


Insurance Auto Auctions, Inc. (IAA) is the leading live and live-
online salvage vehicle auction company and a business unit of
KAR Auction Services (NYSE: KAR). With more than 170 auction
facilities — the largest footprint in North America — IAA
provides registered buyers from more than 110 countries the
opportunity to bid on and purchase vehicles from a comprehensive
group of sellers, including insurance companies, fleet and rental
companies, financing companies, charitable organizations and the
general public. Through its weekly auctions, IAA has sold millions
of vehicles, offering towing, financing and titling services.

IAA leverages its business model to assist charitable
organizations in the U.S. through its One Car One Difference®
program. To date, IAA has provided millions of dollars in

additional funding to charities by assisting in the processing
of donated vehicles. Learn more about the program by visiting
1carldifference.com. With a talented team of more than 2,500
employees, IAA is committed to technological innovation and
providing its customers the highest level of service in the salvage

auto industry. To learn more, visit IAA-Auctions.com, and follow
IAA on Facebook, Twitter and Linkedln.
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Disclaimer:
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 impact 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
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The complexity of the vehicle salvage industry is revealed when trying to understand how
its drivers are linked by factors such as the economy, vehicle sale prices, driver behavior
and weather. Each factor represented by a dot on the map is scaled to convey its level of
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EXECUTIVE SUMMARY

U.S.
ECONOMY

Personal consumption expenditures, business The nation’s unemployment rate finished out the 5%
investments and net exports soared in 2017, year at 4.1%, the lowest since 2000.2 Modest
prompting real Gross Domestic Product (GDP) to wage growth and high consumer sentiment also

U.S. Dollar Consumer
grow by 2.5% year-over-year.' Overall, the U.S. offset any downward pressure from slumped Economlc Spending Unemployment
economy thrived in 2017, with consumer spending residential fixed investment. Growth
rising as the labor market tightened.
(1]

AUTOMOTIVE
INDUSTRY

Despite finishing above 17 million units, total also bolstered vehicle demand, with the nationwide
lightweight-vehicle sales fell 0.3 million units unemployment rate falling from 4.8% in January
from a record-performing 2016. Increased new- 2017 to 4.1% in December 2017. A continued

vehicle buyer incentives and longer loan terms preference for larger vehicles like SUVs occurred Gasoline
proved strong enough to keep auto demand afloat throughout the year, with demand for lightweight Prices
despite rising gas prices.* In December, vehicle trucks increasing 2 percentage points by the ﬁ
discounts averaged around $4,300, $600 more than end of the year. See a detailed overview of the 5
in January 2017. An increasingly tight labor market automotive industry in Section Two of this report. , 1.7%

Vehlcle Sales

SALVAGE
INDUSTRY

Macroeconomic conditions helped salvage-vehicle Additionally, households looking to replace

values recover from a 2016 slump for all three hurricane-damaged vehicles supported vehicle

vehicle grades in 2017. Low-grade vehicles saw values at the end of Q3 and start of Q4. These

the most price growth, surging 14.3%, though they factors, along with robust improvements in both

still remain below average values seen in the years whole-crushed car and metals prices, helped

after the most recent recession. Steady but modest solidify price growth for salvage vehicles over

wage increases, a domestic labor market reaching the year. More information about all three vehicle Whole Crushed
near full employment and strong global economic grade segments and the factors that impacted their Auto-Body
growth were the main drivers that bolstered vehicle performance can be found in Section Three and Prices
demand through 2017. Section Four, respectively.

Platinum
Prices

Palladium

Aluminum Prices

Prices
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SECTION
ONE

OVERVIEW OF U.S. ECONOMY

6 A BACK T0 CONTENTS

2016 Total Real GDP; $16.8 Trillion
2017 Total Real GDP; $17.3 Trillion

Q1
2017

Gross Domestic Product (GDP)

In the first quarter of 2017, initial estimates of real GDP
were sluggish at 0.7%. This figure was later revised
higher to 1.2%, mirroring first-quarter growth patterns

from the past few years."

State and local government spending
dropped in the second quarter but
recovered quickly in the third and fourth
quarters.”® Consumer spending continued
to grow throughout the year, likely due to
steady wage and job growth. Similarly,
business investment accelerated during

U.S. Real GDP Growth

Q2
2017

2017

the same time frame, with higher labor
costs providing an incentive for increasing
capital expenditures. Real GDP growth
finished the year at 2.5%, reflecting
positive contributions from personal
consumption expenditures, net exports,
and nonresidential fixed investment.®

a3 Q4
2017
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Unemployment

The U.S. economy added 2.1 million jobs in 2017, which
is actually the lowest total since 2011. However, many
economists regard slowing job creation as expected in
an already tight labor market.™

Jeff Kolko, chief economist at Indeed,
said in June that “even though job growth
slowed, it's still well above where it
needs to be to keep up with the working-
age population growth.”"" In the third
quarter, damage from Hurricane Harvey
and Hurricane Irma largely impacted
workers in the restaurant industry,
threatening to break the consecutive
monthly hiring trend in September. Initial
estimates predicted a loss of 33,000
jobs, but the revised monthly mark went

8 A BACKTO CONTENTS

positive with an addition of 18,000 jobs.'
This job growth continued to build upon
the last eight years, making December
2017 the 87th consecutive month of net
job gains. Leading the way were new
hires in the health care, leisure and
hospitality industries, with construction
and manufacturing following close
behind. The unemployment rate ended
2017 at 4.1%, the lowest level in 17
years, and averaged 4.4% for the year.”

o
5

percentage
points

£)

2016 Average: 4.9%
2017 Average: 4.4%

Average Weekly Earnings
2016: $364.81
2017: $369.19

Income

Wages grew modestly in all but two months of 2017.
Despite the economy nearing full employment, wage
growth slowed from past year-over-year figures.

While wage growth has remained
positive, basic economic theory would
predict that as the number of potential
employees becomes scarce, average
wages will rise as a result of employers
competing to obtain and retain good
workers. According to a Bloomberg
analysis, wages have grown the most for

workers in the lowest 20% of earnings,
whereas the upper 80% of workers have
had stagnant or decreasing wages over
the year." Other factors slowing down
wage growth include workers" weakening
bargaining power, stagnant productivity,
contract restrictions and outsourcing work
to lower-paid contractors.™

© 2018 Insurance Auto Auctions, Inc. All rights reserved. The content and images included in this publication may not be reproduced or used in any manner without the express written permission of Insurance Auto Auctions, Inc. This document is meant for informational purposes only.
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Consumer Sentiment and
Spending on Durable Goods

Consumer sentiment recorded consecutive quarterly
growth all throughout 2017, with the index ending higher
than any quarterly mark since 2006.

Included within those figures were the
first ever monthly result over 100 and the
highest ever quarterly average. A near
full employment labor market, below
2.0% inflation, high stock prices and
relatively cheap gasoline all contributed
to consumers’ favorable view of the

10" A BACK TO CONTENTS

U.S. economy.’® Consumer spending on
durable goods also grew on a quarterly
basis throughout the year, with a 5.1%
gain year-over-year. Spending fell in
August, likely due to hurricane effects,
but picked back up again in September as
households replaced damaged vehicles."’

Consumer
Sentiment

2016 Average: 91.8
2017 Average: 96.8

Consumer
Spending

2016: $1,403 Billion
2017: $1,475 Billion

2016 Average: 91.6
2017 Average: 91.1

U.S. Dollar

After a strong dollar mark in December 2016, The U.S.
dollar depreciated in the first two months of 2017 before

picking up steam again.

Expectations that the Federal Reserve
would raise the federal funds rate 25
basis points in March pushed the value
of the dollar up as the interest yield gap
widened between the U.S. and other
currencies, making the dollar a more
attractive investment.”® However, the
U.S. dollar fell on a monthly basis from
March through September, likely due to
investor uncertainty around the potential
fora U.S. “pro-growth” policy, combined
with remarks from the White House
saying that the dollar was “getting too

strong.”'*?* The U.S. dollar rebounded
slightly in the fourth quarter, posting a
0.6% gain relative to the third quarter.
Expectations that the Federal Reserve
would raise rates for the third time in
2017 increased the value of the U.S.
dollar slightly, but strong global economic
growth and similar rate hikes in other
countries acted as a counterbalance. As
a result, the U.S. dollar finished 2017 with
0.5% quarter-to-quarter and 6.8% year-
over-year depreciations.?"?
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Fuel

OPEC members as well as Russia
continued their commitment to reducing
oil production and inventories, but
domestic oil producers picked up any
slack in supply that may have occurred.
According to Baker Hughes, the U.S.
added 222 oil rigs in 2017, a 42.3%

. spike from 2016.% Since more than half
2016 Avera ge. $2'07 of those rigs were installed by May,
2017 Avera ge: $2_34 domestic oil was likely represented in

gasoline inventories by the end of the
year, offsetting any potential shortages
from the OPEC deal.? Supply concerns

Gasoline prices had an up-and-down year, but quarterly
and yearly averages all increased sequentially.

still pushed prices higher through the
rest of the year, with geopolitical risks in
the Middle East casting further doubt on
future global oil production.?® The U.S.
also unexpectedly saw supply constraints
caused by Hurricane Harvey damage.”
Overall, the combination of net production
cutbacks, expectations of lower ol
inventories and strong demand led to
higher crude oil prices, and this was
reflected in the 12.7% jump in gasoline
prices for the year?’

U.S. Average Monthly Price of Gasoline

JAN APR JULY
2017 2017 2017

OCT DEC
2017 2017
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SECTION
TWO

2016: 17.5 million units
2017: 17.2 million units

Total New-Vehicle Sales

The automotive industry’s hot streak of year-over-year
sales growth came to an end in 2017, but still only fell
1.7% with a respectable 17.25 million units sold.

Vehicle sales initially trended downward
in the first half of the year, likely
influenced by higher gas prices. Buyer
incentives remained strong throughout
that time period to offset slipping sales,
averaging nearly $4,000 in April. 2 In
August, Hurricane Harvey put a damper
on vehicle sales, but grew a seasonally
adjusted 15.3% in September thanks

to Labor Day discounts and increased

demand from households looking to

replace hurricane-damaged vehicles.?
Sales slowed down in the last quarter
of 2017, but still remained higher than

the year's seasonally adjusted average,

likely because consumer preferences

tended toward larger lightweight vehicles

like trucks and sport utility (SUV) and
crossover utility (CUV) vehicles.®

U.S. Lightweight-Vehicle Sales: Automobiles and Light Trucks

JAN APR JULY OCT DEC
2017 2017 2017 2017 2017
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SECTION
THREE
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|AA's framework for analyzing the salvage vehicle market includes six indicators

of industry health.

Whole Crushed
Auto-Body Prices
Compiled monthly by American Recycler,

this measures five regional monthly
averages for whole crushed car prices.

Used-Car Price Index

Measures the average monthly selling
price of used cars and light trucks in the
whole-car auction industry; compiled by
ADESA, IAA's sister company.

Metal Prices

Aluminum (London Metal Exchange spot
prices), Platinum (Johnson Matthey base
prices) and Palladium (Johnson Matthey
base prices).

U.S. Dollar Index

A Federal Reserve Bank of St. Louis
index that measures the value of the U.S.
dollar against an index of seven major
currencies: the euro, Canadian dollar,

Japanese yen, British pound, Swiss franc,

Australian dollar and Swedish krona.

Vehicle Parts and
Equipment Prices

A Bureau of Labor Statistics index that
measures the average change over time
in consumer prices paid for vehicle parts
and equipment.

Index of Foreign Buyers

An index measuring the percentage of
High Grade IAA vehicles sold to buyers
from countries outside the United States.

To more accurately track how these six indicators relate to the market for salvage vehicles,
|AA divides its inventory into three segments based on selling price. Each vehicle grade has
unique characteristics and reacts to the aforementioned market factors differently.

Low Grade Vehicles

represent the bottom quintile (bottom 20%)
and are older, have more miles or are more

damaged than the average vehicle sold
at auction. These vehicles are primarily
purchased for their usable parts or scrap
value. Therefore, their value is tied to the
price of parts and scrap metals.

© 2018 Insurance Auto Auctions, Inc. All ights reserved. The content and images included in t

represent the middle three quintiles
(middle 60%) and compose the largest
portion of IAA's inventory. These vehicles
range from those that will be dismantled
for parts and scrap to those that will be
repaired and driven again.

High Grade Vehicles

represent the top quintile (top 20%) and
tend to have little or no damage. This
segment also includes high-value vehicles
with desirable parts.

his publication may not be reproduced or used in any manner without the express written permission of Insurance Auto Auctions, Inc. This document is meant for informational purposes only.
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SECTION
FOUR

Whole Crushed Auto-Body Price Index

Historically, the index remains low,

but there is light on the horizon for

this segment. Strong global demand,
particularly from China, is pushing prices
higher. China’s continued economic
growth and recent policy crackdowns on
pollution output have especially increased
metals prices.®' Looking at the index on a
quarter-to-quarter basis, prices rebounded
in the first and second quarters from

a 17.6% quarterly drop in Q4 2016, a

rally largely driven by increases in raw

material prices and supply reductions.®
U.S. hurricane activity in the third and
fourth quarters delivered a short-term
oversupply of scrap metal, with October
figures showing the largest dip in prices
since September of 2016.* However, this
was followed by a 0.9% month-to-month
increase in November, followed by a 3.1%
month-to-month increase in December

— likely due to recovering global steel
demand and other seasonal factors.*




|AA tracks three key metals for their content
in salvage vehicles —aluminum, platinum and
palladium. Like with whole crushed auto-body
prices, the value of these metals is strongly
affected by the strength of the U.S. dollar
because they're denominated in the currency.
When the dollar gains value, metal prices
typically fall because it takes fewer dollars

to purchase the same amount of a particular
metal. A strong U.S. dollar also turns away
foreign buyers, as it means the metal becomes
relatively more expensive for those customers,
decreasing demand and consequently the prices.

Aluminum

Aluminum continued its rally in 2016 into 2017, resulting
In stair-step price gains throughout the year.

Like in 2016, aluminum saw a trend

in consecutive quarterly increases.

U.S. President Donald Trump’s
infrastructure plans and pledge to
restore manufacturing was a significant
influencer of metal gains early in the
year, in addition to uncertainty over the
future of the North American Free Trade
Agreement (NAFTA). Meanwhile, a 30-
year low in U.S. aluminum production
and subsequent demand needs from
foreign producers led aluminum to a
8.2% gain in the first quarter of the

20 A BACK TO CONTENTS

year.*® Robust economic growth in China
resulted in strong demand from the
automotive and aerospace industries,
while a commitment to cutting pollution
output led to a supply shortage — these
supply and demand fundamentals sent
prices soaring.® Another factor was

the shortfalls in alumina production,

an important component of aluminum.
Alumina prices jumped 56.0% from
August to November, with costs trickling
down to aluminum’s end users.*’

2016 Average: $0.73
2017 Average: $0.89

Platinum

didnt continue past February.

This sluggishness was largely reflective
of the shift in consumer preferences from
diesel to gasoline-powered vehicles,
since platinum is mostly used to convert
pollutants in catalytic converters used

in diesel engines.® Weak jewelry and
industrial demand also contributed

to platinum’s disappointing year.® In
September, platinum hit parity with

2016 Average: $991
2017 Average: $953

Platinum prices recovered slightly from the 10.0%
quarterly drop at the end of 2016, but the momentum

palladium for the first time in 16 years.
These prices crossing paths was
expected, which was no doubt a result of
the shift in market demand toward gas
vehicles, in which palladium is used.”
Overall, platinum finished the year with a
3.3% quarter-to-quarter and 3.9% year-
over-year decline.

© 2018 Insurance Auto Auctions, Inc. Al rights reserved. The content and images included in this publication may not be reproduced or used in any manner without the express witten permission of Insurance Auto Auctions, Inc. This document is meant for informational purposes only.
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39.9%

Palladium

The most influential driver of palladium’s
value was a shift in consumer preferences
from diesel to gas-powered vehicles,
since these vehicles use the metal in their
catalytic converters. However, amidst

this uptick in demand was also shrinking
supply — in fact, palladium supply has

shrunk every year since 2012, pushing
prices higher.* However, some analysts
believe future increased prices are driven
by investment, rather than industrial
demand.* Year-over-year, palladium topped
the year off 39.9% higher than 2016.
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Vehicle Parts & Equipment Prices

Average vehicle parts and equipment prices grew

0.8% from 2016.

This index is mainly influenced by two
things: the average age of vehicles on
the road and the average number of total
miles driven. When both of these factors
rise, it indicates the increased wear and
tear on vehicle parts —resulting in the

need for replacement parts. Interestingly,

the average age of vehicles in 2017
bucked a 20-year trend of steadily
older vehicles, finishing at 11.5 years
and down from 11.6 years in 2016.%

24 A BACK TO CONTENTS

Meanwhile, total miles driven increased
1.3%, seasonally adjusted, averaging
just more than 267 billion miles for the
year.* Despite the very slight downturn
in average age, vehicles are still old by
historical standards. This combined with
the increase in total miles driven likely
provided the upward pressure on vehicle
parts and equipment demand that led to
its year-over-year increase.

2016 Average: 111.2
2017 Average: 112.1

2016 Average: 110.7
2017 Average: 114.0

Used-Car Price Index

Average used-vehicle prices finished the year up 3.0%
relative to 2016. While average prices rose over the year, the
growth was not equitable across all vehicle characteristics.

According to Tom Kontos, Chief Economist
at KAR Auction Services, Inc., analyses
controlling for sale type, model-year

age, mileage and model class segment
suggested that prices softened over

the year. The growth was largely due

to a shift in consumer preferences
toward larger vehicles like trucks, SUVs
and CUVs. On a quarterly basis, prices
increased for the first two quarters of the
year. Seasonal demand, strength in truck
prices and younger off-lease units likely
contributed to the gain in used-vehicle
values, but again masked the underlying
price softening reflective of an increase

© 2018 Insurance Auto Auctions, Inc. Al rights reserved. The content and images included in this publication may not be reproduced or used in any manner without the express written permission of Insurance Auto Auctions, Inc. This document is meant for informational purposes on

in supply-side pressures.®%4” Hurricane
Harvey and Hurricane Irma reaching
landfall and stop-sales from manufacturer
recalls contributed to a negative supply
shock that boosted prices in August and
September. Additionally, drivers clamoring
to replace damaged vehicles pushed
vehicle values even higher.*848 However,
these values retreated in the fourth
quarter as positive-price pressure from
hurricane-related effects diminished.® In
December, the price-growth gap between
trucks and cars widened further, with
overall values finishing flat quarter-to-
quarter and up 1.5% year-over-year.
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2016 Average: 103.8
2017 Average: 105.0
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Index of Foreign Buyers

The Index of Foreign Buyers measures the proportion of
vehicles purchased by buyers outside of the United States.
Because a strong U.S. dollar makes it relatively more
expensive for foreign buyers to purchase domestic goods,
this index tends to have an inverse relationship with the
value of the U.S. dollar. This is influential on High Grade
vehicle values, since a stronger dollar puts downward
pressure on international demand for these vehicles.

IAA uses the 12-month moving average

for both the Foreign Buyer Index and U.S.
Dollar Index to smooth over noisy month-
to-month fluctuations in each. Both indices
were relatively flat through the year, with
the adjusted foreign buyer index and dollar
index having appreciated at a modest 1.2%
and 0.4%, respectively. On an unadjusted
level, the U.S. dollar depreciated slightly at
0.5%. The Federal Reserve raised interest
rates by a total of 75 basis points across
three separate hikes throughout 2017,
which was in line with expectations.?

Index of Foreign Buyers

Raising interest rates would typically

lead to a larger dollar appreciation, thus
making dollar-denominated vehicles more
expensive to foreign buyers. However, that
appreciation was diminished by central
bank decisions in Canada and Mexico to
also raise rates, with Europe and Japan
keeping their rates the same. Because
fluctuations in the U.S. dollar were modest,
the impact on foreign buyer purchases
likely did not outweigh stronger demand on
the back of robust global economic growth.

APR JULY
2017 2017
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SECTION
FIVE

LOOKING FORWARD
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The Federal Reserve Study of Professional Forecasters predicted 2.5% average U.S.
economic growth in 2018, reflecting a 0.3 percentage point increase from the 2017
forecast. On the other hand, unemployment rate is expected to hold steady around 4.1%,
in line with the December 2017 mark.%

Predictions from a number of industry professionals forecast new-vehicle sales to just miss
the seasonally adjusted 17-million mark for 2018. Expectations of higher interest rates
and the inability of consumer discounts to keep vehicle prices from falling are among the
industry’s challenges to keep the pace of current sales.®

Additionally, vehicle mix will likely continue to reflect recent consumer preferences toward
light trucks, with the National Automobile Dealers Association expecting this category to
top 65 percent of market share.>

Metals

Bank of America Merrill Lynch expects platinum and palladium prices to cross paths in
2018, predicting the metals to average $950 and $850 per troy ounce, respectively.®

However, The World Bank forecasted platinum prices a bit higher, expecting the metal
to reach an average $984 in 2018.%

According to Reuters, aluminum prices are expected to average $2,097 in 2018, $100 more than

the average aluminum prices in 2017. These predictions are largely derivative of supply
restrictions based on expectations of additional smelter shutdowns in China.”’
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The U.S. Dollar Index in charts 4.2 — 4.4 is inverted to clearly showcase the relationship between the value of the U.S. dollar and metals prices.
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