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Today, we will address the following questions: \ i:u
* Why is the market shifting focus to used vehicle sales and financing?

 What are the some of challenges of used venhicle financing today?

 How are large dealer groups and technology companies creating
opportunities in the used vehicle market?

« What hypotheses about used vehicle financing can we prove or disprove
using credit data and market research?

« What opportunities exist for lenders in the used vehicle market?
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Before we begin, let’s answer a few questions U
(1 of 3) b

What percentage of your portfolio today comprises of used vehicle loans
and leases?

- 0% (We don't finance used vehicles)

- <50% (We primarily finance new vehicles)

- ~50% (Our portfolio is evenly split between new and used vehicles)
- >50% (We primarily finance used vehicles)

- 100% (We only finance used vehicles)
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Before we begin, let’s answer a few questions U
(2 of 3) b

What is the greatest challenge that you face in financing used vehicles?

Competition from new vehicle incentives?

Limited information on the vehicle condition?

High cost per acquisition (e.g., managing a fragmented dealer network)?
Increased exposure to credit and collateral risk?

Other challenges?
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Before we begin, let’s answer a few questions U
(3 of 3) b

What do you plan to do over the next 1-3 years in the used vehicle
segment:

- Discontinue business?

- Pull back on origination growth?
- Continue on the current path?

- Grow share?
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The market tends to focus on new vehicles sales U

Suppliers

OEMs

OEM profits
driven by new
vehicle
production

Dealers

Sales and
finance
aligned to new
vehicle
incentives
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Auto lenders

Auto finance
companies
influenced by
supplier and
buyer
decisions

— —

'4

Buyers

Fleet owners

Rental
agencies
receive bulk
discount on
new vehicles

Consumers

Rebates
encourage
consumers to
purchase new
vehicles
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However, the used market is 2.5 times the size of U
the new vehicle market - and underpenetrated \/

2018 Vehicle Sales, # Millions

40.4M

17.3M
Unit sales
New Used
Finance 75-80% 35-40%
penetration

Sources: IHS Markit, Ed0munds Used Car Report,
TransUnion US consumer credit database

(74
TransUnion® © 2019 TransUnion LLC All Rights Reserved | 7



The used vehicle market is also growing faster U
than the new vehicle market \/

YoY Change in Vehicle Sales, %

8% -

6% - 5.9% — Used sales
qéa ° — New sales
& 4% - 3.1%

(&)
> 2% L1.3% 0.6%
~ 0% | _

_2% _

2014 2015 2016 2017 2018

Sources: IHS Markit, Edmunds Used Car Report
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Growth in the used segment is largely driven by

the influx of off-lease vehicles

\&

Lease Penetration and Off-lease Vehicles

Lease Penetration
% of new vehicles sold
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Off-lease Vehicles
# million units at end of term

4.0 - 3.4

30 ] /
2.0

2.0 -

1.0 A

OO I I I | |
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Sources: Edmunds Used Car Report,
TransUnion US consumer credit database
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The shift in focus to used vehicles creates
opportunities for lenders

2 2 2¢ o Consumers
Dealers
Digital
Q Startups
Lenders

wL

(/8
TransUnion

Market dynamics

Impact on used vehicle
sales and financing

Consumers are evaluating the
benefits of used vehicles to
manage monthly payments

Shifts the market’s focus to used
vehicle sales and financing

Dealer groups are building
standalone used vehicle stores to
manage rising inventories

Reduces friction points for used
vehicles sold and financed through
dealers

Technology companies are
creating marketplaces for used
vehicles

Reduces friction points for used
vehicles sold and financed through
digital channels

%

Banks and credit unions are
shifting focus to used vehicles to
avoid direct competition from
captives

Creates a new source of revenue
and profit for lenders who want to
grow faster than the overall market

\&

Detalls
to follow
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CONSUMERS

Consumers can save on average $15,000 U
(or $120 per month) on a used vehicle purchase \/

Average
Average retall selling price monthly
H1 2018 payment

— New $35,250 $495

—— Used $372

$20,390

e

$141860 Source: NADATA 2018 Midyear Report,

IHS Markit, TransUnion US consumer credit database
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CONSUMERS
Market forces have made used vehicles even more

tu
attractive to consumers \/

Impact on retail prices

Market forces New vehicles Used venhicles

« Tariffs on raw materials Higher ~ No impact
(e.qg., steel and aluminum) prices ™~ short term

* Rising interest rates and the pull Fewer ~ Little
back on OEM incentives discounts =~ impact

» Decline in used venhicle values ~ Little Lower
due to the rise in inventory ™~ impact prices
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DEALERS
Dealer groups are creating standalone used-

vehicle stores to manage inventory levels

ASBURY @ AutoNabiono PENSKE GROUP 1

AUTOMOTIVE GROUP Autamative g7 m—y AUTOMOTIVE®
April 2014: Aug 2014 Oct 2014 Dec 2016: March 2018:
Opened used- Launched Announced plan Acquired Launched
vehicle stores EchoPark, used- to open at least CarSense, a Val-U-Line, a
under Q Auto vehicle business, 25 AutoNation standalone proprietary brand
brand, as part of with plans to USA stores as retailer of used for older, higher-
new initiative to expand part of a new vehicles with mileage, used
sell late-model standalone stores  $500M branding stores in the Mid-  vehicles sold at
vehicles?! in more than 50 initiative Atlantic Group 1

markets dealerships

Sources: Company press releases, articles from
1. Asbury announced in July 2017 that it was exiting Q Auto to focus on digital investments Automotive News and Auto Remarketing
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DEALERS

Dealer groups are already seeing the benefits of

thelr used vehicle business

C asury

AUTOMOTIVE GROUP

“Our success was
driven by growth in
our used-vehicle
business, higher F&l
gross profit and
continued solid growth
in parts and service.”

- David Hult,

/ GROUP 1 \

AUTOMOTIVE®

“The used volume and
per-unit margin
Increase were the
result of our corporate-
wide focus in this area
of our business and
especially our Val-U-
Line initiative in the
U.S.”

- Earl Hesterberg,

\ President & CEO ‘
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PENSKE

Automoltive

Penske said its most
significant growth was
from its standalone
SuperCenter used-car
centers and
commercial truck retail
operations, and
Penske Truck Leasing
investment.

- Auto Remarketing,

\ President & CEO ‘

&
/@\

“We’ve eliminated a
lot of expense and are
really focusing on our
core business and
growing EchoPark in
our strategic goals,
and that’s going to
lead to much more
profitability.”

- David Smith,

\ April 1, 2019 ‘

\ CEO ‘

Source: Auto Remarketing
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DIGITAL STARTUPS

A number of digital startups have entered the U
market in recent years \./

| | | |
| | | | >
2013 2014 2015 2016

I““[‘;{““““““If_________ﬂ — | Auto
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Note: Beepi filed bankruptcy in Dec 2016 and Carvana acquired Carlypso in Aug 2017 Source: Company websites
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DIGITAL STARTUPS

These startups are lowering the barriers of entry U
for auto finance companies \J
[__] Opportunity for

Value-added Services Offered by Digital Startups auto lenders

| ‘
| LL Y = h 4 ), 1
s B I| y;\ // 7 N ‘,\5 (
o Y P )]
Inspection & Delivery &
Inventory Reconditioning | | Pricing Financing Paperwork Guarantee
Sources Inspects Offers No- Works with Provides Offers 7-day
vehicles from vehicles haggle network of vehicle return policy
—— INdividual L, onsite orat | pricing L banks and L, delivery L )
owners, company- Estimates credit unions service
rental : _owned : based on tp arrange Handles
agencies and Inspection : financing K
auctions stations propr_letary paperwor
algorithm with DMV

Note: Services may vary by company
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Despite the shift in demand to used vehicles, the lack of
transparency in the market creates roadblocks for many
lenders...

In the next section, we will address a number of key
hypotheses to bring more transparency to the
market
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In this section, we’ll prove (or disprove) five U
hypotheses about the used vehicle market \/

1. Opportunities in used vehicle financing are rather limited for lenders
that restrict themselves to late-model vehicles

2. Captives and independents largely focus on this segment for certified
pre-owned and older model vehicles, respectively

3. Used vehicle financing is primarily offered to non-prime (near prime
and subprime) borrowers

4. Used vehicles loans perform worse than new vehicle loans

5. Loan performance diminishes with vehicle age
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HYPOTHESIS #1: LIMITED OPPORTUNITIES FOR LATE-MODEL VEHICLES
The in-flux of off-lease vehicles skews the

distribution curve in favor of late-model vehicles

Hypothesis
i 0
e — Used Vehicles Sold by Age, % of Total

5 %] Opportunity for lenders that 016
3 20% | restrict themselves to
O late-model vehicles — 2014
2 15% -
O
>
S 10% -
(7))
-]
o 5% A
N
0% T T T T T T I I | |

Vehicle age, # years

Source: Edmunds Used Car Report
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HYPOTHESIS #2: CAPTIVES, INDEPENDENTS PRIMARILY SERVE THIS SEGMENT

Banks and credit unions are actively involved in U
used vehicle financing \/

Hypothesis
. . ) 0
[ — Share of Used Vehicles Financed, 2016-2018, % Total

: 52% market share in used
vehicle financing

: Banks Credit :
| unions |
| I

Captives Independents

e e e e J Sources: IHS Market,
TransUnion US consumer credit database
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HYPOTHESIS #3: FINANCING PRIMARILY OFFERED TO NON-PRIME CONSUMERS
Prime-and-above borrowers filnance a

disproportionate share of late-model vehicles \/

Hypothesis _ o _ _
Disoroved Risk Distribution by Vehicle Age, 2016-2018, % Total B Super prime
2 Prime plus
Late-model vehicles .~ Prime
’ ) ) ¥ Near prime
. . - - Bl subprime

Total share of

___ hon-prime
originations
(44%)
<1 1 2 3 | 4 ) 6 7 8 9 10+
Vehicle age, # years
VantageScore® 3.0 risk ranges Sources: IHS Market,
Subprime = 300—600, Near prime = 601-660, Prime = 661—720, Prime plus = 721-780, Super prime = 781+ TransUnion US consumer credit database
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HYPOTHESIS #4: USED LOANS PERFORM WORSE THAN NEW LOANS

Used loans have higher delinqguency rates across u
credit bands \/

Hypothesis

40% -

30% -

20% -

10% -

Delinquency rate

Delinquency Rate, 60+ DPD, ever @ 24 Months

Term:
Loan Amount:

0%

49-60 months | — Used
$20K-$25K — New
=S L

300-501-521-541-561-581-601-621-641-661-681- 701- 721- 741- /61- 781- 801- 821-
500 520 540 560 580 600 620 640 660 680 700 720 740 760 780 800 820 840

VantageScore® 3.0 risk ranges

Credit range using VantageScore® 3.0

Subprime = 300—600, Near prime = 601-660, Prime = 661—720, Prime plus = 721-780, Super prime = 781+
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Sources: IHS Market,
TransUnion US consumer credit database
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HYPOTHESIS #5: LOAN PERFORMANCE DIMINISHES WITH VEHICLE AGE

Across all risk tiers, except subprime, vehicle age u
does not impact loan performance \/

Hypothesis _
[ — Delinquency Rate, 60+ DPD, ever @ 24 Months

40% -
]
IS — Subprime
S 30% - S >
o — — Near prime
06 .
0 20% Prime
O .
< 10% 4 I . Prime plus
s — Super prime
O% T |
0) 1 2 3 4 ) 6 7 8 9 10+
Vehicle age
VantageScore® 3.0 risk ranges Sources: IHS Market,
Subprime = 300—600, Near prime = 601-660, Prime = 661—720, Prime plus = 721-780, Super prime = 781+ TransUnion US consumer credit database
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What we learned has implications for lenders

#1

#2

#3

#4

#5

&

Hypothesis:
Hypothesis (dis)proved Implications
Opportunities in used vehicle  Disproved » Lenders that only finance late-model used vehicles can
financing are limited take advantage of the growing supply of and demand
for off-lease vehicles
Captives, independents are Disproved * Lenders evaluating the pros and cons of used vehicle
the only segments largely financing can learn from a wide range of lenders
focused on used vehicles serving this segment of the market
Used vehicle financing is Disproved * Lenders focused on prime-and-above borrowers have
primarily offered to non- good reason to offer financing in this segment
prime borrowers
Used vehicles loans perform Proved » Even though used loans perform worse than new
worse than new vehicle loans loans, lenders can still limit their risk exposure by
focusing on certain segments of the credit spectrum
Loan performance Disproved * Lenders have a reason to finance older model vehicles

diminishes with vehicle age
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while managing their risk exposure
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TransUnion offers a number of solutions to help

lenders In the used vehicle market

Engage (Marketing) Acquire (Financing)

\&

| EXAMPLES

Risk Type Solution Application i Solution Application
Consumer CreditVision |dentify i CreditVision Manage risk using
Credit Risk  Propensity Model consumers in- i (trended) data Aggregate Excess
market for a used i and proprietary Payment
vehicle i algorithms algorithm
Collateral Polk Predictive Link vehicle i CARFAX Vehicle  Assess probability
Risk Automotive loyalty to ability to i History Score of loan default
Audience with purchase | using vehicle
TransUnion credit i history records
data i
' VIN Verification Validate the VIN
Auto Payment Engage with i Service in real time (for
Shopper (with consumers earlier i private party
pre-qualification) in the buyer i sales)
journey i
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In summary, this is what we learned.: : U

« Used venhicle is a larger and faster growing segment than new vehicle

* The influx of off-lease venhicles allow lenders, restricted to late-model vehicles, to increase
originations without materially changing their underwriting policies

» Lenders can exploit new opportunities in the used market created by large dealer groups
and startup companies

* Prime-and-above borrowers capture the majority of used vehicle loans — and their market
share is expected to grow as more late-model vehicles become available

» Loan performance is not materially impacted by vehicle age, suggesting that lenders have
an opportunity to finance older model vehicles without additional risk exposure

« TransUnion offers a number of solutions from marketing to underwriting to help lenders
take advantage of opportunities in used vehicle financing
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