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The Role of Equipment Leasing in Economic Resilience

Traditionally, businesses relied on cash, loans or revolving credit to finance equipment and technology purchases. However, with the shifting economic landscape, the demand for
cash has significantly increased. Consequently, many organizations are now exploring alternatives to fund their equipment acquisitions, with 82% of U.S. companies indicating they
lease some or all of their equipment.

In the fast-paced and capital-intensive contracting sector, equipment leasing has become an essential financial strategy for optimizing operations. For equipment dealers, leasing
presents valuable opportunities to broaden their customer base, increase revenue and offer flexible solutions to clients navigating uncertain economic conditions.

Changing Perceptions of Financing Among Customers

Customers’ views on financing have evolved dramatically. It is no longer perceived as a fallback option during financial strains; instead, it is recognized as an effective cash
management tool. Clients now evaluate various funding options — such as cash, loans and, increasingly, leases — to determine the best fit for their specific requirements.

Understanding Equipment Leasing

Equipment leasing is a financial arrangement through which a business (the lessee) rents equipment from a dealer or leasing company (the lessor) for a predetermined period.
Instead of an outright purchase, the lessee makes regular payments to use the equipment, often with options to buy, upgrade or return it at the lease term’s conclusion. This model
is especially prevalent in the equipment industry, where machinery can be costly and technological advancements are frequent. Leasing allows equipment dealers to offer an
alternative to direct sales, enabling them to better serve a diverse clientele, including small and medium-sized businesses lacking the capital for outright purchases.

Types of Equipment Leasing
Several types of equipment leasing arrangements cater to different business needs:

1. Capital Lease (Finance Lease): This lease type functions similarly to a loan, with the lessee taking on ownership-like responsibilities, such as maintenance and insurance. At
the end of the lease term, the lessee typically has the option to purchase the equipment at a reduced price; this makes capital leases ideal for businesses intending to use the
equipment long term.

2. Operating Lease (FMV Lease): Operating leases are short-term rental agreements where the lessor retains ownership of the equipment. They are suitable for businesses requiring
equipment for specific projects or those seeking to mitigate obsolescence risks. Operating leases are often more affordable and flexible, featuring lower monthly payments, and are
commonly structured around 24- or 36-month terms that align with the equipment’s warranty period.

3. Lease-to-Own: This arrangement allows lessees to make payments with the intention of owning the equipment at the end of the lease. A portion of each payment goes toward the
purchase price, making this option appealing for businesses aiming for eventual ownership.

4. Seasonal or Short-Term Leases: Tailored for businesses with fluctuating equipment needs, these leases offer flexibility for short-term projects or seasonal work. Equipment
dealers can leverage these leasing options to attract clients requiring machinery for a limited duration.

In summary, equipment leasing serves as a strategic financial tool for construction equipment dealers, allowing them to adapt to changing customer demands and market conditions.

Understanding Equipment Leasing for Equipment Dealers

Equipment leasing is a valuable tool for equipment dealers to navigate the complexities faced by their sales teams. By offering leasing options, dealers can give potential
customers the convenience of monthly payments rather than requiring the full up-front cost of equipment. This approach can help avoid excessive discounting, enabling dealers to
competitively

position their offerings without sacrificing profit margins.

Leasing facilitates immediate sales and creates opportunities for recurring revenue as customer contracts near their expiration. This approach allows dealers to renew leases or
upgrade equipment while incorporating related soft costs — such as training, freight, warranties and installation — into manageable monthly payments. By offering 100% financing,
dealers can position themselves as comprehensive solution providers, appealing to a wider range of customers.

In today’s economic environment, access to alternative financing options is particularly important for equipment buyers, who may face budget constraints. Dealers that offer
diverse financing solutions enhance their credibility as affordable providers, ultimately fostering long-term customer loyalty.

Here’s a closer look at how the leasing process typically works for equipment dealers:

1. Customer Inquiry: A potential customer approaches the dealer seeking equipment for a project. Instead of a direct purchase, the dealer introduces leasing as an alternative,
highlighting its financial and operational advantages while focusing on monthly payments and cash flow benefits.

2. Lease Agreement: The dealer or a partnering leasing company drafts a lease agreement that outlines key terms, including lease duration, payment schedules and end-of-lease
options (such as returning, upgrading or purchasing the equipment).

3. Equipment Payments: After the lease agreement is signed, the dealer delivers the equipment to the customer. The dealer may include preventive maintenance and support services
as part of the lease package, with these additional costs often capitalized within the lease.

4. Regular Payments: The customer then makes regular payments to the dealer or the leasing company. These payments are frequently tax-deductible as a business expense, and there
are options for monthly, quarterly, semiannual or annual payment structures.

5. End-of-Lease Options: At the lease’s conclusion, the customer can choose to return the equipment, extend the lease month-to-month, renew for a specified term (typically at a
lower monthly rate), upgrade to newer models, or purchase the equipment at a predetermined price.

Advantages of Equipment Leasing for Equipment Dealers

Equipment leasing presents numerous benefits for construction equipment dealers, beyond establishing a strategic avenue for growth and enhancing customer satisfaction. Here are
some key advantages:



1. Expanded Customer Base: By providing leasing options, dealers can attract customers who lack the capital for outright purchases, such as small businesses and budget-constrained
contractors.

2. Competitive Advantage: Leasing offers flexibility, allowing dealers to meet varied customer needs. Dealers who include leasing options are often perceived as more customer-
oriented and adaptable.

3. Reduced Risk of Obsolescence: Leasing allows for regular inventory updates with the latest equipment, enabling customers to lease modern models and decreasing the risk of
outdated stock.

4. Reliable Source if Quality Used Equipment: Leasing creates a steady supply of quality used equipment, typically maintained to high standards. This equipment can be more
profitable for resale, often yielding higher margins than new equipment sales without incurring wholesale floor plan costs.

5. Tax Benefits: Lease payments are often classified as operating expenses, thus tax-deductible for lessees. First amendment leases, in particular, allow customers to benefit from
tax depreciation on a capital lease and operating lease categorization for GAAP reporting.

6. Customer Loyalty: Leasing fosters long-term client relationships, reinforcing dealer-customer bonds and encouraging repeat business.

Leasing equipment is an impactful strategy for dealers in the industry. This approach caters to the diverse needs of customers — who often seek financial flexibility and access to
the latest machinery — and propels business growth by allowing dealers to expand their offerings without the burden of significant up-front costs. By providing clients with
affordable, short-term access to high-quality equipment, dealers can build stronger relationships, enhance customer satisfaction and increase market competitiveness. Equipment
leasing is a powerful strategy for equipment dealers. It effectively meets customer needs while driving significant business growth through unparalleled financial flexibility.
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