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EXECUTIVE SUMMARY

RISING CAR AGE BRINGS STEADILY GROWING AFTERMARKET VALUE IN CHINA

* As a consequence of new car sales continuing to slow, the average age of passenger vehicles in China is projected to hit 5.5 years by
2023, compared with 4.6 years in 2018

* China automotive aftermarket is expected to grow steadily at ¥8% p.a. in next 5 years, reaching 1.93 trillion CNY in 2023

* The proportion of repair & accident parts in the aftermarket is expected to grow gradually, owing to rising average car age

DIVERSIFIED, DIGITALISED, STANDARDISED MARKET STRUCTURE

» A diversified, digitalised and standardised aftermarket is being formed, owing to top-down government intervention and growing needs from end
consumers

* From an end-channel perspective, IAM (independent aftermarket) will overtake 4S stores within the next 5 years, with branded workshops / 020
service being a significant growth driver (~35% CAGR from 2018-2023)

* High-level digitalisation and standardisation in aftermarket are on the way, with potential to further optimise distribution efficiency and enhance
service quality

* 020 platforms are being widely adopted by consumers, especially for consumable/ wearable parts

* B2B2C is an emerging business model, with the involvement of internet giants

2 B consulting.bc@ipsos.com  Source: Ipsos Business Consulting analysis Build - Compete - Grow
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China’s new car sales are expected to further slow; with average car age rising,
the after-sales auto business is transitioning into a major revenue source

PV (passenger vehicle) sales volume (2018-23F)

PV population and car age distribution (2018-23F)
Unit: million vehicles

Unit: billion vehicles

Average car
CAGR 6% age

23.6 2.6 0.26
19.8
< 3 years
Sedan 4-6
011 -6 years
SuUV 7-10 years
MPV / >10 years
2015 2018 2023F 2015 2018 2023F

P4 consulting.bc@ipsos.com Source: Yiche; CAAM; CPCA; Ipsos Business Consulting analysis .
o € P Note: Due to rounding, percentages may not always appear to add up to 100% Build - Compete - Grow
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China’s after-sales market will grow steadily, with the repair and maintenance
segment reaching CNY ~1 trillion by 2023; contribution of repair & accident parts

is expected to grow gradually owing

Market value of China’s automotive aftermarket (PV, 2018-23F)

to rising average car age

Parts repair & maintenance market value breakdown

Unit: CNY trillion

Other aftermarket services
(e.g. 2M-hand car, insurance & loan,
battery recycling, car beautification)

Parts repair &
maintenance services

by parts type, 2018
100% = CNY 0.77 trillion
- Consumable parts (e.g. lube and filter)

- Wearable parts (e.g. tire and storage battery)
2018
m 1.29 I Repair parts (e.g. engine and generator components)
2019F - Accident parts (e.g. lights, door and bumper bars)
0.13
2020F 0.16
2021F 0.17
2022F 0.19
2023F 1.93

B consulting.bc@ipsos.com  Source: Tuhu X Tencent aftermarket whitepaper; Mo

b Research Institute; Ipsos Business Consulting analysis Build - compete - Grow
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KEY TRENDS INTERPRETATION
A diversified, digitalised and standardised aftermarket is being formed, owing to

top-down government intervention and growing needs from end consumers

IAM to grab market share from OES

* “Maintenance Management Regulation” was
implemented in 2016 to entitle car owners taking
maintenance/ repair service freely in IAM within the
warranty period

* IAM business will grow along with rising average car
age, given that lower prices drive consumer
preference for IAM when out of warranty

6

B consulting.bc@ipsos.com  Source: Ipsos Business Consulting analysis

PV parts repair & maintenance market value split by channel

Unit: CNY trillion vehicles

1.03

4S store

Branded workshop/ 020

Independent workshop

2018 2023F

Build

CAGR
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KEY TRENDS INTERPRETATION
A diversified, digitalised and standardised aftermarket is being formed, owing to

top-down government intervention and growing needs from end consumers

Increasing transparency will improve market
standardisation

B2B & B2C e-commerce lead to digitalised and

more efficient IAM

: CAIZONE SEREESE
EEFE BIAZEERIT flé&{tﬁfﬁﬁ.ﬁiﬁﬂﬁ BRI

4+ X \—- 1 ' A
TMALLX3S TR - A M-

* All the 4S stores/ workshops have been required to upload

* In addition to aftermarket specialists (Tuhu, Carzone), their service records to a nationwide database since 2017,
internet giants (e.g. Alibaba, JD) are also stepping into the in an effort to reduce over-maintenance/ fraud (this
auto aftermarket initiative is still in a nascent stage)

* Workshops show strong demand for better procurement/ » All parts manufacturers have been required to print ‘product
logistic services to survive codes’ on spare parts since 2015, enabling accountability

tracing after accidents, and weakening the competitiveness

* Those born from 1980-1999 account for 50% of all after-
of counterfeit parts

market customers, and have a high preference for 020*

Note: ¥*020 model refers to ‘placing orders online and taking repair/maintenance service in an appointed offline store’ .
Build - Compete - Grow

7 B4 consulting.bc@ipsos.com
Source: Ipsos Business Consulting analysis
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KEY TRENDS INTERPRETATION
Parts suppliers should increase investment in IAM, and cooperate with / leverage

diversified channel players to seize growth opportunities

IAM
* |[AM channels should be a strategic priority, and deserve more effort and investment from auto
suppliers to seize opportunities and fulfill evolving consumer demands

Regulations

* Regulation-enabled market standardisationis still on the way. More intervention from government
is expected to further protect consumer interests and create a fairer market environment for OE/
will-fit parts suppliers

B2B/B2C/020 E-commerce

* The penetration of B2B/B2C e-commerce platforms will accelerate

* Cooperation with B2B e-commerce platforms are a must-have,but such efforts should be prudent
in order to avoid harming existing distributors’ interests

* Partnership with key B2C e-commerce/020 players is imperative to capitaliseon the trend

B consulting.bc@ipsos.com  Source: Ipsos Business Consulting analysis Build - Compete - Grow
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ROUTE TO MARKET STRUCTURE
High-level aftermarket digitalisation and standardisation are on the way, with

potential to further optimise distribution efficiency and enhance service quality

Route-to-market structure of automotive parts — ——— > Emerging flow Bl Rising aftermarket channels

Automotive parts manufacturer

15t tier distributor For national KA only
(mainly branded WS

Folr and 020 platform)

KA* only Wholesaler
/ Reseller

I
I
I
I
I
I
I
I
I
I
\2

B2C e-commerce
et (pure retail model) @ Branded WS e DD Epp ¢ el geel Independent WS 45 store
fleet (traditional offline model) franchised/ authorised WS P

Consumer

Note: *KA refers to key account with high purchasing volume
**WS refers to workshop Build - Compete - Grow

Source: Ipsos Business Consulting analysis
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SUMMARY OF RISING CHANNELS
Both B2B and B2C players are reshaping IAM dynamics, as they improve market
efficiency and customer experience

Product/Service Offering Key Advantage

* Price transparency in B2B market
Operate platforms that purchase

B2B E-COMMERCE from parts manufacturer/
distributor and sell to workshops

* Larger geographical coverage, with faster delivery than
traditional distributors/wholesalers

e Customer analytics driven by Big Data

BRANDED WORKSHOP
(TRADITIONAL
OFFLINE MODEL)

Offer offline repair/maintenance * More standardised repair & maintenance service compared
service to consumers with traditional independent workshops

B2C E-COMMERCE Sell parts to consumers online

. . . * Price transparency in B2C market
(RETAILER) without offline service P Y

Sell parts to consumers online and
appoint specific workshops (self-
owned or franchised or authorised)
to offer offline service

* Price transparency in B2C market
* More standardised repair & maintenance service compared
with traditional independent workshops

020 PLATFORM

11 M consulting.bc@ipsos.com  Source: Ipsos Business Consulting analysis Build - compete - Grow
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B2B E-COMMERCE
B2B e-commerce has built a strong market presence in recent years; Carzone and

Autozi are key representatives for asset-heavy and -light strategies respectively

Introduction of key types of B2B e-commerce

BUSINESS MODEL TOP PLAYERS & GMV* IN 2018 (UNIT: CNY BILLIONS) CATEGORY FOCUS
CA3ZONE .
Rese”er B sEar Carone Started from consu.mable/ wearable
Mainl - P parts to quickly build customer base
ainly generates profit by MEE% Kuaizhun * Gradually raised the share of repair/
price mark-up on top of RIETEH d tor high " _
purchased price REESLE Tuh accident parts for higher profit margin

Marketplace Az Auor

Mainly charges EEE Baturu

commission, supply chain .
. - . H& Cass
finance, logistic service

* Wide coverage of both consumable/
wearable parts and repair/ accident
parts due to asset-light strategy

fees on parts suppliers Toto * Less control on product quality
r;ho ‘I’p;mte a store on Z¥™™  Autocloud compared with reseller model
e platform

CTZ)“E Chexiang

Note: *GMV (gross merchandise value). The business model classification is based on the source of majority GMV of each .
player. Some players utilise both reseller and marketplace models Build - Compete - Grow
Source: Official website of B2B e-commerce platforms; Ipsos Business Consulting analysis

12 B consulting.bc@ipsos.com




— Ipsos Business Consulting

B2B E-COMMERCE
B2B platforms can be a partner to reach more workshops, but the benefits of

traditional distributors should be protected to avoid cannibalisation

How should auto parts manufacturers leverage?

Cooperate with B2B platforms to enlarge
sales coverage but at a prudent pace.
Most brands hold a conservative attitude
on this practice, in case traditional
distributors interests are impacted

Strengths compared with traditional distribution
models

Optimise parts distribution efficiency through
advanced database and intelligent enquiry/ order dispatching
systems

Ensure an appropriate hierarchy pricing
structure in case distributor loses control
power to B2B platforms, especially
platforms with reseller models

Offer value-added services (e.g. big data analytics, faster
delivery, micro credit, technical and sales training) to
workshops

Enlarge geography and category coverage of parts
distribution, combining own warehousing & shipping capacity
with third-party logistics services

Retain accessibility of customer (i.e.
workshop) data when cooperating with
B2B platforms, in preparation for long-
term growth strategy

13 P consulting.bc@ipsos.com  Source: Ipsos Business Consulting analysis Build - Compete - Grow
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BRANDED WORKSHOPS (TRADITIONAL OFFLINE MODEL)
Independent branded workshops excel in traffic generation while parts suppliers/

OEM sub-brands provide superior technical capability
* Number of outlets of self-owned &

Snapshot of different types of branded workshops using a traditional offline model franchised stores

WORKSHOP TYPE REPRESENTATIVES OUR VIEW

IﬁﬁﬁE iy High traffic volume but limited to consumable/wearable parts
Independent 955 A * Usually leverages own app with 020 services to bring online traffic to
branded |.‘ DA?.'M-“;;ER O offline, then generate profit on offline orders from repeat customers

) ¢ Hard to offer core services due to technical limitations

Relatively new model with a questionable future outlook

CGE =% EIIﬁ e Still in exploratory stages
OEM sub-brand o vested by ~ ®WE®RE | ested ° Independent procurement for spare parts

SAICMOTOR by SAICGM * Utilises 020 service model

* Leverages OEM reputation and technical capability to win in IAM

- BOSCH Z) . T . )
Sub-brand of parts o TYRE IPLUS St Tin Stronger. techm.cal capabl.llty and wider catfgory coverage’s,
suppliers hid weaker in traffic generation due to lack of ‘internet genes

* Bosch Car Service is expanding service coverage from quick service to
core parts (e.g. engine repair, brake inspection)

* Dealer group sub-brand WS can leverage their own technical capability
to offer the same level of repair service at a lower price than 4S stores

Sub-brand of dealer A2 KEZRH
groups

14 M consulting.bc@ipsos.com  Source: Official website of branded workshops; Ipsos Business Consulting analysis Build - Compete - Grow
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020 PLATFORM & B2C E-COMMERCE (RETAILER)
Various 020 platforms and B2C e-commerce services have developed niche

business models for their offerings

PROVIDER OF OFFLINE REVENUE MODEL (FOR ONLINE ORDERS

B2C PLAYER TYPE REPRESENTATIVES REPAIR/MAINTENANCE SERVICE ONLY)

on platform @EﬁEOf . Self-owned store* Generates profit by price mark-up and
with self-owned = HEFE - 0 FZX repair/maintenance service charges

workshop

020 platform TRALLZE ’Tﬁh?gﬁ Workshop franchised**/ authorised*** < 020 platform generates profit by price mark-up
P ‘ ) LRSI P by 020 platform but owned/ operated for self-owned products and charges commission

cooperating with TOFER by third party (e.g. Z7/#/X/%4 authorised & ads fee for supplier-owned products

= st

franchised or

) & b by Tmall, Tuhu’s franchised and * Repair/ maintenance service charges belong to
authorised workshop

authorised workshop) workshop
FEoEE
s * Generates profit by price mark-up for self-
B2C e-commerce  TMALLXIE I :
i & No appointed workshops OUiIEE [FECLIEE
pl_"e reta|Ie.r model. = == )@ i I5§ BB E * Charges commission and ads fee for supplier-
without offline service 'Y Yaobao.com

owned products

Door-to-door E
. - STl - Staff from B2C platforms offer D2D Charges D2D service fee
service provider service

Note: *Self-owned stores are 100% owned and operated by Tuhu with Tuhu’s store sign
15 **Franchised workshops are supervised by Tuhu, using Tuhu’s procurement & service system, but owned and operated by franchisees Build - compete . Grow
***Authorised workshops are owned and operated by 3" party without Tuhu store sign. They are certified by Tuhu to serve users placing online orders on Tuhu App
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020 PLATFORM & B2C E-COMMERCE (RETAILER)
020 platforms cooperating with franchised/authorised workshops are expected to

increase market presence due to scalability and convenient user experience

SCALABILITY ON GEOGRAPHIC

B2C PLAYER TYPE USER EXPERIENCE COVERAGE QUALITY CONTROL ON PRODUCT/SERVICE

Offers the best assurance on product and
service quality through its self-owned

model .

High CapEx requirements

I . .
020 platform | Consistent experience from ' ‘
restrict expansion speed

| online order placement to
: offline repair/maintenance .

020 platform : Consistent experience from
cooperating with | online order placement to service quality

K I . . . .
o e o  offline repair/maintenance * Centralised procurement from manufacturer

| |
| |
with self-owned I I
| |

| |

| |

| |

| |

| |

| |

| |

authorised workshop : . : 0 : /distributor to control product quality

| |

| |

| |

| |

| |

| |

| |

| |

| |

| |

| |

| |

I I

workshop

A

Can quickly expand after auditing e Strict workshop auditing mechanism to ensure

workshop qualifications

|
B2C e-commerce | consumers have to find offline
pure retailer model  Iworkshops by themselves
without offline service,

Only need to address warehousing and | No control on offline service at all

logistics for geographic expansion

&

Door-to-door : Rather limited to simple

service provider : services such as car washing O
I

Reliant on sub-contractor in service

offering O

16 B¥ consulting.bc@ipsos.com  Source: Ipsos Business Consulting analysis . Great performance @ Poor performance Build - Compete - Grow

Hard to expand coverage due to
shortage of labour @
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FUTURE TRENDS OF AUTOMOTIVE E-COMMERCE
Both B2B and B2C leading players are adopting an asset-light strategy for
expansion and transformation; B2B2C is evolving as a winning ecosystem with

comprehensive service for workshops

o Asset-Light Strategy

Due to limitations on cash flow, human resources, and
over-supply of workshop number in the aftermarket, self-
operating models (e.g. self-owned workshops of B2C
platforms, reseller model of B2B platforms) face challenges

v

* AutoZi transformed from reseller to marketplace model
in 2018

* Carzone has not turned a profit with its reseller model
for 10 years

* Tuhu is unlikely to meet its vision of opening 2,000 self-
owned and franchised stores by 2020 (it had only 800
by the end of 2018)

17 B4 consulting.bc@ipsos.com  Source: Ipsos Business Consulting analysis

9 B2B2C Ecosystem

With internet giants such as Alibaba and JD entering the aftermarket,
a B2B2C one-stop business model that connects parts suppliers,
workshops and consumers is emerging

v

£ PEEE
Alibaba’s ecosystem as illustration
Offer certification/ endorsement

Parts supply via B2B Bring online traffic to

to third-party workshop offline via B2C
Parts manufacturer e —
/ distributor KIFEIS
Consumer
S IEEBA E
CARZONE Tid -
BAEERT [l

I
P
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Next steps for auto parts suppliers in China’s after-sales marketplace

biecti * Review current value propositions and prepare for emerging opportunities brought by
Objectives AR TR e
O d Chall new trends (diversification, digitalisation and standardisation)

=l allenges . Identify the variety of challenges in the new era

- * Diagnose current route-to-market structure and evaluate the necessity of a revamp to
catch up with market trends
1 Channels
I H E

* Actively cooperate with new channel partners (e.g. B2B and B2C e-commerce, 020
platforms, branded workshops)

o, * Identify the core needs of emerging end-channel/ consumers and tailor the offering by
-@_ Products & customer segment
=" Services * Explore the possibility of offering value-added service and bundle-sales

* Empower traditional channel partners to enhance their service quality and capability

19 B consulting.bc@ipsos.com  Source: Ipsos Business Consulting Build - Compete - Grow
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About Ipsos Business Consulting

We are a purpose-driven consultancy that believes knowledge empowers
your organisation and enables you to create opportunities and generate
growth in your chosen markets. We provide you with this knowledge
through a structured set of sales and marketing strategy solutions that draw
upon on our network of market specialists and consultants who have
unparalleled on-the-ground knowledge and extensive experience in key
established, emerging and frontier markets around the world.

Here at Ipsos Business Consulting we are united and driven by our mantra
“Build e Compete ® Grow” — three words that encapsulate who we are and
what we do.

* Build Establish firm foundations for new lines of business that match
client resources to the strongest opportunity within their chosen market.

e Compete Devise winning business models that will outperform the
competition.
* Grow Improve top-line growth for developed and emerging markets.
Established in 1994, Ipsos Business Consulting is part of Ipsos, founded in
France in 1975, and still managed and controlled by research and consulting
professionals. They have built a solid Group around a multi-specialist
positioning. Ipsos is listed on Eurolist — NYSE Euronext. The company is part
of the SBF 120 and the Mid-60 index and is eligible for the Deferred
Settlement Service (SRD). ISN code FRO000073298, Reuters ISOS.PS,
Bloomberg PIS:F

24 B consulting.bc@ipsos.com
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At Ipsos Business Consulting, we focus on maintaining our position as a leading
provider of high-quality consulting solutions for sales and marketing professionals. We
deliver information, analysis and recommendations that allow our clients to make
smarter decisions and to develop and implement winning market strategies.

We believe that our work is important. Security, simplicity, speed and substance apply
to everything we do.

Through specialisation, we offer our clients a unique depth of knowledge and
expertise. Learning from different experiences gives us perspective and inspires us to
boldly call things into question, to be creative.

By nurturing a culture of collaboration and curiosity, we attract the highest calibre of
people who have the ability and desire to influence and shape the future.

Our Solutions:
- Go-to-Market
- Business Unit Strategy
- Competitive Intelligence
- Partner Evaluation
- Innovation Scouting
- Optimal Channel Strategy
- IPO Consulting

- Market Sizing

- Pricing

- Forecasting

- Brand Strategy & Value

- Sales Detector

- B2B Customer Segmentation

Build - Compete - Grow
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