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The Russian market for passenger cars and light commercial vehicles (LCVs)
shrank by 2.3% in 2019 due to an economic growth slowdown, lower oil prices
and the devaluation of the Russian ruble, all of which affected consumer
spending.

Demand fell following a scale-down in government programs aimed at bolstering
consumer spending and a 9% increase in car prices that grew faster than
inflation as the Russian ruble weakened while VAT rose to 20% in 2019.

Macroeconomic risks and the inflation adjustment to Russia's recycling fees are
projected to push car sales further down in 2020 and drive up prices, especially
for imports and vehicles with low localization content.

At the same time, Russia’s market has high growth potential due to the lower
number of cars per capita compared with Western countries and their old age.

EY presents an analysis of current trends shaping the automotive market in
Russia and other CIS countries and its long-term growth prospects. Under the
baseline scenario, growth is projected to begin in 2021. While some automotive
plants have closed, a number of global and Russian manufacturers and suppliers
are considering new investment projects in the Russian automotive industry. The
market potential and government support for investors provide good
opportunities for new projects despite the macroeconomic risks.

EY professionals will be glad to share their market expertise and assist you in
meeting your business needs and identifying investment opportunities as well as
provide risk, operational and cost management advisory services.
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Russia’s economy
and automotive
Industry drivers




Russia is one of the leading automotive markets with significant growth
potential in Europe

Oil reserves Road network Car sharing Sanctions Lower GDP per
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The market potential and government support for investors provide good opportunities for new projects in the
industry despite the macroeconomic risks.

Sources: BMI, Oxford Economics, Rosstat, Central Bank of Russia, * Including passenger cars, LCVs, trucks and buses
LMC Automotive, data from open sources. ** 2019 data based on purchasing power parity

Page 5 The Russian and CIS automotive industry EY



Russia’s economy is projected to demonstrate modest growth in the
medium run

Indicator 2016 2017 2018 2019  2020F* 2021F* 2022F*
Population, million 143.7 146.3 146.5 146.8 146.8 146.8 147.0 147.3 147.7
Real GDP growth, % 0.7% -2.0% 0.3% 1.8% 2.5% 1.3% 1.7% 1.6% 1.6%
GDP per capita, USD 14,468 9,435 8,912 10,848 11,348 11,586 12,789 13,669 14,609
Inflation (average annual), % 7.8% 15.6% 7.1% 3.7% 2.9% 4.5% 3.7% 3.9% 4.0%
Industrial Production Index, % 2.5% -0.8% 2.2% 2.1% 2.9% 2.4% 1.5% 1.5% 1.4%
Brent price, USD per barrel 98.9 52.7 44.1 54.5 71.2 64.2 62.4 60.8 60.8

Unemployment rate among the economically active
population (annual average), %

RUB/USD exchange rate (annual average) 38.4 60.9 66.8 58.3 62.9 64.6 64.7 65.7 65.5

5.2% 5.6% 5.5% 5.2% 4.8% 4.5% 4.6% 4.6% 4.7%

RUB/EUR exchange rate (annual average) 51.0 67.5 74.1 66.0 74.1 72.4 72.2 74.7 75.5

Russia’s economy grew for four years in a row after the 2015 recession, but its growth pace slowed down from 2.3% in 2018
to 1.2% in 2019. This was due to the introduction of new Western sanctions and lower oil prices weakening the Russian ruble
and accelerating inflation. Another factor was an increase in VAT to 20% in 2019.

Agricultural output demonstrated the highest growth, jumping by 4.1% in the first 11 months of 2019 compared with the same
period of the previous year. Industrial output also made a considerable contribution to Russia’s GDP, rising by 2.4% in 2019
compared with the year before. Growth in freight transport and retail sales significantly slowed down to 0.6% and 1.6%,
respectively, due to the ongoing devaluation of the national currency and weak consumer spending.

Direct foreign investment in Russia picked up after a sharp decline in 2018. It totaled US$ 4.7 billion in the first half of 2019,
more than double the level of the same period the previous year.

As oil prices may fall further, Russia’s economic growth is projected to be moderate in the medium term.

Sources: BMI, Oxford Economics, EIU, Rosstat, Russia’s Ministry for * The forecast does not take into account the potential impact of the
Economic Development, Bloomberg, EY analysis. coronavirus outbreak (COVID-19) and consequences of Russia’s failure to reach agreement on
oil production cuts with the Organization of Petroleum Exporting Countries (OPEC).
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Real household income, trade and freight transport are recovering, but
their growth is slower than before the crisis hit

2014-16
crisis
15.6%

Inflation and real disposable
household income, %

2008
crisis

The inflation rate significantly
slowed after its peak level in
2015 and is projected to settle
down at 4% in the next three
years.

Real disposable income began
to recover only in 2018,
growing at a slow pace because
of the weaker Russian ruble.

Retail sales and freight
transport

Retail and road transport
have been the most sensitive
to the crisis. A change in the
lending cycle and slower loan
growth may have a negative
impact on the sectors in
2020.

However, the rise of
e-commerce may become a
long-term growth driver for
retail sales and freight
transport.

14.1% Inflation, %, y-0-y

11.6% Real disposable income, %, y-0-y
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Road freight transport, billion tons
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5,
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5,240 5,236
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* The forecast does not take into account the potential impact of the
coronavirus outbreak (COVID-19) and consequences of Russia’s failure to reach agreement on
oil production cuts with the Organization of Petroleum Exporting Countries (OPEC).

Sources: Russia's Ministry for Economic Development, BMI, Oxford
Economics, Rosstat, Central Bank of Russia, World Bank, EIU.
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Uptick in investment and construction sector recovery are driving the
truck transport market

Construction sector 2008

The implementation of large-scale crisis
infrastructure projects led to strong

growth in construction activity in 2018.

The growth slowed the next year after the = 12.8%
completion of many projects, but it is

expected to be restored soon, at a pace of 5.0% 5.1% 6.3%

no more than 2% a year. 2.5%

_ _ 0.1% 11/
Large projects in sectors such as energy, 2.3% o 21 oL/
-9. 0

public infrastructure and road construction
will be the key drivers.

2014-16
crisis

Change in construction activity, %

1.6% 2.0% 1.9%

0.6%

Industrial output and investment -13.2% &= Change in indSEREREERE

. Change in real investment, %
Industrial output was one of the fastest- g !

growing sectors for the third year in a row,
driven by a stronger government focus on 5.0%
import substitution to address Western
sanctions. Manufacturing industries such
as food, chemicals and metals were key
contributors to this growth.

2.5% 22%21% 29% 2.4% 1 59 1.5%1 4%

0.6 % 0.8%

Russia's investment attractiveness is 10.8%
6.0 % 6.6 %

recovering but Western sanctions and the 9.9% 4.1% 4.3% 5 54 3.1% 3.6% 3.3%
weaker Russian ruble make it difficult for
investment inflows to reach levels seen
before the crisis.

-0.2% 159 -0.9%
-15.7% 8.4%

'08 09 10 ‘11 12 13 14 15 16 17 18 ’19 ’'20F* ‘21F*’'22F*
Sources: Russia's Ministry for Economic Development, Oxford Economics, Rosstat.

* F - forecast.
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Infrastructure projects are driving demand for commercial vehicles

Infrastructure investment, RUB billion

’@"

1 6,320
: 6,100
. 5,900
5,520 5520 9,700 f
36%
37%
510, 43%
0
59% - 63% 66% 63% 63% 64%
49% 0
14 15 16 17 18 "19F* '20F* '21F*

- Government

investment Private investment

With moderate economic growth, large-scale
infrastructure projects now play a bigger role in driving
demand for trucks.

This trend may, however, increase the demand cycle
and lead to tighter competition for new vehicles as used
vehicles return to the market after the completion of
projects.

* F - forecast.

Source: Rosstat. . .
** Real estate, tourism and construction.

*** Baikal-Amur Mainline Upgrade Project, Phase 1 (until 2020).
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Infrastructure investments by sector in 2018-20

- Energy sector
- Industrial sector

Public sector
RET&C**

Vehicles and transport

13% Other

Major projects in 2018-20

Yamal LNG 1,620
Moscow-Kazan high-speed railway line 1,500
Amursky gas processing plant 1,300

Avtodor-Toll Roads, LLC -

_ | ciole]
various projects
Rosneft Oil Company - 890
various projects
560

Baikal-Amur Mainline***
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Current trends in the
global automotive
market
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Global sales of new cars have been falling for the past two years

Car sales around the world saw their steepest
drop of 4.4% in 2019 since the 2008 recession,
due to the following reasons:

Global sales of passenger cars and LCVs, million vehicles

96.0
95.1 . . . .
93.0 94.4 92.4 Lower sales in China (an 8.3% decline), which
89.1 90.2 90.3 nevertheless remains the world’s largest auto
87.3 market. The downward trend in the past two
84.4 36.8 365 38.8 .
818 35 5 35.6 353 355 37.0 years was caused by an economic slowdown,
"~ 328 355 ' sluggish lending, rising sales of used cars and
3.6 3.7 3.7 EE tightening emission standards.
22 3.4 pEanl@@paey 39 37 37 gap Sales in the US, the second-largest auto
32 33 g4 34 35 37 ' market, were down 1.4% year-on-year due to
33 29 29 - GF | BE | 52 49 _ _ _
: : ' 5.0 51 49 49 : a trade war with China and the economic
B 53 55 downturn.
53 . . . . A
o | | e GG Falling car sales in India are O[rlven py.llmlted
A 17.4 170 16.8 165 access to auto loans and the intensifying
145 oA economic slowdown. Tighter environmental

standards may also contribute to the decline
in 2020.

Western Europe witnessed modest growth of
0.8%, but key markets in the region showed a
mixed performance: sales increased by 4% in
Germany while falling by 2% in the UK
following Brexit.

Among other markets with the highest growth

12 23 14’15 16 17’18 19 C20F* C21F* "22FF rates is Brazil, demonstrating steady annual
sales growth of 10% on average since the
B china Japan Germany crisis of 2016.
USA India Other

Source: LMC Automotive.
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* The forecast does not take into account the potential impact of the

coronavirus outbreak (COVID-19) and consequences of Russia’s failure to reach

agreement on oil production cuts with the Organization of Petroleum Exporting Countries

(OPEC).
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BRICS countries will be the biggest contributors to the global sales

performance in the next five years

Capacity utilization and expected sales growth
by country, 2019-25*

90% -

South Korea
85% A

80% + Japan
Canada

0n 4
75% France

70% - Germany

60% - India
Italy

55% -

Average utilization rate in 2019, %

Brazil

50% A
Russia

45% -
O Circles represent the volume of 2019 sales

40% T T T T T 1
-2% -1% 0% 1% 2% 3% 4% 5%

Expected average annual sales growth rate in physical terms in 2019-25

* The forecast does not take into account the potential impact of the
coronavirus outbreak (COVID-19) ) and consequences of Russia’s failure to reach
agreement on oil production cuts with the Organization of Petroleum Exporting

Countries (OPEC). . o
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Source: LMC Automotive.

Due to plummeting sales in China and
India, capacity utilization in the BRICS
has fallen behind Western countries.
Nevertheless, BRICS will become the key
driver of the global demand recovery in
the coming years.

In 2020, sales in major markets are
expected to either decrease or remain at
the level of 2019. Global demand is set
to recover in 2021-22 to reach an all-
time high.

The growth of the North American auto
market will be depressed by uncertainty
around import duties and other
safeguards.

The high number of vehicles per capitain
Western Europe puts a brake on the sales
of new vehicles.

Greater penetration of electric vehicles,
mobility as a service and tighter
environmental standards in developing
countries will make a significant impact
on the market.

EY



Global sales of passenger electric vehicles are expected to soar in the
medium run

Global sales of electric vehicles, million vehicles Change in energy density and price of an
electric-vehicle battery
Clean electric vehicle Mild hybrid 50.5
I Full hybrid 800 - 800

35% T

500 - \ 500
23%

18.3
28%
2% I .
-
4.6 28 27% 100 | Price (USD/k.Wh) 100
G, 5 | 54% R 34% Energy density (MJ/L)
18 "19E* 22F** "30F** 11 12 13 23F**

Global sales of electric vehicles in key regions, million

vehicles 37.3 Key growth drivers for the global electric vehicle
81% 14% market:
67% 68% 7% State policies aimed at tightening environmental
regulations and developing infrastructure for electric
43% vehicle owners, as well as boosting sales.
Development of technologies used to produce electric
11‘;';3 vehicles, which will significantly increase a battery’s
. energy density and, therefore, its driving range.
39% : . . L
a1 26% a5 o - Ak A substantial drop in a battery’s price, which is the most
. / 0 . . A
/;SZ/A, T 31 42% expensive component of an electric vehicle.
-0
18 "19E* 22F** "30F**
Share in global sales, % North America [l China Europe | Sources: LMC Automotive, EY analysis. * E - expected.

** F - forecast.
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Passenger car and
LCV market




Russia’s sluggish economic growth in 2019 led to a 2.3% drop in sales of new passenger

cars and LCVs

Sales of passenger cars and LCVs in Russia, thousand
vehicles

205
193
175
2,734 11
73 2,585 9 128
2,316 121
1,663
1,483 1,468 EIS
, 305
12 13 14 15 16 17 18 19
Passenger cars
B s

Sources: AEB, LMC Automotive, EY analysis.

According to the Association of European
Businesses (AEB), sales of new passenger cars
and LCVs dropped by 2.3% in 2019. The decline
was of a comparable level for both segments.

The contributing factors were sluggish
economic growth, lower oil prices and the
devaluation of the Russian ruble, all of which
constrained consumer spending.

Demand fell following a scale-down in
government programs aimed at bolstering
consumption and a 9% increase in car prices
that grew faster than inflation, which was due to
the following:

The expiry of the industrial assembly regime
applied by many manufacturers and suppliers,
leading to increased import duty on car parts

Increase in the VAT rate to 20%
Russian ruble devaluation

Plans to adjust recycling fees for inflation in
January 2020, prompting car manufacturers to
revise their prices early, at the end of 2019.

The drop in 2019 sales was also partly due to
increased sales in 2018 as consumers
anticipated price hikes in 2019 after the rise in
VAT.
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Russia slid in the 2019 global rankings for car sales compared with
2012

Sales of passenger cars and LCVs in Russia, million vehicles

2012 2019 2022F*
China 22.1 China 25.4 China 28.1

USA 14.5 USA 17.0 USA 16.6
Japan 5.3 Japan 5.1 Japan 4.9
Brazil 3.6 Germany 3.9 Indial 4.0
Germany 3.3 India 3.4 Germany 3.7
India 3.2 UK 2.7 Brazil 3.0
Russia Brazil 2.7 UK 2.8
UK 23 France 2.7 France 2.7
France 2.3 Italy 2.1 Italy 2.2
Canada 1.7 Canada 1.9 Russia
Italy 1.5 Russia Canada 1.9
South Korea 1.5 South Korea = 1.7 South Korea 1.8
Thailand 1.4 Spain 1.5 Spain 1.6
Australia 1.1 Mexico 1.3 Mexico 1.4
Iran 1.0 Australia 1.0 Australia 1.1

Like in the previous year, Russia ranked 11th globally and fifth in Europe for car sales in 2019.

* The forecast does not take into account the potential impact of the
coronavirus outbreak (COVID-19) and consequences of Russia’s failure to reach agreement on
oil production cuts with the Organization of Petroleum Exporting Countries (OPEC).

Sources: LMC Automotive, AEB.
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Russia’s car market is consolidating while top manufacturers are
focused on increasing market shares

Car sales - top 10 players Change in key players’ market shares
400 1~ Circles represent ;
the volume of 2019
LADA
$ 350 - sales ' agn A% 3% se% 36k
o i 520 51% 50%
T 300 -
o 6%
c 0 6% 6%
§ 250 - 6% ;2 6% 6% 6%
g KIA - 6% 7% 5% % 8% 8%
= 200 -~ 8%

- . 6% 6% 5% 8% .
o) Hyundai . 10% 10% 10%
8 150 4 6% 8% 8% 10% 10%

2 Renault 6% 7% 7% L 11% 13% 13%
= 0,
2 100 A Volkswagen Skod o2t 7% 8% 10%
—_ odaa
& Nissan Toyota 18% 16% e 17% 19%
50 A Mercedes-Benz
o BMW '12 '13 '14 '15 '16 '17 '18 '19
-250 -20Y -159 -109 _59 0 0 0 0 0
25% -20% -15% -10% 5% 0% 5% 10% 15% 20% - LADA Hyundai Volkswagen Other
Growth in salesin 2019 KIA Renault Toyota

Key trends:

LADA, Kia, Hyundai and Renault have been the leading car brands in the Russian market in the last few years, seeing a
considerable increase in their shares since 2012.

The consolidation trend will strengthen and drive the mass market as government support is expected to increase with more
incentives for industry players and measures to bolster demand for Russian cars and foreign vehicles with a high local
content. These four brands continue to lead the pack thanks to their wide car ranges and affordable SUVs, demand for which
has been growing faster compared with other segments.

At the same time, demand for some premium brands such as Mercedes-Benz and BMW has also increased. While being less
sensitive to economic recession, this segment saw an increase in its market share from 8% in 2018 to 10% in 2019.

Sources: AEB, Avtostat.

Page 17 The Russian and CIS automotive industry EY



Car production in Russia fell by 1.2% in 2019
sales

Car sales and capacity utilization

69Y%
? 65%
53%
47% 48%
399
37% o 36% 34% 0
’ 28%
220
2,938 ’ 19% 17% 17% 17%

1,682 1,661
1,319 1,462
1,232
1,076
894 203
350 267 268 302 302
12 '13 14 '15 '16 17 '18 '19

Production, thousand vehicles Capacity utilization, %

Imports, thousand vehicles Share of imports in sales, %

* https://mag.auto.ru/article/zabroshennyezadody/
https://www.autostat.ru/news/40728/

** https://www.autostat.ru/news/36240/
https://www.autostat.ru/news/36902/

=@=— Sales, thousand vehicles

Sources: AEB, LMC Automotive, Russia's Federal Customs
Service, EY analysis.

after a contraction in

A considerable contractionin sales and
production after 2012 has affected capacity
utilization rates, with less than half of industry
capacity utilized in the period up to 2019.

Capacity utilization rates have shifted among car
manufacturers in the last two years after the
closure of the Taganrog Auto Plant, Derways
Automobile Company and the Ford plants in the
Republic of Tatarstan and the Leningrad Region,
with a total annual capacity of 462,000
vehicles.* At the same time, Haval and
Mercedes-Benz plants started operationin 2019
with an annual capacity of 150,000 and 20,000,
respectively. Two more plants, Sollers-Isuzu and
Unison, are expected to open in 2021 or later.
They are projected to have an annual capacity of
7,000 and 98,000 vehicles, respectively.**

The share of imports steadily declined in 2012-
17 amid government measures to increase local
content in the automotive market and drive
demand for local brands.

Increased recycling fees, which were raised by
112% to 146%*** in January 2020 depending on
the type of engine, as well as further
government support of local brands, may affect
imports in 2020.

*** for vehicles with engines bigger than
1,000 cubic centimeters

http://www.sollers-auto.com/ru/press-center/news/index.php?id35=878

https://www.vedomosti.ru/auto/articles/2019/01/14/791377-zavod-gm
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Russia’s auto exports jumped by 12% to USD 3.8 billion in 2019, with auto

components accounting for 44% of total exports

Russia’s auto exports,
USD billion

Auto components”
CKD kits
Buses
Trucks
[ Passenger cars and LCVs

3.8
3.4
3.1
1.7(44%)
2.6 24 1.6 (47%)
1.3 (42%)
0
09B™) o zem)
0.4 (10%)
0.3(11%) 0.4 (11%)

0.5(18%) 0.4 (15%)

1.3 (44% ! LB,
1.144% | 116w | 3@ 1 1.3(38%)

2015 2016 2017 2018 2019

Sources: Federal Customs Service
data, EY analysis.
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+6%

+6%

Auto exports from Russia reached USD 3.8
billion in 2019, surpassing the pre-crisis
level of 2013 (USD 3.7 billion) for the first
time.

Exports of vehicles and CKD kits rose by 18%
to USD 2.1 billion:

Passenger cars and light commercial
vehicles: USD 1.6 billion (+24%);

Trucks: USD 0.4 billion (+6%).

Exports of auto components rose by 6%
to USD 1.7 billion.

Auto exports, except for trucks, showed a
13% increase over the best case scenario
set out in the Strategy for the Development
of Auto Exports™ (USD 3.4 billion).

* EAEU Classifier codes in accordance with the Strategy for the Development of Auto Exports in Russia through 2025.
** Regulation No. 1877-r of the Russian Government of 31 August 2017.
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The rise of mobility as a service has driven car sales to corporate clients

The rise of mobility as a service has driven car sales to corporate

clients

Moscow
I st. Petersburg

62.5

49.4
44.6
18.0
36.6
30.1
16.0
3.3 n
1.6
0.4 2.7
X N
15 04 16 1.5 117 18 19 "20F* 22F* 24F*
Leading carsharing companies: Yandex.Drive, Delimobil, BelkaCar, YouDrive,
Matreshcar, Carusel, Rentmee.
Sources: Avtostat, EY analysis. * F - forecast.
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The rise of mobility as a service,
carsharing and leasing, are reshaping
the market landscape, driving sales
to corporate clients.

In 2019, Moscow beat Tokyo to
become the world’s top city for
carsharing. Around 140,000 trips
are made daily by sharing cars in
Moscow.

Carsharing is available in more than
20 Russian cities, including almost all
Russian cities with a population over
1 million people and other big cities
such as Kaliningrad, Tula, Lipetsk,
Ryazan and Sochi.

Moscow and St. Petersburg
accounted for 95% of Russia's
carsharing fleet at the end of 2019,

Yandex.Drive, Delimobil and BelkaCar
operated more than 90% of the fleet.

EY



Sales of used cars fell in Russia for the first time since 2016

Sales of used cars, million vehicles

5.8 6.1

4%

54 : 4.9 5.2 5.8
12 13 14 15 16 17
Pre-owned car market by brand
29% 29%
3% 11% 3%
4% 4%
4% 6% 4%
9 4% 4% 5%
I LADA Hyundai Volkswagen
Toyota Kia Ford
Nissan Chevrolet Renault

Sources: Avtostat.
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Mitsubishi
Other
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19

11%

6%

The Russian and CIS automotive industry

The market for used cars contracted by 0.4%
to 5,404,000 vehicles in 2019, which was
partly due to slower economic growth and
weaker consumer spending.

The market underwent transformation as the
share of pre-owned vehicles sold through
dealership networks increased, reaching
15%-16% on average in Russia and even more
in Moscow and other big cities.

LADA is the long-established leader in sales
of used vehicles, accounting for 25% of such
sales in 2019. It is followed by Toyota with
11%, Nissan with 6%, Hyundai with 5% and
KIA with 5%.
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Russia’s per-capita car fleet has considerable long-term growth potential given

the gap with other countries

Per-capita fleet of passenger cars and LCVs versus per-capita GDP
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Number of passenger cars and LCVs per 1,000 adult populationin 2019
@ Asia Americas Europe

UctouyHuku: Oxford Economics, LMC Automotive.
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Lower car penetration in Russia
compared with Western countries
implies that Russia’s market has
good long-term growth prospects.

In 2019, there were around 383
passenger cars and LCVs per 1,000
people in Russia versus 660 in West
European countries. The US was the
leading nation in vehicle
penetration, with 777 vehicles per
1,000 people.

However, the expansion of
consumer demand is constrained by
the rise in recycling fees and
macroeconomic risks such as a
potential further drop in oil prices,
the devaluation of the Russian ruble,
weaker government support to
stimulate spending and the rise of
the sharing economy. The growing
popularity of mobility as a service
and carsharing may lead to reduced
car ownership and higher utilization
rates per vehicle.

EY



The Russian market outlook incorporates less favorable macroeconomic factors
compared to the 2017-18 recovery period

Projected sales of passenger cars and LCVs in Russia, million Sales may continue to decline and fall by 3% in
vehicles 2020.
The forecast takes into account the
macroeconomic situation and expected
moderate economic growth but does not
include significant oil price or ruble
fluctuations.
The key factor to weigh on demand in 2020 is

the indexation of recycling fees, which may
place mounting pressure on prices, in
particular for imported vehicles and those with

0.2 low local content.

0.1
- The market structure may also be affected by
2.7 the government’s implementation of a
20 differentiated approach to industry subsidies.
. Most automakers with low production
localization will have to include the recycling
fee increase in the price.

2.3

1.8

L5 1.3 15 A lack of effort by the government to sustain

the demand has had an adverse effect on
sales. The Russian government finances My
First Car and Family Car targeted support
programs and considers introducing a single

12’13 14 15 'le 17 18 19 20F* C21F* f22FF subsidized lease mechanism to replace other
programs by offering a discount to buyers who
Passenger pay in advance.

B cvs

* The forecast does not take into account the potential impact of the coronavirus outbreak
(COVID-19) and consequences of Russia’s failure to reach agreement on oil production cuts with
the Organization of Petroleum Exporting Countries (OPEC).

Sources: AEB, the Ministry of Industry and Trade, ROAD,
LMC Automotive, EY analysis.
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Dealership networks
and auto loans




In 2019 the number of dealerships in Russia has increased for the first
time since the crisis

Comparison of the number of dealerships and sales of passenger cars

and LCVs in Russia
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Sources: AEB, ROAD, Avtostat.
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The expansion of dealership chains
despite falling car sales was mainly
propelled by the strong performance of
Chinese brands in 2019.

Thus, China increased its dealership
presence by 16% to 645 dealerships
(accounting for 19% of total dealers in
Russia).

This growth was largely driven by JAC,
which signed contracts with 49
companies, and Haval, which opened 54
new dealerships after building its auto
plant in Russia.

Ford showed the biggest drop as 53
dealerships ceased trading after the
company exited the Russian passenger
vehicle market.

Given the depressed market and falling
profits on “traditional” products, such
as sales of new cars and maintenance,
dealers may benefit from the sale of
used vehicles and closer cooperation
with other players in developing
mobility as a service.

EY



Auto loan market continues to recover on the back of extended

government support programs

Sales of vehicles on credit in 2019

Used
56%

96%

I share of credit sales Other sales

Auto loan portfolio vs captive banks’ share in the total auto loan
portfolio in Russia

251%  25.9% 256%  24.9%

15 3y 19.6 %
3%

915
712 S0t 684 817 872

14 15 16 17 '18 1sthalfof’19
Auto loan portfolio

== Captive banks’ share in the total auto loan portfolio

Sources: Avtostat, the National Bureau of Credit Histories, Banki.ru, the Bank of Russia.
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The penetration of sales on credit
continued to grow after the crisis, driven
by My First Car and Family Car programs,
as well as reduced interest rates on auto
loans.

Used vehicle sales also increased as
dealers geared up their operations in the
segment. Such sales accounted for about
25Y% of total auto loans.

Used vehicle loans have great potential to
unlock, since they account for only 4% of
total pre-owned vehicles sold.

The share of captive banks in the total
auto loan portfolio in the first half of
2019 remained stubbornly at 25%, which
is significantly lower than in Western
countries (75%). This means that auto
loans might get a boost, if auto makers
continue developing financing programs
via captive banks.

EY
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Sales of trucks in Russia dropped by 2% in 2019

Historical and projected truck** sales, thousand
vehicles

The truck segment is more sensitive to
macroeconomic changes than the passenger car
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The age of trucks by GDP per capita and cargo turnover
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Sources: Avtostat, LMC Automotive, BMI, Oxford Economic, EY analysis.
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segment. The economic slowdown in 2019
triggered by a slump in retail and construction
activity has negatively affected truck sales.

Plunging sales were also exacerbated by the
completion of the fleet upgrade in 2018.

Additional purchases of vehicles before the rise of
recycling fee rates starting 1 January 2020
helped to prevent a more dramatic decline.

Given modest economic growth projections and
the indexation of recycling fees, truck sales will
continue to fall in 2020.

In the long term, market recovery will be mainly
driven by the need to replace obsolete fleet, as
the average age of trucks in Russia is 20 years,
which is twice that of Western Europe, as well as
by growing freight volumes due to the expansion
of retail trade, and online trade in particular.

* The forecast does not take into account the potential impact of the
coronavirus outbreak (COVID-19 and consequences of Russia’s failure
to reach agreement on oil production cuts with the Organization of Petroleum

Exporting Countries (OPEC).

**A fully loaded weight of over 3.5 tons.



During a crisis, the market share of Russian producers grows as

consumers switch to cheaper trucks

Change in 10 key players’ market shares

26% 25% 26% 25%
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Source: Avtostat.
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The economic downturn affects
consumer preferences and allows
Russian producers to expand their
market share.

As the market recovered in 2017-18,
increased business activity and a
much more favorable
macroeconomic situation made
customers turn their attention to
expensive European brands.

KAMAZ and GAZ continued to hold
the largest market share, which in
2019 rose by 3% and 1%,
respectively.

The market share performance of
local truck makers may be improved
by investments in renewing models
and expanding government support
for Russian brands.

EY



Russia’s sales of buses in 2019 were on a par with the 2018 level

Historical bus sales*, thousand vehicles

o1 14.1 14.0
8.9
'14 '15 '16 17 '18 '19
Bus sales by brand
. 17% 16% 16% 18% 17%
3% 3% 3% 0 4% 3%
1% 13% 10% 70 6% %
8% 9 9%
12% 8%
10% 12% 17% 11%

14 '15 '16 17 '18 '19
B rAz NEFAZ Volzhanin
LiAZ GAZ Other

Sources: BMI, LMC Automotive, ASM Holding. * With a gross weight of over six tons.

The key consumers in the bus market are
passenger carriers, big manufacturing companies
and local bus operators.

Private companies had to delay the renewal of
their bus fleet during the crisis to revisit the matter
in 2016. There was additional demand for buses
due to the FIFA 2018 World Cup in Russia.

Russian brands dominate the bus market, with GAZ
Group being an absolute leader.

The need for bus fleet renewal and the
development of public transport in Russia’s big
cities will drive growth in the segment.

Another sales driver will be tightening
environmental requirements for buses in big cities,
which will stimulate demand for electric buses.
Thus, Moscow launched its 300t electric bus into
service in December 2019. Currently, LIAZ (GAZ
Group) and KAMAZ produce electric buses for the
Russian market.
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Automotive markets in Kazakhstan and Uzbekistan

Kazakhstan’s sales structure and performance

27%
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Sources: LMC Automotive, the Association of Kazakhstan Automobile Business (AKAB).
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Kazakhstan’s sales growth in passenger
cars and LCVs slowed to 19% in 2019,
down from 25% a year earlier. However,
the share of locally produced vehicles in
total sales has grown for four years in a
row and reached 60% in 2019.

The best-selling brands are LADA
(@ 22% share in 2019), Toyota (20%)
and Hyundai (20%).

Sales of passenger cars and LCVs rose
by 24% to 167,600 vehicles in
Uzbekistan in 2019.

Locally assembled Chevrolet cars are the
most popular brand (94%). LADA sales
grew for the second straight year

(4% in 2019, up from 2% in 2018).

EY



Automotive markets in Belarus and Ukraine

Belarus sales performance and market structure*
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Sources: LMC Automotive, the Belarusian Automobile
Association (BAA), UkrAutoprom.

*Including grey import vehicles.
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Sales of passenger cars and LCVs rose to
60,500 vehicles in Belarus in 2019, up
13% from 2017. The growth was due to
the promotion of favorable financial tools
by dealers, which made vehicles more
affordable. The proportion of vehicles sold
on credit via dealership networks was
60%.

The most popular brands in the market in
2019 were LADA (27%), Renault (20%)
and Volkswagen (11%).

Despite competition from imported pre-
owned vehicles, sales of new cars
increased by 6% in 2019. December saw
record growth of 31% compared with the
same period of the previous year.

Renault was the most popular brand in
the market in 2019 (13%), followed by
Toyota and KIA.

EY



EY’s Automotive Consulting Services

EY takes an integrated approach to providing professional services for the automotive industry.

EY has redefined professional services
for the automotive industry with a
highly focused and integrated
approach. Our reputation as an industry
authority has developed as a result of
the strength of our professionals
dedicated to serving clients in the
automotive sector. Our industry experts
have extensive experience working with
car and automotive parts producers to
develop efficient solutions for clients
and assist with their implementation.

Our Global Automotive Center has over
14,000 professionals who deliver
exceptional client service worldwide.
EY’s Global Automotive Center is
dedicated to delivering insights and
practical solutions in assurance, tax and
transaction support. We also offer
corporate finance, M&A, real estate,
information security and business risk
management advisory services.

* Auditor data as of January 2020.
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EY is a leader in serving automotive
companies:

» EY is aleading auditor of automotive
businesses listed in the 2019 Forbes
Global 2000, auditing 29.4% of these
companies.*

» EY audits 30.3% of automotive
companies listed in the 2019 Russell
3000 Index*, making EY a leading
auditor in the sector.

The Russian and CIS automotive industry

EY has a global network of
professionals serving the automotive
industry in Russia and other countries.
We offer our clients audit and review
services, advise them on tax issues
faced by legal entities and individuals,
assist with legal matters and help them
understand the ins and outs of local
legislation, provide financial solutions,
due diligence services and market
overviews and develop business
strategy so that our clients can do
business successfully in the CIS. Our
key services include detailed market
analysis and preparation of forecasts,
business development and expansion
plans, feasibility studies, the search for
business partners, tax planning,
analysis of customs regulations and
verification of VAT settlements.

EY is a member of the Autocomponents
Committee of the Association of
European Businesses in Russia (AEB).

EY
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Andrey Tomyshev
Partner, Head of the Automotive Group in the CIS

Tel.: +7 (495) 755 9673
andrey.tomyshev@ru.ey.com

Ksenia Baginian

Partner, Advanced Manufacturing & Mobility Sector
Leader for Central, Eastern and Southeastern
Europe & Central Asia

Tel.: +7 (495) 755 9884
ksenia.baginian@ru.ey.com

Alexander Kostyukov
Manager, Automotive

Tel.: +7 (495) 755 9700
alexander.kostyukov@ru.ey.com

Fedor Latkin

Senior, CIS Automotive
Tel.: +7 (495) 755 9700
fedor.latkin@ru.ey.com
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Alexei Ivanov
Partner, CIS Transaction Advisory Leader

Tel.: +7 (495) 228 3661
alexei.ivanov@ru.ey.com

Sergey Pavlov
Partner, Strategy and Transformation Leader

Tel.: +7 (495) 664 7842
sergey.pavlov@ru.ey.com

Andrei Sulin

Partner, Advanced Manufacturing & Mobility Tax
& Law Leader in Russia and other CIS countries

Tel.: +7 (495) 755 9743
andrei.sulin@ru.ey.com
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EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory
services. The insights and quality services we deliver help build trust
in the capital markets and in economies the world over. We develop
outstanding leaders who team to deliver on our promises to all of our
stakeholders. In so doing, we play a critical role in building a better
working world for our people, for our clients and for our
communities.

EY works together with companies across the CIS and assists
them in realizing their business goals.5,500 professionals
work at 19 CIS offices (in Moscow, Ekaterinburg, Kazan,
Krasnodar, Novosibirsk, Rostov-on-Don, St. Petersburg,
Togliatti, Vladivostok, Almaty, Atyrau, Nur-Sultan, Baku,
Bishkek, Kyiv, Minsk, Tashkent, Thilisi, Yerevan).

EY refers to the global organization, and may refer to one or
more of the member firms of Ernst & Young Global Limited,
each of which is a separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee, does not provide
services to clients. For more information about our
organization, please visit ey.com.

© 2020 Ernst & Young Valuation Advisory Services LLC
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