My name is Ben Sinclair and I cover financial services here at Odlum Brown. I joined the company in
May of last year, which makes me the new guy on the research team.
The first stock I launched coverage on was Element Financial Corporation, which then split into two
separate companies last October. The larger of the two is Element Fleet Management, and this is the
“Big Barking Dog” that I’ll be speaking about today.
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To put it broadly, Element helps organizations purchase and manage vehicles, including by providing
lease financing. So if you see a delivery truck or a service vehicle with one of these logos on it, in all
likelihood, that vehicle is not owned by the operator, but is actually leased from Element.
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Source: Element Fleet Management

Element may be best‐known as a provider of lease financing, but as you can see on this admittedly
crowded slide, the company provides a number of different services. For instance, Element helps its
customers with maintenance, purchasing fuel, and dealing with accidents. Telematics involves putting
a tracker in vehicles, and using the data to help fleets operate more efficiently. And, if customers want
to change their fleets, Element will help with selling the existing vehicles and purchasing new ones.
There are three very important things to remember here. First of all, less than half of Element’s
revenue comes from lease financing, so the company is primarily a service provider. Secondly, Element
is able to perform these services much more efficiently than their customers could by doing it
themselves. This means that customers can save significant money by working with Element. And
perhaps most importantly, clients tend to become highly reliant on these services.
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Because Element’s customers are able to save so much money, and because they have such a close
relationship with Element, they tend to be very, very loyal. Renewal rates are approximately 98%, and
150 clients have been with Element, or one of its predecessor companies, for over 50 years.
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Source: S&P, Capital IQ, Element Financial Corporation

Element is not a particularly risky business either. Credit losses are typically a tiny fraction of one per
cent. Just for perspective, that number is 10 times as high for the big 5 Canadian banks over the past 5
years. Element’s losses stayed extremely low during the credit crisis as well, so there’s very little
cyclicality here.
On top of that, with very few exceptions, Element’s customers take on the risk of declining vehicle
values. This can often be overlooked, but it’s a very important piece of the puzzle. Just to draw a
counterexample, if you look at car rental companies, they take on a big risk that their vehicles will
decline in value more than expected, which is something that Element shareholders do not have to
worry about.
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Source: Element Financial Corporation

Element’s former CEO described this company as “The Big Barking Dog” and this is why. In both
Canada and the United States, Element is by far the industry leader.
This comes with some critical advantages. For one, the company has significant bargaining power with
suppliers, whether it is auto companies, fuel providers, body shops, etc.
This is also a high‐fixed‐cost business, which benefits the largest players because they can spread
those costs among a larger customer base. For instance, there are much greater technological costs
than in years past, and companies like Element can more easily afford the best technology.
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Source: S&P, Capital IQ, Element Fleet Management

So when considering customers’ loyalty and Element’s scale, it’s no surprise that the company is very
profitable. The chart here shows Element’s return on assets, which is a common profitability measure
for financial services companies. When comparing Element to the big 5 banks, once again it’s not even
close.
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Source: Element Fleet Management

Bringing it back to our theme for the day, Element hopes to grow earnings per share by roughly 10‐
13% per year, which is about double what you should expect from the big 5 banks. This growth will
mainly come from signing up more clients, and there is plenty of runway here because three quarters
of all fleets are still self‐managed. Just to reiterate, the vast majority of fleet owners are still paying
more than they have to, and Element can save these businesses a lot of money.
Acquisitions will also play a role. Element will probably not be doing any major deals, but there are
numerous smaller fleet management companies out there, many of them focused on one or two
services. By acquiring these companies, Element can then offer new services to existing clients,
generating higher earnings along the way.
There are a couple of very important parts to this growth story. The first is Element’s profitability,
which was illustrated on the previous slide. If a company doesn’t generate high returns on investment,
then growth doesn’t really benefit shareholders at all. But as Element grows, it should come at very
high returns, which ultimately should mean a higher share price. The other factor, and this is also
something we illustrated earlier, is the loyalty of Element’s existing customers. This is absolutely
critical to the story, because if all your customers keep coming back, then growth is so much easier to
come by. It also means that if sales efforts stall, then revenue will likely be relatively flat, rather than
go into decline.
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So to wrap up, this company is a perfect example of the kind of growth companies we look for at
Odlum Brown. Because it doesn’t matter what politicians do, or if economic growth slows. Element’s
business model will remain rock‐solid, the company should generate high return on investment, and
the growth opportunities aren’t going away any time soon.
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