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Net profit reached Rmb436m in 2014, in line with
our estimate of Rmb417m and consensus of
Rmb444m. Adjusted net profit reached Rmb562m,
12% higher than our estimate, mainly due to higher
actual stock-based compensation and FX loss. We
maintain our EW rating on CAR.

Short-term rentals remained its core business: The
size of CAR'’s short-term fleet increased 29% YoY, with
RevPAC up 20% YoY and fleet utilization rate up
4.3ppt to 62.2% in 2014. However, the utilization rate
only improved 0.5ppt in 2H14, mainly due to new
vehicles added into its short-term fleet. We expect its
utilization rate to maintain steady improvement, but
may remain below its global peers’ over 70% in the
next 3-5 years, mainly due to fast fleet expansion.

Challenges in O20 business: UCAR, a sister
company of CAR, launched its 020 business at the
end of January. Similar to an Uber-type, asset light
business model, it leases vehicles from CAR and hires
drivers to take orders from call centers or mobile apps.
CAR has an advantage over its competitors given its
large license plate reserves across large cities.
However, we expect increasing competition from
merged Didi and Kuaidi, which may affect CAR’s
market share expansion.

FCF may remain tight in 2015-16, given the ongoing
fleet expansion. We expect its net gearing to exceed
40% in 2015 from around 21% in 2014, while its FCF
should remain negative in 2015-16.

We raise our PT to HK$12.5, assuming vehicles for
leasing services account for a larger portion of its total
fleet starting in 2015, mainly driven by the demand from
UCAR'’s 020 business. Our net profit forecasts for
2015 increased 13.5%, while our price target increases
13.6% to HK$12.50.

Price target HK$12.50
Up/downside to price target (%) 10
Shr price, close (Mar 12, 2015) HK$11.38
52-Week Range HK$12.80-9.88
Sh out, dil, curr (mn) 2,005
Mkt cap, curr (mn) Rmb18,386
EV, curr (mn) Rmb19,574
Avg daily trading value (mn) Rmb63
Fiscal Year ending 12/14 12/15e 12/16e 12/17e
ModelWare EPS (Rmb) 0.28 0.41 0.58 0.68
Prior ModelWare EPS (Rmb) 0.21 0.36 0.55 0.66
Consensus EPS (Rmb)§ 0.19 0.38 0.58 -
Revenue, net (Rmb mn) 3,520 4,933 5,879 7,108
EBITDA (Rmb mn) 1,629 2,320 2,998 3,648
ModelWare net inc (Rmb mn) 562 976 1,359 1,606
P/E 29.7 22.2 15.9 13.5
P/BV 3.0 3.4 2.8 2.3
RNOA (%) - 16.0 154 16.0
ROE (%) - 17.5 211 20.6
EV/EBITDA 11.0 9.1 7.3 6.1
Div yld (%) 0.0 0.0 0.0 0.0
FCF yld ratio (%) (8.0) (6.8) (3.1) (2.7)
Leverage (EOP) (%) 21.3 44.0 44.4 41.3

Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare
framework (please see explanation later in this note).

§ = Consensus data is provided by Thomson Reuters Estimates.

e = Morgan Stanley Research estimates

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As
a result, investors should be aware that the firm may
have a conflict of interest that could affect the
objectivity of Morgan Stanley Research. Investors
should consider Morgan Stanley Research as only a
single factor in making their investment decision.

For analyst certification and other important
disclosures, refer to the Disclosure Section,
located at the end of this report.

+= Analysts employed by non-U.S. affiliates are not registered with FINRA, may not be
associated persons of the member and may not be subject to NASD/NYSE restrictions on
communications with a subject company, public appearances and trading securities held by a
research analyst account.
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Balance Sheet

Rmb Mn 2014 2015E 2016E 2017E Rmb Mn 2014 2015E 2016E 2017E
Non-current assets
Total net revenue 3,520 4,933 5,879 7,108 Rental vehicles, net 5,234 7,241 8,626 10,076
Total operating expenses (2,281) (2,977) (3,459) (4,040) Other property, plant and equipment, net 214 341 444 523
Gross profit 1,239 1,956 2,420 3,068 Prepayments for vehicle purchases 441 441 441 441
Other income/(expenses), net 26 - - - Acquired intangible assets, net 158 158 158 158
Selling, marketing and distribution expenses 93) (122) (152) (186)  Other assets 204 204 204 204
General and administrative expenses (350) (400) (369) (504)  Non-current assets Subtotal 6,251 8,385 9,872 11,402
Operating profit 823 1,434 1,899 2,378
Adjusted EBITDA 1,649 2,368 3,070 3,743 Current assets
Finance costs (309) (284) (252) (305) Cash and cash equivalents 1,352 629 525 363
Non-recurring items - Account receivables 236 300 330 374
Profit/(loss) before tax 513 1,133 1,630 2,057 Inventories 122 141 154 168
Income tax benefit/ (expense) 77) (188) (302) (481)  Other assets 1,880 2,308 2,808 3,318
Profit/(loss) for the period 436 945 1,328 1,575 Current assets Subtotal 3,591 3,378 3,816 4,224
Items for adjusted profit 126 31 31 31 Total assets 9,842 11,763 13,689 15,626
Adjusted Net Profit/(loss) 562 976 1,359 1,606
EPS (adjusted) 0.28 0.41 0.58 0.68 Current liabilities
Short term borrowings 2,727 3,005 3,158 3,233
2014 2015E 2016E 2017E Accounts payable 25 32 38 45
Growth (%) Long-term borrowings due within one year 52 237 339 389
Revenue 30.3% 40.1% 19.2% 20.9% Other liabilities 565 692 772 877
Operating Profit 592.8% 743% 32.4% 25.2% Current liabilities Subtotal 3,369 3,966 4,308 4,544
Net Profit -462.5% 73.5% 39.3% 18.2%
Margins (%) Long-term borrowings 832 1,295 1,550 1,675
GP Margin 35.2% 39.7% 41.2% 43.2%  Depositsreceived for vehicle rental 15 15 15 15
OP Margin 23.4% 29.1% 32.3% 33.5% Other liabilities 37 37 37 37
Net Margin 16.0% 19.8% 23.1% 22.6% Non-Current liabilities Subtotal 884 1,347 1,602 1,727
EBITDA Margin 43.2% 47.4% 51.7% 52.2%
Return (%) Total shareholders’ Equity 5,590 6,450 7,778 9,354
ROA 7.0% 9.0% 10.7% 11.0% Total Liability & Equity 9,842 11,763 13,688 15,625
ROE 19.9% 16.2% 19.1% 18.7%
Efficiency Cash Flow Statement
Asset Turnover (x) 0.4 0.5 0.5 0.5 Rmb Mn 2014 2015E 2016E 2017E
Inventory Days 36.2 16.1 15.6 14.5 Net profit / loss (before tax) 513 1,133 1,630 2,057
Receivables Days 23.1 19.8 19.6 18.1 Depreciation of rental vehicles 670 872 1,085 1,256
Payable Days 3.1 3.5 3.7 3.8 Depreciation of other property, plant and equipment 29 30 56 78
Cash Days 56.2 325 31.4 28.8 Other changesin working capital (740) (565) (758) (938)
Gearing (x) Others 377 284 252 305
Total Liabilities/Assets 43% 45% 43% 40%  Net cash flow from operating activities (1,030) (1,124) (205) 52
Total debt/Equity 65% 70% 65% 57%
Net debt/Equity 21% 44% 45% 41%  Purchases of other property, plant and equipment 81) (158) (158) (158)
Asset/Equity 18 18 1.8 1.7 Purchase of intangible assets 4 0 0 0
Total debt/ EBITDA 2.4 1.9 1.7 1.4 Others (1,059) 34 51 40
Net cash flows from inv esting activities (1,136) (124) (107) (118)
Valuations (x)
PIE 29.7 22.2 15.9 13.5 Proceeds from bank and other borrowings 1,613 3,542 1,000 1,000
P/BV 3.0 3.4 2.8 2.3 Repayment of bank and other borrowings (1,813) (2,700) (489) (750)
Others 2,878 (318) (303) (345)
E = Morgan Stanley Research Estimates Net cash flow from financing activities 2,678 524 208 (95)
Source: Company historical data, Morgan Stanley Research Exchange difference on cash and cash equivalents 1) 0 0 0
Cash at beginning of the year 842 1,353 629 525
Cash at end of the year 1,353 629 525 363
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Risk-Reward Snapshot: CAR (0699.HK, HK$11.38, EW, PT HK$12.50)

Risk-Reward View: Capex Risks Offset Projected Growth Potential
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Based on forward P/E.

Bull Implies 28.3x

Case base-case

HK$15.00 2015e EPS

Strong rental demand increase: Car rental demand maintains
strong growth, and CAR maintains leading market share in
short-term rentals. This helps rental volume growth and ADRR.

Base Implies 24.3x

Case base-case

HK$12.50 2015e EPS

Solid rental fleet expansion: New fleets added, solid car
rental demand growth. ADRR grows slower than inflation,
constrained by competition among car rental companies.

Bear Implies 19.6x

Case base-case

HK$10.00 2015e EPS

Slow demand growth with flat prices. Rental demand grows
weaker than GDP while prices remain flat, subdued by
competition, leading to limited potential for margin improvement

Bear to Bull: Scale Advantage to Drive Growth

Impact (HK$/share)

Bull 15.00 @~

0.45 =
0.65
1.10
Target 12.50 @
Curr.
=== Price
11.38
Bear 10.00 @
Rental fleet Rental fleet ADRR Used car
expansion utilization prices

Source: Thomson Reuters, Morgan Stanley Research

Why Equal-weight

e Short-term rental should maintain
strong growth, but it would be difficult
to improve utilization rate quickly
given its continuing fleet expansion.

¢ UCAR'’s new 020 business has high
growth potential, which may become
a new order driver for its leasing
services.

¢ CAR turned profitable in 2014, but
lacks a history of consistent earnings.

¢ CAR is trading at around 22x our
2015 EPS estimate, close to our
24.3x 2015 target P/E.

¢ Our price target suggests a PEG
ratio of around 0.94.

Key value drivers

¢ Fleet size

¢ Average daily rental rate (ADRR)
¢ Rental fleet utilization rate

e Used car prices

Key downside risks to our price target

e Substantially higher-than-expected
capex for fleet procurement could
impair operating cash flow.

¢ If CAR’s business expansion
outpaces its license reserve growth,
fleet expansion could be constrained.

Key upside risks to our price target

e Stronger-than-expected car rental
demand growth, leading to faster
expansion of customer base and
higher growth potential for short-term
rental business.

¢ Faster-than-expected improvement in
fleet utilization, which could help
overall margins.
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Feedback from CAR

UCAR’s 020 business

Strong growth potential of 020 business

UCAR, a sister company of CAR (has no equity stake),
launched its O20 business at the end of January. Similar to
an Uber-type, asset-light business model, it leases vehicles
from CAR and hires drivers to take orders from call centers or
mobile apps. UCAR was operating around 800 vehicles in
Shanghai and 2,000 in Beijing by the end of 2014. As
UCAR'’s major vehicle provider, CAR has an advantage over
its competitors given its large license plate reserves across
tier 1 cities. However, we expect increasing competition from
merged Didi (ranked no.1) and Kuaidi (ranked no. 9), as
UCAR is currently ranked no. 15.

The demand of chauffeured rentals (O20 business, a.k.a. the
Zhuanche business) is growing much fast than traditional car
rental services, and its potential customer base will be much
larger than the latter, per CAR estimates. Currently, the
leasing to UCAR is done at fair prices, with higher margins
and higher utilization rates (close to 100%) than short-term
self-drive rentals. Therefore, the fast growth in UCAR’s 020
business may bring strong leasing order flow to CAR. UCAR
could also be a fast-growing channel to absorb/expand CAR'’s
license plate reserve and improve its overall utilization rate.

Increasing leasing fleet to UCAR from CAR

CAR may consider increasing the fleet leased to UCAR to
around 30-40k units by the end of 2015 if the 020 business
maintains robust growth and the return from the leasing
contracts to UCAR maintains stable.

Such fleet expansion would require roughly around Rmb5bn
of new investment in vehicle purchases, as estimated by
CAR. CAR had around Rmb2.5bn of cash and available-for-
sales investments at the end of 2014. Besides operating cash
flow throughout 2015, it has indicated that it may also
consider other financing tools to support the fleet expansion.
However, it plans to maintain its debt/EBITDA below 2.5x
(translating into a net gearing ratio at around 45%) and seek
the most cost-efficient way for rising funds if it is necessary.

Competition in O20 business

UCAR'’s competitive advantage in the 020 business is CAR’s
large reserve of car license plates in big cities. UCAR does
not have to provide high subsidies to its drivers, unlike other
car-sharing APPs who are hiring third-party rental vehicles
and drivers. Even with high subsidies to new customers,
UCAR's fleet operation is centralized, and with higher
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efficiency than its competitors. Therefore, it is likely to drag
down the actual costs of subsidies with larger economy of
scale.

The O20 business may not directly compete with short-term
self-drive rentals as they are targeting different customers.
Usually, the rental period for self-drive customers is three to
five days, but for O20 business it is generally within one day.

Decline of depreciation expenses

Depreciation declined 3% YoY in value and 8ppt in
percentage of rental revenue, despite the 20% YoY increase
in its fleet. The decrease was mainly due to higher discounts
on newly purchased vehicles and the nation-wide VAT reform
in August 2013 (taxes related to vehicles purchases became
deductible), which reduced the booking value of new rental
vehicles.

Costs of suspended vehicles

CAR'’s costs of suspended vehicles declined to almost zero in
4Q14 from around Rmb5m in 3Q14 and Rmb40.9m in 1H14.

Its total costs of suspended vehicles in 2014 declined around
85% YoY from 2013.

Industrial consolidation

CAR has said it will not take M&A as a major measure to
develop its business as it already has the largest market
share, highly experienced teams, and centralized managed
fleets. Given these competitive advantages, it seems to be
unnecessary for CAR to expand its business by acquiring
small players.

Company Description

CAR Incorporation is a car rental company in China, offering
comprehensive car rental services including short-term rentals,
long-term rentals and leasing. The Company provides its car
rental service in major cities in China, with rental stores, pick-
up points, and franchisee outlets.

China Autos & Auto Parts

Industry View: Attractive
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Valuation

Valuation methodology

We had valued CAR using P/E multiple analysis with a cross-
check against a discounted cash flow model. However, we
expect its long-term rentals to take higher share in its revenue
and profits in the coming years due to the expansion of
UCAR'’s 020 business, which could be very different from its
global peers as well as compared to peers providing travel-
related services. Therefore, we have adjusted our approach to
use DCF as our primary valuation methodology rather than
P/E, as we believe DCF is a better way to reflect the changes
in the company’s FCF in forward-looking years and to derive
its intrinsic value.

We maintain our basic assumptions in our DCF model, which
was used as a cross-check tool in our previous forecasts. We
use a terminal growth rate of 5%, risk-free rate of 3.5%, beta
of 1.4, risk premium of 6.5%, and WACC of 9.3%. We derive
a fair value of HK$12.50 per share from our DCF model, up
13.6% from our earlier PT of HK$11.0. This implies 24.3x
2015E EPS, the same as in our previous forecasts.

We assume CAR purchases more vehicles to lease to UCAR
for the O20 business starting in 2015, which could boost its
revenue from leasing services and improve its overall fleet
utilization rate.

Scenario Analysis

Base Case:

e Due to growing demand from UCAR’s O20 business,
leasing fleet to account for 20-30% of CAR'’s total fleet in
2015-17, from around 8-10% in our previous forecasts.

MORGAN STANLEY RESEARCH
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e CAR continues to improve its utilization rate of rental
fleets, via expanding its leasing fleet. We assume its
overall fleet utilization rate reaches around 66% by 2020,
from around 65% in our previous forecast.

We derive a value of HK$12.50 (up 13.6% from HK$11.0),
implying 24.3x 2015E EPS, the same as in our previous
forecast.

Bull Case:

e Due to growing demand from UCAR’s O20 business,
leasing fleet accounts for 25-35% of CAR’s total fleet in
2015-17 vs. around 10-15% in our previous forecasts.

e CAR continues to improve its utilization rate of rental
fleets, while expanding leasing fleet. We assume its
overall fleet utilization rate reaches around 75% by 2020,
from around 73% in our previous forecast.

We derive a value of HK$15.00 (up 13.6% from HK$13.20),
implying 28.4x 2015E EPS (from 27x in our previous
forecasts).

Bear Case:

e Due to growing demand from UCAR’s O20 business,
leasing fleet accounts for 15-25% of CAR’s total fleet in
2015-17 vs. 5-7% in our previous forecasts.

e CAR continues to improve its utilization rate of rental
fleets, while expanding leasing fleet. We assume its
overall fleet utilization rate stays at around 62% by 2020,
vs. around 60% in our previous forecast.

We derive a value of HK$10.00 (up 20% from HK$8.30),
implying 19.6x 2015E EPS (vs. 17x in our previous forecasts).

Exhibit 1
Major Changes in Our Assumptions

Before change After change Change (%)
RMB mn 2015E 2016E 2017E 2015E 2016E 2017E 2015E 2016E 2017E
Revenue 4,808 5,864 NA 4,933 5,879 7,108 2.6% 0.3% NA
Gross profit 1,754 2,348 NA 1,956 2,420 3,068 11.5% 3.1% NA
Operating profit 1,254 1,804 NA 1,434 1,899 2,378 14.4% 5.3% NA
Net profit (adjusted) 859 1,304 NA 976 1,359 1,606 13.5% 4.2% NA

Change (ppt)

Gross margin 36.5% 40.0% NA 39.7% 41.2% 43.2% 3.2 1.1 NA
Operating margin 26.1% 30.8% NA 29.1% 32.3% 33.5% 3.0 1.5 NA
Net margin (adjusted) 17.9% 22.2% NA 19.8% 23.1% 22.6% 1.9 0.9 NA

e = Morgan Stanley Research estimates Source: Company Data, Morgan Stanley Research
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Exhibit 2
CAR DCF Model
Rmb mn 2013 2014 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E
EBIT 119 823 1,434 1,899 2,378 3,041 3,681 4,176 4,652 5,315
+D&A 713 699 903 1,140 1,334 1,504 1,753 2,089 2,366 2,543
EBITDA 900 1,649 2,368 3,070 3,743 4,576 5,434 6,266 7,018 7,858
-Tax ) 7) (188) (302) (481) (664) (817) (929) (1,044) (1,213)
-Capex (1,889) (2,535) (3,730) (3,410) (3,829) (4,930) (6,070) (6,515) (6,654) (7,151)
+Disposal proceeds 806 654 851 941 1,123 1,700 2,164 2,507 2,475 2,768
+Change in WC (417) (720) (377) (456) (457) (630) (553) (774) (624) (623)
FCF (607) (1,029) (1,076) (158) 99 53 158 555 1,170 1,637
Discount factor 1.00 1.09 1.19 1.31 1.43 1.56 1.70 1.86
PV (1,076) (144) 83 41 110 356 686 879
Enterprise value 26,586 |Risk Free Rate (%) 3.5 |Average spread over risk-free rate (%) 4.5
-net debt 2,851 |Beta 1.4 |Pre-tax cost of debt (%) 8.0
Equity value (Rmb mn) 23,734 |HK Equity Risk Premium (%) 4.5 |Average corporate tax rate (%) 25.0
No. of shares outstanding (mn) 2,358 |China Equity Risk Premium (%) 2.0 |Post-tax cost of debt (%6) 6.0
NPV per share (RMB) 10.1 |CAPM unleveraged discuont rate (%0) 12.6
Exchange rate 1.24 | Target Gearing 50%
PT (HKD) | 12.5 JWACC (%) 9.3

Source: Company data, Morgan Stanley Research estimates.

»



Morganstanley MORGAN STANLEY RESEARCH

March 13, 2015
CAR Inc.

Morgan Stanley ModelWare is a proprietary analytic framework that helps clients
uncover value, adjusting for distortions and ambiguities created by local accounting
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating

O e a re leases (where their use is significant), and converts inventory from LIFO costing to a FIFO
basis. ModelWare also emphasizes the separation of operating performance of a company
from its financing for a more complete view of how a company generates earnings.

Disclosure Section

The information and opinions in Morgan Stanley Research were prepared or are disseminated by Morgan Stanley Asia Limited (which accepts the
responsibility for its contents) and/or Morgan Stanley Asia (Singapore) Pte. (Registration number 1992062982) and/or Mqr%an Stanle?/ Asia
(Singapore) Securities Pte Ltd (Reglstranon number 200008434H), regulated by the Monetary Authority of Singapore (which accepts legal
responsibility for its contents and should be contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research),
and/or Morgan Stanley Taiwan Limited and/or Morgan Stanley & Co International plc, Seoul Branch, and/or Morgan Stanley Australia Limited
(A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents), and/or Morgan
Stanley Wealth Management Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts
responsibility for its contents), and/or Morgan Stanley India Company Private Limited, and/or PT Morgan Stanley Asia Indonesia and their affiliates
(collectively, "Morgan Stanley").

For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the
Morgan Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or
Morgan Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY, 10036 USA.

For valuation methodology and risks associated with any price targets referenced in this research report, please contact the Client Support Team as
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this report: Jack Yeung.
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Global Research Conflict Management Policy
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Important US Regulatory Disclosures on Subject Companies
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STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweightésee definitions below).
Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not
the equivalent of buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since
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Global Stock Ratings Distribution
(as of February 28, 2015)
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relative weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy
recommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.

Coverage Universe  Investment Banking Clients (IBC)

% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight/Buy 1161 35% 321 41% 28%
Equal-weight/Hold 1459 44% 370 47% 25%
Not-Rated/Hold 101 3% 10 1% 10%
Underweight/Sell 609 18% 88 11% 14%
Total 3,330 789

Data include common stock and ADRs currently assighned ratings. Investment Banking Clients are companies from whom Morgan Stanley received
investment banking compensation in the last 12 months.

Analyst Stock Ratings

Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.

Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.

Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the
analyst's industry (or industry team'’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Underweight (U). The stock’s total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the
relevant broad market benchmark, as indicated below.

In-Line (1): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant
broad market benchmark, as indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant
broad market benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index;
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.

Stock Price, Price Target and Rating History (See Rating Definitions)
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Important Disclosures for Morgan Stanley Smith Barney LLC Customers

Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC or
Morgan Stanley or any of their affiliates, are available on the Morgan Stanley Wealth Management disclosure website at
www.morganstanley.com/online/researchdisclosures. For Morgan Stanley specific disclosures, you may refer to www.morganstanley.com/researchdisclosures.

Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval is conducted by the
same person who reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures
Morgan Stanley & Co. International PLC and its affiliates have a significant financial interest in the debt securities of China Yongda Automobiles Services.

Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning
of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.

Morgan Stanley produces an equity research product called a "Tactical Idea.” Views contained in a "Tactical Idea" on a particular stock may be contrary to the
recommendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors.
For all research available on a particular stock, please contact your sales representative or go to Matrix at http://www.morganstanley.com/matrix.

Morgan Stanley Research is provided to our clients through our proprietary research portal on Matrix and also distributed electronically by Morgan Stanley to clients.
Certain, but not all, Morgan Stanley Research products are also made available to clients through third-party vendors or redistributed to clients through alternate
electronic means as a convenience. For access to all available Morgan Stanley Research, please contact your sales representative or go to Matrix at
http://www.morganstanley.com/matrix.

Any access and/or use of Morgan Stanley Research is subject to Morgan Stanley's Terms of Use (http://www.morganstanley.com/terms.html). By accessing and/or
using Morgan Stanley Research, you are indicating that you have read and agree to be bound by our Terms of Use (http://www.morganstanley.com/terms.html). In
addition you consent to Morgan Stanley processing your personal data and using cookies in accordance with our Privacy Policy and our Global Cookies Policy
(http://www.morganstanley.com/privacy_pledge.html), including for the purposes of setting your preferences and to collect readership data so that we can deliver better
and more personalized service and products to you. To find out more information about how Morgan Stanley processes personal data, how we use cookies and how to
reject cookies see our Privacy Policy and our Global Cookies Policy (http://www.morganstanley.com/privacy_pledge.html).

If you do not agree to our Terms of Use and/or if you do not wish to provide your consent to Morgan Stanley processing your personal data or using cookies please do
not access our research.

Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the circumstances
and objectives of those who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages
investors to seek the advice of a financial adviser. The appropriateness of an investment or strategy will depend on an investor's circumstances and objectives. The
securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and certain investors may not be eligible to purchase or
participate in some or all of them. Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to
participate in any particular trading strategy. The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates,
default rates, prepayment rates, securities/instruments prices, market indexes, operational or financial conditions of companies or other factors. There may be time
limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance. Estimates
of future performance are based on assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the
primary exchange for the subject company's securities/instruments.
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The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received compensation
based upon various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and capital markets
profitability or revenues), client feedback and competitive factors. Fixed Income Research analysts', strategists' or economists' compensation is not linked to investment
banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular trading desks.

The "Important US Regulatory Disclosures on Subject Companies” section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1%
or more of a class of common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an
investment of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them in ways different from those discussed in
Morgan Stanley Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities/instruments or
derivatives of securities/instruments of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may
be issued by Morgan Stanley or associated persons.

With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable,
comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or information in Morgan
Stanley Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley
Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking
personnel.

Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of
associated expenses unless pre-approved by authorized members of Research management.

Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for
your reference only. The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. Morgan Stanley Research
may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley. Information on
securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such
securities/instruments. MSTL may not execute transactions for clients in these securities/instruments. To our readers in Hong Kong: Information is distributed in Hong
Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities in Hong Kong. If you have any queries concerning Morgan
Stanley Research, please contact our Hong Kong sales representatives.

Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan
Stanley Asia Limited.

Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC. Morgan Stanley Research does not
constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors shall have the relevant qualifications to invest in such securities
and shall be responsible for obtaining all relevant approvals, licenses, verifications and/or registrations from the relevant governmental authorities themselves.

Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A,; in Japan by Morgan Stanley MUFG Securities Co., Ltd. and, for Commodities
related research reports only, Morgan Stanley Capital Group Japan Co., Ltd; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents)
and by Bank Morgan Stanley AG, Hong Kong Branch; in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 1992062987) and/or Morgan Stanley
Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore (which accepts legal responsibility for its
contents and should be contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research) and by Bank Morgan Stanley AG, Singapore
Branch (Registration number T11FC0207F); in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by Morgan Stanley Australia Limited
A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents; in Australia to "wholesale clients" and
"retail clients" within the meaning of the Australian Corporations Act by Morgan Stanley Wealth Management Australia Pty Ltd (A.B.N. 19 009 145 555, holder of
Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co International plc, Seoul Branch; in India
by Morgan Stanley India Company Private Limited; in Indonesia by PT Morgan Stanley Asia Indonesia; in Canada by Morgan Stanley Canada Limited, which has
approved of and takes responsibility for its contents in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main and Morgan Stanley Private Wealth
Management Limited, Niederlassung Deutschland, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A,, a
Morgan Stanley group company, which is supervised by the Spanish Securities Markets Commission (CNMV) and states that Morgan Stanley Research has been written
and distributed in accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the US by Morgan Stanley & Co.
LLC, which accepts responsibility for its contents. Morgan Stanley & Co. International plc, authorized by the Prudential Regulatory Authority and regulated by the
Financial Conduct Authority and the Prudential Regulatory Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of
section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates. Morgan Stanley Private Wealth Management
Limited, authorized and regulated by the Financial Conduct Authority, also disseminates Morgan Stanley Research in the UK. Private UK investors should obtain the
advice of their Morgan Stanley & Co. International plc or Morgan Stanley Private Wealth Management representative about the investments concerned. RMB Morgan
Stanley (Proprietary) Limited is a member of the JSE Limited and regulated by the Financial Services Board in South Africa. RMB Morgan Stanley (Proprietary) Limited is
a joint venture owned equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand
Limited.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services
Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will
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The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre
Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the
QFCRA.

As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment
advisory activity. Investment advisory service is provided exclusively to persons based on their risk and income preferences by the authorized firms. Comments and
recommendations stated here are general in nature. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an
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The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or
representations relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages relating to such data. The
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Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
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Industry Coverage:China Autos & Auto Parts

Company (Ticker)

Rating (as of)Price* (03/12/2015)

Alex Yang, CFA

China Rundong Auto Group Ltd
(1365.HK)

China Yongda Automobiles
Services (3669.HK)

China Zhengtong Auto Services
(1728.HK)

Dah Chong Hong Holdings
(1828.HK)

Zhongsheng Group Holdings
(0881.HK)

Jack Yeung

BAIC Motor (1958.HK)

BYD Company Limited
(002594.52)

BYD Company Limited (1211.HK)
Baoxin Auto Group (1293.HK)
Brilliance China Automotive
(1114.HK)

CAR Inc. (0699.HK)

Chongging Changan Automobile
(000625.52)

Chongging Changan Automobile
(200625.57)

Dongfeng Motor Group (0489.HK)
Geely Automobile Holdings
(0175.HK)

Great Wall Motor Company Limited
(601633.SS)

Great Wall Motor Company Limited
(2333.HK)

Guangzhou Automobile Group
(601238.SS)

Guangzhou Automobile Group
(2238.HK)

Minth Group Limited (0425.HK)
SAIC Motor Corp. Ltd. (600104.SS)

E (09/22/2014) HK$3.42
E (07/12/2013) HK$4.22
E (05/08/2013) HK$3.93
U (06/13/2014) HK$3.91
E (11/04/2014) HK$5.46
0 (01/25/2015) HK$8.35
U- (12/11/2014) Rmb49.12
E (02/18/2015) HK$35.2
0 (01/18/2012) HK$4.74
O (10/22/2013) HK$15.72
E (10/23/2014) HK$11.38
O (12/30/2014) RMb20.29
O (11/28/2013) HK$21.17
O (05/30/2014) HK$11.86
E (09/27/2014) HK$3.46
O- (11/26/2014) Rmb47.99
O (10/22/2013) HK$46.35
U- (10/29/2014) RmMb9.12
U (07/17/2014) HK$6.9
0 (03/20/2014) HK$14.8
O (11/17/2014) RMb24.71

Stock Ratings are subject to change. Please see latest research for each company.

* Historical prices are not split adjusted.
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