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1. Snapshot of the 2017 SEFI Report




The 2017 SEFI report highlights that big, macro changes in the economy affected the
“Ieasing indusiry last year and will continue to in the future.
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2016: a “growth pause” for the U.S. economy due to low oil prices and weak foreign
growth. GDP and equipment investment suffered their worst years since 2009.
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As a result, the equipment finance industry contracted slightly in 2016.
However, it remained above the $1 trillion mark.
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New business volume expanded 2.5% in 2016, according to the Survey of Equipment
Finance Activity—the slowest pace since 2009.

New Business Volume
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All organization types saw slower new business volume growth in 2016. Weak
performance in key industries, like agriculture, hurt Captives the most.

New Business Volume Growth, by Organization Type
Annual percent change
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2017 has brought a decent recovery with moderately strong growth for the industry.
Cumulative new business volume now stands 5.3% above its level one year ago.

MLFI-25 New Business Volume
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Credit quality? Despite a slight increase in delinquencies and charge-offs, industry
porifolio performance remains strong overall.

Porifolio Performance
Weighted average
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Worth noting: the uptick in delinquencies has been driven primarily by the
agriculture, railroad, and oil & gas sectors.




Profitability? In 2016, industry profitability declined by all key measures.

Profitability Ratios
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istorically low interest rates contributed to further spread compression in 2016.
ates in 2017 and 2018 may reverse this trend.
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Industry employment expanded by a robust 13% in 2016, and continues to grow
strongly this year. Many new hires, however, are in compliance areas.

Total Number of Employees
Percent change Y/Y
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2. Economic trends to watch in 2018




Consumption and investment account for about 85% of GDP. Consumers continue to
get back on their feet and should support steady growth in 2018.

Job growth has been impressive Consumer confidence is at historic highs
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The key uncertainty for the economy in 2018 involves capex spending. Here are the
main drivers of investment spending.

Investment _ F Demand + User Cost + Business
Spending Factors " of Capital * Confidence




~ Technology demand and replacement of capital have been the main drivers on the
demand side. A tightening labor market should spur technology investment.

Investment _ F Demand
Spending Factors

Technology Replacement Capacity
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User cost of capital depends on interest rates and taxes (rates, expensing/
depreciation rules, etc.) Lower tax rates will boost corporate cash flow.
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equipment verticals are performing well compared to their historical strength,
e gains in replacement demand. But several appear to be peaking.

ELFF Momentum Monitor Sector Matrix
October 2017
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Macro themes for 2018? On track for solid growth, but with factors to watch closely.
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3. Great tax debate of 2017 (and 20187?)




One of the most emotional issues for business leaders is taxes. Although many observers
strongly believe that tax cuts boost growth, the evidence isn’t always clear cut.

Following 7 Years

President Average GDP Growth
Kennedy/Johnson 1964 3.9%
Reagan 1981 3.6%
Clinton (tax hike) 1993 4.0%

Bush 2001-3 1.6%

Source: Macrobond Financial



On paper we have unified Republican government. The readlity is that three separate
factions have differing policy priorities.
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key components of the “Big Six” tax reform effort:

“Big Six” Tax Reform Plan

NN X X X

Corporate tax rate reduced
from 35% to 20%

Pass-through tax rate
reduced to 25%

Reduced tax for repatriation
of overseas holdings

Top personal income tax rate
reduced from 39.6% to 35%

Elimination of the estate tax




Current prospects for tax reform?

Political pundits are doubtful of 2017 chances

“My bet is that if any kind
of tax bill is passed, either
reform or a cut, it will be

: fairly modest, leaving
‘ 1’ Republicans with the

challenge of having to

Charlie Cf’k pass lots of small things.”

Pt

Betting markets see a low chance of a tax cut in 2017
Market-implied probability of a corporate tax cutin 2017
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Banks see a better chance of tax reform in 2018

Finance officials see even odds of tax reform passing

If Senate Republicans can
pass a budget, the chances
of tax reform are between
50% and 60%.
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Here are some of the key debates about corporate tax cuts.
How much of the tax cut will go to capex? How much will go to middle-class workers?
Of additional revenue .
Exitra income for the
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What about long-run effects of tax reform? Most economists see only a modest
increase from the current trend of economic growth.

Long-Run Effects of Republican Tax plan
Wall Street Journal Survey of Economists (October 2017)
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Industry winners and losers? A reduced 20% corporate tax rate should help highly-taxed
industries (like services). Lesser-taxed industries should see comparatively less benefit.

Effective Tax Rates for Money-Making Companies, by Indusiry
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Implications? Tax reform will create cross-currents for the equipment leasing industry.
The broader U.S. economy will likely enjoy a moderate boost in the near term.
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4. Could inflation become a problem?




Conventional wisdom: inflation will remain low for the foreseeable future.

Low inflation has been the norm for nearly a decade The Fed'’s favorite measure of inflation is similarly subdued
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Typically, knowing where wages are going is a good signal for where
inflation is going.

U.S. Average Hourly Earnings
Y/Y Percent Change, Production & Non-Supervisory Workers
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Key question for economists today: why is wage growth so tame?

Current theories for explaining sluggish wage growth:

New Gallup Poll:

9 out of 10 workers report
Reserve army of that they are unthreatened

the unemployed by outsourcing

New Gallup Poll:

59% say now is a good time
to find a full-time, quality job

(up from 10% in 2010) Rise of part So why are
time work/
gig economy . wag.es
Increasing so
slowly?

San Francisco Fed Study:

Wages of workers
continuously employed
since 2012 up 4% Y/Y



My view: There is no large-scale army of unemployed people. The recent decline in
labor force participation is mostly demographic, not cyclical.

U.S. Labor Force Participation Rate
Share of 16-and-over Civilian Non-Institutional Population
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Normally, when the unemployment rate drops below 5%, wage growth accelerates
due to labor shortages. Not so this time...at least so far.

Average Hourly Earnings
Production & Nonsupervisory Workers, Y/Y % Change
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However, we are seeing evidence that wages for high-tech workers are starting to
accelerate. Will overall wage growth finally ramp up?

Average Hourly Earnings by Industry
Total Employees, Y/Y Percent Change in 3-Mo. Moving Average, September 2017
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Rising inflation? Signposts to watch.

Evidence of rising inflation?

|ﬁ

Wages of tech/information workers rise notably

Further weakening of the U.S. dollar

Lower profit margins and lower equity valuations for firms that cannot raise prices easily

A ray of good news? Rising wages would boost tax collections and help reduce federal
and state budget deficits.



5. Other SEFI takeaways




The 2017 SEFI explores other underlying trends in the U.S. economy that will shape
discussions for years to come.

The U.S. retail sector is
undergoing drastic changes

We are entering an era of U.S. manufacturing
energy abundance capacity will return




The 2017 SEFI also examines four key technologies that present significant
opportunities for the equipment leasing industry.
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é. Final thoughts




Final thoughts?

2016: a tough year for equipment finance because of
the economy’s growth pause.

Equipment finance has gotten back on track in 2017.

= Corporate tax cut likely by early 2018, but not assured.

Capex will be key to the 2018 economic growth story.
2018 should be a good year if tax reform passes.




