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n	 Net asset value per share on 30 September 2008 amounted to EUR 8.77 (corresponding to SEK 85.861) which is a change of 
-13.6% during the third quarter and a change of -19.3% year-to-date. Cash and deposits per the same date amounted to EUR 195.6m  
(SEK 1,915m) corresponding to EUR 5.39 (SEK 52.77) per share

n	 For the reporting period 1 January – 30 September, the net loss amounted to EUR -90.8m (corresponding to SEK -889.0m), and 
earnings per share amounted to EUR -2.08 (corresponding to SEK -20.40). Net loss for the reporting period includes EUR -96.2m 
(corresponding to SEK -942.1m) in unrealised change in value of investments

n	 Net loss for the third quarter amounted to EUR -67.5m (corresponding to SEK -660.7m) and earnings per share amounted to 
EUR -1.51 (corresponding to SEK -14.80). Net loss for the third quarter includes EUR -69.6m (corresponding to SEK 681.8m) in 
unrealised change in value of investments

n	 During the third quarter, East Capital Explorer made no new investments or commitments 

n	 After the reporting period, on 28 October 2008, East Capital Explorer decided to make a direct investment of approximately EUR 10m 
(corresponding to approximately SEK 100m) in the fast growing unlisted Russian fashion retailer MFG (OAO Melon Fashion Group)

n	 Net asset value per share on 31 October 2008 amounted to EUR 7.99 (SEK 78.94). Cash and deposits per the same date amounted 
to EUR 191.2m (SEK 1,889m) corresponding to EUR 5.27 (SEK 52.07) per share

PORTFOLIO ON 30 SEPTEMBER 2008

Number of 
units

Acquisition 
value 
tEUR

Fair value 
31 Dec 

2007      
tEUR

Fair value  
30 Sep 

2008       
tEUR

Fair value 
change, 

%
1 Jan - 

30 Sep

Fair value 
change, %                              

1 Jul - 
30 Sep 

NAV/
Share 

EUR
% of 
NAV

Semi-public Equity Fund 
Investments

East Capital Bering Russia Fund 537,844 23,590 23,981 17,354 -27.6 -25.2 0.48 5.5

East Capital Bering Ukraine Fund 1,212,296 24,411 - 2 14,574 -40.3 -23.6 0.40 4.6 

East Capital Bering Balkan Fund 2,089,038 24,938 25,684 14,053 -45.3 -27.3 0.39 4.4

East Capital Bering Central Asia Fund 2,486,454 19,528 - 2 12,321 -36.9 -29.8 0.34 3.9

East Capital Bering New Europe Fund 1,560,000 9,997 - 3 9,242 -7.6 -4.7 0.25 2.9

East Capital Power Utilities Fund4 162,000 81,000 82,152 43,142 -47.5 -38.8 1.19 13.6

183,464 110,687 -40.4 -30.5 3.05 34.8

Short-term Investments

East Capital (Lux) Eastern European 
Fund (EUR) 182,500  18,250 17,903 10,605 -40.8 -27.7 0.29 3.3

Other short-term investments5 195,579 5.39 61.5

206,184 5.68 64.8

Total Portfolio 316,871 8.74 99.6

Other assets and liabilities net 1,360 0.03 0.4

Net Asset Value (NAV) 318,231 -19.3 -13.6 8.77 100.0
1	 Some currency translations are made for informational purposes. EUR 1 = SEK 9.88 on 31 October 2008, SEK 9.79 on 30 September 2008, SEK 9.46
	 on 30 June 2008 and SEK 9.44 on 31 December 2007. Average rates have been used for translation of profit and loss. Source: Reuters.
2 	 The fund units were received on 2 January 2008.
3 	 The fund units were received on 2 May 2008.
4 	 The investment in the East Capital Power Utilities Fund is reported as an investment in the portfolio report above but is consolidated in the financial  
	 statements. 
5	 Includes cash and deposits. Includes also EUR 40m that has been committed to the East Capital Russian Property Fund but that  
	 has not yet been drawn-down.	

Note that certain numerical information may not sum due to rounding.

East Capital Explorer AB’s operations commenced on 19 June 2007. The Company has therefore not published any comparative figures 
for the interim period 1 January – 30 September 2008.

Interim Report 1 January – 30 September 2008
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CEO COMMENTS ON THE THIRD QUARTER

The third quarter 2008 will be remembered for the significant 
worsening of the global financial crisis. Several large financial 
institutions had to be rescued or went under, the turbulence 
quickly spread outside of the United States and more signs of 
the economic slowdown appeared. As to our markets in Eastern 
Europe it became clear that no market, even those that are fun-
damentally quite sound, is isolated from the turbulence affecting 
the world. In addition, falling commodity prices as well as certain 
corporate and political events caused growing investor concerns 
about Russia. The Russian index RTS, which reached its all-time 
high only as recently as mid-May, was at the time of this report 
down more than 70% from the peak.

Obviously, this turbulence has also affected our results. The net 
asset value decreased 13.6% during the third quarter and on 
31 October our net asset value had decreased 26.5% since the 
beginning of the year. But given the performance of most public 
markets, which in our region are down by 40-75% during 2008, 
our net asset value has been less volatile, thanks largely to our 
significant cash position.

The economic slowdown and tighter credit will continue to impact 
our region. Most analysts have lowered their growth forecasts for 
Eastern Europe for 2008, 2009 and 2010 by several percent-
age points. Also, as to Russia in particular, it will need to restore 
investor confidence if it wants its market to be more than a proxy 
of the oil price. This brings some opportunities to investors: the 
Russian market, now trading at a P/E of around 4, has not trad-
ed at these levels since 2004, whereas the country has grown 
a lot stronger since then. Once focus returns to fundamentals 
and measures have been taken to reduce the perceived political 
risk, Russia will offer many opportunities at attractive valuations. 
The signs so far are encouraging. The Russian authorities have 
announced liquidity boosting measures and other reforms which 
are quite substantial in their scope and nature. Also, for the long-
er term, this crisis provides an excellent opportunity for Russia to 
push ahead with much needed structural reforms such as diver-
sifying the economy from being too reliant on oil and gas, prioritiz-
ing public infrastructure investments, starting pension reforms to 
create domestic long term investors and increasing the efficiency 
and quality of the public sector.

Going forward, it is very difficult to predict an end to volatility in 
the short term. The coordinated interest rate cuts by the world’s 
central banks as well as strong intervention by many govern-
ments have restored some degree of confidence and stability. In 
addition to the Russia-specific measures described above, there 
are other encouraging signs in our region. Hungary has recent-
ly received liquidity support from the European Central Bank 
and a large loan package from the IMF, EU and World Bank. In 
October, it was decided that Ukraine also would receive a loan 
from the IMF. The programs to recapitalize and provide liquid-
ity for banks in many Western European countries will hopefully 
mean that their subsidiaries in Eastern Europe get the support 
they need in tough markets. We also believe that the economic 
slowdown, decreasing commodity prices and significant reduc-
tion in the availability of credit will reduce inflationary pressures 
and correct the current account deficits in the countries which 
were overheating. For example this is happening very quickly in 

the Baltic States, which, although a very small part of our portfo-
lio, have been of concern recently.

On the investment side we remained extremely cautious during 
the third quarter and did not make any new investments or com-
mitments. Also the MEUR 40 that we committed in June to the 
Russian Property Fund has not yet been drawn-down and is still
fully placed in deposits.

After the reporting period we announced our first direct invest-
ment. We will invest approximately EUR 10m (corresponding 
to approximately SEK 100m) in the fast growing unlisted Rus-
sian fashion retailer MFG (OAO Melon Fashion Group). MFG 
is a good example of an Eastern European company that has a 
strong track record, sound strategy, capable management and 
excellent growth prospects. The long term Russian consumption 
story continues and MFG is well-positioned to capitalize on this. 
Our investment in MFG is right in line with our strategy to get 
exposure to retail and consumer related sectors and we are con-
vinced that this investment will create long-term attractive returns 
for our shareholders.

We are still convinced that these markets will provide very 
interesting opportunities for us as a financially strong player 
with access to an experienced investment management team. 
Although valuations in public markets have corrected very quick-
ly, the impact is only gradually reaching the private equity and real 
estate markets. As we said in our previous report, the state of the 
markets and the availability of good investment opportunities at 
the right valuations will impact the speed of our deployment of 
capital. So far this year, our strong cash position has been the 
best way to offset the effects of turbulent markets. We contin-
ue to monitor the market development very closely and will only 
pursue opportunities which we truly believe will create long-term 
attractive returns. 

Gert Tiivas, CEO
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NET ASSET VALUE

Net asset value on 30 September 2008 amounted to EUR 318m 
(EUR 8.77 per share) which corresponds to a change of -13.6% 
compared to the net asset value per share on 30 June 2008 
which was EUR 368m (EUR 10.15 per share) and a change of 
-19.3% compared to the net asset value per share on 31 Decem-
ber 2007 which was EUR 394m (EUR 10.87 per share).

On 30 September 2008, deposits, cash and cash equivalents 
amounted to EUR 5.39 per share which corresponds to 61.5% 
of the total net asset value per share.

The closing price per share on 30 September 2008 was 
SEK 59.75 (corresponding to EUR 6.10). 

Net asset value, share price and index development 
(%, all in SEK terms) 1 Jul - 

30 Sep
1 Jan - 

30 Sep
1 Jan - 
31 Oct

Net asset value -13.6 -19.3 -26.5
East Capital Explorer share -27.1 -40.3 -54.2 
OMXSPI 1 -12.0 -30.3 -42.8 
RTS Index 2 -39.5 -42.8 -59.2 
RTS 2 Index 3 -38.6 -43.4 -66.3 
MSCI EM Europe 4 -26.7 -37.4 -54.6 

  

  Results
Group
Net loss for the reporting period 1 January – 30 September 2008 
amounted to EUR -90.8m, corresponding to earnings per share 
of EUR -2.08. Net loss for the third quarter 2008 amounted to 
EUR -67.5m, corresponding to earnings per share of EUR -1.51.

For the reporting period, main items include EUR -96.2m in 
unrealised change in value of investments, EUR 7.5m in inter-
est income from short-term deposits, EUR -2.4m in operating 
expenses and EUR 0.4m in deferred income taxes. For the third 
quarter, main items include EUR -69.6m in unrealised change in 
value of investments, EUR 2.4m in interest income from short-
term deposits, EUR -0.8m in operating expenses and EUR 0.5m 
in net tax.

Of the total operating expenses of EUR -2.4m during the report-
ing period, EUR -0.9m relate to ordinary operating expenses with-
in the Parent Company. The remaining EUR -1.5m relate to oper-
ating expenses from a consolidated subsidiary5. The expenses 
in the subsidiary mainly relate to fees in the East Capital Power 
Utilities Fund.

Parent Company
The Parent Company’s net loss for the reporting period amount-
ed to EUR -73.2m of which EUR -72.6m refers to a write down 
of shares in group companies. These shares have been valued to 
the lower of fair value and acquisition value. Operating expenses 
amounted to EUR -0.9m. No investment activities are carried out 
within the Parent Company.

The Parent Company’s net loss for the third quarter amounted 
to EUR -50m of which EUR -49.8m refers to the write down of 
shares in group companies. Operating expenses for the third 
quarter amounted to EUR -0.2m.

Tax
East Capital Explorer’s consolidated tax of EUR 0.4m for the 
reporting period comprises deferred income tax within the Parent 
Company of EUR 0.2m and the net effect of deferred income tax 
and actual tax related to subsidiaries of EUR 0.2m.

1	 OMXSPI Equity index that includes all shares on NASDAQ OMX Stockholm.
2	 RTS Index includes the 50 largest companies traded on the Russian Trading 	
	 System (RTS).
3	 RTS 2 Index includes 78 companies on the RTS that have limited trading volumes.
4	 MSCI EM Europe Index includes Russian, Polish, Hungarian, Czech and Turkish 
	 equities.
5	East Capital Explorer currently holds 73% of the share of equity in East Capital 
	 Power Utilities Fund AB which therefore is regarded as a subsidiary and 
	 consolidated with the East Capital Explorer Group.

Cash*	
68.7

Power 
Utilities	
9.6 	 5.1	 Banking & Finance

	 2.2	 Oil & Gas
	 1.6	 Real Estate
	 1.5	 Retail
	 1.5	 Consumer Goods
	 1.5	 Metals & Mining
	 1.3	 Transportation
	 1.2	 Constr & Constr Mtrl
	 5.8	 Other sectors

PORTFOLIO EXPOSURE BY SECTOR, %
per 30 September 2008

Cash*	
68.7

Russia	
13.5 	 4.5	 Ukraine

	 2.9	 Kazakhstan
	 1.7	 Georgia
	 1.5	 Poland
	 1.2	 Turkey
	 1.2	 Serbia
	 1.1	 Romania
	 1.0	 Baltics
	 2.7	 Other countries

PORTFOLIO EXPOSURE BY COUNTRY, %
per 30 September 2008

*	 Includes cash and deposits of EUR 195.6m as well as any cash 
	 in the underlying funds per 30 September 2008.

Cash*	
68.7

Listed	
23.5

PORTFOLIO EXPOSURE BY TYPE OF COMPANY, 
% per 30 September 2008 

Unlisted	
7.8
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Financial position
Cash flow from operating activities was EUR 0.4m during the 
reporting period and the Group’s cash and cash equivalents at 
the end of the period amounted to EUR 213.2m. Cash flow from 
operating activities during the third quarter was EUR 7.2m. 

Per 30 September 2008, cash and rolling short term EUR-depos-
its amounted to EUR 195.6m. These deposits receive higher 
interest rates while remaining liquid for future investments. Inter-
est income from these deposits during the third quarter amount-
ed to EUR 2.4m which brings the total income from deposits for 
the reporting period to EUR 7.5m. EUR 155.6m was available for 
future commitments and investments and EUR 40m was com-
mitted to the East Capital Russian Property fund. Per 30 Sep-
tember 2008, no draw-downs had been made in the fund and 
the full committed amount of EUR 40m was still placed in cash 
and deposits. Cash in the consolidated subsidiary, East Capital 
Power Utilities Fund, amounted to EUR 17.7m.

East Capital Explorer had no debt on 30 September 2008.

Portfolio overview 
Per 30 September 2008, East Capital Explorer had Semi-public 
Equity Fund investments and Short-term investments totaling 
EUR 121.3m compared to EUR 127.9m on 31 December 2007. 

Changes in the portfolio during the period
No investments or commitments were announced during the 
third quarter. 

EAST CAPITAL BERING RUSSIA FUND

The aim of the fund is to achieve long term capital appreciation 
from investments in Russian equities, both listed and unlisted.

Fund performance during the period
The NAV per unit of the East Capital Bering Russia Fund 
decreased 27.6% in EUR terms during the reporting period. 
In USD terms, the NAV per unit decreased 29.2% during the 
reporting period compared to the RTS2 Index which posted a 
decline of 47.7% during the same period. 

During the third quarter 2008, the NAV per fund unit decreased 
25.2% in EUR terms. In USD terms, the NAV per unit decreased 
31.7% during the quarter, while the RTS2 Index decreased 
46.6% during the same period. 

On 30 September 2008 the NAV per unit in the fund amounted 
to USD 46.50.

Market comments on the third quarter
As late as in July, the Russian market was still practically 
untouched by the global financial meltdown. However, the strong 
outperformance of 1H 2008 quickly gave way to declining crude 
prices (a 33% fall for Brent oil from the highest level posted on 
1 July) which were followed by a series of events that signifi-
cantly heightened the political risk. The investigation into TNK-
BP’s shareholder conflict and the issue around the steal com-
pany Mechel in July reminded investors of the Yukos situation in 
2004. This was exacerbated by the military conflict with Geor-
gia in August. It should be noted that the TNK-BP conflict has 
been effectively resolved and Mechel has been fined for abusing 
its market position. Raspadskaya, another coal miner, was also 
fined. By all current indications, the conflict in Georgia seems to 
be near to being resolved, although the full consequences of the 
conflict still are difficult to estimate. 

In September, global markets deteriorated further and the Rus-
sian market was hit by a wave of selling from both international 
and domestic investors. Russian oligarchs have been more lever-
aged than commonly perceived which resulted in some forced 
selling on their behalf. Reassuringly, the scope of the support 
package announced by Russian authorities in September will 
most likely contribute to easing the Russian situation once fully 
implemented. 

Russian small caps have not been immune to the market develop-
ment during the quarter, though some sectors have proved more 
resilient. Telecoms advanced 35.6% and transportation stocks 
only dropped 16.3%. Banking and finance and consumer goods 
posted declines of 20.6% and 24.8% respectively. Utilities 
stocks continued to strongly underperform the market despite 
the unchanged fundamentals. On the back of declining commod-
ity prices, engineering, chemicals as well as the metals and min-
ing sector were hard hit, with steel companies suffering falling 
prices due to both weakening domestic demand and a strong fall 
in export prices. 

Cash* 	
61.5

Semi-public 
Equity Funds 	
34.8

	 3.3	 Short-term 
		  investments

	 0.4	 Other assets  
		  and liabilities net

TYPE OF INVESTMENT, % per 30 September 2008

*	 Refers only to cash and deposits in the Group of EUR 195.6m and
	 does not include any cash in the underlying funds per 30 
	 September 2008.
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EAST CAPITAL BERING UKRAINE FUND

The aim of the fund is to achieve long term capital appreciation 
from investments in Ukrainian equities, both listed and unlisted.

Fund performance during the period
The NAV per unit of the East Capital Bering Ukraine Fund 
decreased 40.3% in EUR terms during the reporting period. 
In USD terms, the NAV per unit decreased 40.0% during the 
reporting period, compared to the Ukrainian stock exchange 
index PFTS which decreased 68.7% during the same period. 

During the third quarter 2008, the NAV per fund unit decreased 
23.6% in EUR terms. In USD terms, the NAV per unit decreased 
30.4% during the quarter, while the PFTS Index decreased 
56.7% during the same period. 

On 30 September 2008 the NAV per unit in the fund amounted 
to USD 17.31.

Market comments on the third quarter
Ten years after its first big crisis, the Ukrainian stock market is 
currently enduring new challenges. Having declined 69% in the 
first nine months 2008, the market has erased all the gains made 
in 2007. In fact, the best performing sectors in 2007 such as the 
metallurgy sector, the machine building sector, the coke and coal 
sector and electricity utilities are the worst performers in 2008.

Four main issues in Ukraine require investors’ elevated atten-
tion. While political turbulence and a worsening macroeconomic 
situation have been at the centre of attention for a while, liquidity 
shortages in the banking system and the declining steel demand 
are more recent issues. The weakened demand for steel is the 
biggest risk for the Ukrainian economy in the short term, as steel 
account for around 40% of the country’s exports.

The first four months of the year were characterized by rapidly 
accelerating inflation followed by four consecutive months of 
declining inflation, with inflation reaching 24.6% in September, 
down from over 30% in May. However, recent weakness in the 
Ukrainian currency hryvnia may increase pressure on inflation as 
imported goods become more expensive. The Ukrainian Cen-
tral Bank (NBU) is expected to continue to selectively intervene 
to ensure timely payments of foreign borrowings and energy 
imports, as well as support the hryvnia liquidity through the stand-
ing facilities to commercial banks.

The political climate in Ukraine has been turbulent the past few 
years but the recent power struggle between Prime Minister 
Tymoshenko and President Yushchenko has been particu-
larly tough. The Orange Coalition collapsed in September and 
President Yushchenko dismissed parliament and declared early 
elections in December. The early elections are not expected 
to change the overall composition of the parliament, as all the 
parties rely on their traditional electorate. The political situation 
has meant delays in much needed economic reforms and the 
2009 budget approval. Yet there have also been some positive 
progress such as the passing of the Joint Stock Companies’ Law 
signalling a breakthrough in the legislative stand-still in Ukraine 
and an improvement in the investment climate in the country.

The NBU has helped several locally owned banks with their refi-
nancing at a time when foreign markets are effectively closed. 
Fundamentally, Ukrainian banks remain healthy but the turbulence 
has put heavy pressure on the listed Ukrainian banks. Banks in 
the East Capital Bering Ukraine fund, accounting for 7% of the 
portfolio, lost between 46% and 75% during the third quarter 
2008. Presently, Ukrainian banks are trading at around 1x 2008E 
book value, compared to the acquisition multiples of 4-6x paid 
by strategic investors during the last three years. Real estate has 
also been suffering from the reduced financing availabilities, with 
the Ukrainian real estate stock, XXI Century, losing 76% during 
the third quarter, bringing the company’s market capitalization to 
10% of appraised NAV. 

EAST CAPITAL BERING BALKAN FUND

The aim of the fund is to achieve long term capital appreciation 
from investments in Balkan equities, both listed and unlisted.

Fund performance during the period
The NAV per unit of the East Capital Bering Balkan Fund 
decreased 45.3% in EUR terms during the reporting period. 
In USD terms, the NAV per unit decreased 46.5% during the 
reporting period. There is currently no relevant benchmark index 
available for this fund. 

During the third quarter 2008, the NAV per fund unit decreased 
27.3% in EUR terms. In USD terms, the NAV per unit decreased 
33.8% during the same period.

On 30 September 2008 the NAV per unit in the fund amounted 
to USD 9.70.

Market comments on the third quarter
With the exception of Turkey, all Southeastern European markets 
recorded double digit losses during the third quarter. The decline 
in the Southeastern European markets is mostly the result of the 
global financial crisis, as well as the low liquidity in some of the 
markets. Markets in the region are expected to continue to be 
driven by the global sentiment in the near term. 

The economies in the region reported relatively strong growth 
during the first half of 2008 with growth in the Romanian econ-
omy accelerating and reaching 9.3%.The Turkish economy, on 
the other hand, disappointed, recording only a 1.9% growth. The 
expected sharp economic slowdown in Europe, and the large 
portion of Southeastern European exports directed towards 
Europe, will mean continued slow down for these economies in 
coming quarters. In addition, the high interest rate environment 
in for example Turkey and Romania, continues to cap domestic 
consumption, which has been one of the major drivers of these 
economies.  

Turkey was the best performing market in the region during the 
third quarter. The market had a strong, though short-lived rally in 
July, ahead of the Constitutional Court’s decision on 30 July not 
to close down the ruling party AKP. The continued deterioration 
in global financial markets, however, led to Turkish equities end-
ing the quarter on -0.7%. 
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Romanian equities lost 43% during the third quarter. The glo-
bal financial crisis and low liquidity contributed to the negative 
performance of the stock market. Furthermore, investors’ fears 
of a relaxation in the fiscal policy ahead of the November parlia-
mentary elections led to a decline in the appetite for Romanian 
equities.  

With a decline of 48.5% the Serbian equity market was the worst 
hit in the region during the third quarter. The signing of the Sta-
bilisation and Association Agreement with the EU and the elec-
tion of a pro-European government in May as well as the arrest of 
Radovan Karadzic, the Bosnian Serb war crimes fugitive, were all 
positive factors that were forgotten by investors. Serbian equities 
are currently trading below 6x 2008 earnings.
 

EAST CAPITAL BERING CENTRAL ASIA FUND

The aim of the fund is to achieve long term capital apprecia-
tion from investments in Central Asian equities, both listed and 
unlisted.

Fund performance during the period
The NAV per unit of the East Capital Bering Central Asia Fund 
decreased 36.9% in EUR terms during the reporting period. 
In USD terms, the NAV per unit decreased 35.2% during the 
reporting period, while the KAZE Index decreased 45.4% dur-
ing the same period. 

During the third quarter 2008, the NAV per fund unit decreased 
29.8% in EUR terms. In USD terms, the NAV per unit decreased 
34.6% during the quarter, while the KAZE Index decreased 
45.1% during the same period. 

On 30 September 2008 the NAV per unit in the fund amounted 
to USD 7.29.

Market comments on the third quarter
As fears grow about the outlook for the global economy, mar-
kets in Central Asia continue to be traded low across the board. 
Along with the liquidity crisis testing the survivability of the bank-
ing system in Kazakhstan, commodity prices negatively affected 
mining and oil & gas industries. However, despite this, the IMF 
still projected in September the real GDP growth in Kazakhstan 
to reach 4.5% in 2008 and 5.3% in 2009.

On the positive side, inflation in Kazakhstan is expected to fall 
sharply in the last quarter 2008 on the back of falling food prices. 
Foreign exchange reserves (USD 21.95bn) and the National Oil 
Fund (USD 27.56bn) are strong, and the Kazakh authorities are 
finally taking concrete measures to deal with deteriorating credit 
quality. One of the measures will be establishing a distressed 
assets fund by the end of the year, for which the government 
has already committed USD 1bn. Additionally, changes to the 
banking law have been presented to parliament that will allow 
the Kazakh government to buy stakes in banks failing to comply 
with the regulatory requirements and take over banks with nega-
tive equity. The National Bank will provide new refinancing sup-
port options when required. Reports from all major banks for the 
first half 2008 indicate early signs of positive reversal in deposit 
growth, though asset quality remains a big issue.

The conflict with Russia over South Ossetia had a serious impact 
on the Georgian market. Since the escalation of the conflict on 
8 August, Bank of Georgia lost about 60% of its market value 
once foreign investors concerned with the geopolitical risks in 
the region, started to withdraw money during and immediately 
after the conflict. The situation has stabilised and Georgia has 
been removed from Standard & Poor’s negative Credit Watch 
list following confirmation of an estimated USD 3bn (24% of 
GDP) in donor aid. This aid will be used to fund Georgia’s exter-
nal financing needs and rebuild damaged infrastructure. To fur-
ther assist the country’s recovering economy, the US has also 
removed import duties on 3,500 Georgian products. By all cur-
rent indications, the country is on a steady recovery path and the 
world will continue to monitor the country’s progress in rebuild-
ing its economy.

EAST CAPITAL BERING NEW EUROPE FUND

The aim of the fund is to achieve long term capital appreciation 
from investments in Central European and Baltic equities, both 
listed and unlisted.

Fund performance during the period
The East Capital Bering New Europe Fund was launched on 30 
April 2008. The NAV per unit of the fund had decreased 7.6% 
in EUR terms on 30 September 2008. In USD terms, the NAV 
per unit had decreased 14.5% during the same period. The fund 
currently has no relevant benchmark index. 

During the third quarter 2008, the NAV per fund unit decreased 
4.7% in EUR terms. In USD terms, the NAV per unit decreased 
12.8% during the same period.

On 30 September 2008 the NAV per unit in the fund amounted 
to USD 8.55 and 65% of the fund was invested.

Market comments on the third quarter
Like equities all over the world, also Central European and Bal-
tic small and mid-cap stocks were under pressure during the 
third quarter. The OMX Baltic index was the worst-hit, dropping 
31%. Polish mid-cap MIDWIG index was down 25%, as was 
the Hungarian mid-cap Index, BUMIX. The Czech composite 
PX index lost 29%, and again, the Slovak SAX index was the 
big outperformer, losing only 7.7% (all in USD terms). Outflows 
from mutual funds and margin calls eroded the share prices in all 
these markets, especially in the property and financials sectors.

Approximately 24% of the fund is currently invested in Poland 
and although macroeconomic indicators for Poland show some 
deterioration, on the whole they remain very positive. Unem-
ployment dropped to a new low of 9.3% in August, while retail 
sales posted a 7.7% increase year-on-year. Inflation was 4.8% 
year-on-year, and the interest rate seems to have peaked at 6%. 
Poland is currently probably the most stable economy in the 
Central Europe and Baltic region. Since the country has 38 mil-
lion inhabitants and a large internal market, it does not have to 
rely on exports. The Baltics and other Central European coun-
tries on the other hand, are heavily dependent on exports. Trak-
cja Polska, a railway construction company with its order flow 
linked to the state-owned Polish Railway performed well during 
the period. Poland intends to double infrastructure spending 
in the coming year to modernise the outdated Polish railway 
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network, investments funded mostly by secure EU funds. The 
worst-performing sectors were the commodities and property 
sectors but the combined exposure to these sectors in the fund 
amounts to only 1.5%.

Hungary still posts negative growth for both retail sales and 
industrial production and inflation amounted to 6.5% year-
on-year in August. The Prime Minister has proposed a tax cut 
program, but early elections remain a possibility. With slower 
growth prospects, some assets are more attractive, especially 
high-yielding defensive utilities and beverage sectors. In the 
Czech Republic, CPI was 6.5% in August, while retail sales 
were up 3.6% in July.

About 16% of the fund is invested in Slovakia, which still is 
showing good numbers, though with some signs of a slowdown. 
Retail sales grew by 6.9% year-on-year in July. Industrial produc-
tion slowed down to 1.8% year-on-year and inflation was 5% 
year-on-year in August. During the quarter, the Slovakian mar-
ket as a whole performed relatively well. One example is Asseco 
Slovakia, an IT company that will benefit from the EU funded IT 
infrastructure projects.

EAST CAPITAL POWER UTILITIES FUND

The aim of the fund is to target the many investment opportuni-
ties arising from the ongoing power sector reform in Russia. The 
fund invests in both listed and unlisted companies across sub-
sectors of the industry including electricity generation, distribu-
tion and services.

Fund performance during the period
The NAV per fund unit in the East Capital Power Utilities fund 
decreased 47.5% in EUR terms during the reporting period. 
In USD terms, the NAV per unit decreased 49.3% outperform-
ing the Russian power utilities sector index, RTSeu, which 
decreased 63.3% during the same period. 

During the third quarter 2008, the NAV per fund unit decreased 
38.8% in EUR terms. In USD terms, the NAV per unit decreased 
45% which was better than the RTSeu, which decreased 51.7% 
during the same period. 

On 30 September 2008 the NAV per unit in the fund amounted 
to EUR 266.31 and 70.9% of the fund was invested.

Market comments on the third quarter
The Russian power utilities sector significantly underperformed 
other sectors during the third quarter 2008. The sector’s poor 
performance was mainly due to selling pressure following the 
RAO EES break-up, the significant capital expenditure needs in 
the sector and the end of a longer period of major strategic bid-
ding and mandatory buy-out offers to minorities. The long-term 
fundamentals in the sector remain unchanged, however. Com-
panies in this sector present an attractive buying opportunity, 
not only as they are heavily oversold, but also due to the expect-
ed steady improvement of their results in the coming quarters. 

OGKs (wholesale generation companies) have lost 40-70% 
of their value and now trade at an all-time-low of USD 89/KWt 
compared to USD 560/KWt at the beginning of the year. TGKs 
(Territory Generation Companies) trade at USD 227/KWt after 

loosing 57% since January 2008. Another unprecedented fact 
is that some generation companies are trading in negative ter-
ritory where their net debt exceeds their current market capi-
talisation. These are OGK-3 at USD -179/KWt and TGK-5 at  
USD -2/KWt.

The investment community has widely feared a slowdown in 
sector reform, since RAO EES’ CEO Anatoly Chubais left office 
after the unbundling of the electricity giant on 1 July 2008. How-
ever, the reform is so far continuing in accordance with initial 
plans, with 25% of the electricity market now liberalized since 1 
July 2008. The big test of the government’s commitment to the 
reform will be in the middle of 2009, when 50% of the power 
market will effectively be offered at free prices on a competitive 
basis. Another test is the capacity market liberalisation, which 
began at a later stage, but is expected to follow the same liberali-
sation schedule as the electricity market.

During the third quarter, we saw power construction and engi-
neering stocks contribute positively to the performance of the 
fund with Sevzapelektrosetstroy and Spetssetstroy gaining 
33.3% and 7.9% respectively. Meanwhile, RAO Energetichesk-
ie Systemy Vostoka, FSK and MRSK Holding were the weakest 
performers during the quarter, decreasing 83%, 73% and 68% 
respectively. 

EAST CAPITAL RUSSIAN PROPERTY FUND

The aim of the fund is to invest in shopping centres and other 
types of cash flow generating retail real estate in regional cities 
with more than 500,000 inhabitants, primarily in Russia but also 
in Ukraine and Kazakhstan.

Fund performance during the period
Per 30 September 2008, no investments had been made in 
the fund and therefore no draw-downs from investors had been 
made. East Capital Explorer’s commitment of EUR 40m to the 
fund was still placed in cash and short-term deposits.

Market comments on the third quarter
The real estate markets in Russia and Ukraine experienced good 
growth in the beginning of 2008. The overall volume of real 
estate investment transactions in Russia reached USD 5.1bn 
during the first nine months of 2008, which was significantly 
higher than the first nine months 2007. However, most of these 
deals were initiated at the end of 2007 or the beginning of 
2008; before the global financial crisis spread liquidity concerns 
across the region. Recently, there have been no significant real 
estate transactions in Russia, but current market yield levels are 
estimated to have increased, both in Moscow as well as in the 
regions; from 8-10% just two months ago to 9-12% or higher 
today.

Current markets have led to delays in numerous projects and in 
Moscow only 25% of the planned construction for the first six 
months of 2008 was actually completed. Many listed develop-
ment companies have had to put a significant portion of their 
development project pipeline on hold with decreased portfo-
lio values and rapidly declining share prices as a result. At the 
end of the third quarter, regional authorities started to develop 
solutions to bail out distressed developers and to stabilise the 
regional real estate market. While painful in the short term, the 
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current crisis will lead to fewer hastily planned overleveraged 
projects.
 
The fundamentals and underlying key drivers of the Russian real 
estate market remain intact, however. The market is undersup-
plied in both quantity and quality of retail and office space and 
the regional city development has just started. This means long 
term investment opportunities for well-capitalised investors on 
the Russian and Ukrainian property markets. As a result of the 
negative market development, the East Capital Russian Prop-
erty Fund has actively decided not to make any investments so 
far and the full committed capital is still available for investments. 
Focus lies on quality shopping centres in cities with more than 
one million inhabitants, with good locations in densely populated 
areas and easily accessible by foot, car or public transportation. 
Although the number of interesting investment opportunities has 
increased, the Fund will continue to maintain a highly selective 
approach. 

SHORT-TERM INVESTMENTS

East Capital (Lux) Eastern European Fund 
The fair value of East Capital Explorer’s investment in the East 
Capital (Lux) Eastern European Fund decreased EUR 7.3m dur-
ing the reporting period, corresponding to an decrease of 40.8% 
while the MSCI EM Europe Index decreased 39.5% during the 
same period. During the third quarter 2008, the NAV per fund 
unit decreased 27.7% while the MSCI EM Europe decreased 
29.1% during the same period (all in EUR terms). 

Cash and deposits 
EUR 195.6m that have not yet been invested or drawn-down, 
are placed in rolling short-term EUR-deposits in order to receive 
higher interest rates while remaining liquid for future invest-
ments. Interest income from these deposits during the third 
quarter amounted to EUR 2.4m which brings the total income 
from deposits for the reporting period to EUR 7.5m.

In total, short-term investments generated a loss of EUR -1.6m 
during the third quarter and a gain for the reporting period of 
EUR 0.2m.

OTHER INFORMATION

Risks and uncertainty factors
The dominant risk in East Capital Explorer’s operations is com-
mercial risk in the form of exposure to certain sectors, geograph-
ic regions or individual holdings. A detailed description of the 
risks associated with East Capital Explorer’s operations is pre-
sented on page 54 in the 2007 annual report.

Related party transactions
For information on related party transaction please see note 17, 
page 55 in the 2007 annual report. No major changes or trans-
actions have occurred during the reporting period.

Organisational and investment structure
East Capital Explorer is a public limited liability company that 
invests in Russia and other countries within the Commonwealth 
of Independent States (CIS), the Balkans, the Baltic States, 

Central Asia and Central Eastern Europe, mainly indirectly 
through a selection of East Capital’s current and future funds. In 
addition, the company may also invest directly in unlisted com-
panies in this region.

The investment activities of the company are governed by an 
investment policy agreed between the company and East Capital 
PCV Management AB, a company within the East Capital group 
(the “Investment Manager“), under an Investment Management 
Agreement.

For further information about the organisation and investment 
structure of the company, please see the corporate governance 
report for 2007 that has been included in the annual report or 
our web site www.eastcapitalexplorer.com in the section About 
East Capital Explorer/Corporate Governance.

Share buy-back mandate
The Annual General Meeting 2008 authorized the Board to 
decide on acquiring the company’s own shares. To date, no 
shares have been bought back by the company.

Nomination Committee
In accordance with the proposal for the process approved by the 
Annual General Meeting on 21 April 2008 to appoint a Nomi
nation Committee, the composition of the Nomination Commit-
tee for the Annual General Meeting 2009 was announced on 27 
October 2008. The Nomination Committee comprises Ramsay 
Brufer (Alecta), Anders Klein (SEB-Foundation), Eddie Dahlberg 
(Volvo Fund Management), Peter Elam Håkansson, Chairman of 
the Investment Manager and Paul Bergqvist, Chairman of the 
Board in East Capital Explorer.

The Annual General Meeting will be held on 27 April 2009 in 
Stockholm. Shareholders who wish to submit a proposal for 
consideration at the AGM should send such proposal in good 
time prior to the publication of the notice to attend the Annual 
General Meeting which is scheduled to be published in mid- 
March 2009. 

Shareholders who wish to contact the Nomination Committee 
or the Board of Directors, are welcome to send an e-mail to  
agm@eastcapitalexplorer.com or a letter to East Capital 
Explorer AB, Box 7214, SE-103 88 Stockholm, Sweden.

EVENTS OCCURRING AFTER THE END OF QUARTER

Direct investment in Russian fashion retailer MFG
On 28 October 2008, East Capital Explorer decided to invest 
approximately EUR 10m (corresponding to approximately 
SEK 100m) in the fast growing unlisted Russian fashion retailer 
MFG (OAO Melon Fashion Group). The investment in MFG will 
be done in two steps. The first step was completed on 28 Octo-
ber 2008, when East Capital Explorer acquired shares in MFG 
amounting to EUR 4.9m. The remaining EUR 5.1m will be invest-
ed in new shares in MFG that will be issued in a share issue that 
is expected to be completed before the year-end 2008.

For more information about the investment, please visit our web 
site www.eastcapitalexplorer.com.
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NAV on 31 October 2008
NAV per share per 31 October 2008 amounted to EUR 7.99 
(corresponding to SEK 78.94), compared to EUR 8.77 (cor-
responding to SEK 85.86) on 30 September 2008. The share 
price on 31 October 2008 was SEK 45.80 (corresponding to 
EUR 4.64). Cash and deposits on 31 October 2008 amounted 
to EUR 191.2m (1,889 SEKm) which corresponds to 5.27 EUR 
(52.07 SEK) per share.

PORTFOLIO ON 31 OCTOBER 2008
Fair value  

change 
October  

%

Nav/
Share  

EUR

% of  
NAV

Semi-Public Equity Fund Investments
East Capital Bering Russia -32.9 0.32 4.0 
East Capital Bering Ukraine -19.1 0.33 4.1 
East Capital Bering Balkan -29.4 0.27 3.4 
East Capital Bering Central Asia -16.5 0.28 3.5 
East Capital Bering New Europe -12.1 0.22 2.8 
East Capital Power Utilities Fund -27.1 0.87 10.9

-24.8 2.30 28.7
Direct Investments
MFG (OAO Melon Fashion Group) 0.0 0.14 1.7

0.14 1.7

Short-term Investments
East Capital (Lux) Eastern European Fund (EUR) -30.5 0.20 2.5
Other short-term investments 5.27 65.9

5.47 68.5
Total Portfolio 7.91 98.9

Other assets and liabilities net 0.09 1.1
Net Asset Value (NAV) -8.9 7.99 100.0

ACCOUNTING PRINCIPLES

This interim report has been prepared in accordance with IAS 
34 Interim Financial Reporting and RR31 Consolidated Interim 
Financial Reporting. The accounting principles that have been 
applied for the Group and Parent Company are in agreement 
with the accounting principles used in the 2007 annual report.

Stockholm, 12 November 2008

Gert Tiivas
Chief Executive Officer

CONTACT INFORMATION

Gert Tiivas, CEO, +46 8 505 977 30
Louise Hedberg, Head of Communications/IR,
+46 8 505 977 20

FINANCIAL CALENDAR

n		 Monthly net asset value report on the fifth working day after
	 the end of each month

n	 Year-end Report 2008 on 18 February 2009

n	 Annual Report 2008 available in the week of 6 April 2009

n	 Annual General Meeting in Stockholm on 27 April 2009

The information in this interim report is that which East Capital 
Explorer AB is required to disclose under Sweden’s
Securities Market Act.

It was released for publication at 08:00 a.m. CET on 13 
November 2008. 
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Review Report

To the Board of East Capital Explorer AB (publ)

Corp ID 556693-7404

Introduction
We have reviewed the interim report for East Capital Explorer AB (publ) as of 30 September 2008, and the nine-month reporting period 
ending on that date. The Board of Directors and the President are responsible for the preparation and presentation of this interim report 
in accordance with IAS 34 and the Annual Accounts Act. Our responsibility is to express a conclusion on this interim report based on 
our review.

Focus & Scope of the Review
We conducted our review in accordance with the Standard on Review Engagements SÖG 2410, “Review of Interim Financial Information 
Performed by the Independent Auditors of the Entity”. A review consists of making inquiries, primarily to persons responsible for finan-
cial and accounting matters, and applying analytical and other review procedures. A review has a different focus and is substantially 
less in scope than an audit conducted in accordance with Standards on Auditing in Sweden RS and other generally accepted auditing 
practices in Sweden. The procedures performed in a review do not enable us to obtain a level of assurance that would make us aware of 
all significant matters that might be identified in an audit. Therefore, the conclusion expressed on the basis of a review does not give the 
same level of assurance as a conclusion expressed on the basis of an audit.

Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the interim report is not, in all material respects, 
prepared for the Group in accordance with IAS 34 and the Annual Accounts Act, and for the Parent Company in accordance with the 
Annual Accounts Act.  

Stockholm, 12 November 2008
KPMG AB

Carl Lindgren
Authorised Public Accountant
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Group 
1 Jul – 

30 Sep 
2008   

Group 
1 Jan – 
30 Sep 

2008 

Group 
19 Jun – 

31 Dec 
2007 

Parent 
Company 

1 Jul – 30 Sep 
2008

Parent 
Company 

1 Jan – 30 Sep 
2008

Parent 
Company

1 Jan – 31 Dec 
2007

Result from financial assets at fair value 
through profit and loss -69,638 -96,235 3,466 - - - 

Total operating income -69,638 -96,235 3,466 - - - 

Staff expenses -137 -411 -223 -137 -411 -223 
Other operating expenses -695 -1,998 -782 -92 -447 -219 

Operating profit/loss -70,470 -98,644 2,461 -229 -858 -442 

Financial income 2,442 7,496 1,794 - 25 665 
Financial expense - -21 -35 -49,8431 -72,6121 - 

Profit/loss after financial items -68,028 -91,169 4,220 -50,072 -73,445 223 

Income tax 541 359 -255 68 237 -63 

NET PROFIT/LOSS FOR THE PERIOD -67,487 -90,810 3,965 -50,004 -73,208 160 

Profit/loss distribution:

Shareholders of the Parent Company  -54,846  -75,577  3,298

Minority interest -12,641 -15,233 667 

-67,487 -90,810 3,965 
Earnings per share, EUR – shareholders 
of the Parent Company. No dilution 
effects. -1.51 -2.08 0.09 

Number of shares
Total number of shares 36,270,160 36,270,160 36,270,160
Average number of shares 36,270,160 36,270,160 35,032,755
1 	 Financial expense in Parent Company comprises writedown of shares in group companies.

Income statement
EUR thousands

Segment reporting
East Capital Explorer has chosen to classify the company’s segments based on the nature of its investments. Segment results, assets 
and liabilities include items directly attributable to the segment as well as those that can be allocated on a reasonable basis. 

Group
EUR thousands

Semi-public 
Equity-funds 

1 Jan-30 Sep 2008

Short-term 
investments 

1 Jan-30 Sep 2008

Unallocated 
1 Jan-30 Sep

2008

Total consolidated 
1 Jan-30 Sep 

2008
Result from financial assets at fair value 
through profit and loss -88,937 -7,298 - -96,235
Other expenses - - -2,409 -2,409
Operating profit/loss -88,937 -7,298 -2,409 -98,644

Financial income - 7,496 - 7,496
Finance expense - -21 - -21

Profit/loss after financial items -88,937 177 -2,409 -91,169
Income tax for the period - - 359 359

Net profit/loss for the period -90,810

Assets 110,551 223,844 3,825 338,220
Liabilities - - 2,981 2,981

The above table provides information about allocating revenues to segments for the group. Expenses are not allocated to segments, 
since a majority of these expenses can not be attributed one certain segment.
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Group 
30 Sep 2008

Group 
31 Dec 2007

Parent Company 
30 Sep 2008

Parent Company 
31 Dec 2007

Shares and participations in investing activities 110,551 109,969 317,576 390,174

Deferred tax assets 2,378 97 237 -

Total non-current assets 112,929 110,066 317,813 390,174

Other short-term receivables 16 43,941 - -

Accrued income and prepaid expenses 1,431 677 12 136

Short-term Investments 10,605 17,903 - -

Deposits 154,300 198,700 - -

Cash and cash equivalents 58,939 62,001 618 1,441

Total current assets 225,291 323,222 630 1,577 

Total assets 338,220 433,288 318,443 391,751 

Share capital 3,627 3,627 3,627 3,627 

Other contributed capital 387,652 387,652 387,652 387,652 

Reserves -769 -316 - - 

Profit brought forward 3,298 - 160 - 

Net profit/loss for the period -75,577 3,298 -73,208 160 

Equity attributable to shareholders of the 
Parent Company 318,231 394,261 318,231 391,439 

Minority interest 16,938 32,313 

Total equity 335,169 426,574 318,231 391,439 

Deferred tax liabilities 70 70 - - 

Total long-term liabilities 70 70 - - 

Tax liabilities 2,204 339 63 63 

Other liabilities 114 5,585 37 60 

Accrued expenses and prepaid income 663 720 112 189 

Total current liabilites 2,981 6,644 212 312 

Total equity and liabilities 338,220 433,288 318,443 391,751 

Balance sheet
EUR thousands

Changes in equity – Group
EUR thousands

Share 
capital

Other contri-
buted capital

Non-restricted 
equity

Total equity 
shareholders in 

Parent Company Minority
Total 

equity

Opening equity 1 Jan 2008 3,627 387,652 2,982 394,261 32,313 426,574

Exchange rate difference - - -453 -453 -142 -595

Net profit/loss for the period - - -75,577 -75,577 -15,233 -90,810

Per 30 Sept 2008 3,627 387,652 -73,048 318,231 16,938 335,169
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Cash flow statement
EUR thousands Group 

1 Jan – 30 Sep 2008 
Group 

19 Jun – 31 Dec 2007

Operating activities

Operating profit/loss -98,644 2,461
Adjusted for unrealised change in value 98,373 -3,435
Interest received 6,209 1,254
Interest paid -21 -35
Tax paid -57 57

Cash flow from current operations before changes in working capital 5,860 302

Cash flow from changes in working capital

Increase (-)/decrease (+) in other current receivables 111 -136
Increase (+)/decrease (-) in other current payables -5,528 6,305

Cash flow from operating activities 443 6,471

Investing activities
Investment in shares and participations -93,041 -168,810
Proceeds from sale of shares and participations 44,394 -

Cash flow from investing activities -48,647 -168,810

Financing activities
New share issue - 55
Redemption of shares - -55
New share issue  incl over-allotment option - 391,279
Contributed minority interest - 31,761
Cash flow from financing activities - 423,040

Cash flow for the period -48,204 260,701

Cash and cash equivalents at beginning of the year1 260,701 -
Exchange rate differences in cash and cash equivalents 742 -
Cash and cash equivalents at end of the period 213,239 260,701

1 Jan – 
30 Sep 2008

19 Jun – 
31 Dec 2007

Equity ratio 99.1% 98.5%
Net asset value, EURt 318,231 394,261
Change in NAV -19.3% 0.7%
Market capitalisation, SEKm 2,167 3,627
Market capitalisation, EURt1 221,363 383,810
Number of employees 4 3

Consolidated key figures

1 	 Cash equivalents comprise deposits and cash.

1 	 Some currency translations are made for informational purposes. 1 EUR = SEK 9.79 on 30 September 2008 and SEK 9.44 on 31 December 
	 2007. Source: Reuters.

Key figures/share
1 Jan – 

30 Sep 2008
19 Jun – 

31 Dec 2007

Earnings, EUR -2.084 0.094
NAV, SEK1 85.86 102.61
NAV, EUR 8.77 10.87
Share price, SEK 59.75 100
Share price, EUR1 6.10 10.58
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Kungsgatan 33, Box 7214
103 88 Stockholm, Sweden

Tel: +46 8 505 97 700
Corporate identity no. 55 66 93 - 7404

www.eastcapitalexplorer.com
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