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The views and opinions presented in this educational program and any accompanying handout material are
those of the speakers, and do not necessarily represent the views or opinions of NADA. The speakers are not
NADA representatives, and their presence on the program is not a NADA endorsement or sponsorship of the
speaker or the speaker’s company, product, or services.

Nothing that is presented during this educational program is intended as legal advice, and this program may not
address all federal, state, or local regulatory or other legal issues raised by the subject matter it addresses. The
purpose of the program is to help dealers improve the effectiveness of their business practices. The information
presented is also not intended to urge or suggest that dealers adopt any specific practices or policies for their
dealerships, nor is it intended to encourage concerted action among competitors or any other action on the part
of dealers that would in any manner fix or stabilize the price or any element of the price of any good or service.



Learning Objectives

Upon completion of this workshop, you will be able to:

1) Identify economic indicators that will impact the automotive business in 2018

2) Examine the risks and the opportunities presented by a record influx of off-lease vehicles

3) Use economic data to make short- and long-term tactical and strategic operational decisions

4) Optimize a CPO program designed to take full advantage of increasing off-lease vehicle supply



The Challenge: The Off-lease “Tsunami” Was Feared for Overwhelming Supply

ESTIMATED OFF-LEASE MATURITIES
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e Analysts predicted a surge in supply of off-leased vehicles and plunging used car values in 2017

e This was reinforced by estimates of growth in off lease maturities from 1.6 million in 2011 to 4.3 million
by 2020

e But in the right context, supply can create demand — and that’s what we’ve seen

Source: Cox Automotive estimates

Demand Grew to Match the Supply

Annual Used Vehicle Sales by Age of Vehicle
45,000,000
40,000,000
35,000,000
30,000,000
25,000,000
20,000,000
15,000,000 ]
|

10,000,000 !
EEERRER

o

02 m3 2014 2015 06 mz
BO4YD W58YD ®WS-12Y0 ®13-16Y0 ®W17+Y0D

e 2017 should be remembered as the year of the used car

e New vehicle sales declined 2% while used vehicle sales grew 1%, with most of that growth from sales of
vehicles less than four years old

o The off-lease vehicles predicted to lead to destruction actually led to growth and success in 2017

Source: Source: IHS Markit Polk Registrations, Cox Automotive estimates



Three More Years of Growth with Improving Mix

SHARE OF LEASE MATURITIES
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e  While the growth in off-lease supply won’t be as
large as we've seen the past two years, it will
provide ample supply of vehicles less than four
years old for several more years

e There also will be improving mix, with fewer cars
(especially midsize sedans) and more CUVs,
pickups and SUVs

e The vehicles that have grown in popularity in the
new vehicle market will drive growth in used
vehicle sales for the next several years

Source: Cox Automotive estimates



Economic Backdrop

Economic growth is accelerating

Unemployment continues to fall

REAL GROSS DOMESTIC PRODUCT (SAAR) % GROWTH BY QUARTER
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Source: United States Bureau of Economic Analysis

UNEMPLOYMENT RATES

-Underemployment Rate % (U6)

Headline Unemployment % (U3)
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Source: United States Bureau of Labor Statistics



Consumer confidence is at a 17-year high
Earnings are consistently beating inflation

Interest rates have been very favorable

Source: The Conference Board

Consumer Confidence Near 17-Year High
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EARNINGS CONSISTENTLY BEATING INFLATION
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NEW AUTO LOAN RATES
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Source: Source: Bankrate.com Auto Loan Rates via Bloomberg

But... Rates Vary

RATE SPREAD, NEW VS USED BY MAIJOR CREDIT TIERS
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Interest Rate % on Subprime Loans

Source: Dealertrack Credit Applications, Cox Automotive calculations




Consumer Preferences in New Vehicles Are Shifting

NEW VEHICLE SALES BY CATEGORY
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Source: Source: Autodata new vehicle sales by segment, Cox Automotive

Additional Economic Trends in 2017

. Used prices had distinct cycles in 2016-2017

. Abnormal depreciation pattern in 2017

Manheim Used Vehicle Value Index ($ SA) by Month 2015-2017
$13,000

$12,500

512,000

$11,500

511,000

510,500

lan-15
Mov-17
Dec-17

Source: Manheim Used Vehicle Value Index, Cox Automotive



THREE-YEAR-OLD MODEL INDEX BY WEEK
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Source: Manheim. Cox Automotive
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e Retention values also saw a shift in trend

e Margins continue to decline

RETENTION VALUES (1 TO 3 YEAR OLD MODELYS)

Retained Value as % of MSRP
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Source: Kelley Blue Book, Cox Automotive
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Top Dealers Are Focusing More On — And Selling More — Used Vehicles

Best Performing Dealers See Strong Profits from the Used Department

USED DEPARTMENT PROFIT AS % OF USED GROSS
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Best Performing Dealers Sell More Used Vehicles Relative to New
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The Forecast Sees Growth in Used, Not New

VEHICLE SALES BY YEAR AND TYPE, ACTUAL AND FORECAST
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Source: BEA New Vehicle Sales, Bobit Fleet Sales, and IHS Markit Registrations (history); Cox Automotive
forecast
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Used Vehicle Sales Forecast for 2018:

$39.5 million

Used Vehicle Sales Trends

Vehicles less than four years old are the source of growth

e Buyers of used vehicles trend younger

ANNUALIZED RETAIL USED VEHICLE SALES BY AGE OF VEHICLE

e )10 4 YO e=m==51t0 8Y0 e===0t012YO

13+ YO
600,000
500,000
400,000
300,000
— e
—— e ——————]
200,000
100,000
0
NN NN N MmN NN S g S s T NN N NN WwWw W W W W~
BT Py S Ty L Py S vy P P S PA PR P PSS
> 5 2 z £ = > 35 2 =z < = > 5 2 = c = > 35 2 = c - > 5 o2 = c°c = > 3
$2§855539255858338388338:358335585823

Source: IHS Markit Polk Registrations, Cox Automotive analysis
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Source: IHS Markit Polk Registrations, Cox Automotive calculations, Claritas Pop-Demographics 2017

Credit Continues to Tighten
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Net Percentage of Domestic Banks Tightening Standards for Auto Loans
e Net Percentage of Domestic Banks Reporting Stronger Demand for Auto Loans

Source: Federal Reserve Bank Sr. Loan Officer Survey
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So what can the The consumer is left

consumer control if... with...
Prices are rising... The amount of the loan, or
And rates are rising... the vehicle price and down
e . ayment
And credit is tightening? pay
Credit and Age are Related
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Source: Equifax Vantage Score Distribution of Active Credit Consumers, December 2017
CPO Sales

MONTHLY CPO SALES AND SAAR
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GROWING SHARE OF CPO SALES
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GROWTH IN CPO SALES FLATTENING OUT

CPO SALES % CHANGE YEAR-OVER-YEAR
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Declining Shares in Non-Luxury Brands

CPO RANK CPO GROWTH (%) CPO SHARE CHG (%pt)
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Off-lease Mix

OFF-LEASE MIX MOVES AWAY FROM CARS
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Top Growth
\EUGER
Land Rover
Jeep
Subaru

Top Growth
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Nissan Rogue
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