Specialty Quarterly Report
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The specialty classification at Insurance
Auto Auctions, Inc. (IAA) consists of five
segments: truck, trailer, equipment, boat
and motorhome. This report will provide
a performance overview of each of the
specialty segments, followed by an
examination of the metals market.

Scrap-metal prices have proven to be
reliable indicators of the base-price
direction for these large pieces of
salvage, leading to the following
factors being discussed:

e Whole Crushed Auto-Body Prices
e Aluminum
e Platinum

e Stainless Steel
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S e C I a |'t S e m e ntS All price changes represented below are relative
to seasonally adjusted average sale prices.

Two consecutive monthly drops in April and May pushed Year-Over-Year Quarter-to-Quarter
the Truck Sale Price Index to a 4.0% and 2.6% drop on

a quarterly and yearly basis, respectively. Truck prices

received slight upward pressure from May'’s truck tonnage,

which grew by 6.5%." Although May truck tonnage reversed ﬂ ﬂ
the previous three monthly losses, it was not enough to tip u u

the scales from the downward price pressure put on by an Source: IAA
aging and higher mileage fleet for heavy duty trucks and a '
6.5% decrease in overall truck orders quarter-to-quarter.>3

Traller

It was the third consecutive quarter of negative growth Year-Over-Year Quarter-to-Quarter
for the trailer segment in Q2 of 2017. While typical to see

declines during this part of the year, the index dipped to

its lowest mark since the second quarter of 2013. In April,

trailer activity was down 4%, but FTR Vice President of U ﬂ
Commercial Vehicles Don Ake called the decrease in orders u u

“seasonal trends in a healthy, normal market.” There
were some positives to take away from the second quarter.
Dry van, flatbed, dump and tank orders all showed year-
over-year growth and outpaced their usual declines from
April to May.®

Source: IAA
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Equipment

The incredibly volatile equipment sale price index ended
slightly up on the quarter and maintained a large year-
over-year advantage of 63.4%. May was a tough month,
however, as retail farm equipment sales were below
expectations.® And though the Equipment Leasing and
Finance Industry Confidence Index receded from its best
quarter ever in Q1 of 2017, it remained quite respectable
historically and was a key contributor to solid Q2 prices.”

Boat

Month-to-month results were mixed for boats in

Q2 of 2017, but the index saw another quarterly and
yearly gain of 2.3% and 12.6% respectively. Strong
numbers from the housing and labor markets led to

an increase in disposable income, which the National
Marine Manufacturers Association said contributed to
continued growth in the boating industry.® The personal
watercraft category was particularly strong as it showed
the largest year-over-year increases for total units sold
among all vessels for both April and May.*"® May was a
good month overall as nearly every boat category saw
positive sales growth on a yearly basis."

Motorhome

Motorhome sales surged for the second straight quarter
in Q2 of 2017 and achieved the largest year-over-year
percentage gain since the fall of 2013. The index realized
price increases in each month of the quarter and ended
on the highest mark it has seen since December of 2015.
Sales were up 1.3% for April with conventional (Class A)
types the only segment with reduced purchases year-
over-year.”? In May, Class A, van campers (Class B) and
mini motorhomes (Class C) all showed greater than 20%
yearly increases in sales for an average gain of 27.5% for
all categories combined.”™

Year-Over-Year

63.4%

Year-Over-Year

12.6%

Year-Over-Year

20.1%
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Metals

Aluminum

Aluminum prices were strong in the second quarter of
2017, hitting their highest quarterly average mark since
2013 and extending aluminum’s positive performance in
Q1. In April, the metal benefited from low inventory levels
at multiple exchanges and anticipated aluminum reform
in China." However, aluminum exports out of China
increased in May and June, and prices for aluminum’s
most important raw material, alumina, pushed the metal’s
prices down slightly for the last two months of the
quarter.”® Another factor in a short-term drop in aluminum
prices was an increase in supply in May made possible by
lower prices for oil and coal and the subsequent greater
margins they influenced for aluminum.’® However, the
downward price movements weren’t enough to outpace
aluminum’s overall solid quarterly and yearly trends.

Platinum

Platinum struggled to maintain its first-quarter gains as
prices diminished 3.9% in the second quarter of 2017 and
returned to fourth-quarter levels of 2016. Year-over-year,
platinum was down 6.2%. The downward pressure on
prices is attributed to several factors, including continued
aversion in Europe to diesel vehicles, which primarily
use platinum in their catalytic converters.”” Additionally,
the World Platinum Investment Council pointed to a
reduction in jewelry and investment demands as an
influence on lower platinum prices.'®

Stainless Steel

Stainless steel prices dropped 2.5% in Q2 2017 from a
strong first-quarter performance, but remained 18.3%
above last year’s prices due to continued Chinese policy
efforts to stymie steel production.' Steel prices did fall
slightly after an announcement in China to reduce credit
lending, which led some investors to sell on speculation
of reduced demand. This, along with waning iron ore
prices, a key component in steel production, likely
contributed to the quarter-to-quarter slump.?°

Year-Over-Year

21.3%

Year-Over-Year

2

Year-Over-Year

18.3%
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Scrap Metal:
Whole Crushed Auto-Body Prices

Whole crushed auto-body prices saw quarterly and yearly increases of 4.9% and 10.8% respectively in the second quarter
of 2017. However, the gain in prices did not match the sharp boost observed in Q1. Moreover, steel output in China reached
an all-time high in April, causing prices to drop in May. BMI research stated this price drop is largely due to steel supply
outpacing the end-user demand.?' Additionally, steel exports out of China have decreased. The new trade policies between
China and the European Union and the proposed “Section 232" bill in the U.S. can help explain the reduction, but it could
also be a warning sign of reduced demand for the metal. Lower demand would aid the slight drop in whole crushed auto-
body prices seen in May and June.??

Year-Over-Year Quarter-to-Quarter
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U.S. Dollar

The value of the U.S. dollar remained elevated on a year-over-year basis in Q2 2017, rising 4.2% from Q2 2016, yet stuttered
compared to Q1 2017, slipping 1.3%. The dollar began the quarter on a downturn as investors reacted to Washington
stating in early April that the dollar was “getting too strong.”?® This, combined with uncertainty over upcoming French
elections and a missile test by North Korea, gave investors reason to head to safer ground, applying downward pressure on
the dollar.?* Despite positive statements from the Federal Reserve in early May, relatively disappointing Q1 GDP and May
job numbers — combined with turmoil in Washington - raised concerns over economic growth and tempered expectations
of impending rate hikes.? 2627 Still, the dollar remained well above Q2 2016 values, as the slight downturn on a consecutive
basis did little to dent its already elevated values.

Year-Over-Year Quarter-to-Quarter
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Euro

The euro saw strong month-to-month movement in Q2, resulting in
appreciation compared with Q1 2017 values. It was up 2.7% against the
dollar, but was unable to surpass Q2 2016 values, falling 3.1%. European
Central Bank President Mario Draghi stated that there would need to
be sufficient evidence of steady inflation to consider moving away
from a loose monetary policy.?® There were mixed results for the euro
during the rest of the quarter as inflation rose, followed by cuts to the
ECB'’s inflation forecast through 2019.2° However, investors responded
positively to Emmanuel Macron’s victory in the French presidential
election as well as the ECB’s optimistic outlook throughout the quarter.
These factors ultimately helped push the currency higher compared to
the value in Q1 of 2017.%°

Canadian Dollar

The Canadian dollar continued the depreciation trend that began at the
end of Q1 as its value fell 1.5% on a quarter-to-quarter basis and was
4.2% lower compared to Q2 2016. Despite Canada’s positive economic
growth, the Canadian dollar depreciated due to lower oil prices that
applied downward pressure on the currency.® Foreign affairs hurt
the loonie as well. The results of the French presidential election gave
investors reason to seek riskier assets, which applied further downward
pressure on the Canadian dollar’s value.®? Despite all of this, the end
of Q2 in June brought stronger economic numbers, a positive outlook
from the Bank of Canada and improved oil prices. This bolstered the
trend of the Canadian currency and gave it a better outlook as the
quarter ended.®

\Mexican Peso

Suggestions from Washington that the dollar was becoming too
strong positively impacted the peso’s value in Q2 2017,% as did the
U.S. decision to retain NAFTA. Political influences only lasted so long,
however, and commodity prices returned to the forefront of factors
impacting the peso’s value.® This became evident as industry metal
and crude oil values applied downward pressure on the Mexican
currency. In response, the Central Bank of Mexico boosted the peso’s
value by raising interest rates multiple times with the intention of
making the currency more attractive to investors.%®

Japanese Yen

Despite month-to-month fluctuations, the yen ended up appreciating
2.2% during the second quarter. The currency remains weak compared
with the same period last year. Political uncertainty in North Korea,
Syria and France (prior to election results) played to the yen’s favor
early in the quarter as investors moved money to safe-haven currencies
like the yen.®” Eventually, the yen felt pressure again as these safe-haven
investments became less appealing.®® The situation only worsened for
the yen as the quarter ended. In May and June, the gap between the
United States and Japan’s policy interest rates widened, and as a result,
the yen depreciated.®®

© 2017 Insurance Auto Auctions, Inc. All rights reserved. This document is meant for informational purposes only.

Year-Over-Year

2.1%

Year-Over-Year

4.2%

Year-Over-Year

2.4%)

Year-Over-Year

3.0%

Quarter-to-Quarter

3.1%

Source: OANDA Corp.

Quarter-to-Quarter

LY

Source: OANDA Corp.

Quarter-to-Quarter

8.8%

Source: OANDA Corp.

Quarter-to-Quarter

2%

Source: 0ANDA Corp.




Specialty Quarterly Report | Quarter 2 2017

References

-

© @ N @ O AW N

W W W W W W W W W W N NNDNDNDNDNDNNDN = 3 23 3333 3o
© © N o O A ® N =2 O © 0 N OO 00 A O N =2 O © 0o N o o0 » O N = O

“Truck tonnage “snapped back’ in May, ATA reports,” Trailer Body Builders. June 20, 2017.

J.D. Power, “Commercial Truck Guidelines — Industry Update,” J.D. Power Valuation Services. June 2017.

Truckinginfo, “Truck Orders Fall for the Quarter, Up Big from Last Year,” HDT. July 7, 2017.
“Net Trailer Orders Up 26% in April; FTR,” Trailer Body Builders. May 16, 2017.

“ACT: Dry vans pace y-o-y jump in trailer sales,” Trailer Body Builders. June 14, 2017.

Charlie Glass, “May 2017 Tractor & Combine Analysis,” Farm Equipment. June 15, 2017.

Equipment Leasing & Finance Foundation, “Monthly Confidence Index — Equipment Finance Industry (MCI —EFI),” Lease Foundation. July 2017.

“NMMA predicts 6 percent gain in boat sales for 2017,” Boating Industry. May 25, 2017.

Jack Atzinger, “Boat sales continue gains in April,” TradeOnlyToday. May 22, 2017.

. Jack Atzinger, “Boat sales have best 2017 month in May,” TradeOnlyToday. June 22, 2017.

. Jack Atzinger, “Boat sales have best 2017 month in May,” TradeOnlyToday. June 22, 2017.

. RVBusiness, “RVIA: Shipments Continue to Roll in April; Top 40k,” RVBusiness. May 26, 2017.
. RVBusiness, “RVIA: Park Model Shipments Grow 23.9% in May,” RVBusiness. July 19, 2017.
. David Fickling, “Aluminum’s Shine Won't Last,” Bloomberg Gadfly. April 27, 2017.

. Mark O’Hara, “How Analysts Are Rating Aluminum Stocks in 2Q17,” Market Realist. June 20, 2017.

. Raul de Frutos, “Falling Energy Prices Could Halt Aluminum’s Steady Rise,” MetalMiner. May 16, 2017.

Jan Harvey, “Platinum to see first market surplus in six years in 2017: JM,” Reuters. May 15, 2017.

. “Platinum Quarterly Q1 2017,” World Platinum Investment Council. May 15, 2017.

. Bloomberg News, “The Hottest Commodity in China May Start to Cool Before Long,” Bloomberg Technology. July 14, 2017.

Raul de Frutos, “U.S. Steel Prices Fall in May, and This Might Just Be the Beginning,” MetalMiner. May 18, 2017.

. Bloomberg News, “China’s Steel Output Surges to Record, Spurring Price Slide,” Bloomberg Markets. April 16, 2017.

. Andy Home, “Chinese steel exports sliding sharply, but for how long?” Reuters. June 19, 2017.

. Heather Long, “U.S. dollar drops sharply after Trump calls it ‘too strong,”” CNN Money. April 12, 2017.

Reuters, “Value of U.S. Dollar down and gold prices rise as North Korea tensions mount,” Newsweek. April 17, 2017.

Sam Forgione, “Dollar rallies after Fed signals June rate hike likely,” Reuters. May 1, 2017.

Hilary Russ, “Wall Street rises, dollar falls on Fed minutes; oil retreats,” Reuters. May 23, 2017.

The Business Times, “US dollar falls as soft US data turns back Fed gains,” The Business Time, Banking & Finance. June 17, 2017.

. Gary Howes, “Draghi Speed sends the Euro Lower on Confirmation ECH Not Yet Ready to Withdraw Stimulus,” Pound Sterling Live. April 10, 2017.

Anora Mahmudova, “Euro weakens on report ECB plans to cut inflation forecast,” MarketWatch. June 7, 2017.

. Sam Forgione, “Dollar surges against loonie on tariff announcement, euro gains,” Reuters. April 24, 2017.
. MarketPulse, “USD/CAD - Canadian Dollar Dips to 3-Week Low, Trade Balance Next,” OANDA. April 4, 2017.
. MarketPulse, “USD/CAD Canadian Dollar Lower on Oil Drop and US Tax Plans Hope,” OANDA. April 24, 2017.

. Marketpulse, “USD/CAD Canadian Dollar Higher After Retail Sales and Qil Gains,” OANDA. June 22, 2017.

. Miguel Angel Gutierrez, “Mexican peso strengthens to best level since Trump win,” Reuters. April 12, 2017.

. Isabella Cota, “Mexico Peso Traders Get Over Trump and Get Back to Commodities,” Bloomberg Markets. May 5, 2017.

. Dylan Jusino, “Mexican Peso surges after Banxico Surprises with Rate Hike,” DailyFX. May 18, 2017.

. Elena Holodny, “The Japanese yen just spiked to its highest level since November,” Business Insider. April 11, 2017.

. Alexandria Arnold and Dennis Pettit, “Yen Extends Declines as Haven Trades Unwind, Euro Gains,” Bloomberg Markets. April 25, 2017.

. MarketPulse, “USD/JPY — Yen Close to 2-week Low as BOJ Says Ultra-Easing to Continue,” OANDA. June 18, 2017.

© 2017 Insurance Auto Auctions, Inc. All rights reserved. This document is meant for informational purposes only. 8


http://trailer-bodybuilders.com/market-stats/truck-tonnage-snapped-back-may-ata-reports
http://img03.en25.com/Web/NADAUCG/%7B3034d7f8-ec8c-4c00-a3cc-9a77b5bc38b0%7D_Commercial_Truck_Guidelines_201706.pdf
http://www.truckinginfo.com/news/story/2017/07/truck-orders-fall-for-the-quarter-up-big-from-last-year.aspx
http://trailer-bodybuilders.com/trailers/net-trailer-orders-26-april-ftr
http://trailer-bodybuilders.com/market-stats/act-dry-vans-pace-y-o-y-jump-trailer-sales
https://www.farm-equipment.com/blogs/6-opinions-columns/post/14234-may-2017-tractor combine-analysis
https://www.leasefoundation.org/research/mci/
http://boatingindustry.com/news/2017/05/25/nmma-predicts-6-percent-gain-in-boat-sales-for-2017/
http://www.tradeonlytoday.com/2017/05/boat-sales-continue-gains-in-april/
http://www.tradeonlytoday.com/2017/06/boat-sales-have-best-2017-month-in-may/
http://www.tradeonlytoday.com/2017/06/boat-sales-have-best-2017-month-in-may/
http://www.rvbusiness.com/2017/05/rvia-rv-shipments-shine-in-april-eclipse-40000/
http://www.rvbusiness.com/category/rvia-wholesale-shipments/
https://www.bloomberg.com/gadfly/articles/2017-04-27/excited-about-aluminum-back-to-boring-may-be-a-better-bet
http://marketrealist.com/2017/06/how-analysts-are-rating-aluminum-stocks-in-2q17/
https://agmetalminer.com/2017/05/16/falling-energy-prices-could-halt-aluminums-steady-rise/
http://www.reuters.com/article/us-platinum-week-matthey-idUSKCN18B28E
http://www.platinuminvestment.com/files/224537/WPIC_Platinum_Quarterly_Q1_2017.pdf
https://www.bloomberg.com/news/articles/2017-07-14/the-hottest-commodity-in-china-may-start-to-cool-before-too-long
https://agmetalminer.com/2017/05/18/u-s-steel-prices-fall-in-may-and-this-might-just-be-the-beginning/
https://www.bloomberg.com/news/articles/2017-04-17/china-s-steel-output-surges-to-record-spurring-slide-in-prices.
https://www.reuters.com/article/us-china-steel-ahome-idUSKBN19B02Z
http://money.cnn.com/2017/04/12/news/economy/us-dollar-donald-trump-wsj/index.html
http://www.newsweek.com/dollar-under-pressure-gold-prices-rise-amid-north-korea-tensions-585176
http://uk.reuters.com/article/uk-global-forex-idUKKBN17Y00N
http://www.reuters.com/article/us-global-markets-idUSKBN18K04E
http://www.businesstimes.com.sg/banking-finance/us-dollar-falls-as-soft-us-data-turns-back-fed-gains
https://www.poundsterlinglive.com/eur/6552-euro-to-pound-exchange-rate-falls
http://www.marketwatch.com/story/dollar-gains-against-pound-euro-as-uk-election-ecb-meeting-pose-some-uncertainty-2017-06-07
http://www.reuters.com/article/uk-glowhibal-forex-idUSKBN17R04A
http://www.marketpulse.com/20170404/usdcad-canadian-dollar-dips-to-3-week-low-trade-balance-next/
http://www.marketpulse.com/20170424/usdcad-canadian-dollar-lower-oil-drop-us-tax-plans-hope/
http://www.marketpulse.com/20170622/usdcad-canadian-dollar-higher-retail-sales-oil-gains/
http://www.reuters.com/article/mexico-economy-peso-idUSE1N1H000E
https://www.bloomberg.com/news/articles/2017-05-05/mexico-peso-traders-move-past-trump-reviving-correlation-chart
https://www.dailyfx.com/forex/market_alert/2017/05/18/Mexican-Peso-Surges-After-Banxico-Surprises-with-Rate-Hike.html
http://www.businessinsider.com/japanese-yen-currency-update-april-11-2017-2017-4
https://www.bloomberg.com/news/articles/2017-04-25/yen-tumbles-to-2-week-low-as-haven-trades-unwind-euro-gains
http://www.marketpulse.com/20170619/usdjpy-yen-close-2-week-low-boj-says-ultra-easing-continue/

Specialty Quarterly Report | Quarter 2 2017

About Insurance Auto Auctions, Inc.

Founded in 1982, Insurance Auto Auctions (IAA), the leading live and live-online salvage vehicle auction company, is
headquartered in Westchester, IL and employs over 2,800 employees in more than 170 auction facilities throughout the U.S.
and Canada. IAA is a business unit of KAR Auction Services (NYSE: KAR), a FORTUNE 1000 company with approximately
17,400 employees and 310 operating locations. IAA is part of an end-to-end remarketing solution providing global buyers
opportunities to bid on and purchase total loss, donated, higher mileage, damaged and clean-title vehicles utilizing cutting-
edge technology. IAA’'s multiplatform model enables insurance companies, fleet and rental companies, banks, finance
companies, car dealerships and the general public to simultaneously participate in multiple auctions online and in person.
Additional services include registration, financing, towing and title services. Go to IAA-Auctions.com to learn more,
and follow IAA on Facebook and Twitter.

About the Author

Mike Cole is executive director of Specialty Division Services at Insurance Auto Auctions, Inc. (IAA).
A 15-year IAA veteran, Mr. Cole has played a pivotal role in growing the organization’s Specialty
Division into an industry-leading resource for the sale of heavy equipment, trucks, boats, RVs,
and a host of other large or unique salvage items. Under his guidance, the Specialty Division has
become a thriving marketplace with weekly online-only auctions hosted from a dedicated facility
in Schaumburg, IL. Mr. Cole is a certified ASE Master Technician, SIU investigator and [-CAR
Gold professional with more than 15 years of insurance claims experience, making him uniquely
qualified to lead IAA’s efforts in the specialty salvage segment.

The auto salvage industry as discussed in this document refers to the industry
as experienced by IAA. IAA does not possess data on the performance of other
salvage companies; therefore, the analyses are based on how different economic
factors affect the performance of vehicles sold through IAA’s auctions.

The statements contained in this report and statements the company may
make orally in connection with this report that are not historical facts are
forward-looking statements. Forward-looking statements are subject to risks
and uncertainties that could cause actual results to differ materially from the
results projected, expressed or implied by the forward-looking statements.
Factors that could cause or contribute to such differences include those
matters disclosed in KAR Auction Services Inc.’s Securities and Exchange
Commission filings. KAR and IAA do not undertake any obligation to update

any forward-looking statements. IAA'A“ ctions.com
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