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DISCLAIMER

Forward Looking Statements
This discussion and analysis should be read in conjunction with the audited consolidated financial
statements and the notes thereto of Gallery Out of Home Media Group Ltd. (the “Group”).

Some statements in this discussion, including any statements about our expectations, beliefs,
plans, objectives, assumptions or future events or performance, are not historical facts and are
“forward-looking.” The following cautionary statements identify important factors that could cause
our actual results to differ materially from those projected in the forward-looking statements made in
this discussion. These statements are often, but not always, made through the use of words or
phrases such as "will likely result," "are expected to," "will continue," "believe," "anticipated,"
"estimated," "intends," "expects," "plans," "seek," "projection" and "outlook." These statements
involve known and unknown risks, uncertainties and other factors, and are made based on
estimates, assumptions and uncertainties, all of which could cause actual results to differ materially
from those expressed in them. Any forward-looking statements are qualified in their entirety by
reference to such factors.

The factors discussed above, as well as other factors, could cause actual results or outcomes to
differ materially from those expressed in any forward-looking statements made in this report by us
or on our behalf, thus you should not place undue reliance on any of these forward-looking
statements. Further, any forward-looking statement speaks only as of the date on which it is made,
and we undertake no obligation to update any forward-looking statement to reflect events or
circumstances after the date on which the statement is made or to reflect the occurrence of
unanticipated events. New factors will emerge in the future, and it is not possible for us to predict
such factors. In addition, we cannot assess the impact of each factor on our business or the extent
to which any factor, or combination of factors, may cause actual results to differ materially from
those described in any forward-looking statements.

Reporting

While our presentation currency is US dollars, the functional currencies of our group companies are
Russian rubles, Ukrainian hryvnias and US dollars. As at the reporting date, the assets and
liabilities of the Group’s subsidiaries are translated into the presentation currency at the rate of
exchange ruling at the balance sheet date, and their statement of operations is translated at the
average exchange rates for the respective period. The exchange differences arising on the
translation are taken directly to a separate component of equity.
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DESCRIPTION OF THE BUSINESS

The Group was founded in 1994 as a regional outdoor advertising contractor and has grown,
organically and through acquisitions, to become the second largest outdoor advertising contractor
in Russia and Ukraine in terms of number of advertising faces owned.

We offer our clients a comprehensive package of services related to outdoor advertising, including
campaign planning and a diverse product and location mix. We have three principal outdoor
advertising product lines comprising 47,170 total advertising faces as of 31 December 2009.

Billboards
Billboards include traditional 3x6 meter roadside billboards. As of 31 December 2009, we owned
8,978 and 3,556 billboard advertising faces in Russia and Ukraine, respectively.

Street Furniture

We own street furniture in Moscow, several regional cities and Ukraine. Our primary street furniture
formats are directional signs, pedestrian road fences, scrollers, 1.2x1.8 meter city formats and lamp
posts. As of 30 September 2009, we owned 17,994 and 2,781 street furniture advertising faces in
Russia and Ukraine, respectively.

Transport & Other Displays

Through the acquisition of Techprogress in 2006, the Group acquired a five year contract with
“Mosgortrans” (Moscow State Public Transport Company) for placement of advertising on and
inside various types of transportation units. Currently the Group has the right to place advertising
on more than 5,000 buses, trolleys and trams and inside more than 7,000 buses, trolleys and
trams. As of 31 December 2009, we owned 13,665 and 196 transport and other advertising faces
in Russia and Ukraine, respectively.
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YEAR ENDED 31 DECEMBER 2009 UPDATE
1. ACQUISITIONS & DISPOSALS

During 2009, the Group disposed of a number of non-core assets in an effort to generate liquidity
and simplify its structure.

On 20 January 2009, the Group sold Transreklama, a company that had contracts that potentially
could support advertising in railways, for cash consideration of $0.5 million.

On 17 March 2009, the Group completed the sale of Stimul Group, a local operator located in Sochi
for cash consideration of $0.5 million.

On 30 March 2009, the Group sold ADV Technology LLC, a small outdoor operator in Barnaul, for
cash consideration of $0.09 million.

In the second quarter of 2009, the Group sold the following companies for the nominal value of their
shares: Gallery Indoor-Neva LLC, IMTV, Digital Gallery LLC and Gallery Vologda LLC.

All abovementioned disposals are presented in more detail in Note 6 of the consolidated financial
statements.

2. OUTLOOK

The worldwide global financial crisis has contributed to a significant slowdown in the demand for
advertising, which directly impacts our revenues. The slowdown that we experienced in the fourth
quarter of 2008 has deepened, and as a result, our revenues in 2009 were down significantly. This
decline was led by a dramatic decrease in advertising pricing in 2009 coupled with decreased
occupancy. We are therefore focusing on expense reduction, cash preservation and liquidity
management.
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MANAGEMENT DISCUSSION AND ANALYSIS OF THE AUDITED CONSOLIDATED
FINANCIAL STATEMENTS

The following discussion of the Group’s financial position and results of operations should be
read in conjunction with the audited consolidated financial statements for the year ended 31
December 2009 and the related notes thereto, as well as other financial information included
elsewhere in this document. The audited consolidated financial statements for the year ended
31 December 2009 have been prepared in accordance with International Financial Reporting

Standards (“IFRS”).

Financial Highlights

In $ thousands Year ended Year ended 31-

31-December-2009 December-2008
Revenues 105,479 213,193
Gross Profit 29,386 90,906
EBITDA 11,365 52,128
Adjusted EBITDA' 11,365 59,607
EBITDA margin 11% 25%
Adjusted EBITDA margin 11% 28%

Capitalization

In $ thousands

31 December 2009

31 December 2008

Senior Secured Notes 179,930 163,579
PIK Loan 139,344 123,269
Finance leases 22 4,379
Total Gross debt 319,296 291,227
Senior Gross debt 179,952 167,958
Total debt/ Adj. EBITDA 28.1X 4.9X
Senior debt/ Adj. EBITDA 15.8X 2.8X

' Adjusted for imputed tax

Starting on 1 January 2005, outdoor advertising operators in Russia became subject to imputed tax in
certain municipalities. Imputed tax is assessed on the number of advertising faces a company owns, as
contrasted with the revenue generated by its outdoor advertising business. Imputed tax was introduced to
reduce tax avoidance in the industry. In municipalities that have adopted the imputed tax, it replaced
profit, property and unified social taxes. Imputed tax payers are not subject to value added tax on
operations in connection with activities subject to imputed tax, with the exception of value added tax
payable on imported goods. However on 22 July 2008, the Russian government implemented federal law
#155, which clarified the criteria for the eligibility for companies to use the imputed tax regime. Due to
these clarifications, beginning 1 January 2009, the Group moved back to the general tax regime under
which the Group is subject to a 20% tax on profits and is required to collect 18% value added tax on its
advertising revenues. Outdoor advertising activities in Ukraine continue to be taxed under the general
profit tax regime. As a result, from 1 January 2009 forward, EBITDA and Adjusted EBITDA for the Group
are the same.
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EBITDA Reconciliation to Net Profit

In $ thousands

Year ended 31-

Year ended 31-

December-2009 December-2008
Net profit (117,785) (156,212)
Add back:
Income tax (benefit)/expense (17,020) 34,289
Excess fair value of net assets acquired over
purchase consideration - 380
Loss on disposal of property, equipment and
intangible assets 2,180 3,785
(Gain)/loss on disposal of subsidiaries (566) 2,068
Impairment loss 88,422 91,839
Finance income (801) (12,557)
Finance costs 36,127 38,423
Depreciation & amortization 14,705 18,698
Effect of foreign exchange movement 6,103 31,415
EBITDA 11,365 52,128
Imputed tax — 7,479
Adjusted EBITDA 11,365 59,607

REVENUES

Total revenues for the year 2009 decreased by 50% relative to the same period last year, which
is an impact of the continuing worldwide global financial crisis that resulted in a significant

slowdown in the demand for advertising. In addition, the decrease in revenues was further
intensified by the devaluation of the Russian ruble against the US dollar by 22% during the

course of 2009.

In $ thousands Year ended Year ended
31-December- 31-December -

2009 2008

Revenues on own boards 87,443 183,134
Media buying revenues 18,036 30,059
Total revenues 105,479 213,193

Revenues on own boards

Revenues for the year of 2009 from own boards decreased by 52% in comparison to the same

period in 2008.

Media buying revenues

Revenues from subcontracted advertising faces decreased by 40% for the year of 2009.
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COST OF REVENUES

Year ended 31-

Year ended 31-

In $ thousands December-2009 December-2008
City fees and permits 22,736 41,089
Subcontractors fees 14,947 28,521
Maintenance and repair expenses 11,708 15,615
Payroll of production personnel 9,946 15,274
Depreciation 10,080 13,059
Electricity 2,071 2,489
Warehouse expenses 1,412 2,148
Transportation expenses 934 1,504
Other 2,259 2,588
Total 76,093 122,287

City fees and permits

City fees include payments made to landowners (principally municipalities), building owners and
advertising agreements for the right to place advertising displays on the property or buildings
owned by third parties. City fees have decreased by 45%, which is mainly attributable to the
ruble devaluation and temporary decrease of city fees granted by city authorities. The Moscow
City Authorities granted a 30% decrease in rates starting from March 2009 and effective through
December 2009. In ruble terms, city fees decreased by 29% versus the same period last year.
As a percentage of revenues on own boards, city fees have increased from 19% in 2008 to 22%
in 2009 due to the relatively fixed nature of these expenses.

Subcontractor fees
Subcontractor fees decreased during the year of 2009 by 48% in line with decreased media
buying revenues.

Maintenance and repair expenses

Maintenance and repair expenses include cost of materials and spare parts for the day to day
maintenance and monitoring of advertising structures, materials for posting and servicing the
units as well as subcontractor fees to perform maintenance and repairs on our advertising
displays during peak demand periods. This expense item has declined by 25% during in 2009.

Payroll of technical personnel

Payroll of technical personnel decreased by 35%, which reflects, along with the ruble
devaluation, the fact that a number of employees left the Group during the first half of 2009.
Partially offsetting this decrease was an increase in unified social tax (by 32% in ruble terms)
which is the result of the mandatory switch of all Group companies in Russia to the general tax
regime in 2009.

Depreciation
This expense category includes depreciation of fixed assets. The decrease in depreciation
expense by 23% is mainly associated with the devaluation of the ruble.

Other
Other expenses in both years consist primarily of agency commissions.
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SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Year ended 31- Year ended 31-
In $ thousands December-2009 December-2008
Payroll 18,514 24,065
Depreciation and amortization 4,625 5,639
Office rent and related expenses 2,967 5,345
Bad debt expense 1,472 4,375
Audit and consulting expenses 1,375 3,102
Taxes other than profit tax 1,098 2,404
Communication expense 733 1,238
Advertising and marketing expenses 321 866
Business trip and representative expenses 310 819
Transportation expenses 264 693
Security expenses 217 417
Other 1,523 1,334
Total 33,419 50,297

Payroll

Payroll decreased by 23% in 2009. Although the Group’s headcount is lower than prior year, it
recorded significant one-off expenses associated with the exit of personnel. Another fact or that
increased payroll expenses is that unified social tax expense increased by 43% in ruble terms
as a result of all companies of the Group migrating to the regular tax regime in 2009.

Depreciation and amortization

This expense category includes depreciation of non-production fixed assets and amortization of
intangible assets consisting primarily of software, tender fees and long-term contracts. These
expenses decreased in dollar terms mainly due to the ruble devaluation.

Office rent and related expenses

The decrease of office rent and related expenses is primarily the result of the Group’s
negotiations with its landlords based on the economic recession as well as the Group’s efforts to
sublease its office space in Moscow.

Bad debt expense

The Group recorded increased bad debt expense in 2008, which was associated with the
significant deterioration of payment capacity of counteragents in the crisis time. In 2009, the
situation has stabilized to a certain extent and the payments have improved.

Audit & consulting expense
Audit and consulting expenses have decreased due to the Group’s cost cutting measures.

Restructuring expenses

During 2009, the Group incurred approximately $9.8 million in restructuring costs. The Group
expects total restructuring costs to approximate $15.7 million. As of 31 December 2009, these
costs were not recorded as expenses, but capitalized as prepaid expenses. These expenses
will be accounted for in 2010 when the Group will record its debt restructuring according to the
implementation of the Schemes of Arrangement.
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OTHER KEY EXPENSES

Imputed tax

The decrease of imputed tax to zero is associated with the Group’s migration back to the
general taxation system in Russia according to the new legislative requirements effective 1
January 2009.

Impairment loss

As of 31 December 2009, the Group performed an impairment test in relation to its non-current
assets in accordance with IAS 36, Impairment of Assets. As mentioned earlier, the worldwide
global financial crisis has contributed to a significant slowdown in the demand for advertising,
which directly impacts our revenues. The slowdown that we experienced in the fourth quarter of
2008 has deepened, and as a result, our revenues in 2009 were down significantly. As a result,
the estimated value-in-use of the Russian business segment exceeded its carrying amount as of
31 December 2009. As a result, the Group recorded an impairment loss of $88.4 million, which
consists of an impairment of $22.2 million in property and equipment, $63.5 million in intangible
assets and $2.7 million in long-term advances.

Finance income

Finance income in 2009 represents interest earned on cash deposits held in various banks. In
prior year, the significant finance income recognized related to two items. First, the
management of the Group revised its estimate of the PIK loan repayment date from July 2009 to
the contractually agreed maturity date, 15 November 2013. As a result of this change in
estimate of the repayment period, the Group adjusted the carrying amount of the loan to reflect
the revised estimated cash flows, which ultimately resulted in a gain of $4.4 million. Additionally,
on 5 November 2008, the Group purchased the nominal amount of $13.5 million of its Senior
Secured Notes for a net cost of $5.9 million. This transaction resulted in a gain of $7.1 million.

Finance costs

Finance costs decreased to $36.1 million in 2009 from $38.4 million for the year of 2008. The
decrease is due to the fact that the Group purchased the nominal amount of $13.5 million of its
Senior Secured Notes in November 2008 as well as the decrease in the 3-month LIBOR rate
associated with the PIK Loan.

Loss on disposal of property and equipment

In the first half of 2009, the Group sold a number of advertising structures that had become
unprofitable due to the decline in the advertising market in order to maintain liquidity. These
sales led to a loss on the book value of the assets.

Loss on disposal of subsidiaries

As noted earlier, the Group disposed of a number of non-core assets in an effort to generate
liquidity and simplify its structure during the first half of 2009. This resulted in a gain of $0.1
million, In addition, in November 2009, the Group recognized a gain of $0.4 million after
receiving an additional portion of the agreed upon purchase price for PVG Media LLC that was
previously written off as unrecoverable in 2008.

In the first half of 2009, the Group sold a number of advertising structures that had become

unprofitable due to the decline in the advertising market in order to maintain liquidity. These
sales led to a loss on the book value of the assets.
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OTHER KEY EXPENSES (continued)

Net foreign exchange gain

Foreign exchange gains or losses arise when transactions are denominated in a currency
different from the operational unit’'s functional currency. As the US dollar appreciated
considerably against the ruble during the course of 2009, the Group recognized a loss of
approximately $6.1 million. This is primarily due to the revaluation of the principal amount of the
Group’s Senior Secured Notes to be repaid by the Group’s main Russian subsidiary as well as
an intercompany loan from one of the Group’s offshore entities to the Group’s main Russian
subsidiary that is fixed in rubles.

Income tax expense

The Group’s income tax line item is composed of current and deferred tax expense or benefit
components. In regards to the Group’s current income tax expense, this component decreased
from $3.9 million in 2008 to $0.8 million in 2009, which corresponds to the Group’s drop in
profitability in 2009. In relation to the Group’s deferred tax component, the Group recognized a
significant deferred tax benefit of $17.8 million in 2009 versus a deferred tax expense of $30.3
million in the prior year.

The large deferred tax expense in 2008 resulted from the Group migrating back to the general
profit tax regime as of 1 January 2009. Consequently, the Group calculated deferred income tax
assets and liabilities on temporary differences as of 31 December 2008, which resulted in a
deferred tax charge of $30.3 million. The most significant portion of the 2008 deferred tax
charge related to indefinite lived licenses and permits that were acquired through business
combinations in 2005-2007. As these assets are not recognized in the tax books of the acquired
entities, a temporary difference exists between the tax and IFRS cost basis of these assets.
Accordingly, the Group recognized a tax expense for these assets in 2008.

In contrast, the Group recognized a significant deferred tax benefit in the current year that

resulted from the Group impairing approximately $63.5 million in intangible assets. For more
information, please see Note 21 to the consolidated financial statements.
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PERFORMANCE ANALYSIS

The Group measures its performance using certain indicators. With respect to the consolidated
statement of operations, the Group uses three key indicators:

Gross Profit

Gross profit is calculated as revenues less cost of revenues. Gross profit decreased to $29.4
million for the year of 2009 from $90.9 in 2008. The Group’s gross profit yield decreased
significantly from 43% in 2008 to 28% in 2009 due primarily to the sharp decrease in revenues
and fixed nature of the Group’s costs.

Adjusted EBITDA

EBITDA is defined as net profit plus income tax expense (or minus benefit), minus excess fair
value of net assets acquired over purchase consideration, plus net interest expense, plus loss
(or minus gain) on disposal of property and equipment or impairment losses, plus depreciation
of property and equipment and amortization of intangibles and plus non-cash share-based
payments. In addition, we adjust the calculation for foreign currency exchange differences
resulting from debt held in foreign currencies at the operating level. Adjusted EBITDA equals
EBITDA plus imputed tax. On 22 July 2008, the Russian government implemented federal law
#155, which clarifies the criteria for the eligibility for companies to use the imputed tax regime.
Due to these clarifications, beginning 1 January 2009, the Group moved back to the general tax
regime in Russia. As a result, from 1 January 2009 forward, EBITDA and Adjusted EBITDA for
the Group are the same.

Other companies may calculate Adjusted EBITDA differently.

We believe that Adjusted EBITDA is useful to investors as a measure of operating performance
because it eliminates variances caused by the amounts and types of capital employed and
amortization policies and helps investors evaluate the performance of our underlying business.
We also believe that Adjusted EBITDA is a measure commonly used by analysts and investors
in the outdoor advertising industry.

The Group’s Adjusted EBITDA for the year of 2009 amounted to $11.4 million, which decreased
by $48.2 million from $59.6 million in the same period in the prior year.

CASH FLOW

Cash decreased by $7.4 million during the year of 2009. This is primarily due to the repayment
of finance leases as well as the payment of restructuring costs and minimal required capital
expenditures.
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Key Performance Indicators

Revenues breakdown Year ended Year ended
31-December-2009 31-December-2008

In $ thousands

RUSSIA

Billboards 37,119 80,562

Street Furniture 25,533 41,605

Transport & Other 19,946 42,144

Total 82,598 164,311

UKRAINE

Billboards 3,339 11,398

Street Furniture 831 4,620

Transport & Other 675 2,805

Total 4,845 18,823

Revenues on Own Boards 87,443 183,134

Russia Media Buying 15,495 20,467

Ukraine Media Buying 2,541 9,592

Media Buying Revenues 18,036 30,059

GRAND TOTAL 105,479 213,193

Number of Advertising 31-December-2009 31-December-08

Faces

Formats Russia Ukraine | TOTAL Russia Ukraine | TOTAL

Billboards 8,978 3,556 12,534 9,008 3,573 12,581

Street Furniture 17,994 2,781 20,775 18,715 2,961 21,676

Transport & Other 13,665 196 13,861 13,397 194 13,591

Total 40,637 6,533 47,170 41,120 6,728 47,848

Occupancy 4Q2009 | 3Q2009 | 2Q2009 | 1Q2009 | 4Q2008 | 3Q2008 | 2Q2008 | 1Q2008 | 4Q2007

RUSSIA

Billboards 85% 78% 78% 57% 83% 85% 87% 68% 89%

Street Furniture 74% 75% 75% 72% 76% 74% 75% 71% 82%

Transport & n/a n/a n/a n/a n/a n/a n/a n/a n/a

Other

Occupancy 4Q2009 | 3Q2009 | 2Q2009 | 1Q2009 | 4Q2008 | 3Q2008 | 2Q2008 | 1Q2008 | 4Q2007

UKRAINE

Billboards 7% 50% 49% 38% 80% 83% 86% 57% n/a

Street Furniture 55% 34% 35% 41% 39% 81% 59% 48% n/a

Transport & n/a n/a n/a n/a n/a n/a n/a n/a n/a

Other
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