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ERA Convention 2018 § Equipment Procurement Strategies from Customers

When all is said and done,
much more is said than done.

Aesop 564 BC
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ERA Convention 2018

How do Customers decide to Lease or Buy or Rent equipment?

Discussions with large and medium contractors who Lease and Buy and Rent equipment
Germany, Netherlands, France, UK

How to decide what to own? Calculation and Rules of Thumb
What do we always own? And what do we never own?
Impact of IFRS 16 — balance sheet treatment for Operating leases

1. U

One contractor’s “asset light” project
We asked Contractors:

What does the rental industry do well? What does the rental industry need to improve on?
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ERA Convention 2018 J LBR Calculations by Contractors (who own AND rent equipment)

O The TCO Calculator from the European Rental Association TCO tool introduced in 2015 is
in use by many large contractors —

* Online tool, free to use, confidential
* over 200 log ins every week
* One regular user is one of the largest road builders in Europe

U Enthusiastic response to the draft new tool including Lease vs Buy vs Rent
U For LBR (Lease vs Buy vs Rent) calculations : Large variance between contractors

*  Many use “rules of thumb” to decide to Lease vs Buy vs Rent equipment
*  Surprising lack of data based tools for equipment decisions
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ERA Convention 2018 J LBR Calculations by Contractors sample from ERA TCO

(Machine > 15 T tWheel Loader)) Updated at: Fri, 02 Mar 2018 13:56:32 £ Main folder

Bieloca ton iramtpon cOSks pav pear | Vil |

Investment related inputs Administration time per year Houws

O machinelife [ vears | = | © Shop smeusl overhesd stiocaticn, | Ve |
Purchase cost | Value | 100000 | 0 Anuat hasinspection | vis | -
©Deliverycost | value | 1000 | O insurance cost pev yenr | Vi | o
© Administrative cost [ Value [ 500 | Orpette [ Howes | -
© Weighted Average Cost Of Capital I % | s ‘ B Tyre cost [ww |
© Annualinflationrate | % | 200 | on-d,-m:.nmmm;: L
e
© Working days per year [ Days ‘ 260.00 ‘ Expected duration peeevent | Days |
© Working hours per day I Hours ‘ 800 ‘ Teanaport ool perevent | Vil
© Labourcost | Value / Hours | 45 |
© Lubrificant costs | Value / Liter | 7 |
Gostper grease fuing [ Value | 0 \ =
Grease fittings per 2000h [ Number ‘ 4 ‘ l
© Cost of one average filter | Value | 11 | © bake reasy cots | valio |
Filters changes in 2000 hours l Number ‘ 400 ‘ EyE————
© Bucket replacement frequency [ Hours (interval) ‘ 2000.00 ‘
FRETpR———— -
Bucketcost | Value | 5000 ‘
Get per bucket [ Number ‘ 300 ‘ ot gmerp e
Bucket replacement time [ Hours ‘ 100 ‘ e e
© Get replacement frequency [ Hours (interval) ‘ 500.00 ‘ -
Getunitarycost [ value [ 50 | : Lt :
corscamensime [0 \
Relocation transport costs per year | Value | 2 | |
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ERA Convention 2018 J Next version TCO Lease vs Buy vs Rent calculator - DRAFT

1 Example: Electric scissor lift, €11,000 cost

Operating
2 Investment related inputs Buy Rent Lease Finance Lease
3
| I b a 5 5 years 5
Planned release by end S {Macinate o — nen et Lo
. . 6 Purchase Cost 11,000 11,000
2018, before introduction of : 0 oo
4 & Delivery Cost 150 150
9 Administrative Cost 500 500
IFRS 16 10 Weighted Average Costof Capitalrate  [IIINES % < > |8 e sicerin B
1 5% Interest rate in lease
12 10% Up front payment
13 Annual inflation rate % %
1 11,650 11,850
15 Operations related inputs
16
17 Working days per year 250 250
18 Working hours per day 8 8
19 Total annual maintenace costs 8 % < 2 8% B (use shider in "Buy”}
Elabour cost as (Maint. 3% to 12% ) 45
21 Relocation transport costs per year 600 150 500 600
22 Administration time per year 300 300
23 Shop annual overhead allocation 110 1% of equipment cost) 110
24 Annual HES inspection 300 300 200
25 Insurance cost per year 165 165 165 165
26 Daily cost of replacement per year s 35 35
27 Expected number of events per year 4 < » 1 4 4 (use slider in "Buy”)
28 Transport cost per event 150 2 to 22 days downtime 150 150 150
29 Weighted Average Cost of Capital per year 550 330 550
30 2,043 | 2,215
31 5,687.82 465 3,015.00 4,987.79
2
33 Divestment related inputs
34 Gross selling price 1234 4 > 1234 (use shider in “Buy”)
35 Commission percentage 12% 200 to 4000 Euros 12%
36 Make ready costs 300 500 DCamage repair / 300
37 786 above “normal wy- 786
£
» Total Cost Ownership-Lite 28,303 [ =175 [ 25003
-w
41 Cost per year (with no inflation) 5,660.63 4,425.00 5,035.00 5,000.61
Comparison Comparison vs
a2 per month vs buy buy Comparison vs buy
43 I 330.00 E -11.1% -11.7%

L EUROPEAN

e O ERA Convention 2018, “TOMORROW'’S CUSTOMERS”, Vienna, 23 and 24 May

ja—g ASSOCIATION




ERA Convention 2018 B IFRS 16 and Contractors

O New IFRS 16 requirement will show all operating leases on balance sheet
*  Contracts over 1 yearin length
*  This will affect balance sheet ratios and borrowing covenants
O Contractors we interviewed all agreed:
* New balance sheet treatment of operating leased assets will have a big impact on
contractors
*  Particularly balance sheet debt ratios and bank covenants
O Almost all contractors interviewed said they had SOME equipment on operating lease

but
IFRS 16 will put pressure on fleet management data collection and analysis
U Everyone is conscious of the issue but there is still a lot to do

O One top ten contractor has an “asset light” programme
*  Reduce the amount of assets owned AND on operating lease
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ERA Convention 2018

O First answer was usually — aerial work platforms

What do we ALWAYS rent? And NEVER rent?

U Reasons
. There are many good suppliers of good quality equipment, good service

. Short average rentals — means Iogistics are important
. ONLY WHEN ASKED did the customers say the motivation was competitive rental rates

 What do we NEVER or (rarely) rent — always own?

U Equipment unique to the contractor, or providing a unique benefit

. Example of specialist pavers for road construction companies
. Concrete formwork

. Example of high customization

. One contractor said “we are a concrete company”
. Unusually expensive vehicle mounted equipment

. Vacuum excavators
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ERA Convention 2018  Common themes from different contractors

O 2008 crisis had a big impact on fleet management;
O Project managers / site managers still have a LOT of influence in the Lease vs Buy vs Rent decision
*  Depending on country, company, and company culture
O Contractors internal rental pricing is often based on surveys of the rental market
O Contractors have many “rules of thumb” for example:
*  We like to own 80% of equipment on our sites in certain categories
*  (Why not 50% or 90%7?)
*  One contractor in the Netherlands said
— “Rules of thumb must be re-enforced with data”
* Big Data and analysis is coming
O Big data will put more emphasis on availability, reliability and logistics more than price
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ERA Convention 2018 § What does the rental industry do well, and NOT well?

Rental industry does well:

O Logistics
O Availability
O Big catalogue and investment

Room for improvement:

Invoicing process — especially damage and claims

More work on telematics and data

Sustainability — more to be done

Average age of fleet for some rental companies — including Germany

cooo
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