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State of the Auto Lending Market

Auto NCOs (net charge offs) of 1.18% were down 225bps YoY and 53bps sequentially - given deferral
programs and a strong increase recovery rates to near some of the highest rates we’ve seen since 2000

* Extensions and Stimulus played large part in this recovery

Jefferies Auto Credit Monitor
Most Recent Month ] 3-month Rolling
Year-ago Period  Long-term Average
(July) Average
Total DQs (%) 4.43% 8.54% 7.44% 4.73%
NCOs (%) 1.18% 3.43% 3.46% 2.22%

Recovery Rate (%) 57.65% 45.81% 43.74% 45.91%

Source: Jefferies, company data




State of the Auto Lending Market Cont’d

The Manheim Index rose 5.84% MoM in July to another record high of 158.0, and is now up 12.5% YoY,
indicating residual values have more than recovered following a substantial decline in April.

Exhibit 28 - Auto Recovery Indicies (Trailing 4-years)
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State of the Auto Lending Market Cont’d

Unemployment rate quickly reverses and expect 2020 to end up in the 8.5-9.5% range and then slowly taper
back to 4-6% range over the following 15-18 months

Percent

17.5

2.5
July July July July July July July July July July July
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020




Today’s Agenda

ldentify opportunities for Credit Unions to capture more
of the auto lending market

Pricing auto loans competitively using risk-based pricing
and various risk attributes




Massive Underserved Population

Lender Type

Banks / OEMs
Credit Unions
Finance Companies

Buy-Here Pay-Here

Credit Score




Auto Loan Ecosystem

More Customers
Higher Loan Volumes
CECL Relief

Lower Risk

Customer Satisfaction &
Retention

Increased ROA

Increased Car Sales
Optimized Sales Process
Better Financing
Options

Quicker Underwriting

Top-Line Growth
Diversified Risk
Consistent Flow
Increased ROE

Increased Sales
Customer Satisfaction
More Financing Options
Higher Retention

More Approvals

Higher Loan Amounts
Better Rates

Appropriate Down Payments




Significant, Underserved Market Segment

Financing for $584bn loan Substantial, Underserved Underlying Market
Auto Purchases originations in 2018 Population




of the time a consumer’s

6 40 preferred financial institution
A) wins their purchases




of the time a credit union

880 member intends to give them
A) all their future business




Question?

@




What percentage of your auto
portfolio is below a 640 score?

@

Non-prime members in mind




Where do we fall short?

Retail LTV <80% <85% <90% <95% <100% g (7 <110% <115% <120% <125% <130%

Trade LTV <95% <100% <105% <110% <115% <120% <125% <130% <135% <140% <145%

750 +

700 - 749

680 - 699

660 - 679

640 - 659

620 - 639

600 - 619

580 - 599

560 - 579




Actual Average Application LTV's

Retail LTV <80% <85% <90% <95% <100% g (7 <110% <115% <120% <125% <130%
Trade LTV <95% <100% <105% <110% <115% <120% <125% <130% <135% <140% <145%

750 +

700 - 749

680 - 699

660 - 679

640 - 659

620 - 639

600 - 619

580 - 599

560 - 579

Source: Lenders Protection portfolio of 1.6 million applications over a 10-year period




The Non-prime Members Demographic

= Limited Credit Experience

ﬂ Single major credit problems (usually driven by
medical problems or a divorce)

497 Lack access to money in savings

Q Typically not rate sensitive

Monthly payment driven




Worth the risk?

Approve and Book more loans

Increase Profitability

Enhance member relationships

Attract new members

Serve the underserved




Higher Yields
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Question?

@




How do you price for the
increased risk?

@

Interest Rate Pricing Strategies




Risk Based Pricing Methodology

Allows lenders to price individual loans based on a wide range of characteristics,
including credit criteria and many other different risk attributes.

Key Element to true risk-based pricing: Takes into account not only probability of
defaults, but severity.
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True Risk Based Pricing Components

—
L —

Proprietary and detailed database of
$7bn+ near prime loans across 15+
years

Lenders Protection Score

e Proprietary Open Lending score
based on both internal and

external data

BAE s warm @ LexisNexis:
-, . t
!.experlan TransUnion®

e @& EQUIFAX

Extensive third-party data on
borrowers, vehicles and loan
attributest

Loan Application Lender Parameters
= Borrower Data » Cost of Funds

= Vehicle Datza  f Default Severity § * Return Target
= Loan Terms = Servicing Costs

Default Frequency

Prepayment Risk

1009%6 Automated Risk Model .
Differentiates 2 Million All-in Rate That
Permutations of Vehicle / 99.1% Default _Irlcorpora.tes
Borrower Characteristics & Predictability Servicing, Capital, and

underwrites in ~5 seconds Insurance Policy Costs




Find the Highest Default Ris

BORROWER BORROWER BORROWER

640 600 560

CREDIT UNION CREDIT UNION CREDIT UNION

125% Loan to Value 115% Loan to Value 125% Loan to Value

72 Month Term 72 Month Term 72 Month Term

Used Vehicle Used Vehicle Used Vehicle

Indirect Channel Indirect Channel Direct Channel

Default Rate Default Rate Default Rate




Find the Highest Default Ris

BORROWER BORROWER BORROWER

640 600 560

CREDIT UNION CREDIT UNION CREDIT UNION

125% Loan to Value 115% Loan to Value 125% Loan to Value

72 Month Term 72 Month Term 72 Month Term

Used Vehicle Used Vehicle Used Vehicle

Indirect Channel Indirect Channel Direct Channel




Question?

@




Do you incorporate severity of
l0ss in your interest rate
calculations?

@

Some vehicle makes and models cause much higher losses




Depreciation Speed and Severity of Loss

Chrysler Toyota
S25,000 loan amount S25,000 loan amount
S20,000 vehicle value S20,000 vehicle value

10% Interest Rate 10% Interest Rate

Defaults in month 13 Defaults in month 13
Depreciation rate 72% Depreciation rate 82%

$20,586.65 Deficiency Balance $20,586.65 Deficiency Balance
$14,400 vehicle value at default 516,400 vehicle value at default
$6,186.65 Deficiency After Sale S4,186.65 Deficiency After Sale
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Risk Based Pricing Model

Results

Origin Newor Used Term Credit Depth

. ; Update
INDIRECT USED - | |60 Select «

(U POl Stress Results

LP Score Depth _ _ _ _ Lean o ¥alue _ _ _ Default Freq — 1%
96-100 101-105 106-110 111-115 116-120 121125 126-130 131-135 =
750+ | THICK ' ' o | 74% | 75% | T7% | 19% | 81% | 85% | 89% | 95% o Prepay Freq — 44%
NORMAL . 76% 77% 8.0% 83% 87% 9.1% 97% 104% .
THIN 78% 8.0% 83% 87% 91% 97% 10.4% 11.3%
700-749 THICK % : %e 7.6% 7.6% 7.9% 8.1% 8.4% 8.8% 9.3% 9.8%
NORMAL , 7.8% 79% 8.3% 86% 9.0% 9.5% 10.1% 108%
THIN % % 8.0% 83% 86% 9.0% 95% 10.1% 108% 179
680-699 THICK ) 79% 81% 8.4% 8.8% 91% 9.6% 101% _~101%
NORMAL ) J 82% 85% 8.9% 9.4% 99% 105% 1w 19%
THIN 8.5% 8.9% 9.4% 9.9% 105% 13% _~121% 13.0%
660-679 THICK : 85% 85% 92% 95% 9.9% 109%  108%
NORMAL 8.9% 9.4% 9.8% 10.3% 107% _~ “1.2% 11.9%
THIN - ‘ 0 9.4% 98% 10.4% 109% 16% | 121% 12.9%
640-659 THICK 7 91% 95% 9.9% 103% 4~ 107% 11.2% ——TT 7%
NORMAL ‘ 96% 101% 10.7% 12% 4a—TT8%  124% 13.0%
THIN % Yo 10.1% 10.7% 11.4% 121% = 12.7% 13.5% 14 2%
620-639 THICK % L7 9 10.1% 10.6% 11.1% 11.5% 12.0% —=—12.4% 12.8%
NORMAL ) 108% 11.4% 121% 127% 13.2% 138% —14.3%
THIN . ‘ 11.4% 122% 13.0% 137% 14.4% 15.1% 15.7%
600-619 THICK ) 105% 1.1% 1.7% 122% 12.7% 13.2% =Y
NORMAL ) 11.3% 12.0% 12.8% 135% 14.2% 14.8% N R Default Freq — 18%
THIN 12.0% 129% 13.8% 147% 15.5% 16.3% -
580500  THICK : 11% | 7% | 123% | 130% | 135% | 14.1% Prepay Freq — 45%
NORMAL 12.0% 12.8% 13.6% 14 4% 15.1% 15.9%

Default Freq — 16%
Prepay Freq — 44%




Risk Based Pricing Model

Origin New or Used Term Credit Depth
INDIRECT USED - | |60 Select «

Update

Contract Rates Stress Results

I Loan to \r‘ali:le
96-100 | 101-105 | 106110 | 111115 | 116120 | 121125 | 126130 | 1314135
750+ | THICK v | ' | 74% | 75% | 77% | 79% | 81% | 85%  89% | 05%
NORMAL 7.6% 7.7% 8.0% 8.3% 8.7% 9.1% 97% 10.4%

THIN o Yo 7.8% 8.0% 8.3% 8.7% 9.1% 9.7% 10.4% 11.3% Defa u |-t Freq 1
T00-749 THICK 7.6% T6% 7.9% 8.1% B.4% 8.8% 9.3% 9.8%

NORMAL 7.8% 7.9% 83% 8.6% 90% 95% 10.1% 10.8% 18— e Prepay Fret —46%
THIN 0 , 8.0% 8.3% 86% 9.0% 9.5% 10.1% 10.8% 11.7%

680-699 THICK o T.9% 8.1% 84% 8.8% 91% 96% 10.1% 10.7% o
NORMAL % ] 8.2% 8.5% 89% 9.4% 99% 10.5% 1% | wd%
THIN ) 85% 8.9% 9.4% 9.9% 10.5% 3% | _124% | 130%
THICK v o 8.5% 8.8% 92% 9.5% 9.9% 10.3%~ i 10.8%
NORMAL : 8.9% 9.4% a98% 10.3% 107%T 12% 11.9%
THIN 9.4% 9.8% 10.4% 109%—" 11.5% 121% 12.9%

640-659 THICK % : 9.1% 905% IC_99% DA103% 10.7% 112% 1.7%
NORMAL 7 9.6% 10.1% 107% 12% € 11.8% Dg124% 13.0%
THIN % 10.1% 10.7% 11.4% 12.1% 12.7% 135% | 142%

620-639 THICK ‘o 10.1% 10.6% 11.1% 11.5% 12.0% 12.4% 12.8%
NORMAL o 10.8% 11.4% 12.1% 12.7% 13.2% 13.8% 14.3%
THIN b " 11.4% 12.2% 13.0% 13.7% 14.4% 15.1% 15.7%

600-610 THICK % 6 10.5% 11.1% 1.7% 12.2% 12.7% 132%
NORMAL ] 11.3% 12.0% 128% 13.5% 14.2% 14.8%
THIN 12.0% 12.9% 13.8% 147% 15.5% 16.3%

580-509 THICK ’ 6 11% 1.7% 12.3% 13.0% 13.5% 14.1%
NORMAL ; 12.0% 12.8% 136% 14.4% 15.1% 15.9%

LP Score Depth

Default Freq — 17
Prepay Freq — 42%

THIN 12 R% 13 A% 14 R% 15 R 1A A% 17 R%




Interest Rate Components

Base Target Yield

Cost Of Funds
Servicing
Target ROA
Target Yield:

Premium/Tax
Program Fee
Origination Costs
Uninsured Loss

Suggested Rate:

Risk/Cost Factors

1.00%
1.10%
2.60%
4.70%

3.47%
1.65%
1.15%
0.80%
11.8%




Find the Highest

Default Ris

BORROWER

580

CREDIT UNION

BORROWER

600

CREDIT UNION

BORROWER

580

CREDIT UNION

95% Loan to Value

110% Loan to Value

115% Loan to Value

72 Month Term

60 Month Term

72 Month Term

Used Vehicle

New Vehicle

Used Vehicle

Thick File

Normal File

Thin Channel

Default Rate

Default Rate

Default Rate




Find the Highest Default Ris

BORROWER BORROWER BORROWER

580 600 580

CREDIT UNION CREDIT UNION CREDIT UNION

95% Loan to Value 110% Loan to Value 115% Loan to Value

72 Month Term 60 Month Term 72 Month Term

Used Vehicle New Vehicle Used Vehicle

Thick File Normal File Thin Channel




Key Takeaways

Accurately pricing risk ensures the long-term viability of an institution’s ability to
withstand the unpredictability of the economy and provide an advantage over
competition.

By building an auto portfolio whereby each loan is priced appropriately for risk, the
overall net yields are much higher and loan volume increases without having to cut
interest rates to the bone.

One of the strongest arguments for having a risk-based pricing model is to facilitate
restructuring in ways that are “win-win” for both the institution and its members.




Thank you!

jflynn@openlending.com
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