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1. Why invest in the Uruguayan automotive industry?

Great experience in assembling vehicles and manufacturing auto parts

Uruguay has hadfor years novws vehicle assembly plants aralto parts manufacturers,
both national and foreignThere aremore than 40 companies today, several of which are
internationally certified in terms of qualityfexports in the automotive industry have grown
more than twice from 2005 to 2010.

Uruguay, a reliable country with a preferential access to theoregjimarket

In Uruguay, foreign investors receive the same treatment as local inveStoey. are free to
transfer funds and to repatriate profits.

Uruguay is part of Mercosur, an enlarged market with more than z MERCOSUR
million inhabitants (and sales for m®rthan 42 million vehicles in “"W(MERCOSUU
2010), and almost 400 million inhabitants including other So &%

American countries with which Mercosur has econon
complementarity agreements, such as Bolivia, Chile, Colomk
Ecuador, Peru and Venezuela.

In this regional mvironment, Uruguay has unlimited access to tf
Argentinean and Brazilian markets for products in the automoti '_,.
industry, except for motorbikes and agricultural and road machinery.

The country has several origin regimes to export to Argentina and Breeilof tariffs
Pursuant to one of them, only 30% of minimum regional content is required for new models
during the first year. Under this regime, which has quantitative limitations, there is still an
important margin for companies which intend to expburth to Argentina and Brazil.

Uruguay also has special agreements within the Mercosur. The lastsgredin 2008
states that for Brazilian automotive products to enter our couritee of tariffs Brazil must
import auto partsand vehicles from Urugya

Also an agreement with Mexico wasgnedin 2004, which allow&Jruguayanautomotive
products to entetthis countryfree of tariffs

Uruguay has very attractive investment and exports promotion regimes

In 2007, an investment promotioregime was approed, which allows companieunder
certain conditiong to compute up to 100% of the invested amouwss a credit for future
Corporatelncome Tayaymens.

There is also a beneficial regime for all exports, including:

o VAT refund when purchasing materials

e A Temporary Admission regime for imports of materials which are incorporated in
the exported goods, whereby they do not pay taxesiffs and others)

e An export prefinancing system



o Exporers ofautomotive products receive a 10% rebate of the exports' FQiva
through credit certificates issued by the government

Important tariff discount for imports of kits used in local assembly of vehicles
for the domestic market

Another benefit, for assembly companies only, is to be able to import supplies with a 2%
tariff as long as full assembly in the country is completed (CKD or Complete Knock Down)

Uruguay is attracting important foreign investmeimsthis industry

Affinia, ArcelorMittal, Bader, Dan&aurecia,Fischer, GKN, Takata and Yazaki are some
multinational companies supplying the regional and global market from industrial plants
located in Uruguay.

These foreign investments are made within a context in which the flow of foraiigatt
investment to Uruguay has increased more thimur times from 2001to the present
representing 4% of the GDP in 2009 and 2010.

Image sourcewww.autopartes.org.uy
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2. Interesting information for the industryglobal sales, production
and exports in the region and in the country

The Uruguayan automotive industry has espaced a unique growth during the last years,
especially during 2010, when foreign investments have increased both in vehicle assembling
and inauto partsmanufacturing. The industry projectiorsse of growth in the next years

due to theexpansiorof recent investments and the establishment of n@mes

Graphs 2.1 and 2.2 show that both physical productipmeasured through the Physical
Volume Indeg and employment in the industry have grown. At the end of 2010,
approximately 2,000 people were employebat is,approximately 2% of total employment
in the manufacturing industry.

Graph 2.1 Evolution of the Physical Volun Graph 2.2 Evolution of the Employed Ste
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Source: INE, Annual Industrial Survey. Branch 3400. Soure: INE, Annual Industrial Survey. Branch 3400.

2.1 Global production and exports of vehicles

Global production of vehiclésvent from 58 million in 2000 to 62 million in 2009. Recently, a

fast production delocalization process from developed countiGesmerging economies has
0SSy OSNATFTASR® / KAYlIQad yS¢ LIRaAridArAzy Aa SalLls
2000 and almost 14 million in 2009, being in the first global position that year, ahead of
Japan (7.9 million), United States (5.7 lioml) and Germany (5.2 milliongee Graph 2.3.

1 INE information of Branch 3400 does not include leather upholstery for vehicles (registered in Branch 1912) or electrical
cables (registered in Branch 3100) or steel tubes (registered in Branch 2811).

g Source: International Organization of Motor Vaki Manufacturers (OIC .oica.net It includes automobiles, light
Source: International Organization of Motor VakiManufacturers (OIC .oica.net It includes automobiles, light

commercial cars, heavy vehicles (trucks) and buses.
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Germany is still the leader in vehicle expdrfellowed by Japan and further behind by USA,
Spain and Belgium. China is placed in an even lower postterGraph 2.4.

Graph 2.3 Main vehicle manufacturin Graph 2.4 Main vehicle exporting countrie:
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Source: International Organization of Motor Vehic Source: Uruguay XXI based on Customs informatior
Manufacturers  (OICA), www.oica.net It includes includes the harmonized customs codes 8701 to 8

automobiles, light commercial cars, heavy vehicles (truc (Passenger and load vehicles).
and buses.

2.2 Production o¥ehicles in Mercosur and in Uruguay

The annual production of vehicles in Mercosur was 4.5 million units in 2010, including
automobiles, light commercial cars, trucks and buses. In 2006, the production accounted for
3 million and it has not stopped growirsince then, in spite of the recent world crisis. See
Chart 2.1 and Graph 2.5.

3 Source: Uruguay XXI based on Customs information. It includes the harmonized customs codes83DF1(passenger
and load vehicles).
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Chart 2.1 and Graph 2.5 Production of vehicles in Mercosur, 2006 to 20b0sands of
units

Year Brazil Argentina Uruguay Total 5000 4,365
2006 2,612 432 09 3,045 4000 3,526 3814 3,699
2007 2,980 545 07 3,526 3,045 g
2008 3,216 597 1.1 3,814 3000 T Z=—
2009 3,183 513 2.5 3,699 2000
2010 3,644 717 4.0 4,365 1000 —

0 T T T T |

Sources: for Brazil: Anfavea; for Argentina: fadefor
Paraguay: CIP; for Uruguay: Ascoma. It incly 2006 2007 2008 2009 2010
automobiles, light utility cars, trucks and buses. Paragy

2010, estimation with data to September. Brazil

Argentina Mercosur

In Uruguay, the production of vehicles has taken up again a growing path in 2008 and 2009
after several years of stagnation. Vehicles are assembled in two previously existing plants
and in a newly built plant, using kits imported from the headquarters and integraiing
partsof the national and regional industry.

¢ Nordex plant in Colon, Montedo, produces short series of trucks for thiemestic
market and for exporfor Renault (undean agreement with Renault Trucks of the
Swedish group Volvo) and Aelous (un@eragreement with the Chinese company
Dongfeng Motor) and piclp trucksto be exmrted to Brazil Bongo mode{underan
agreement with Kia Motors from Korga

e Chery Automobile Co. Ltd. from China and Socma S.A. from Argentina produce Chery
vehicles in the old Oferol plant. Since 2009, Chery Tiggo vehicles, and more recently
Chery Fag vehicles, have been manufactured to be exported to Brazil and Argentina.

e Effa Motors. A new plant has been built on Route 1, Km 38, in the Department of San
José, with national capital, which opened in April 2010. Vehicles are assembled there,
with Chnese kitsfor the domestic market (15%) artd be exported to Brazi85%.

They commercialize their owbrand (Effa) and another Chinedwand (Lifan). The
initial investment in fixed assets was US$ 6.5 million.

2.3 Sales of vehicles in Mercosur amdJruguay

Figures of vehicle sales in Mercosur are outstanding since they have almost doubled in four
years, going from .2 million units in 2006 to £ million in 2010, with a stable growth even
during the recent world crisis (2008 and 2009). See Charand Graph 2.6.



Chart 2.2 and Graph 2.6 Sales of brand new vehicles in Merc@ig6 to 2010, thousands
of units

Year Brazil Argentina ParaguayUruguay Total

5000 217

A
2006 1,920 461 94 163 2407 3465 3717
4000 '
2007 2,444 565 12.9 20.8 3,043 3,023
3000 12,371
2008 2,824 612 223 288 3487
2009 3,154 487 135 284 3683 | 20—
2010 3,453 698 206 457 4217 1003 —

2006 2007 2008 2009 2010

Sources: for Brazil: Anfavea; for Argentina: Adefa; . .
e Bra zi| e Argentina Mercosur

Paraguay: CIP and for Uruguay: Ascoma. It incl
automobiles, light utility cars, trucks and buses. Paragy
year 2010, estimation with data to September.

Sales of vehicles pésrand in Mercosur are within the same range that in 2008, led by
Volkswagen Fiat and @neralMotora (62% of the total)See Graph 2.7.

Something similar happens in Uruguay, with the same thmeandsleading salegGeneral
Motors, Wolkswagerand Fiat even though in a different order and with less presence (49%
of the total). Also, the Chery vehicle stands out (recestbited beingassembled in the
country) with 5% of the marke&ee Graph 2.8.

Graph 2.7 Vehicle sales pédorand in Graph 2.8 Vehicle sales pebrand in

Mercosur, 2010 Uruguay, 2010
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Sources: for Brazil: Anfavea; for Argentina: Adefa; Source: ASCOMA.
Paraguay: CIP aridr Uruguay: Ascoma.
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2.4 Auto parts exports in Uruguay

Uruguayanauto partsexports have
been increasing from 2005 to 201
going from US$ 14@nillion to US$
228 million during this period.
Vehicle exports grew in 2010 due
the Chinese cars that are ndveing
assembled in the  country
Altogether, the automotive and
auto partsexports totaledUS$ 331
million in 2010, and a greate
growth is expected in the yes to
come.See Graph 2.7.

Auto parts exports are
mainly concentrated or
five products:l) dive

Graph 2.9 Vehicles anauto partsexports,
2005 to 2010US$million
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Source:Uruguay XXI based oraté from the National Custom:
Office

Graph 2.10 Auto partsexports per type of product, in
percentages, 2010

shafts and axle shafts?2)
leather upholstery,3) steel
tubes for bodywork, 4)
electrical cables (harnesse
and 5) brake bands, disc
and padsSee Graph 2.10.

Brake parts,Others, 4%

Axles and
axle shafts,
35%

Leather
upholstery,
29%

Sourc

eUruguay XXI based ot from the National Customs Office
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3. Promotional Igal regulations and regional and international trade
agreements favorable to produce and export from Uruguay

Uruguay has Trade Agreements and Investment Protection Agreements with several
countries and a set of legal regulations promoting investmentsexqubrts. All this generally
favors most of the economic sectors. Sgmex

The automotive industry has been subject to a long history of industrial policies in view of its
importance for the economy, taking into account thege number of parts that forma
vehicle. Therefore, several companies which provadgo parts may develop around an
assembling plant. Regional integration (Mercosur) in the productive environment gains a
great significance in this sector.

These industrial policies are applied to tugeign trade environment and to an appropriate
combination with the general promotion regulations (such as Temporary Admission and
others, see Annex), representing a powerful incentive for the establishment of assembling
plants andauto partscompanies irdruguay.

Trade agreements in Mercosur for the automotive industry

The extrazone tariffs for Mercosur are currently 20% for automobiles and light vehicles,

trucks and buses, 14% or 18% &urto partsand 14% for agricultural and road machinery in
5

genegal.

In the Mercosur framework, Uruguay has entered into bilateral economic complementarity
agreements with Argentina and Brazil, from which arises the following (see Chart 1):

1) Uruguay may export car products to Argentina and Brazil at no cost adédruno
quantitative restrictions provided it complies with a minimum Regional Content fnollex
609%6.

2) Regarding new models of vehicles or set or-sats ofauto parts approved in the
Progressive Integration Program (PIP) for each exporter, the saenalso exempted from
fees and under no quantitative restrictions and a lower regional content is allowed:

e 40% at the beginning of thigrst year

e 50% at the beginning of theecondyear, and

e 60% at the beginning of thihird yeaf

* Source: ALADWvw.aladi.org/nsfaladi/textacdos.nsf/vacewpWAPCE No. Protocol 68 (with Brazil) and AAP.CE No. 57
and Additional Protocol (with Argentiha

® March 2011.

®|CR = [X (auto partsimports from outside the MERCOSUR. Ck LINE RdzOi 4l £ S LINKAOS &SETFH O
Uruguayan content will be 20%.

" ACE No. 2, Articles 5 a) and 10.
8 ACE No. 2, Articles 5 a) and 14.
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3) Uruguay may expoto Argentina and Brazil at no cost with a preferential origin regime:

a) Car products (vehicles, sets and séis ofauto partg, with a minimum Regional Content
Index of 50%

b) For new models of vehicles or sets or sdis ofauto parts includedin the Progressive
Integration Program approved for each exporter, the minimum Regional Content Index is:
e 30% for the first year of the project
o 35% for the second year
e 40% for the third year
e 45% for the fourth yegrand
e 50% fom thefifth year orwards™®.

In both cases there are quantitative restrictiofugiotas)
¢ vehicles and commercial light cars: up to 20,000 annual units to each country;
e trucks and tractor trucks: up to 800 units to Argentina and up to 2,500 to Brazil,
e armored cars: up to 500 and 1@inits respectively;
e auto partssub-sets: up to US$ 60 million to Argentina and up to US$ 100 million to
Brazil.

4) For armoredvehiclesmanufactured in Uruguay, theriff preference of 100%lgat is,no

tariff) is maintained, but there are certain qu#ative restrictions. Moreover, the minimum
Regional Content Index may be 50%

Chart 3.1 Uruguay, origin regime of car products &xports to Argentina and Brazil

Existing models New models Armored vehicles
. o 1% year:40%
With no quantitative 60% ond year:50% 60%

restrictions 3 year:60%

1 year: 3%
2"year:35%
50% 3 year:40% 50%
4" year:45%
>= 8" year: 50%

With quantitative
restrictions

LY HnnyX ! NHAdzr & | yR . NI hutofotiie andRa&dparts2 NI
commercial e@ficit with respect toBrazil through newrade parameters, which are variable
in proportion to the Uruguayan exports to Brazil, verified during the previous year (applies

® ACE No. 2, Articlesth and 11.
19 ACE No. 2, Articles 5 b) and 15.
™ ACE No. 2, Articles 5 ¢) and 11.
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to light passenger vehicleguto parts sets and suksets and utility cars). Theseew
negotiated mechanisms are expected to enable a productive integration in the industry at a
bilateral level with Brazil or at a regional level.

Trade agreement MercostMexico

In 2002, a specific agreement wagnedwith Mexico for the automotive indusy, which
allows exportingauto partsand vehicles to this countnyith no tariffs under origin regimes

that are quite favorable for Uruguay, especially when it comes to new products (50% in
general and 30% for the first year of a new product, AnnekAIGE No. 553

Benefit for vehicle assembling comparifes

Automotive terminals may import vehicle kits with a preferential fee of 2% provided that
they comply with a complete assembling process in the country (from CKD, a collection of
pieces that are comletely disassembled) and they destine their production to doenestic
market.

Export refund

There is a 10% refund over the value of vehicle antb partsexports, through credit
certificates issued by the Government, which may be used for payingmadtixes as well
as taxes collected by the D@lax Administration Officer the BP§Social Security System)
These credit certificatesmay alsobe assigned to third partie3.herefund cannot be applied
G23SGKSNI 6AGK GKS 6wk trgdedsaxport® § KSNJ G ESaé =

Prefinancing of exports

A preferential regime has been established for the automotive sector, currently in force until
June30, 2011,

Excise Taxdiscount to sales of brandew electrical vehicles, hybrid vehicles agalsoline
vehicles of lower displacement engine in the internal market

Decree 411/010 of December 30, 2010 established the following Excise Tax (IMESI) rates for
sales of brand new vehicles in the internal market:

e Electrical vehicles 5%, hybrid vehicles 3%

e Gasolinevehicles, 20% for those up to 1,000 cc, 25% for those with more than 1,000
and up to 1,500 cc, 30% for those with more than 1,500 cc and up to 2,000 cc, 35%
for those with more than 2,000 cc and up to 3,000 cc, and 40% for those with more
than 3000 cc.

12 ACE No. 55 of September 27, 2002, Additional Protocol of July 12, 2004 and a Free Trade Agreement between Mexico
and Uruguay of November 15, 2003.

13 Decree 340/996 of Augugs, 1996.
14 SeeAnnex, Government incentives to exports.

B 7108 02YYdzyAOFGA2Y Hwnndpknco 2F !LINAE HANZ HANGOD
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4. Recent investments in the industry

ForeignDirectIinvestment has considerably increased in Uruguay in the last yasg<sraph
4.1. If classified by destination sector, approximately lblthe investments are made in
companies and banks and the othealfiare madein the real estate sector and in larfisin
the 2008%2,éhe countrieghat haveinvested the most wer&pain, Argentina, USA, Brazil and
England'.

Graph 4.1 ForeigirectInvestment in UruguayUS$ nillion
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Souce: Central Bank of Uruguay

Before the integration of Mercosur, several international fickiss companies such as
General Motors, Ford, Fiat, etc. had vehicle assembling plants in Uruguay. Currently, Asian
companies have begun to produce vehicleshia tountry, thus gaining internationalization
experience. Around these companies and by seizing the exports opportunities Uruguay has
to offer, a foreign flow of investment is generated to thato partssub-sector, which had

been exporting products suchsdeather car seats for wordass vehicles, using excellent
national raw materials and drive shafts and axle shafts, destined to global and regudoal
partsterminals.

4.1 Assembling plants

Asian vehicles manufacturers are carrying out dynamiestment processes. Some of them
use old national plants, entering into agreements with their owners or acquiring them, while
others build new assembling plants.

1n 2008 FDlpercentages were: 37% in companies, 6% in banks, 32% in the real estate sector and 23% in lands.

n 2008,FDlIpercentages per cairy were: Argentina 30%, Spain 13%, Brazil 10%, USA 8%, England 5% and others 34%.
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CherySocma

Oferol plant in 2009, nowadays directly

manages the assembling plan, exporting the
Tiggo and Face models to Brazil (52%)
Argentina (47%), data from the year 2010
expects to increase the production to 20,00
units a year and later on to 40,060

Chongginegeffa Motors

The Chinese company Chongqing Lifa
which manufactured more than 100,00(
vehicles in 2009, has esried into a license &
and representation agreement fo ,/
Mercosur with the plant Effa MototSfor &
the production and sale of Lifan 320 anjg#
620 models, as from the year 2010. T
investment at the opening (April 201018
was of US$ 6.5 million, but it would reac
US$15 million, allowing the production of
30,000 carsper year, employing 450
workers. Image sourcewww.effamotors.com

The destination of the production will be 15% for the internal market and 85% for export,
mainly to Brazil (90% of the exported products in 2010).

Kia MotorsNordex

The Korean company Kia Motors enteregiss
into an agreement with the assemblin
plant Nordex, located in ColonFt
Department of Montevideo, to produce 5
light trucks Kia Bongo 2500 as from 201
95% of the production will be exported ta
Brazil and 5% will be used in the intern
Uruguayan market. The capacity of th
plant is of 12,000 vehicles a year and
Image sourcewww.genteynegocios.elpais.com.uy

18 |nformation providedby Chery{ 2 O Yhhatagement, February 25, 2011.
Yor¥l az2i2NBQ LXFy{ Deéparttentof SadIesé dvigh 330PGafipfemises Ay (K S
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demanded an inial investment of US$ 25 millioffhe first export was carried out in
December 2010.

Dongfeng MototNordex

Dongfeng Motor (DFM), a Chinese manufacturgs
of over 600,000 vehicles in 2009, began produci
mediumsized Aeolus trucks in 2005 for th
internal market in the Nordex plant and in 2010
began exporting to Argentina.

mmmmmm

Image sourcewww.autoanuario.com

Renault Truck®lordex

Renault Trucks from Volvo uses the Nordex pl
(Santa Rosa Automotores) to produce heavy tru
such as Premium 440 DXi for tdemestic market
and to be exported to the region.

Image sourcewww.autoanuario.com

4.2 Auto parts

In the auto parts sector, there are national companies mainly supplying the domestic
replacement market and foreign companies which are focused on export.

Some of these have been operating for many years in the country (Bader, Dana, GKN);
others have recently made iestments both in new industrial plant$durecia,Fischer,
Takata, Yazaki) and in the acquisition of existing plants (ArcelorMittal, Affinia, Marfrig).

Bader

Bader (Germany) is an industry whi N

Currently, Bader employs 4,200 workers i |
seven plants around the world, two of whic )
are established in America (Mexico an," 1
' NHz3 dz @ 0 @ . F RSNDa pF
located at the Department of San José.
began processing leather for vehicl
upholstery in 1999, ehieving its expansion
in 2001, 2002 and 2007. As of 2010, its
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main exports were bound for Germany (37%), South Africa (29%) and Mexico (28%).

DanaTalesol

Dana Holding Corporation, a Ulfased company engaged in the design, engineering and
production ofspare parts and systems with added value for vehicle makers, employs 35,000
workers and has operations in 26 countries.

F-— e

Image source: www.dana.com

Talesol Ejes Plant located at Montevideo, Uruguay, manufactures full Spicer light drive shafts
for pickups and 4x4, exporting original equipment for automotive industries in South
America, USA and Mexico. It began operations in 1996 and has supplied light drive shafts for
Mercedes Benz, General Motors, Chrysler and it has been manufacturing rear thfte s

for Ford Ranger from 2001. It holds quality and environment protection certificates, ISO, QS
9000 and Ford Q1. It exports to Argentina (2010).

GKN Driveline

GKN has factories in more than 30 countries with more than 38,000 employees. Its main
factory is located in the United Kingdom and mainly operates in the automotive and
aeronautic sectors.

In Uruguay, GKN was established in 1981 and has an industrial plant that produces axle
shafts for automotive terminaldn 2010, s main exportswere bound for Argentina (56%)
and Brazil (38%) and, to a lesser extent, to USA (5%).

Image sourcewww.gkndriveline.com
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AffiniacFanacif Uruguay

Affinia Group Inc. is a US¥ased company with a material supply of spare parts for cars and
heavy vehicleslt performs manufacturing and distribution operations in 11 countries and
sales in more than 70 countries.

In Uruguay, Affinia owns Fanacif plant, located in Montevideo. It employs 165 workers and
its main activity is the manufacture of brake pads, brakeds, brake discs and brake bells,
selling in the domestic market and exporting to Argentina (48%), Brazil (28%), USA (12%) and
other countries (2010).

Image sourcewww.affiniagroup.com

ArcelorMittal Montevideo

ArcelorMittal is a company that offers a vast range of steel products. It has industrial
presence in more than 20 countries and is listed at the New York, Amsterdam and Paris stock
exchanges as well as at other European countries' stock exchanges. One of itsuppdias s
automotive terminals.

In Uruguay, Arcelor Mittal Montevideo acquired the existing company, Cinter S.A. It
produces stainless steel, aluminwroated and carbon cold and hablled steel pipes, with
exports to Brazil (70%), Argentina (26%) andceothmerican countries (2010).

Fischer

Fischer Group of Germany established in Uruguay its fourth branch in America in 2009, after
Canada, USA and Mexico. The company employs 1,500 workers in 8 countries. Its main
activity is the manufacturing of steglipes for exhausting systems in the automotive
industry. From Uruguay it will supply, through its factory located in Montevideo, Peugeot,
Volkswagen, Chevrolet, Fiat, Renault, Honda and Citroén plants within the Mercosur area.

T D
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Image sourcewww.fischergroup.com
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