Russia

Capital: Moscow

Population: 142,008,838

GDP*: $1.290 trillion

Currency: Ruble

Language: Russian

Summary
2005 2006 2007

Total Market Size 6,500 7,800 9,500
Total Local Production 4,400 5,000 5,500
Total Exports 200 250 300
Total Imports 2,300 3,050 4,300
Imports from the U.S. 800 850 1,000

All figures in USD millions

In the last few years, the Russian automotive market has grown at an annual rate of 20-25%. This
has been and will most probably continue to be the fastest growing automotive market in Europe.
According to industry analysts if growth rates will stay as high as they are now, the Russian
automotive market will become the largest in Europe by 2015. In 2007, many imported car dealers
again reported record results by increasing sales of new cars from 1,000,000 vehicles in 2006 to over
1,650,000 in 2007. The import of used cars and trucks is also growing. These trends will continue to
dominate in the next few years.

Current Market Trends

The market for car components and aftermarket replacement parts is likely to become stronger as car
ownership steadily increases and customers demand higher performance from domestically produced
cars. Russia represents a large potential market for the U.S. automotive industry. Currently, the rate
of car ownership in Russia is only 25% of the U.S. rate. The total Russian motor vehicle fleet is
estimated at 36 million units, including 26 million cars.

There are several projects underway to assemble foreign cars in Russia. Ford’s new plant began
operation in July 2002 in a suburb of St. Petersburg, and the demand for Russian-manufactured
Focuses exceeded even the best expectations. This high demand for the new Focus model made
Ford one of the sales leaders in 2007 with over 100,000 vehicles sold. The GM-AvtoVAZ joint
venture, which manufactures the Chevrolet-Niva SUV since September 2002, is also selling
successfully. In 2005, Renault started manufacturing a low-cost Logan vehicle at a Moscow-based
facility. The Russian company SOK started assembly of KIA Spectra in Izhevsk with planned annual
output of 40,000 vehicles. The Russian company SeverstalAuto set up assembly of Ssang Yong
SUVs and Fiat low-cost sedans in Yelabuga . In December 2007, Toyota launched into operation an
assembly facility in St. Petersburg which is going to manufacture 50 Camry vehicles annually.
General Motors, Nissan, Suzuki and Hyundai plants are under construction in St. Petersburg while
Volkswagen and Peugeot-Citroen facilities are being built in Kaluga.

Other smaller foreign CKD car assembly projects in Russia include BMW, Kia, Hyundai and Chinese
Great Wall, and bus projects by Scania and Volvo. The major obstacle to successful development of
foreign assembly projects in Russia is the lack of local component suppliers.
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Market Entry

Perform detailed market research to identify specific sector opportunities.

« Establish a local presence or select a local partner for effective
marketing and sales distribution in Russia. Due diligence is a must.

e Maintain a long-term timeframe to implement plans and achieve positive
results.

* Use the experience of other, successful U.S. companies in the market.
The local American Chamber of Commerce has over 850 members and
is a valuable resource.

* Be prepared to offer financing to Russian buyers. Both the U.S. Export-Import Bank
(Eximbank) and Overseas Private Insurance Corporation (OPIC) have programs to address
these needs.

* Be prepared also to establish a well thought out budget plan and include in the entry strategy
advertising, market promotion and regular visits to the major cities in Russia.

In 2005, the Russian government took the decision (166 Decree) to drastically decrease import taxes
for automotive components imported by OEMs under the condition to gradually achieve 30%
localization within seven years of operation. The government decision envisages that import taxes will
be either abolished (engines, power trains, exhaust systems, and body parts) or cut to as low as three
percent (starters and spark plugs) for components supplied to assembly projects. In 2006, the
Russian government modified the decree (566 decree) to allow tier-1 component manufacturers to
import tax-free components under the condition to achieve 30% localization within 40 months.

Main Competitors

The Russian auto industry represents a major force in the domestic economy because of highly
competitive pricing, but quality must improve if the industry is to maintain its position. Russian vehicle
assembly and component manufacturing factories remain plagued by outdated equipment, a lack of
modern technologies and inadequate management. Nonetheless, the automotive sector of Russia’s
economy is in better shape than many other industries. The major local automotive market players
include: GAZ Group, a subsidiary of Basic Element, the largest Russian aluminum manufacturer; and
Severstalauto, a former subsidiary of the leading Russian steel producer Severstal, and AutoVAZ
currently controlled by the state owned Rosvooruzhenie. Those companies are successfully
restructuring their automotive assets and investing in the modernization of these outdated facilities.
Majority of component manufacturing assets are owned by the SOK Group.

Current Demand

Engine and engine components, steering components, brake system components, powertrain
components, seats, tires, interior components, new car dealerships.

The best opportunities for U.S. firms are in the establishment of local manufacturing facilities or the
formation of joint ventures with Russian firms and the supply of components to foreign vehicle
assembly projects in Russia. Those projects’ operators are so interested in developing component
supplier bases that they are ready to financially support interesting projects. International financing
ready to financially support interesting projects. International
financing institutions, such as EBRD (European Bank for
Reconstruction and Development), are also inclined to provide
financing for automotive projects in Russia.

Another good prospect is to supply upgraded equipment and
technology to Russian manufacturers. Opportunities also exist in the
licensing and transferring of modern technology to Russian
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Current Demand (continued)

component manufacturers. Aftermarket sales of replacement parts and accessories are dynamic, with
high customer receptivity to U.S. products. Many U.S. brand names are very well known and sold in
Russia. Some of the “Made in the USA” products, which Russian motorists seem to favor, are:
lubricants, automotive chemicals and off-road accessories. There are no known trade barriers
affecting imports of U.S. automotive products; tariffs for many imported spare parts are a relatively

low 5%.

Trade Shows

4th International automobile exhibition INTERAUTO (Moscow)

Aug 27 — 31, 2008
http://www.interauto-expo.ru

Automechanika St. Petersburg
Oct 29 — Nov 2, 2008
http://automechanika.messefrankfurt.com/petersburg/en

Moscow International Motor Show
Aug 28 — Sep 1, 2008
http://www.motorshows-ite.com

‘ Available Market Research

Russian Automotive Industry (Mar 2008)
Country Commercial Guide 2008 — Automotive Industry

‘ Commercial Service Contact Information

Name: Alexander Kansky

Position: Commercial Specialist

Email: Alexander.Kansky@mail.doc.gov
Phone: +7-812-326-2581
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