A Leasing Company in Manufacturer’s Clothing
Unpacking the leveraged illusion of Trinity Industries (TRN)
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The surface-level transformation hides a structural deficit

Trinity Industries (TRN) has executed a Z | %y
real strategic pivot, shifting profit 8 Diogrostic overvien
generation to a massive, high-utilization 'The Pivot: 80%+ of operating profit |

leasing fleet. “|l now from Leasing E

. . . q . 0 : | |

Yet, the underlying economic reality [ The Illusion: 14.6% GAAP ROE built |

. g on extreme 7.7x equity leverage
remains unchanged: this is a

|

highly-leveraged, capital-hungry |I'The Reality: ~5.6% peak-cycle ROIC || = |
business consistently failing to earn its | vs. 8-10% WACC F T

cost of capital through the cycle. The Valuation: Trading near |

all-time high Price/Book (2.25x) 1

The market is pricing TRN for a completed E

transformation, but the math reveals an S T — |

Incomplete, vulnerable architecture. g “‘" Eu -
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The strategic pivot reveals why leasing commands a premium
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7 . y | g " B
- $464M Operating Profit (on $1.14B Rev) $170M Operating Profit (on $2.4B Rev)
40%+ Margins — | o 5-6% Guided Margins
96-97% Utilization |l Severe cyclicality |
Context: Multi-year contracts provide recurring revenue. In FY2025, Context: Material costs represent 78% of railcars. Margins I |
while deliveries dropped 46%, leasing operating profit rose 51% YoY. | collapsed B80@-1,280 bps during the 2815-2816 downturn.

In

The asymmetry is undeniable: leasing profits grow while manufacturing earnings shrink.
But why does a 40%-margin lessor need a low-margin manufacturer dragging down its returns?
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The integrated architecture: synergistic or channel stuffing?

N - i
Manufacture =, Captive Intake
(Builds railcars; faces 1%Z (29-36% of manufactured cars
aggressive market pricing) flow directly into TRN's own fleet,

buffering external demand drops)

The Integrated Loop Diagram

Leverage

& (Non-recourse debt secured
— against car pools; LTV at 70.2%)

Lease & Manage

R e— (Deploy to customers;
' currently ~146,000 units)

1

~ Management argues this integration deserves a leasing multiple. The vulnerability?
—« Building semi-commaodity railcars to “stuff” into a debt-financed captive fleet only -
creates value if the fleet consistently generates returns above its cost of capital.
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Exposing the leveraged illusion behind a 14.6% ROE

The Leveraged Illusion Schematic Kﬁ | ] |
7.7x Equity Multiplier '

(Extreme non-recourse leverage)

1.5% ROA

(Asset Turnover 0.31x x

=" AN Egity Multiplier
Net Profit Margin 5.0%) &

(Extreme non-recourse leverage) .I

B |
The 14.6% adjusted ROE is the primary management compensation KPI, but it is an artifact of financial architecture, |
not operational excellence. Strip away the leverage, and the underlying return on assets is a highly unimpressive ~1.5%.

Management is heavily incentivized to maintain maximum leverage rather than improve raw asset efficiency.
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The ultimate test: failing to clear the cost of capital

12*: /7777777 //The WACC Zone (8%=10%) 7/ /7777 7
EE S ~5. 6%
jﬁa mw "
;: | | | (trough) . . ,

A business claiming competitive advantage must earn returns above its cost of capital through the full cycle. ii
Trinity fails this test. Even in 2024—the best year of the current cycle—estimated ROIC of ~5.6% falls well |
- short of a reasonable 8-10% WACC. The integrated model actively destroys value on total invested capital. |
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The capital treadmill: growth funded by perpetual borrowing “

+$367M - FY2825 cash flow | G'“'_'( |
+$400M - = B | | xh | =
+$350M - . N
—$300M + (The capital-hungry i
-$250M - T requirement to maintain Lo 2 i
-$200M - and grow the 146k fleet) —
+$150M -
-$100M -
+$50M -
________ Eatts s v A
$0
—-$50M -
—$100M -
-$150M : 1 |
+$367M -$350M =$17M -$170M
Operating Cash Flow Net Fleet Investment “Free" Cash Flow Shareholder Returns
(Dividends + Buybacks) .
|—|_ [l 0 BET . | S e ] Ee | F _l - ;
< | TRN generates robust operating cash, but the leasing model requires constant reinvestment. Free cash flow

——=— after fleet investment is minimal to negative. Consequently, the aggressive capital return program-
[_;ncluding reducing share count by 44% since the spin-off-is essentially funded by layering on new debt. |
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The repricing wave 1s rapidly running out of steam

Future Lease Rate Differential (FLRD)

+44.3% 1n Q1 2023

=

Only ~42% remains
r— ——! below market rates
58% of fleet ‘—

—|
‘_already reprlcecLJ il +6.0% in 04 2025

_H_

—— ]
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Post-spin revenue CAGR is effectively zero (0.5%). EPS growth has been driven entirely by financial levers and lease
rate increases. The FLRD has been a massive tailwind for 18+ consecutive quarters, but this repricing wave is
decelerating fast. As the differential compresses toward zero, a primary engine of earnings growth disappears.
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Priced like a pure lessor, performing like a hybrid

THE INDUSTRY TRIAD

GATX

TRN

——- ===

GBX

Business
Profile

ROE

Pure Lessor

Consistency |

10.5%-18% floor,
highly stable ..,

The Integrated Hybrid

Highly volatile, Rt
dipped negative in 2020

Pure Manufacturer

2.5%-31%
extreme volatility

Current
Market
Multiples

19-20x P/E,
13-18x EV/EBITDA

~16.7x P/E,
12.4x EV/EBITDA

e

9x P/E,
6x EV/EBITDA

-

The market is assigning TRN multiples approaching GATX, rewarding the leasing pivot. Howeve
TRN's return profile, lower quality of earnings (distorted by one-time Napier Park gains), and
manufacturing drag place it in a definitively lower quality tier than a pure-play lessor.
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Sum-of-the-parts provides a margin of safety, but limited upside

Sum-of-the-parts Balance Scale

r(;mss Asset Valu;:_’
~$8.5B t0 $9.1B s
Total Fleet Value +S2.2B to $2.8B =
L —‘ (Estimated market value r Resulting Equity: —’
35-45% above book) $3.7Bto $4.3B
Fleet Equity + ~S200M-
400M Manufacturing Value ||
1= =y
-54.8B
(Fleet-secured
non-recourse debt)
$6.3B Net Book $3.7B to $4.3B Fleet Equity
Value of Fleet + ~S200M-400M Manufacturing Value
[ }

At ~S§32-33 per share, TRN is not obviously mispriced. The valuation is anchored by the actual market
- value of the physical assets, partially validated by the recent Napier Park transaction. However,

monetizing this “hidden” value requires selling off the very fleet that generates the recurring cash flow.
L. _|
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‘The tightening macro squeeze on a heavily leveraged model
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Backlog Collapse

Tariff & Trade Risk

The Interest Rate Trap

$3.9Bin 2022

56% down

$1.7Bin
2025

GLOBAL
CUSTOMERS

O i SSL:B | 1008 57/,

. TOTAL DEBT

Backlog down 56% (from $3.98 in
2022 to $1.7B in 2025). 2026
expected industry deliveries
(25,000) are far below the 25-year
average (45,400).

Cross-border supply chain reliance.
TRN manufactures heavily in Mexico;
tariff uncertainty is extending
decision cycles and freezing
customer orders.

$5.4B total debt. A 100-basis-point
increase in borrowing costs reduces
pre-tax earnings by $460-60M
(~-$0.40-%0.60/share), compressing
the vital leasing spread.
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The final verdict:

sophisticated architecture, mediocre returns

LOGIC GATE

What must go right
. 1ﬁﬁ « The remaining 42% of un-

repriced fleet successfully
rolls over at higher rates.

Industry cycle recovers to
replacement demand (-40k+
units) by 2027, rescuing
manufacturing margins.

Borrowing costs remain
contained to preserve leasing
spreads on %5.4B in debt.
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What breaks the thesis

o (=] - Backlog deteriorates further
— MEN :

"_'...H 14 | { } I
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% TRN 1s a ‘Watch, Don’t Own’' prospect. 3
f The downside of cyclical exposure |
; layered with 7.7x equity leverage j
7 creates vulnerability that the 7
7 current valuation multiple ;
? simply does not discount. :f
SIS SIS SIS SIS A A IS A /]
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. » Recession compresses both

« Fleet utilization drops |
materially below 95% due to |
new supply or GATX |
competitive pressure. |

without order conversion.

lease rates and
manufacturing volumes
simultaneously.
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