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Presenter
Presentation Notes
I’d like to thank CAWA for the opportunity to spend a few minutes with you guys today.

What an interesting couple years we have been through!

I’d like to spend the next few minutes or so looking into some of the unprecedented trends that we have seen over the past year and a half now and try to unravel some of what it means to aftermarket businesses and what opportunities there could be on the horizon.
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» Aftermarket Forecast

* Vehicle miles traveled

* New Vehicle Sales and VIO

« Average Vehicle Age

 Electric Vehicle progress and challenges

« What does it all mean to remanufacturers?
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Presenter
Presentation Notes
Here is a quick rundown of where I plan to spend my time today…

We will rapidly move through some key metrics of what is going on with the vehicle fleet.

We will spend a little time talking about Electric Vehicles.

And then, we will wrap up our time today with some focus around what all of this, as well as the pandemic, means to the aftermarket.

We have a lot to cover, and not a lot of time, so lets get rolling.
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Aftermarket proves resilient once again
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Presenter
Presentation Notes
First of all before we get started, lets just take a moment to reflect on a 2020 that was more successful than expected.

We expected a decline of 8.8%, but that simply didn’t happen, the aftermarket shrank by only just over 5% in 2020.

Compared to what was expected, that is a very respectable result…GDP overall is expected to have contracted by around 3.5%, so we contracted slightly more than the overall market – but with all the work from home and other challenges to the vehicle fleet, this is still very good.
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Presenter
Presentation Notes
There is great news for this year, 11.2% growth over 2020, which is 5.3% above what 2019 was.
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Aftermarket proves resilient once again
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Presenter
Presentation Notes
Going out toward the middle of the decade, we expect to round out 2022 and 2023 with 4% year over year growth.
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Aftermarket proves resilient once again
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Presenter
Presentation Notes
From 2019 to 2024, we expect a compound annual growth of 3.8% which is very respectable considering that includes absorbing the 5.3% decrease in 2020.

As our country is just getting used to coming out of the house and getting back on the road, you may wonder how we could possibly achieve these results – over the next few minutes we will discuss the vehicle fleet and why it is well positioned in the coming years for the aftermarket to realize great results!
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Mobility trends and fuel consumption show improvement
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Presentation Notes
One of the biggest stories in 2020 was changing mobility and the impact of working from home on vehicle miles traveled.

While we are still figuring out what the new normal looks like, it does appear that we are trending back toward historical norms.

We now have nearly 5 full months of  data for 2021 and Apple Mobility Trends are showing growth over 2020 pre-pandemic numbers for driving private vehicles, and while transit still lags pre-pandemic activity it is closing the gap as reopening is starting to take place.

The positive trend in mobility points to a strong recovery to vehicle miles traveled as we move into the summer. March historically has issued in the spring and summer season with a substantial climb in vehicle miles traveled over January and February numbers. Clearly in 2020 the pandemic crushed the normal momentum, but signs point to 2021 returning to more normal behavior.

One thing that we have continually watched is substantial growth in the consumption of delivery services offered by companies like Uber, who saw 166% growth in their delivery bookings according to their earnings report, and DoorDash who reported 219% increase in year over year orders in Q1 2021.

While ride sharing services may not be moving as many individuals, the strong growth in delivering food, groceries and other items has created opportunities for individuals to continue to use their private vehicles to generate an income.

Overall increased mobility activity for personal cars and vehicles used for business purposes are considered tailwinds for the aftermarket and are expected to lead to a recovery in vehicle miles traveled which will lead to revenue growth for vehicle maintenance in the aftermarket.
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US Driving Volume headed back to 3T annually
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All of these factors combine to tell a positive story for recovery in Vehicle miles traveled in 2021.

It is now well documented that 2020 was an unprecedented year, with the steepest decline in vehicle miles traveled on record at over -13% when compared to 2019, but like many other economic trends, we expect Vehicle Miles Traveled to recover pretty substantially in 2021. The dashed line shows a relatively conservative forecast for 2021 monthly miles traveled.

Conservatively I expect that we will approach 3 trillion vehicle miles traveled again in 2021, with around 2.7T being traveled in passenger cars and light trucks. We do have headwinds like climbing fuel prices and potential for increased COVID-19 numbers from the virus variants amongst other things, but current signs do point to pent up demand for travel which is expected to drive VMT growth.

That said, we do think that the miles are going to be different than they’ve been historically as there will be somewhat of an increase in leisure travel and still somewhat depressed commuter and congestion numbers. But people are absolutely driving, maybe for different reasons and at different times of day, but people have taken to the roads and we expect that to continue throughout the year, if not accelerate.

The aftermarket in the US as it often does, showed resilience in weathering a challenging 2020, and a reasonable recovery in VMT with a vehicle population continuing to grow and age positions the aftermarket for strong growth in the coming years.

So lets dive into the vehicle volume information to see our second driver of aftermarket potential.
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Presentation Notes
New vehicles typically account for about 5 – 6% of VIO – you can see them here on top of each bar on the chart.

While vehicles leaving the road, we call them scrapped, account for a similar share of the vehicle population – usually scrappage sits a fraction of a percent smaller which drives gradual VIO growth – you can see scrappage in dark gray at the bottom of the chart.

As you see here for 2021, we sit at 279M vehicles on the road, down about 1.5M from our 2020 numbers. That accounts for a fraction of a percent of decrease in VIO over our January 2020 numbers.

2020 saw New vehicle sales of about 14.6M vehicles but saw nearly 16M vehicles come out of the population. There could be several contributing factors that drove a somewhat higher number of vehicles coming out of the population – many were likely exported or ended up in scrap yards, but some of those vehicles may have just been stuffed in a garage somewhere and not registered for the year – so we could see some upside in VIO if some of those ‘stored’  vehicles return to the population in the coming years.

With the excessive price on used vehicles today, it will not surprise me if we see more vehicles come back into use this year than usual, especially with things like the microchip shortage challenging supply of new vehicles.
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Presentation Notes
For now though, we forecast based on what we expect from a new vehicle registration and scrappage perspective, and based on how we expect those factors to impact VIO in the coming years, we expect to return to growth in the coming years increasing overall VIO to 284M by 2026.

That amounts to about a third of a percent from a Compound annual growth perspective. 

Briefly though, speaking to 2021 – we are seeing amazing levels of sales for new and used vehicles.

New Sales saw highest monthly sales in the past decade in March of 2021 followed by April that was in the top 10 for the past decade – a decade that includes 5 years of 17+M units sold.

For Used Sales, March of this year was the highest in the past decade, followed by April at #2.

So we are seeing a lot of vehicles coming on the road and a lot changing hands, even amid the challenged sales during the ongoing microchip shortage.
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Presentation Notes
For the aftermarket though, what is really interesting is the vehicles that persist on the road from year to year, and by looking at the data from this perspective, what really grabs my attention is how large the population of vehicles that are persisting on the road each year are – nearly 265M vehicles is what that amounts to in 2021.

According to Lang Marketing 96% of aftermarket repairs come from vehicles 4 years old and older – those vehicles live inside this section of the chart and the news from an age standpoint continues to be very positive for the aftermarket.
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Pandemic drives US Light Vehicle Average Age
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Presenter
Presentation Notes
Average Age continues to grow year after year and 2020 was no different.

As of January of 2021 the average age of light vehicles on the road in the US is 12.1 years of age.
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Pandemic drives US Light Vehicle Average Age
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Presentation Notes
Many of you will remember the effects the great recession had on average vehicle age – we saw rapid growth  over a compressed period of time, growing from 10 to 11.3 years old on average in a period of just 5 years, between 2008 and 2013.

The fact that the great recession occurred in relatively recent history has caused many to seek to compare and contrast the impact of the pandemic with that event – but while both did serve to accelerate average age, we do expect them to be different in duration.



7///\\% IHS Markit’

Pandemic drives US Light Vehicle Average Age
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Presentation Notes
We expect that the impact of the pandemic will have a much shorter duration than the great recession did on average age. 

But it did none the less accelerate average age, pushing the average age of vehicles over 12 years of age as of January 2021.

We believe that an increase of 0.2 in average age correlates to about a $10 increase in cost per vehicle on the road, meaning that this increase in average age will account for about $3B in growth in aftermarket revenue.

Based on a couple factors though, that estimate could be somewhat conservative. Lets dig a little deeper…
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Average Age by vehicle type continue to diverge
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Presentation Notes
First when we look at this metric by vehicle type, and what we see here is very interesting – when we look back about 20 years, cars were still older than light trucks, but the variance between the two was less than a half year.

Over the past 20 years you can see that they’ve moved similarly – through the great recession actually converging as consumer preference was decidedly toward smaller vehicles to the point that in 2015 they were essentially equal.

But since that time, cars have aged rapidly faster as preference has shifted significantly to light truck body styles like CUV’s and SUV’s.

This is good news as based on AAA’s study on repairs light trucks are 12.5% more expensive to repair than passenger cars, a more muted average age number points to more being in the traditional sweet spot, which is great news!

We love the average age metric – it is a great indicator of the overall market, but really what is inside the numbers is what is most interesting when it comes to aftermarket repair opportunity.
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CAWA's Regional Average Age is converging and
trends toward national norms

12.5

12.0

Age in years

10.5

10.0

Confidential. © 2021 IHS Markit®. All rights rese

11.4

10.8

2017 2018 2019 2020 2021
=@=Cars =@=_ight Trucks =@=Combined

rved.


Presenter
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A quick look at average age in the particular region that this group is focused on and you find a similar but different story.

Average age is continuing to grow here too, but interestingly passenger cars are still younger than light trucks in this segment of the country.

Although over the past 5 years you can see the winds of change are blowing as passenger cars have increased in average age by about a year!

And light trucks have stayed virtually flat going only from 12.0 to 12.1 in the same amount of time.

Also during this time we’ve seen light trucks over take passenger cars for overall volume in this region – in 2018 vehicles in operation slanted in favor of light trucks for the first time in the region, and the cap seems to be widening which will continue to moderate average age for light trucks while driving passenger car average age up.
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Changing Age distribution to drive aftermarket growth 2019 - 2024
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Presentation Notes
The significant increase in the aftermarket sweet spot, as well as sustained volume of really old vehicles will continue to drive aftermarket growth throughout the first half of the 2020’s.

This is fantastic news for the aftermarket in the United States!

According to Consumer Reports, a 10 year old vehicle costs 129% more to maintain than a 5 year old vehicle, and the cost to maintain a vehicle continues to grow until the vehicle is about 16 years of age before the cost starts to taper off - with the rapid growth coming in the 6 -11 year old vehicles for the US aftermarket over the next 5 years, this age group alone will contribute $12B or more of growth in annual revenue by the end of 2024.
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Aftermarket opportunity is realized as vehicles move through their lifecycle
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Presentation Notes
Finally, As has been stated the majority of aftermarket opportunity is driven by those vehicles 4 years of age and older – this chart demonstrates that while trucks still dominate those age groupings, cars do still have a reasonable share – but look at what will be coming into the pipeline in the first half of the 2020’s – significantly more trucks, which is great for the aftermarket.

I already briefly mentioned an AAA study repairs are 12.5% more expensive for light trucks than they are for passenger cars, so this will prove to be another tailwind for the aftermarket in the coming years as the vehicle fleet’s mix continues to migrate to trucks. As the significantly larger percentage of trucks begin enter the used car market for second and third owners, repairs for the larger share of trucks will drive revenue up – and the aftermarket will see most of those opportunities

Also interesting to note here – the majority of vehicles in the aftermarket’s target age range belong to second, third or more owners – this bodes well for the independent aftermarket because OE Service has a more difficult time keeping track of those vehicle owners as vehicles change hands multiple times, making those opportunities especially strong for the aftermarket, although I will caution as vehicles get more connected the battle ground for market share will continue to shift from young vehicles to older vehicles as OE service tries to gain share. 

And speaking of young connected vehicles, lets spend a few minutes talking about some of the newest vehicles in our fleet, electric vehicles.
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Electric Vehicle New Registrations continue to grow
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Presentation Notes
We have spent a lot of time over the years telling the industry about Electric Vehicles…

You’ve heard it from us, I’m sure you’ve heard it through the media and many others.

I can confirm that Electric vehicle new registrations have been growing rapidly, picking up speed in 2018, and even growing through the pandemic in 2020.
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In CAWA's region EV New Registrations have plateaued
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Presentation Notes
Interestingly in CAWA’s region EV new registration has flattened while total national registrations have grown in the past three years.

We may have just experienced a breather here during the pandemic, but it is interesting to note that while this region actually declined, nationally EV’s grew in 2020 meaning share of EV’s are starting to be distributed a little more across the country.
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Volume of Electric Vehicles in Operation is growing too
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Likewise VIO for Electric Vehicles appear to be growing, and maybe even heading toward parabolic growth, although we will get into some of the headwinds to Electric Vehicle VIO in the coming slides.



7/}\\% IHS Markit’

In CAWA's region volume of Electric Vehicles in Operation is growing
steadily but slower
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Presentation Notes
The base of EV’s is healthier here, but the rapid pace of growth in EV VIO is being accelerated by other regions.

While there is a lot of excitement around new vehicle sales, VIO is the measure of the aggregation of vehicles over their lifetime of service, and when you look at it from the perspective of a vehicle’s lifetime, there are some concerning trends currently that will need to be overcome for electric vehicles to see rapid and sustained growth.
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Challenges to sustainability of Electric Vehicles provide headwinds
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Presenter
Presentation Notes
One of the things I’ve been thinking about a lot lately is the lifecycle of a vehicle.

This has lead me to compare and contrast electric vehicles with gasoline vehicles. 

As mentioned earlier the average age of the fleet is around 12 years of age, some vehicles are drastically older, some younger, but throughout the life of a vehicle it will change hands many times, which brings me to my first point.

A disproportionate share of electric vehicles are still owned by their original owner, almost 30% more to be precise.

If we look at 2018 – Current model years – 96% of Electric vehicles are still owned by their original owners while only 84% of gasoline vehicles are with their original owners.

It is clear that gasoline vehicles change hands far more frequently than electric vehicles…
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Challenges to sustainability of Electric Vehicles provide headwinds
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Presentation Notes
So not only are gasoline vehicle owners selling their vehicles and purchasing new ones more rapidly, but also 92% of those individuals who dispose of a gasoline vehicle end up purchasing another gasoline vehicle.

That is not the case for EV’s as we saw before – not only are EV’s being held on to by the original owner at a higher rate that gasoline vehicles, but also only 63% of those returning to market who dispose of an EV are purchasing another one, which is a little troubling for the outlook on sustained EV growth in VIO.

To further support that point, I wanted to mention a recent Business Insider Article that reported that in California 20% of EV owners do not buy another EV when they return to market.
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Challenges to sustainability of Electric Vehicles provide headwinds
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So when it comes to used vehicle sales, in 2020 13% of gasoline vehicles changed hands while only 7% of electric vehicles changed hands.

At this point, I’d like to be clear that none of these metrics are insurmountable, but the long range viability of electric vehicles will likely depend on their ability to create a vibrant used market similar to gasoline vehicles.

After all only about 37% all VIO is owned by the first vehicle owner – for EV’s one day replace gasoline vehicles as the dominate propulsion type, they will have to improve these metrics.
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Challenges to sustainability of Electric Vehicles provide headwinds
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Finally, I saved the most disturbing metric for last.

I call it Sustainability – so with this measure I looked at all of the new vehicles registered, model year 2011 – 2020 and compared their volume to the vehicles remaining in VIO as of January 1, 2021. What I found was that 4% less EV’s registered in the last 10 years are still on the road when compared to their gasoline counterparts.

Now these vehicles could be being exported or this could point to the fact that used vehicle demand for electric vehicles is really low, likely it’s a combination of factors, but until at least the bottom three metrics on this table are more in line with gasoline vehicles, sustained growth of EV market share will be slow.
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Over the past month or so I had the opportunity to survey a couple of distinct groups – both from our friends at Auto Care – YANG and ACPN.

During a presentation I was doing, I asked a series of questions on where they were in concern to purchasing an EV.

I started with asking them for where they thought they were from the perspective of buying an EV.

As you can see here a third either have, 4%, or are considering it while 2 thirds say no way or not soon. 
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Aftermarket EV Survey
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To try to focus further in on typical aftermarket vehicles I posed this as two separate questions.

As you can see when it comes to buying a 10 year old used vehicle, nearly 2/3 would buy a 10 year old Internal Combustion Engine vehicle

While only about 15% would consider buying a used EV that was 10 years old.

The question was purposefully a little generic, I didn’t want to convolute the question with mileage or specific vehicle details, but wanted a general position.

And the data demonstrates a general pessimism about buying an older EV.

This could certainly change in the future, but right now, longevity, at least amongst this group surveyed is a concern.
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Aftermarket EV Survey
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Finally, I took a chance to ask them about what factor most concerned them.

No surprise here – range anxiety, battery life and charging concerns.

We didn’t take the time to ask if this changes for a used EV, but I would assume similar concerns will challenge used EV’s.

Its not all negative news though…
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Ok, so lets shift from the macro level to a little more practical level and discuss some of the things one of the things I think has been challenging EV’s growth.

“Are the right vehicles being built?”

Through model year 2017, and if you remember back to the new registration chart it was after 2017 that EV registrations started picking up steam…

Before that time only 6 truck models were available compared to 29 car models.


7/}\\% IHS Markit

Electric Vehicle Challenges — are the right vehicles being built?

6

The number of EV Truck models through 2017 model year, by
contrast there were 29 car models during the same period.

9

The number of EV Truck models through 2018 model year to
current, by contrast there were 19 car models during the same
period.

Source: IHS Markit

Confidential. © 2021 IHS Markit®. All rights reserved.


Presenter
Presentation Notes
2018 to current that has changed, it has grown by 50% to 9 truck models, while the car models have shrank to 19.

And further, there are several new truck models that are soon to be released the F150 Lightning, Cadillac Lyriq, the Hummer, Rivian, etc.

Why is this important?
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Electric Vehicle Challenges — changing offering to better meet customer preference

75%

of new registrations across all fuel types are light trucks since
January 2020

New Registrations January 2020 thru March 2021
Source: IHS Markit

Confidential. © 2021 IHS Markit®. All rights reserved.


Presenter
Presentation Notes
Well simply put it goes back to the golden rule of marketing – focus on what your audience wants, and we’ve been talking about this for years.

Really for nearly the past decade consumers have been choosing truck models more frequently than car body styles.

The advent of the SUV and CUV has lead to 3 out of every 4 vehicles sold being a ‘truck’ while the majority of EV’s have been car models

This will be changing rapidly in the near future and should serve as somewhat of a tailwind to Electric vehicles.
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Electric Vehicle Challenges — Truck registrations are growing rapidly

New Registrations by Vehicle Type
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Source: IHS Markit

Confidential. © 2021 IHS Markit®. All rights reserved.


Presenter
Presentation Notes
Let me demonstrate this point – this is the same basic chart we saw several slides ago – now split by cars and trucks.

From 2019 to 2020 Car registration actually shrank by 25% while Truck Registration increased by over 3x.

And so far through March in 2021 Trucks account for over half of all EV registrations.

So far the changing mix doesn’t seem to be rapidly accelerating EV ownership, but rather seems to be cannibalizing EV car sales to some extent, but as more EV’s are released that meet the criteria for what customers want to drive, the potential for rapid growth will be there.
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Changing characteristics in the vehicle fleet that could impact the aftermarket

1. Electric Vehicle model count will be 9 times larger in model year 2025 than it
was in 2020

2. Flexible fuel (E85 for instance) powertrains will virtually disappear by
model year 2025

3. Gasoline vehicles will add nearly 20% more model to engine

combinations, many of which will have some degree of hybridization or
advanced efficiency features.

4. All the while average age is 12.1 years old, and the number of
model years in the active fleet continue to grow.


Presenter
Presentation Notes
I have really only taken a narrow look at the next five years, but I believe that over the next maybe even 15 – 20 years we will see part proliferation like we have not seen, it will make the last 20 years look like a walk in the park.

We are entering a period of seismic change in the way our vehicles are powered as well as how technically advanced they will become.

One factor is the powertrain changing to electric – this change will lead to a reduction in the number of moving parts in the vehicle but will take decades to fully permeate the vehicle fleet.

Another factor is the evolving technical capability of vehicles, making a vehicle self aware as well as aware of what is around it – this change will lead to more technically complex part categories and will require more savvy technicians to maintain. But in this case too, we stand at an impasse where many of these parts are coming online now but will require decades to fully replace the existing population.

Thank you!
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