ILIANCorporation

lran
Automotive Industry
Outlook 2025

January2016

All statementsof fact, opinion, or analysiseexpressedn ILIAwhite papersare those of the respective
analysts Theydo not necessarilyeflect formal positionsor viewsof ILIA Theinformation usedand
statementsof fact madeare not guaranteeswarrantiesor representationsasto their completeness
or accuracy ILIAassumeo liability for any shortterm or longterm decisionmade by any reader
basedon analysisincluded in our white papers Copyrightrestrictions (including those of third
parties)areto be observed

Further Information: www.iliecorporation.com



2 lwww.ilia-corporation.com

Table of Content

AUTOMOTIVE INDUSTRY IRRAST TO PRESENT

TheIranianautomotive industry with total salesof 12 billion USD,makes
up for approximately19% of the countriestotal industry, as well as for
approximately2.5%- 3% of L NJ GD Burthermoreit is responsiblefor
14%addedvaluecreationcontributionto the wholeindustry.

SANCTION SITUATION AND IMPACTS

After new sanctionswere imposed on Iran in 2007, the automotive
industry faced numerouschallengesand total production decreasedby
approximately50% However,after recent agreementsbetween Iran and
the P5+1, the Iranianautomotive sectorwill once againbe a keydriver of
the Iranianindustryasawhole.

FUTURE OFHE IRANIAN AUTOMOTIVE INDUSTRY

Accordingto Iranus Vision2025 the automotive industry is aiming for a
total production of 3 million units. However,accordingto current trends
and assumingthat no further sanctionswill be imposed on Iran, ILIA
expectghat Iranwill produceup to 2 million PVby 2025

OUTLOOK

ILIAanticipatesthat the industrywill collaboratewith Germanand French
companiesunder joint venture agreements,and that the Chinesewill
continuepushingtheir productsinto the market ILIAis of the firm opinion
that no matter the directionthat the Iranianautomotiveindustrywill take,
it is certain that the governmentwill continue to directly and indirectly
supportit.

ABOUT US

ILIACorporationadviseslientson marketentry, strategy,and operations
We developpractical,customizedinsightsthat enableclientsto act upon
and transfer skills that are market specific Foundedin 2008 ILIA has
officesin Iran,Germanyand China
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1. Automotive Industry Irang
Past to Present

Thebenefitsof developinga domesticautomotiveindustryare significant
Theworldwide automotiveindustryis estimatedto havea total cashflow
of more than 2,790 billion USDwith a total production capacity of
approximately90 million (PV* and CV**) and it employsmore than 48
million people (directly and indirectly). Accumulatedthis would makeup
for the 7t biggesteconomyof the world.

Thelranian automotive
industry, with a turnoveof
approximately

12 billion USDisone of

the focal points in the Thefirst Ford Model T'sarrivedin Iranin the 1930 and by 1955 annual
YAYRa 2T GKS Onmwitd hadosbared to approximately 10,000 units. Nowadays the
policy makers. It is the domestic Iranian automotive industry is estimated to have a yearly
O 2 dzy (i NE-rgesta S O 2 yigkinal production capacityof 2 million cars (PVand PCcombined)of
industry after oil andjas. whicharound1.09 million units of PVand CVproductioncapacityis being

utilized. It employsmore than 1.5 million people (directly and indirectly)
makingup for 12% of the countriesworkforce Furthermoreit hasa daily
nominal production capacity of 10 million componentswhilst drawing
input from sixtyrelatedindustrialfields

With total salesof 12 billion USDit makesup for approximately19% of
the total industry, aswell asfor approximately2.5% - 3% of L NJ GDR a
Furthermoreit is responsiblefor 14% added value creation contribution
to the whole industry. The averageprofit of the industry is 4.5% The
Iranianautomobileindustry makesup for 1.2% of world production,and
currentlyholdsrank18to 20.

*PV=Passenger Vehicle
*CV=Commercial Vehicle

PV*Productionin Iran [units]
1.367.014 1.412.803

1.048.307
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CV** Production in Iran [units]
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Severalnational brandsexist, suchas IKCO SAIPAParsKhodrq Kerman
Khodrqg and Bahmanthat producea variety of different models(suchas
Samangd Tibg Dena, etc.). IKCOand SAIPAare the biggestautomotive
manufacturersand together own more than 79% of the total market
share

IKCO and SAIPA Group PV production share of their combined share of total Iran PV production
[percentage] sincel 968

Share of SAIPA Group and IKCO [%]

Year

B SAIPA Group Sharem IKCO Share

Iran also looks at its automotive industry as an important sector for

exportingits productsto neighboringcountries In 2012Iran exported520
million USDworth of automobilesand car components The situation for

car and component manufacturersworsened in the following years,
leadingto a diminishingexportvalueby 2013to 263 million USD In 2014
L NJ skageaf exportingautomobilesand car componentsvasannounced
to be at 243 million USD Thereare severalreasondor the drop, however,
expertsconcurthat the keyreasonsarelow quality andat the sametime a
highprice.

Iran Automobile and Car ComponentBotal Export[million USD]

%3
i 519,24
533 47933 388,877 ,
ge 2 : 338,17
2t2 263,64 243,84
£ c £
s
<5

O

2009 2010 2011 2012 2013 2014

Yearly automobile andomponentsexport between2009and 2014 Year

*Note: For2010no automotive components datis available
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Total PV exports [units] to different markets during the period fro2®05 to 2013
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Currently the Iranian automobile import market is ranked on 75" place
worldwide,makingup for lessthan a percentof the globalautomobileand
componentimporting market share In 2010 its market share was 0.2
percentwith atotal valueof 2.5 billion USD During2011the marketshare
did not changehowever,the total valueof it increasedo 2.9 billion USD

Import of PV brands to Iran over the past ten years

Lexus
TS
~ 249 Toyota Renault
17,78% Proton 1.4%%
Porsche 1,00 \'

0,3%%
Peugeot S%ng ;ang
0, 39% 0

lesan Suzuki

0, 84% 0.66%
Alfa
Romeo
0 15%
Changan

KIA
16,696

\_ BenZ
85%)0

BMW Mltsublshl
j/f),/)Hyundal_l 3.30% 1,0%% MGI Honda 0:00%
43.7%% 1,200 Citroen
Geely 0426 1 35y,
3,8%%0

Economicsanctionswere a big setbackfor L NJ- aitondotive industry,
especiallyat a time when the industry was ready for major expansion
Sincethe year 2012 the production output decreasedby approximately
50% (from 1.4 million to 0.7 million), whilst at the sametime the price of
cars increasedradically by about 300% Furthermore the quality of
Iranianmadecarsdroppedat a similarrate aswell.

6 | www.ilia-corporation.com TNLIACorporation



EU Sanctions
Started sinc007
intensified sinc008

US Sanctions
Started sincd 997
Intensified since2007

Iran Sanction Type

UN_Sanctions
Started since2006
Intensified since2008
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2. Sanction Situation and
Impacts

Overthe pastyearssanctionshavehada seriouseffect on Iran'seconomy
andits people Sincel979the United Stateshasled international efforts
to utilize sanctionsin order to influencelran's policies,including Iran's
uranium enrichment program which Western governments fear is
intendedfor developingthe capabilityto producenuclearweapons Iran
counters that its nuclear program is for civilian purposes,including
generatingelectricityand medicalpurposes

Prohibitions and / or restrictions on:

A The import, purchase, transport, financing and insurance of Iranian crude oil
and petroleum products

A Transfers of funds between EU and Iranian banks and financial institutions

A EU based sales, supply, export, transfer, purchase, import or transport of
equipment or technology in relation to crude oil, natural gas and the
petrochemical industry

A Credit and financial institutions establishing a new presence in Iran

A The provision of technical assistance, brokering services, financing services
financial assistance in relation to oil and gas technology

The US sanctions on Iran relate to:

A Iranian petroleum industry

A Imports from Iran

A Exports to Iran

A Dealing in Iraniasrigin goods or services

A Financial dealings with Iran

A "Pre-zero contracts" (Letters of Credit and other financing arrangements with
respect to trade contracts)

A Banking services

UN sanctions include provisions calling on member states to:

A Prevent the provision of financial services, or the transfer of any financial or
other assets, or resources where such services, assets or resources could
O2y NROdzi S (i 2 -senbifivitgyQa LINBE AFSNI (A2

A Nuclear activities or the development of nuclear weapon delivery systems

A Take appropriate measures that prohibit the opening of new branches,
subsidiaries, or representative offices of Iranian banks

A Pronhibit Iranian banks from establishing new joint ventures

OnJuly14h 2015, the P5+1 and Iran reacheda Joint Comprehensivéllan
of Action (JCPOAp ensurethat L NJ nyctedrprogramwill be exclusively
peaceful October18h 2015marksd ! R 2 L3(i Ad@¥derthe JCPOAThe
agreement provides that in return for verifiably abiding by its

commitments,Iran will receiverelief from the U.S, EuropeanUnion, and

United Nations Security Council nuclearrelated sanctions

G L YLX SYS VY @évisihitiaegion Januaryl6" 2016
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Despitethe fact that Iran'seconomyhasbeensufferingfrom the effectsof
intensified international sanctionssince 2007, different industrial sectors
haveshowndeviatinglevelsof instability.
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Since 2010 the Iranian total passenger car production dropped
considerably as a direct effect of the sanctions impact on the
automotivesector.

Iran PV Production [units] per year
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Chineseautomotivecompanieshavegaineda wide presencen the Iranian
automotive market since 2010 by taking advantage of the sanction
situation,mostly through cooperation'swith domesticautomakers(mainly
the private ones) One of the first Chineseplayersin Iran was Chery,
however,ever sincemany other brandshaveentered addingup to atotal
of ten today. Thoseten Chineseautomakershave so far launched 30
different modelsin a variety of price ranges Someexperts saythat the
private automotive sector is dominated by the Chinese Furthermore,
largenumbersof vehicleimportsfrom Chinahavebeenaccountedhor.
Accordingto researchfrom IHSAutomotive Assessmentin 2011 Chinese
carmanufacturersheld around one percentof the Iraniancar marketand
by 2015 their share had increased to approximately nine percent
Furthermore theyareambitiousaboutincreasingheir retail business
o Chinese automotive production and imports over the pakd years
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The officiaR025vision of l

the country has a special
focus on the automotive
industryc it is expected
that the government will
keep a relatively high
degree of control over it
through direct and indirect
influences.

3. Future ofthe Iranian
Automotive Industry

Within L NJ- 2023 &verall economic vision the particular automotive
industryvisionis definedasfollows:

& w S I Qe nyfriBer one ranking in the automotive industry of the
region, 5" rankingin Asiaand 11" rankingin the world by focusingon
competitivedevelopmentbasedon technologicaladvancemente

Althoughlranus visionfor 2025 aimsfor a production of 3 million units,

accordingo currenttrendsandthe assumptiorthat no further sanctions
will beimposedon Iranwithin the nextten years,it canbe expectedthat

Iranwill produceup to 2 million PVby 2025underthe conditionthat the

averagegrowth rate will be the sameasit wasbefore 2011 Someof the

most significantshortcomingf the Iranianautomotiveindustryinclude
insufficientfinancialaccesspoor financialstatementsin general,andlow

productqualityfor a highprice.

PV production prediction according to linear regression model [units]
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ThelranianMinistry of Industryhasdevelopeda strategicplanfor the automotive sectorconsistingof nine
key strategiesin order to reachthe aforementionedtarget Thenine key strategiesand somemain action

plansare:

Increase Manufacturing Power

= Gradual reduction/elimination of
auto manufacturing in SKD and FCKD
format

= Establishment and promotion of
design centers both in part and auto
manufacturing sector

Development of Inter-
Business Collaboration

= Consolidation of tier manufacturers
and automobile OEM, so that 5
leading tier manufacturers and 3
automobile OEM are capable of
competing in the global market

Managing Import Value of
Cars and Parts

= Defining tariffs for five-year period in
order to increase transparency
= Banning import of used cars and parts

10www.ilia-corporation.com

Increase Technology Penetration

o Investment Development

= Direct investment/ joint part
makers/ foreign auto makers with
valuable brands "
= Development of manufacturing units
for main raw materials (paint, glass,
etc.)

= Support for research and
development activities

Design and development of new
technologies in the fields of
electricity and electronics

Diversification in Finance
Methods
= Offering purchase credits for buying
instruments
= (reate fund for supparting auto
industry with proper capital

o Reforming Consumption

= Promoting culture of buying domestic brands
= Monitor performance of Iranian car * Promoting culture of using micro-carsand
manufacturers and importersin hybrid cars
quality, sale and after-sales services

Expand International
Collahorations

s

= Joint venture with big reputable
global manufacturers

= Prediction of export volume in
dealing with foreign contracts

Supporting Domestic Brand
Consumers

8
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Scenario

Automotive industry
achieveshe vision 2025

Iran continues with
current automotive
output rate and under
oligopolistic conditions

Automobile industry is
terminated and Iran
switches b other
industries

Third big manufacturer
rises and takes market

share from IKCO and
SAIPA

_ ybiH Aisp

At this momentin time the future of the Iranianautomotive industryis
being decided upon and thus it is hard to predict Factorsthat will
definitely haveaninfluenceon the future direction (asidefrom the lifting

of sanctions)are the accessto financing,

international competition,

potential joint ventures,and other macreeconomicfactors Almost all
sourcesand experts agree that the Iranian automobile industry will

remain as one of the key industries of

Iran for years to come

Furthermore,many believethat the ChineseLJ | &nthik&t hare will

diminish after sanctionsrelieve, and that

it will be taken over by

EuropearcompaniesSomepotential scenariosnclude

Justification

Iran’s automotive industry hdsoth economical
and political importance for the government, as
well as there is a solid infrastructure for increase
production. Companies could produce much mor
cars from a technical and capacity point of view.

The governmenkeeps the industry alive, howeve
insufficient R&D activities are being undertaken t
increase the production rate exponentially. Tariff:
would still be high and oligopolies will continue tc
benefit from market conditions.

Costs of car production in Iran are high and Iran
cannot compete with strong Europeand East
Asiancompetitors. Consumer@e more interested
in foreign brands and the government cannot kee
the borders closed for imports of netomestic
cars.

Several parties are interested in ending oligopoly
situation within the Iranian automotive industry
and by developing a third qualified manufacturer
Iran could achieve this goal.

Result

3 million yearly car production
output by 2025.

2 million yearly car production
output by 2025 (linear
growth).

Iran becomes a manufacturing
hub for foreign car makers, bu
Iranian tier manufacturers will
dominate.

Iranian car production rate
surges due to increased
competition.
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ILIA is of the firm opinion l

that no matter the
direction that the Iranian
automotive industry will
take, it is certain that the
government will continue
to directly and indirectly
support this industry.
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4. Outlook

The domesticautomotive industry playsan important role within the

Iranianeconomy,with a turnover of approximatelyl12 billion USDand

makingup for 12% of the countries workforce After sanctionswere

enforced in 2007 the automotive industry faced many challenges,
however, with recent agreementsbetween Iran and the P5+1 the

Iranianautomotive sectorwill remainakeydriver of the economy.

Numerousparadigmshifts havealreadyoccurredand othersare bound
to follow:

A Recentvisitsby delegationsfrom Germany ltaly, Franceand Japan
for post-sanctioncooperation Most likely Iranwill signcollaboration
agreementswith one or two Europeancompaniesand two Asian
ones ¢ some experts argue that both Germanyand Francewill
definitely enter Iran whole heartedly, and Asian countries will
includethe ChineseKoreansand Japanese

A Partnershipswith major international automotive OEMwill demand
their direct investmentand technologytransfer ¢ condition will be
to provide new technologiesand also to support the countries
exports

Promotingtier manufacturers
CooperationshetweenOEMusandbanksto receivefinancialaid
Developingexportratiosandimprovingvehicleproductioncapacity
Determiningthe priceby marketrather than government
Improvingthe utilizationof technologyin buying/ selling

o Do B» o Do Do

Reducingthe role of middle men, alsoby increasingonline supplyin
orderto reduceprices

Althoughthe Iranianautomotiveindustryhasa clearstrategicplan until
2025 with the aim of reachinga production of 3 million units, ILIA
predicts that total production cannot exceed?2 million PV by 2025
Furthermore, ILIA anticipatesthat the industry will collaborate with
Germanand Frenchcompaniesunder joint venture agreements,and
that the Chinesewill continuepushingtheir productsinto the market

ILIAIs of the firm opinionthat no matter the direction that the Iranian
automotive industry will take, it is certain that the governmentwill
continueto directly andindirectly supportthis industry.
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