog) term marketing tools used to attun specilic market targets during a defined period of time. Mormally,
BTL inchmles the Bdlowing mensures: demonstrations amd tasting (sumpling) of po<lucts; public measures {events,
swch ax presentalsons, seminars, press conberences, parties, ebel); htlery games, conbests; sales promotson; sponsorshdp;
souvenirs distrbutson; publicity'PR; package design; merchandizing at the points of sale; advertizing in the interactive
commumnicaiion means | Internet, sl ) use of non-traditional advertizing carmers and any other prctical sbeps factlitating
proanation of products on the market.

' P05 (poant of sle) materials are the materials promoting the brumd or product ot the pents of sales. POS materials ane o
mezans f attraction «f public meerest and efficsent promedion of matenals.
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Description of the ZhL ALC Business Processes

Supplies of Raw Materials and Equipment

The factory procures raw materials in accordance with preliminary agreed production plans
and orders placed by technological department to the logistics and procurement department
{see chart 1.1).

The factory selects its raw materials suppliers applving tender procedures. The principal
criteria for selection of suppliers are the compliance of the raw materials with the applicable
slatutory requirements, cost of materials, payment terms and logistics costs, Special anention
is paid to the history of relations with suppliers.

The factory™s logistics and procurement department searches for potential suppliers of raw
materials and arranges for laboratory and technological analvses of raw materials samples
received from them. The samples are accompanied by a letter specifying the list and weight of
the samples and the list of the Company’s officers responsible for the testing. The Company’s
laboratory and technology service carry out the testing and issue the testing act.

In case of successful testing of the samples (confirming the raw materials are in compliance
with all statutory requirements), the supplier is invited o the tender for selection of the
raw materials suppliers. The tender is conducted based on the results of the review of the
proposals submitied by the bidders.

The Company’s main pariner and guarantor on the international market responsible for
procurement of equipment is its affiliate company Global Finance & Engineering 8.A., with
which the Company has been successfully cooperating during the last four vears. According
to the Group plans for the foreseeable future, Global Finance & Engineering 5.A. will also
become the main partner and guarantor in the raw materials supplies sector.

In Ukraine, the Company’s main supplier of raw and auxiliary materials is its affiliated
company, LLC Renaissance Capital Invest, with which the Company has been cooperating
for approximately five vears.

The Company procures equipment and raw materials from leading global manufacturers.

FhL ALC selected suppliers of cocoa from Indonesia and Malaysia considering the better
price’quality ratio for production of economy segment products. At the same time, to produce
the premium segment goods, the Company uses raw cocoa materials imported from Europe
where the Company’s trade partners are ADM Intermnational Sarl (cocoa powder, cocoa oil,
and cocoa paste made in Cote d'Ivoire), and Delfi Cocoa Europe BV (deodorized cocoa ol
from France).

Peanuts (used as filler in confectionery products) are purchased from Cukra Industrial, S A.
(Micaragua), as well as through intermediary {Amberwoodirading (the Netherlands)) from
Comhouse LTD (Great Britain) that distributes products from Arpenting and Brazil, and
from Lindsay Impex Limited (Great Britain) that distributes products from Argentina.

Dried cranberry is imported from Canada. Confectionery fats are procured from the best
producers including Aarhus Karlshamn (Denmark) and Fuji Oil BEurope (Belgium). ZhL
ALC procures coconut chips directly from Malaysian and Indonesian producers and wvia
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Romanian company name K-EKO Traders SEL (country of origin — Malaysia). Premium
quality raising produced in the USA are procured from Barett Industrial Limited (Great
Britain) and J.B. Trading Enterprise Limited (Great Britain). High quality sodium bicarbonate
is imported from Turkey. Froit sugars vsed in production of diabetic products are procured
in Tsrael.

Production
LhL ALC has seven production workshops and employs 29 production processes.

Modern production lines are used in each of the workshops including Lazer (Italy), Nielsen
and Tanis {Holland), Zollib and Thoeth (Germany), two Haas lines (Ausiria) and two Hakos
lines {Belgium).

The Company regularly upgrades its equipment. Workshop Ne 1 (accounting for almost 17%%
of the wial plant’s capacity) is equipped with lines for production of cast creams; Hakos
ling producing chocolate sweets with fondant paste and formed chocolates; lines producing
krokant, “Prashyne Moloko™ (Ukrainian for bird’s milk) sweets and fruit in chocolate. The
Company uninstalled SHOCK line in 2010 and toffee line in March 2001, The Company also
plans to uninstall two lines: line producing krokonat and line producing strela. Management
plans to install a new production line of cast creams with filling of total capacity 300 tons
prer month, and to realign the ling from cast creams (o coating chocolate production. These
measures are aimed at raising the products quality.

Workshop Ne 2 {accounting for almost 13% of the total plant’s capacity) is equipped with
lines for production of diet candy siicks, and Babusvny kazky pralines in confectionery
glaze. The truffles line was uninstalled in the January 2011,

Workshop Ne 3 (accounting for 12% of the total plant’s capacity) is specialized in production
of caramel, including hard-boiled, fruit and berry caramel, liqueur, milk, soft and chocolate
and nut caramels. Management plans to replace production capacities to realign workshop
Mo 3 from caramel production to the manufacturing of chewing wifees in the second part of
2001, In this case Lollih line will be replaced from the workshop Ne 3 and Richwell Itallian
line will be installed.

Workshop Ne 4 {accounting for 9% of the total plant’s capacity) has lines producing candy
sticks and pralines. Management plans to realign the workshop from pralines to the chocolate
coating production.

Workshop Ne 5 (accounting for 12% ol the total plant’s capacity) 15 producing waffle
products, waffle based sweets, «Belgian fantasiesys and «Piashyne Molokos sweets, Waflle
products and waffle-based sweets are produced in fully automated workshop equipped with
a modern production line allowing to make the products of European quality and to change
the proportion of waffle coats and mincemeat in the finished goods.

Workshop Ne 6 (accounting for 27% of the total plant’s capacity) is specialized in production
of diet biscuits, prolong, glazed and sugar biscuits. The «Domas, «Babusyni korzhykys and
whdarichkas biscuits are the workshop’s newly-designed producis.

Workshop Ne 7 (accounting for 10% of the wotal plant’s capacity) is equipped with the
following production lines: LECY line (for production of candy sticks «Klyovo! nugas,
wliood days, sNirvanas, candies under the brand «Richwell Ttalians, oriental sweets and
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Jama), Lollif line will be replaced to the workshop M 3. In 2010, the workshop has launched
production of «Sumatras and «Richwell Italians candy sticks, «Barss and «Bars Khrystkyis
candies.

The plant chocolate workshops are employing equipment which is in full compliance with
the applicable international standards and makes it possible to output chocolate paste of 20
microns width (the intemational standard for this product is 18 - 22 microns).

Lhl ALC orgamizes production based on the orders placed by customers and distributors.
This practice is driven by the seasonality of the confectionery industry. Order-based
production enables the Company to ensure optimal and rational use of its capacities and
production lines. For example, during warm seasons, when the temperature goes up to 20 —
25 degrees centigrade, the consumers prefer the products without chocolate or glaze. During
cold seasons, the demand for chocolate containing products tends to grow.

Distribution System

The main distribution channels used by confectionery enterprises normally include own
corporate retail chains (small emterprises) and wholesale distributors (medium and large

enterprises).

ZhL ALC is cooperating with 31 distribution companies operating in 25 regions of Ukraine.
I8 distribution companies are operating as consignment warchouses and 18 distributors
have their own trading teams dealing with sales of the Company’™s products range.

The Group has three trade houses located in Kyiv, Dnipropetrovsk and Zhytomyr.

The Company’s products are sold in 45 thousand points of sale all over Ukraine. The ratio
of sales in the cities and in the rural regions comprises about $0-60%.

The Company’s distribution channels for 2011 are as follows:
= distributors in Ukraine (69%);
* direct supply through VIP networks (0L8%):
= branded outlet store  1.3%:);
+ direct clients (0.1%);
» foreign distributors (30%9:).

To ensure more efficient sales and distribution, the Company has established its own
distribution structure including 5 divisional managers in charge of sales in different regions
of Ukraine. Those 5 managers oversee the activities of 25 territorial managers who directly
control the activities of local sales apents and distributors.

Marketing and Pricing Policy

RCI LLC provides marketing services for Zhl ALC. Marketing policy seeks to realize
strategic plans of the factory and to ensure customers awareness of the Company’s Trade
Marks and their loyalty o those Trade Marks.

As ol today, the Company produces its products under three trade marks for different target
groups (see Table 1.1).
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TABLE 1.1 TRADE MARKS OF ZHL ALC AND THEIR 5PECIFICATIONS

Parameters
Sold by weight, pre-
Prepackaged goods, Prepackaged goods,
Format packaged goods, and haxes boxes
boxes
Classie formulas, diet )
’ Chooolate sweets, ori- )
Products Fndum produced cnial sweets, biscwits Desnerts and dry
with use of sugar sub- . - breakfast cercals
. with additives
stituies
Tnnovate producis, |
Reasonable price, high | . . - combination of fasty
o il o O |l s i | 190 Y SO | sy s,
& from childhopd™ e m natural components
only
Price category Econory Beledivim High

TM ZhL offers economy-class products in all possible groups of products, including products
sold by weight and prepackaged goods, souvenir products, snacks for active young people
with different personal incomes, and diet products produced with use of sugar substitutes.
The deliberate pricing policy of the Company, in its turn, guarantees accessibility of producis
for gourmands with any personal income levels, which, given the invariably high quality of
products of all groups, makes it possible to create a unique sales offer.

TM™ Doma includes the products for urban residents in medium price category. This trade
mark includes chocolate sweets, oriental sweels and biscuits with additives. TM Doma is
presented in prepackaged goods or in boxed sweets. The most sophisticated confectionery
products are gathered under this brand.

TM™ Optimix includes Optimix desserts and dry breakfast cereals for children of Optimix
brand. Optimix desserts are a product of European quality that stands all chances to become
a leader in the perspective segment of confectionery industry which has been dynamically
developing both in Ukraine and on the global scale.

In 2010, the shares of the above brands in total sales revenues are as follows: Th ZhL
accounts for 83% of total revenues, TM Doma - 15%, and TM Optimix - 2% of total sales
revenues of the Company.

The Company has a portfolio of 250 items, including 15 types of sweets, 5 types of biscuits,
4 types of caramel, 2 types of waffles, 3 types of fruit and cereal desserts and toffees, oriental
sweets and dry breakfast {one type each). In addition, the Company makes products using
sugar substitutes {fructose, sorbite, and stevia).

ZhL ALC is a leader in production of products based on sugar substitutes. The products
within this group are specialized and intended for the consumers with predisposition to
diabetes, for diabetics and for the consumers that do not wish or are unable to consume

sugar confaining products.

The range of ZhL ALC includes all groups of products popular among Ukrainian consumers,
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