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VSC Basics

® Transfers risk of mechanical breakdown not covered by

OEM warranty

e Covers cost to repair, replace, maintain or restore part to

its proper function

e $100 Deductible most common
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VSC Basics - Coverage Categories

e Powertrain
= Engine
= Transmission
= Transfer Case
= Drive Axle
e Surcharges
= Turbo/Super Charger
= Luxury Electronics
= 4-Wheel Drive
= $0 Deductible

e Tiered Categories
= Air Conditioning
= Brakes
= Electrical
= Engine Cooling
= Fuel System
= |nterior/Exterior Fixtures
= Steering
= Suspension
¢ Benefits — Roadside, Rental, etc.

Bumper-to-Bumper exclusionary —
everything covered except...
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Wrap — Tiered or B2B excluding
Powertrain (wraps around OEM)
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VSC Basics
Current OEM Warranty Terms

e 3/36 Basic, 5/60 Powertrain e 4/50 Basic, 6/70 Powertrain
= Buick/Chevrolet/GMC = Acura
= Chrysler/Dodge/Jeep = Cadillac
= Ford = Lexus
= Honda = Lincoln
* Mazda e 4/50 Basic & Powertrain
* Nissan Alfa Romeo/Fiat
* Subaru Audi/Porsche
= Toyota BMW

e 5/60 Basic, 10/100 Powertrain
= Hyundai/Kia/Genesis
= Mitsubishi

e Others
= Infiniti — 4/60 Basic, 6/70 Powertrain
= Jaguar — 5/60 Basic & Powertrain

Land Rover/Mini
Mercedes-Benz
Volkswagen
Volvo
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VSC Basics
OEM Powertrain Warranty Changes - Chrysler

2007 2010
Chrysler, Dodge, Chrysler, Dodge,
Jeep, Ram Jeep, Ram
LIFETIME 5/100
2006 2016
Chrysler, Dodge, Chrysler, Dodge,
Jeep, Ram Jeep, Ram
3/36 5/60
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VSC Basics
OEM Powertrain Warranty Changes - GM
2007
Buick, Cadillac,
Chevy, GMC
5/100
2006 2013 2016 2020
Buick/Cadillac — 4/50 Buick, Cadillac Chevy, GMC Buick
Chevy/GMC - 3/36 6/70 5/60 5/60
© GPW AND ASSOCIATES, INC F&l REINS,]URANCE
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VSC Basics
Term Months & Miles

¢ New/Extended Eligibility (EE)
= Still under OEM Comprehensive/Basic Warranty

= Term Months may begin on either original vehicle in-service
date or contract purchase date by new owner

= Term Miles begin at 0 (Term Miles = Expiration Miles)

® Used
= Qutside of OEM Comprehensive/Basic Warranty
= Term Months begin on contract purchase date by new owner

= Term Miles add on to odometer at contract purchase date
(Current Odometer + Term Miles = Expiration Miles)

.....
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VSC Basics
Common Terms

¢ New/Extended Eligibility * Used

= 60/100,000 = 3/3,000 (Limited Warranties)

= 72/100,000 = 12/12,000

= 84/100,000 = 24/24,000

= 96/100,000 = 36/36,000

= 120/100,000 = 48/48,000

= 36 & 48 Month Terms also = 60/100,000 (Powertrain only)

common for EE = 15,000/Yr Mile Terms also common

= 60,000, 75,000 & 125,000 Mile = Some offer Unlimited Miles

Terms also common

F&l REINSURANCE
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VSC Basics
Rating Variables

Exclusionary Coverage
New/EE or Used

Current +1 Yr Vehicle Age

Coverage Level 0-12,000 Starting Mileage
Vehicle Age (Model Year) Term Months/Term Miles
. Class | 60/75K | 60/100K | 72/75K |72/100K | 84/100K | 96/100K |120/100K]
Starting Odometer 1 $ $ $ $ $ $ $
2 $ $ $ $ $ $ $
Class (Make & Model) 3 $ $ $ $ $ $ $
4 $ $ $ $ $ $ $
Term Months 5 $ $ $ $ $ $ $
: 6 $ $ $ $ $ $ $
Term Miles 7 $ $ $ $ $ $ $
8 $ $ $ $ $ $ $
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Vehicle Sales
Total Light-Duty Vehicle Sales

174 M 17.5M 171 M 172 M 17.0M
16.1 M

16.4 M
155 M
144 M
13.2M 127M
1.6 M
104 M | |

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019*

Source: NADA DATA 2018 Annual Financial Profile of America’s Franchised New-Car Dealerships
and NADA Market Beat September 2019
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Vehicle Sales
Car vs. Light-Duty Truck Sales
69.2% [
64.5%
55 60.6%
53.2% ks
. 43.3%
39.4%
35.5%
0,
I I 3iA) |
2014 2015 2016 2017 2018 2019*
mUS New Car Sales  mUS Light-Duty Truck Sales
Source: NADA DATA 2018 Annual Financial Profile of America’s Franchised New-Car Dealerships
and NADA Market Beat September 2019
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Vehicle Sales
Market Share by Fuel Type

3.0%

Gasoline

2016 95.3%
2017 94.0%
2.1%1 s 2.1% 2018 93.8%
i 2019 92.8%

2.8% 5 g9,

2.2%

Diesel Hybrid Electric Plug-in Hybrid

2016 m2017 m2018 m2019
Source: NADA Market Beat January 2016 — September 2019
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Polling Question
Did you purchase at least one F&I product
for your current vehicle?
A. Yes
B. No
© GPW AND ASSOCIATES, INC F&l REINS,URANCE
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VSC Sales

F&l Penetration

New Used
* 2015 -90.3% ¢ 2015 —-71.4%

» 2016 — 90.4% » 2016 — 74.4%
» 2017 — 90.3% * 2017 - 73.2%
* 2018 — 89.6% * 2018 - 73.2%

Source: NADA DATA 2018 Annual Financial Profile of America’s Franchised New-Car Dealerships
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Service Contract Penetration Rates hy Year
As a % of vehicles retailed B New M Used
50%
40
30 I | | I | I | |
2011 2012 2013 2014 2015 2016 2017 2018
Source: NADA
B = socires, Inc Source: NADA DATA 2018 Annual Financial Profile of America’s Franchised New-Car Dealerships E&l RE|N§dU RANCE
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Keys To Monitoring Your Portfolio

® Know Your Mix of Business
® Break Experience Down by Contract Year

® Use Appropriate Earnings Curves
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GPW Internal Data

e Results are blended and smoothed across
multiple data sources

¢ As information is proprietary, actual values
have been excluded
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Experience Trends
New/EE Loss Ratio Relativities

60 Months/100,000 Miles 72 Months/100,000 Miles
Odometer Band Asia USA Euro Asia USA Euro
0-15,000
15,000-30,000
30,000-45,000
45,000-60,000
Lower Loss Ratio [ I Higher Loss Ratio

(w» Know Your Mix of Business

Source:  GPWAS Internal Data
© A AT As information is proprietary, we have excluded actual values F&I REINSURANCE
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Experience Trends
Used Loss Ratio Relativities
24 Months/24,000 Miles 36 Months/36,000 Miles 48 Months/48,000 Miles
Odometer Band Asia USA Euro Asia USA Euro Asia USA Euro
0-50,000
50,000-100,000
100,000-150,000
Lower Loss Ratio [ I Higher Loss Ratio
@ Know Your Mix of Business
Source:  GPWAS Internal Data
ey As information is proprietary, we have excluded actual values F&l REINSPRANCE
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Experience Trends
New Loss Costs

Cumulative Loss Cost Development by Contract Year
New 60/100,000 - Dealer

P

Break
It
Down

2014~ —
2013

2015~
2016 S
2017

03 6 91215182124273033363942454851545760636669
Age in Months

o
By
Contract
Year

Source:  GPWAS Internal Data
© GPW AND ASSOCIATES, INC As information is proprietary, we have excluded actual values F&l RElNﬁURANCE
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Cumulative Loss Cost Development by Contract Year
Used 36/36,000 - Dealer
/’
Break 2015 By
It Contract
Down Year
0 3 6 9 12 15 18 21 24 27 30 33 36 39 42 45 48
Age in Months
Source:  GPWAS Internal Data
e As information is proprietary, we have excluded actual values F&l REIN.?.URANCE
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Common VSC Earnings Curves
Simple? Yes. Reasonable? Sometimes.

100%

90%

— 7 Rule of 78’s

80%

70%

/ / / Used

60%

50%

yd -/ Pro Rata
/ / / EE or Used

% Earned

40%

30%

/S - pd Reverse Rule of 78'’s

20%

/ / / New and EE

0%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
% Term Elapsed
© GPW AND ASSOCIATES, INC F&l REIN&,URANCE
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New Earnings Curve Comparison
Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7
100% 100%
90% 90%
80% 80% ﬁ
X 70% 70% 2 )
- 60% 60% 60% 60% 60%:5g9 0%61%  60%60% 5 Use Approprlate
© 60% S 60% = Earni c
& 50% 50% & arnings curves
i P (or understand
30% 309  your curves’ biases)
20% 20%
10% 10%
0% 0%
B Experience Loss Ratio = Rev. Rule of 78's Loss Ratio
-0-Experience Curve -0-Rev. Rule of 78's Curve
© GPW AND ASSOCIATES, INC Hypothetical example based on GPWAS Internal Data F&l RE'N&PRANCE
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VSC Earnings Curves

EE Earnings Curve Comparison

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7
100% 180%
90% _ 160%
80% 140% *
X 70% el ;
g 60; > 1205 Use Appropriate
0 0 2 .
= | 100% 2  Earnings Curves
w 50% 80% 80% 80%80% o = d q
40% 6 (or un er’stgn
30% 60%  your curves’ biases)
20% 40%
10% 20%
0% 0%
B Experience Loss Ratio mm Rev. Rule of 78's Loss Ratio
-@-Experience Curve -0-Rev. Rule of 78's Curve
© GPW AND ASSOCIATES, INC Hypothetical example based on GPWAS Internal Data F&l RE"‘{\?JURANCE
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EE Earnings Curve Comparison
Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7
100% 180%
90% 160%
80% 140% ﬁ
X 70% 2 .
5 1205 Use Appropriate
2 60% . .
& coo . 90% 91% 87% 100% 2 Earnings Curves
w 50% 80% 80%83 80% 80% 80% 80%80% I
i 80% (or understand
30% 60%  your curves’ biases)
20% 40%
10% 20%
0% 0%
B Experience Loss Ratio m Pro Rata Loss Ratio
-0-Experience Curve -0-Pro Rata Curve
© GPW AND ASSOCIATES, INC Hypothetical example based on GPWAS Internal Data F&l RE'N;?JURANCE
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VSC Earnings Curves

Used Earnings Curve Comparison

Year 1 Year 2 Year 3 Year 4
100% 160%
S 140%
80% *
120%

= 70% S UseA iat

2 60% 92% 100% & se Appropriate

& cou 80% so% so% & Earnings Curves
0% - (or under’stgnd
30% your curves’ biases)

40%
20%
10% 20%
0% 0%
B Experience Loss Ratio I Pro Rata Loss Ratio
-0-Experience Curve -0-Pro Rata Curve
© GPW AND ASSOCIATES, INC Hypothetical example based on GPWAS Internal Data F&l RE"‘{\?JURANCE
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Used Earnings Curve Comparison
Year 1 Year 2 Year 3 Year 4
100% 160%
" 140%
80% ﬁ
120%

X 70% 2 ;

B 60% 100% 8 Use Appropriate

c ° " .

= 80% 80% @

E cou 0% 3 [Earnings Curves
i . (or under’stgnd
30% your curves bIaSGS)

40%
20%
10% 2000
0% 0%
B Experience Loss Ratio mm Rule of 78's Loss Ratio
-0-Experience Curve -0-Rule of 78's Curve
© GPW AND ASSOCIATES, INC Hypothetical example based on GPWAS Internal Data F&l RE'N;?JURANCE
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Keys To Monitoring Your Portfolio

® Know Your Mix of Business
® Break Experience Down by Contract Year
® Use Appropriate Earnings Curves

Additional Information:

https://www.providers-administrators.com/348218/earnings-curves-matching-premium-with-losses-and-refunds

https://www.providers-administrators.com/348369/staying-ahead-of-the-earnings-curve-alternative-methods-of-examining-vsc-experie
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Questions
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Ryan Hartman, FCAS, MAAA
Senior Consulting Actuary
GPW Actuarial Services, Inc.
3101 N. Central Ave., Ste. 400
Phoenix, AZ 85012
602.200.6900
rhartman@gpwa.com
WWw.gpwa.com
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