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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
_______________________________________________________________________________
FORM 10-Q

xQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended September 30, 2016
OR

oTRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

Commission File Number 001-33139
HERC HOLDINGS INC.
(Exact name of registrant as specified in its charter)
Delaware
(State or other jurisdiction of
incorporation or organization)

20-3530539
(I.R.S. Employer
Identification Number)

27500 Riverview Center Blvd.
Bonita Springs, Florida 34134
(239) 301-1000
(Address, including Zip Code, and telephone number,
including area code, of registrant's principal executive offices)

Not Applicable
(Former name, former address and former fiscal year,
if changed since last report.)

Indicate by check mark whether the registrant; (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes x No o

Edgar Filing: HERC HOLDINGS INC - Form 10-Q

1



Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of "large accelerated filer," "accelerated filer" and "smaller
reporting company" in Rule 12b-2 of the Exchange Act.
Large accelerated filer xAccelerated filer oNon-accelerated filer oSmaller reporting company o

(Do not check if a smaller
reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes o No x
Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.

Class

Shares
Outstanding
at November
4, 2016

Common Stock, par value $0.01 per share 28,312,817
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PART I—FINANCIAL INFORMATION
ITEM l.    FINANCIAL STATEMENTS

HERC HOLDINGS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED BALANCE SHEETS
Unaudited
(In millions, except par value)

September 30,
2016

December
31, 2015

ASSETS
Cash and cash equivalents $ 51.9 $15.7
Restricted cash and cash equivalents 4.7 16.0
Receivables, net of allowance of $26.7 and $23.8, respectively 290.0 287.8
Taxes receivable 7.5 8.7
Inventories 24.5 22.3
Prepaid expenses and other current assets 12.2 11.0
Total current assets 390.8 361.5
Revenue earning equipment, net 2,487.1 2,382.5
Property and equipment, net 270.2 246.6
Other intangible assets, net 303.7 300.5
Goodwill 91.0 91.0
Other long-term assets 35.2 14.9
Total assets $ 3,578.0 $3,397.0
LIABILITIES AND EQUITY
Current maturities of long-term debt $ 15.5 $10.2
Loans payable to affiliates — 73.2
Accounts payable 262.9 109.5
Accrued liabilities 102.5 47.8
Taxes payable 12.3 41.6
Total current liabilities 393.2 282.3
Long-term debt 2,124.4 53.3
Deferred taxes 666.7 727.3
Other long-term liabilities 41.3 32.1
Total liabilities 3,225.6 1,095.0
Commitments and contingencies (Note 9)
Equity:
Preferred Stock, $0.01 par value, 13.3 shares authorized, no shares issued and outstanding — —
Common Stock, $0.01 par value, 133.3 shares authorized, 31.0 and 30.9 shares issued and
28.3 and 28.2 shares outstanding 0.3 0.3

Additional paid-in capital 1,772.2 3,734.6
Accumulated deficit (612.0 ) (605.5 )
Accumulated other comprehensive loss (116.1 ) (135.4 )
Treasury Stock, at cost, 2.7 shares and 2.7 shares (692.0 ) (692.0 )
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Total equity 352.4 2,302.0
Total liabilities and equity $ 3,578.0 $3,397.0

The accompanying notes are an integral part of these financial statements.
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HERC HOLDINGS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF OPERATIONS
Unaudited
(In millions, except per share data)

Three Months
Ended
September 30,

Nine Months
Ended September
30,

2016 2015 2016 2015
Revenues:
Equipment rentals $360.3 $373.2 $996.0 $1,052.5
Sales of revenue earning equipment 24.9 30.4 94.0 124.5
Sales of new equipment, parts and supplies 15.7 25.3 50.9 68.2
Service and other revenues 2.7 2.9 8.7 10.6
Total revenues 403.6 431.8 1,149.6 1,255.8
Expenses:
Direct operating 169.6 185.7 487.3 538.2
Depreciation of revenue earning equipment 89.1 87.9 255.1 257.6
Cost of sales of revenue earning equipment 27.5 28.7 111.6 110.4
Cost of sales of new equipment, parts and supplies 12.1 20.6 39.2 54.3
Selling, general and administrative 67.0 62.8 200.5 206.0
Restructuring 0.1 2.5 3.5 3.5
Interest expense, net 32.3 9.3 52.1 27.8
Other income, net (0.8 ) (1.2 ) (2.2 ) (3.8 )
Total expenses 396.9 396.3 1,147.1 1,194.0
Income before income taxes 6.7 35.5 2.5 61.8
Income tax expense (3.7 ) (14.7 ) (9.0 ) (28.7 )
Net income (loss) $3.0 $20.8 $(6.5 ) $33.1
Weighted average shares outstanding:
Basic 28.3 30.3 28.3 30.5
Diluted 28.3 30.3 28.3 30.5
Earnings (loss) per share:
Basic $0.11 $0.69 $(0.23 ) $1.09
Diluted $0.11 $0.69 $(0.23 ) $1.09

The accompanying notes are an integral part of these financial statements.
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HERC HOLDINGS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
Unaudited
(In millions)

Three Months
Ended
September 30,

Nine Months
Ended
September 30,

2016 2015 2016 2015
Net income (loss) $3.0 $20.8 $(6.5 ) $33.1
Other comprehensive income (loss):
Foreign currency translation adjustments (0.6 ) (34.6 ) 23.3 (47.7 )
Defined benefit pension plans:
Amortization of actuarial losses and settlement losses 0.5 0.1 1.4 0.5
Net loss arising during the period — — (7.8 ) (0.2 )
Income tax (provision) benefit related to defined benefit pension plans (0.2 ) 0.2 2.4 0.1
Total other comprehensive income (loss) (0.3 ) (34.3 ) 19.3 (47.3 )
Total comprehensive income (loss) $2.7 $(13.5) $12.8 $(14.2)

The accompanying notes are an integral part of these financial statements.

3

Edgar Filing: HERC HOLDINGS INC - Form 10-Q

7



Table of Contents              

HERC HOLDINGS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF CHANGES IN EQUITY
Unaudited
(In millions)

Common
Stock Additional

Paid-In
Capital

Retained
Earnings
(Accumulated
Deficit)

Accumulated
Other
Comprehensive
Income (Loss)

Treasury
Stock

Total
EquityBalance at: SharesAmount

December 31, 2015 28.2 $ 0.3 $3,734.6 $ (605.5 ) $ (135.4 ) $(692.0) $2,302.0
Net loss — — — (6.5 ) — — (6.5 )
Other comprehensive income — — — — 19.3 — 19.3
Net settlement on vesting of equity
awards — — (0.5 ) — — — (0.5 )

Stock-based compensation charges — — 3.8 — — — 3.8
Exercise of stock options and other 0.1 — 10.0 — — — 10.0
Distribution and net transfers to THC — — (1,975.7 ) — — — (1,975.7 )
September 30, 2016 28.3 $ 0.3 $1,772.2 $ (612.0 ) $ (116.1 ) $(692.0) $352.4

Common
Stock Additional

Paid-In
Capital

Retained
Earnings
(Accumulated
Deficit)

Accumulated
Other
Comprehensive
Income (Loss)

Treasury
Stock

Total
EquityBalance at: SharesAmount

December 31, 2014 30.6 $ 0.3 $2,530.0 $ (716.8 ) $ (32.3 ) $(87.5 ) $1,693.7
Net income — — — 33.1 — — 33.1
Other comprehensive loss — — — — (47.3 ) — (47.3 )
Net settlement on vesting of equity
awards — — (4.5 ) — — — (4.5 )

Stock-based compensation charges — — 2.3 — — — 2.3
Shares repurchased (1.0 ) — — — — (261.7 ) (261.7 )
Capital contributions from affiliates — — 101.7 — — — 101.7
Net transfers from THC — — 440.0 — — — 440.0
September 30, 2015 29.6 $ 0.3 $3,069.5 $ (683.7 ) $ (79.6 ) $(349.2) $1,957.3

The accompanying notes are an integral part of these financial statements.
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HERC HOLDINGS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF CASH FLOWS
Unaudited
(In millions)

Nine Months
Ended
September 30,
2016 2015

Cash flows from operating activities:
Net income (loss) $(6.5) $33.1
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation of revenue earning equipment 255.1 257.6
Depreciation of property and equipment 29.1 30.3
Amortization of other intangible assets 3.8 27.8
Amortization of deferred financing costs 4.2 3.4
Stock-based compensation charges 3.8 2.3
Provision for receivables allowance 24.4 29.6
Deferred taxes 9.0 (0.5 )
Loss (gain) on sale of revenue earning equipment 17.6 (14.2 )
Gain on sale of property and equipment (0.8 ) (1.2 )
Income from joint ventures (2.1 ) (3.0 )
Other 2.0 2.0
Changes in assets and liabilities:
Receivables (40.4 ) (20.8 )
Inventories, prepaid expenses and other assets (11.4 ) (16.0 )
Accounts payable 25.1 5.9
Accrued liabilities and other long-term liabilities 56.3 6.7
Taxes receivable and payable 1.7 34.0
Net cash provided by operating activities 370.9 377.0
Cash flows from investing activities:
Net change in restricted cash and cash equivalents 11.3 6.6
Revenue earning equipment expenditures (325.7) (537.8)
Proceeds from disposal of revenue earning equipment 99.0 126.8
Property and equipment expenditures (29.2 ) (67.1 )
Proceeds from disposal of property and equipment 4.1 7.9
Other investing activities — (0.4 )
Net cash used in investing activities (240.5) (464.0)

The accompanying notes are an integral part of these financial statements.

5

Edgar Filing: HERC HOLDINGS INC - Form 10-Q

9



Table of Contents
HERC HOLDINGS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED AND COMBINED STATEMENTS OF CASH FLOWS (Continued)
Unaudited
(In millions)

Nine Months
Ended September
30,
2016 2015

Cash flows from financing activities:
Proceeds from issuance of long-term debt 1,235.0 —
Proceeds from revolving line of credit 1,646.0 1,455.6
Repayments on revolving line of credit (794.0 ) (1,546.4)
Principal payments under capital lease obligations (8.7 ) (6.6 )
Proceeds from exercise of stock options and other 10.0 —
Net settlement on vesting of equity awards (0.5 ) (4.5 )
Purchase of treasury stock — (261.7 )
Capital contributions from affiliates — 101.7
Distribution and net transfers to THC (2,073.5) 440.0
Net financing activities with affiliates (67.4 ) (103.4 )
Payment of debt issuance costs (41.5 ) —
Net cash provided by (used in) financing activities (94.6 ) 74.7
Effect of foreign exchange rate changes on cash and cash equivalents 0.4 (3.0 )
Net increase (decrease) in cash and cash equivalents during the period 36.2 (15.3 )
Cash and cash equivalents at beginning of period 15.7 18.9
Cash and cash equivalents at end of period $51.9 $ 3.6

Supplemental disclosure of cash flow information:
Cash paid for interest, net of amounts capitalized $15.2 $ 24.6
Cash paid for income taxes, net of refunds $1.1 $ 6.9
Supplemental disclosure of non-cash investing activity:
Purchases of revenue earning equipment in accounts payable $119.1 $ 1.2
Purchases of property and equipment in accounts payable $8.8 $ —
Supplemental disclosure of non-cash financing activity:
Non-cash settlement of transactions with THC through equity $97.9 $ —
Supplemental disclosure of non-cash investing and financing activity:
Equipment acquired through capital lease $20.3 $ —

The accompanying notes are an integral part of these financial statements.
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HERC HOLDINGS INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS
Unaudited

Note 1—Background 

Herc Holdings Inc. ("we", "us", "our", "Herc Holdings" or "the Company," or as the context requires, "its") is among
the largest equipment rental companies in North America. It conducts substantially all of its operations through
subsidiaries, including Herc Rentals Inc. ("Herc"). Operations are conducted under the Herc Rentals brand in the
United States and under the Hertz Equipment Rental brand in Canada, China, the United Kingdom and through joint
ventures in Saudi Arabia and Qatar. At September 30, 2016, the Company had approximately 270 company-operated
locations, as well as approximately 15 franchisee owned locations. The Company has been in the equipment rental
business since 1965 and is a full-line equipment rental supplier in key markets, including commercial and residential
construction, industrial and manufacturing, civil infrastructure, automotive, government and municipalities, energy,
remediation, emergency response, facilities, entertainment and agriculture, as well as refineries and
petrochemicals. The equipment rental business is supported by ProSolutionsTM, the Company's industry specific
solutions-based services, and its professional grade tools, commercial vehicles, and pump, power and climate control
product offerings.

On June 30, 2016, the Company, under its former Hertz Global Holdings, Inc. name (in its form prior to the Spin-Off,
"Hertz Holdings"), completed a spin-off (the “Spin-Off”) of its global vehicle rental business through a dividend to
stockholders of all of the issued and outstanding common stock of Hertz Rental Car Holding Company, Inc., which
was re-named Hertz Global Holdings, Inc. (“New Hertz”) in connection with the Spin-Off. New Hertz is now an
independent public company and trades on the New York Stock Exchange under the symbol “HTZ.” The Company
changed its name to Herc Holdings Inc. on June 30, 2016 and trades on the New York Stock Exchange under the
symbol “HRI.” Following the Spin-Off, the Company continues to operate its global equipment rental business through
its operating subsidiaries, including Herc Rentals Inc. (“Herc”). New Hertz continues to operate its global vehicle rental
business through its operating subsidiaries including The Hertz Corporation ("THC").

For accounting purposes, due to the relative significance of New Hertz to Hertz Holdings, New Hertz was considered
the spinnor or divesting entity and Herc Holdings was considered the spinnee or divested entity. As a result, despite
the legal form of the transaction, New Hertz was the “accounting successor” to Hertz Holdings. Under the accounting
rules, the historical financial information of New Hertz is required to reflect the financial information of Hertz
Holdings, as if New Hertz spun off Herc Holdings in the Spin-Off. In contrast, the historical financial information of
Herc Holdings, including certain information presented in these condensed consolidated and combined financial
statements, reflects the financial information of the equipment rental business and certain parent legal entities of Herc
as historically operated as part of Hertz Holdings, as if Herc Holdings was a stand-alone company for all periods
presented. The historical financial information of Herc Holdings presented in these condensed consolidated and
combined financial statements is not necessarily indicative of what Herc Holdings’ financial position or results of
operations actually would have been had Herc Holdings operated as a separate, independent company for the periods
presented.

Note 2—Basis of Presentation and Recently Issued Accounting Pronouncements 

Basis of Presentation

The Company prepares its condensed consolidated and combined financial statements in conformity with accounting
principles generally accepted in the United States (“U.S. GAAP”). In the opinion of management, the condensed
consolidated and combined financial statements reflect all adjustments of a normal recurring nature that are necessary
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for a fair presentation of the results for the interim periods presented. Interim results are not necessarily indicative of
results for a full year. The year-end condensed balance sheet data was derived from audited financial statements, but
does not include all disclosures required by U.S. GAAP.

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and footnotes. Actual results could differ
materially from those estimates.

Significant estimates inherent in the preparation of the condensed consolidated and combined financial statements
include depreciation of revenue earning equipment, reserves for litigation and other contingencies, accounting for
income taxes, pension and postretirement benefits, the recoverability of long-lived assets, useful lives and impairment
of long-lived tangible and intangible assets including goodwill and trade name, valuation of stock-based
compensation, reserves for restructuring, allowances for receivables and, prior to the Spin-Off, allocated general
corporate expenses from THC, among others.

7
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HERC HOLDINGS INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS (Continued)
Unaudited

The Quarterly Report on Form 10-Q for the quarter ended June 30, 2016 was the Company's first periodic report made
post-Spin-Off as a stand-alone public company comprised of only the equipment rental business. The condensed
consolidated and combined financial statements were presented on a basis of accounting that reflected a change in
reporting entity and were adjusted for the effects of the Spin-Off. The condensed consolidated and combined financial
statements and selected financial information represent only those operations, assets, liabilities and equity that form
Herc Holdings on a stand-alone basis. Since the Spin-Off occurred on June 30, 2016, the financial statements in this
Quarterly Report on Form 10-Q for the quarter ended September 30, 2016 (this "Report") represent the carve-out
financial results for the first six months of 2016, including the Spin-Off impacts, and actual results for the three
months ended September 30, 2016. All prior period amounts represent carve-out financial results.

Principles of Consolidation

The condensed consolidated and combined financial statements include the accounts of Herc Holdings and its wholly
owned domestic and international subsidiaries. In the event that the Company is a primary beneficiary of a variable
interest entity, the assets, liabilities, and results of operations of the variable interest entity are included in the
Company's condensed consolidated and combined financial statements. The Company accounts for its investments in
joint ventures using the equity method when it has significant influence but not control and is not the primary
beneficiary. All significant intercompany transactions have been eliminated in consolidation.

Transactions between the Company and THC and its affiliates prior to the Spin-Off are herein referred to as “related
party” or “affiliated” transactions for the periods presented. Effective with the Spin-Off on June 30, 2016, all transactions
with THC and its affiliates were settled and paid in full. Effective upon the Spin-Off, the Company entered into a
Transition Services Agreement ("TSA") with New Hertz. See Note 15, "Arrangements with New Hertz" for further
information.

For periods prior to the Spin-Off, the condensed consolidated and combined financial statements include net interest
expense on loans receivable and payable to affiliates and expense allocations for certain corporate functions
historically performed by THC, including, but not limited to, general corporate expenses related to finance, legal,
information technology, human resources, communications, employee benefits and incentives, insurance and
stock-based compensation. These expenses were allocated to the Company on the basis of direct usage when
identifiable, with the remainder allocated on the basis of revenues, operating expenses, headcount or other relevant
measures. Management believes the assumptions underlying the condensed consolidated and combined financial
statements, including the assumptions regarding the allocation of corporate expenses from THC, are reasonable.
Nevertheless, the condensed consolidated and combined financial statements may not include all of the expenses that
would have been incurred had the Company been a stand-alone company during the periods presented and may not
reflect the Company's condensed consolidated and combined financial position, results of operations and cash flows
had the Company been a stand-alone company during the periods presented. Actual costs that would have been
incurred if the Company had been a stand-alone company would have depended on multiple factors, including
organizational structure and strategic decisions made in various areas, including information technology and
infrastructure. For additional information related to costs allocated to the Company by THC, see Note 14, "Related
Party Transactions."

Stock Split 
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On June 30, 2016, the Company effected a 1-for-15 reverse stock split. The reverse stock split reduced the number of
authorized shares of common stock and preferred stock to 133.3 million and 13.3 million, respectively. All share data
and per share amounts have been retroactively adjusted for the reverse stock split in the accompanying condensed
consolidated and combined financial statements and notes thereto for all periods presented. The retroactive
adjustments resulted in the reclassification of $4.3 million from common stock to additional paid-in capital on the
condensed consolidated and combined statements of changes in equity at September 30, 2015.

Reclassification of Prior Period Presentation

Certain prior period amounts have been reclassified for consistency with the current period presentation. These
reclassifications had no effect on the reported condensed consolidated and combined balance sheets, results of
operations, equity or cash flows for any period presented.

8
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HERC HOLDINGS INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS (Continued)
Unaudited

Correction of Errors 

During the Spin-Off and distribution process, the Company determined that certain historical balances that were
attributed to Herc entities should have been attributed to THC. These classification errors were primarily caused by
the historical mapping of certain entities to the Herc segment for Hertz Holdings and THC financial reporting
purposes. As a result, certain historical balances related to Hertz Holdings and THC were inadvertently included in the
historical carve-out financial statements of the Company. The Company assessed the materiality of these errors, both
quantitatively and qualitatively, and concluded that the adjustments are not material to any prior annual or interim
financial statements.

The Company has revised its previously reported condensed consolidated and combined balance sheet, statements of
other comprehensive income (loss), statements of changes in equity and statement of cash flows in this Report to
correct these errors. The Company will also correct its previously reported financial statements in its future quarterly
and annual filings. There was no impact of these errors to the condensed consolidated and combined statements of
operations for any period. The table below reflects the impact of the revisions to amounts included in this Report that
were previously reported by the Company and also reflects the retroactive impact of the June 30, 2016 stock split, as
described above under the heading "Stock Split" (in millions).

Nine Months Ended
September 30, 2015
As
Previously
Reported

Adjustments As
Revised

Condensed Consolidated and Combined Statements of Other Comprehensive Income
(Loss)
Total other comprehensive income (loss) $(70.9) $ 23.6 $ (47.3 )
Total comprehensive income (loss) (37.8 ) 23.6 (14.2 )

September 30, 2015

As
Previously
Reported

Adjustments

Impact
of
Stock
Split

As
Revised

Condensed Consolidated and Combined Statements of Changes in Equity
Additional paid-in capital $3,182.1 $ (116.9 ) $ 4.3 $3,069.5
Accumulated other comprehensive loss (173.3 ) 93.7 — (79.6 )

Nine Months Ended
September 30, 2015
As
Previously
Reported

Adjustments As
Revised

Condensed Consolidated and Combined Statements of Cash Flows
Net cash provided by operating activities $378.5 $ (1.5 ) $ 377.0
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Net cash provided by financing activities 86.3 (11.6 ) 74.7
Cash and cash equivalents at end of period 16.7 (13.1 ) 3.6

The Company has revised its condensed consolidated and combined statement of operations for the nine months
ended September 30, 2015 to correct the recording of $6.2 million of expense from selling, general and administrative
expense into direct operating expense which did not impact net income. The correction resulted from incorrect
mapping of certain expense accounts to the financial statement line items.

9
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HERC HOLDINGS INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS (Continued)
Unaudited

Recent Accounting Pronouncements

Adopted

Accounting for Share-Based Payments When the Terms of an Award Provide That a Performance Target Could be
Achieved After the Requisite Service Period

In June 2014, the Financial Accounting Standards Board ("FASB") issued guidance requiring that a performance
target in a share-based payment award that affects vesting and that can be achieved after the requisite service period is
completed is to be accounted for as a performance condition; therefore, compensation cost should be recognized in the
period in which it becomes probable that the performance target will be achieved, and the amount of compensation
cost recognized should be based on the portion of the service period fulfilled. The Company adopted this guidance
prospectively on January 1, 2016 in accordance with the effective date. Adoption of this new guidance did not impact
the Company’s financial position, results of operations or cash flows.

Amendments to the Consolidation Analysis

In February 2015, the FASB issued guidance that changes the analysis that a reporting entity must perform to
determine whether it should consolidate certain types of legal entities. The Company adopted this guidance
retrospectively on January 1, 2016 in accordance with the effective date. Adoption of this new guidance did not
impact the Company’s financial position, results of operations or cash flows.

Simplifying the Presentation of Debt Issuance Costs

In April 2015, the FASB issued guidance requiring debt issuance costs related to a recognized debt liability be
presented in the balance sheet as a direct deduction from the carrying amount of that debt liability. In August 2015,
the FASB issued guidance clarifying that debt issuance costs related to line-of-credit and other revolving debt
arrangements may be deferred and presented as an asset. The Company adopted this guidance retrospectively on
January 1, 2016 in accordance with the effective date. The adoption of this new guidance did not impact the
Company's financial position, results of operations or cash flows for any periods prior to 2016.

Customer’s Accounting for Fees Paid in a Cloud Computing Arrangement

In April 2015, the FASB issued guidance for customers about whether a cloud computing arrangement includes a
software license. If a cloud computing arrangement includes a software license, then the customer should account for
the software license element of the arrangement consistent with the acquisition of other software licenses. If a cloud
computing arrangement does not include a software license, the customer should account for the arrangement as a
service contract. The Company adopted this guidance prospectively on January 1, 2016 in accordance with the
effective date. Adoption of this new guidance did not impact the Company’s financial position, results of operations or
cash flows.

Not Yet Adopted

Revenue from Contracts with Customers
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In May 2014, the FASB issued guidance that will replace most existing revenue recognition guidance in U.S. GAAP.
The new guidance applies to all contracts with customers except for leases, insurance contracts, financial instruments,
certain nonmonetary exchanges and certain guarantees. The core principle of the guidance is that an entity should
recognize revenue for the transfer of goods or services equal to the amount that it expects to be entitled to receive for
those goods or services. The new principles-based revenue recognition model requires an entity to perform five steps
in its analysis: 1) identify the contract(s) with a customer, 2) identify the performance obligations in the contract, 3)
determine the transaction price, 4) allocate the transaction price to the performance obligations in the contract, and 5)
recognize revenue when (or as) the entity satisfies a performance obligation. Under the new guidance, performance
obligations in a contract will be separately identified, which may impact the timing of recognition of the revenue
allocated to each obligation. The measurement of revenue recognized may also be impacted by identification of new
performance obligations and other matters, such as collectability and variable consideration. Also, additional
disclosures are required about the nature, amount, timing and uncertainty of revenue and cash flows arising from
customer contracts, including significant judgments and changes in judgments. The new guidance may be adopted on
either a full or modified retrospective

10
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basis. As originally issued, the guidance was effective for annual reporting periods beginning after December 15,
2016, including interim periods within those reporting periods. However in July 2015, the FASB agreed to defer the
effective date until annual and interim reporting periods beginning after December 15, 2017.

In March 2016, the FASB issued clarifying guidance on assessing whether an entity is a principal or an agent in a
revenue transaction, which impacts whether an entity reports revenue on a gross or net basis. In April 2016, the FASB
issued guidance that reduces the complexity for identifying performance obligations and clarifies the implementation
guidance on licensing for intellectual property. In May 2016, the FASB issued guidance that clarifies the collectability
criterion, the presentation of sales taxes, and non-cash consideration, and provides additional implementation practical
expedients. The Company is in the process of determining the method and timing of adoption and assessing the
overall impacts of adopting this guidance on its financial position, results of operations and cash flows.

Simplifying the Subsequent Measurement of Inventory

In July 2015, the FASB issued guidance that requires inventory to be measured at the lower of cost and net realizable
value (rather than cost or market), excluding inventory measured using the last-in, first-out method or the retail
inventory method. Net realizable value is defined as the estimated selling prices in the ordinary course of business,
less reasonably predictable costs of completion, disposal, and transportation. This guidance is effective prospectively
for annual periods beginning after December 15, 2016 and interim periods within those annual periods. The Company
has assessed the potential impacts from future adoption of this guidance and has determined that there will be no
impact on its financial position, results of operations and cash flows.

Recognition and Measurement of Financial Assets and Financial Liabilities

In January 2016, the FASB issued guidance that makes several changes to the manner in which financial assets and
liabilities are accounted for, including, among other things, a requirement to measure most equity investments at fair
value with changes in fair value recognized in net income (with the exception of investments that are consolidated or
accounted for using the equity method or a fair value practicability exception), and amends certain disclosure
requirements related to fair value measurements and financial assets and liabilities. This guidance is effective for
annual periods beginning after December 15, 2017 and interim periods within those annual periods using a modified
retrospective transition method for most of the requirements. The Company is in the process of assessing the potential
impacts of adopting this guidance on its financial position, results of operations and cash flows.

Leases

In February 2016, the FASB issued guidance that replaces the existing lease guidance. The new guidance establishes a
right-of-use (“ROU”) model that requires a lessee to record a ROU asset and lease liability on the balance sheet for all
leases with terms longer than 12 months. Leases will be classified as either finance or operating, with classification
affecting the pattern of expense recognition in the income statement. This guidance also expands the requirements for
lessees to record leases embedded in other arrangements and the required quantitative and qualitative disclosures
surrounding leases. Accounting guidance for lessors is largely unchanged. This guidance is effective for annual
periods beginning after December 15, 2018 and interim periods within those annual periods using a modified
retrospective transition approach. The Company is in the process of assessing the potential impacts of adopting this
guidance on its financial position, results of operations and cash flows.

Edgar Filing: HERC HOLDINGS INC - Form 10-Q

19



Simplifying the Transition to the Equity Method of Accounting

In March 2016, the FASB issued guidance that eliminates the requirement to apply the equity method of accounting
retrospectively when significant influence over a previously held investment is obtained. Rather, the guidance requires
the investor to add the cost of acquiring the additional interest in the investee to the current basis of the investor’s
previously held interest and adopt the equity method of accounting as of the date the investment becomes qualified for
equity method of accounting. This guidance is effective prospectively for annual periods beginning after December
15, 2016 and interim periods within those annual periods. The Company has assessed the potential impacts from
future adoption of this guidance and has determined that there will be no impact on its financial position, results of
operations and cash flows.
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Improvements to Employee Share-Based Payment Accounting

In March 2016, the FASB issued guidance that simplifies several areas of employee share-based payment accounting,
including income taxes, forfeitures, minimum statutory withholding requirements, and classifications within the
statement of cash flows. Most significantly, the new guidance eliminates the need to track tax “windfalls” in a separate
pool within additional paid-in capital; instead, excess tax benefits and tax deficiencies will be recorded within income
tax expense. The new guidance also gives entities the ability to elect whether to estimate forfeitures or account for
them as they occur. Different adoption methods are required for the various aspects of the new guidance, including the
retrospective, modified retrospective and prospective approaches, effective for annual periods beginning after
December 15, 2016 and interim periods within those annual periods. The Company is in the process of assessing the
impacts of adopting this guidance on its financial position, results of operations and cash flows.

Statement of Cash Flows: Classification of Certain Cash Receipts and Cash Payments

In August 2016, the FASB issued guidance to eliminate the diversity in practice related to the classification of certain
cash receipts and payments in the statement of cash flows, by adding or clarifying guidance on eight specific cash
flow issues. This guidance is effective for annual and interim reporting periods beginning after December 15, 2017,
with early adoption permitted. The Company is currently evaluating the new guidance and has not determined the
impact adopting this guidance may have on its statement of cash flows.

Note 3—Revenue Earning Equipment 

Revenue earning equipment consists of the following (in millions):
September 30,
2016

December
31, 2015

Revenue earning equipment $ 3,760.1 $3,526.2
Less: Accumulated depreciation (1,273.0 ) (1,143.7 )
Revenue earning equipment, net $ 2,487.1 $2,382.5

Note 4—Debt 

The Company's debt consists of the following (in millions):
Weighted Average Interest
Rate at September 30, 2016

Fixed or Floating
Interest Rate Maturity September 30,

2016
December 31,
2015

Senior Secured Second
Priority Notes
2022 Notes 7.50% Fixed 2022 $ 610.0 $ —
2024 Notes 7.75% Fixed 2024 625.0 —
Other Debt
ABL Credit Facility 2.49% Floating 2021 852.0 —
Capital leases 3.98% Fixed 2016-2021 74.4 63.5
Predecessor ABL Facility N/A Floating N/A — —

(21.5 ) —
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Unamortized Debt
Issuance Costs(a)

Total debt 2,139.9 63.5
Less: Current maturities
of long-term debt (15.5 ) (10.2 )

Long-term debt $ 2,124.4 $ 53.3

(a)
Unamortized debt issuance costs totaling $18.0 million related to the ABL Credit Facility (as defined below) are
included in "Other long-term assets" in the condensed consolidated and combined balance sheet as of
September 30, 2016. 

12
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Senior Secured Second Priority Notes

In June 2016, Herc issued $610.0 million aggregate principal amount of 7.50% senior secured second priority notes
due 2022 (the "2022 Notes") and $625.0 million aggregate principal amount of 7.75% senior secured second priority
notes due 2024 (the "2024 Notes" and, together with the 2022 Notes, the "Notes"). Interest on the 2022 Notes accrues
at the rate of 7.50% per annum and is payable semi-annually in arrears on June 1 and December 1, commencing on
December 1, 2016. The 2022 Notes mature on June 1, 2022. Interest on the 2024 Notes accrues at the rate of 7.75%
per annum and is payable semi-annually in arrears on June 1 and December 1, commencing on December 1, 2016.
The 2024 Notes mature on June 1, 2024.

ABL Credit Facility

In connection with the Spin-Off on June 30, 2016, the Company, through its Herc subsidiary, entered into a new
asset-based revolving credit agreement that provides for senior secured revolving loans up to a maximum aggregate
principal amount of $1,750 million (subject to availability under a borrowing base), including revolving loans in an
aggregate principal amount of $350 million available to Canadian borrowers and U.S. borrowers (the "ABL Credit
Facility"). Up to $250 million of the revolving loan facility is available for the issuance of letters of credit, subject to
certain conditions including issuing lender participation. Extensions of credit under the ABL Credit Facility are
limited by a borrowing base calculated periodically based on specified percentages of the value of eligible rental
equipment, eligible service vehicles, eligible spare parts and merchandise, eligible accounts receivable, and eligible
unbilled accounts subject to certain reserves and other adjustments. Subject to the satisfaction of certain conditions
and limitations, the ABL Credit Facility allows for the addition of incremental revolving and/or term loan
commitments. In addition, the ABL Credit Facility permits Herc to increase the amount of commitments under the
ABL Credit Facility with the consent of each lender providing an additional commitment, subject to satisfaction of
certain conditions. The ABL Credit Facility matures on June 30, 2021.

The interest rates applicable to the loans under the ABL Credit Facility are based on a fluctuating rate of interest
measured by reference to either, at the borrowers’ option, (i) an adjusted London inter-bank offered rate, plus a
borrowing margin or (ii) an alternate base rate, plus a borrowing margin (or, in the case of the Canadian borrowers, a
rate equal to the rate on bankers’ acceptances with the same maturity, plus a borrowing margin). The borrowing margin
on the ABL Credit Facility is determined based on a pricing grid that is bifurcated based on corporate credit ratings,
with levels within the grid based on available commitments. Customary fees are also payable in respect of the ABL
Credit Facility, including a commitment fee on the unutilized portion thereof.

Predecessor ABL Facility

In March 2011, Herc and THC, as co-borrowers, and certain of their subsidiaries entered into a credit agreement on a
revolving basis under an asset-based revolving credit facility (the "Predecessor ABL Facility"). Concurrent with the
Spin-Off on June 30, 2016, the Predecessor ABL Facility was terminated. All amounts, including unpaid interest,
were paid in full at the time of termination.

Covenants
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Notes

The indenture governing the Notes contains covenants that, among other things, limit the ability of Herc to incur
additional indebtedness, guarantee indebtedness or issue certain preferred shares; pay dividends on, redeem or
repurchase stock or make other distributions in respect of its capital stock; repurchase, prepay or redeem subordinated
indebtedness; make loans and investments; create liens; transfer or sell assets; consolidate, merge or sell or otherwise
dispose of all or substantially all of its assets; enter into certain transactions with affiliates; and designate subsidiaries
as unrestricted subsidiaries. 

ABL Credit Facility

The ABL Credit Facility contains a number of negative covenants that, among other things, limit or restrict the ability
of the borrowers and, in certain cases, their restricted subsidiaries to dispose of assets, incur additional indebtedness,
incur guarantee obligations, prepay certain indebtedness, make certain dividends, create liens, make investments,
make acquisitions, engage in

13
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mergers, change the nature of their business, engage in certain transactions with affiliates and enter into certain
restrictive agreements.

Failure to maintain certain levels of liquidity will subject the Herc credit group to a contractually specified fixed
charge coverage ratio of not less than 1:1 for the four quarters most recently ended. As of September 30, 2016, the
Company was not subject to the fixed charge coverage ratio test.

Covenants in the ABL Credit Facility restrict payment of cash dividends to any parent of Herc, including Herc
Holdings, except in an aggregate amount, taken together with certain investments, acquisitions and optional
prepayments, not to exceed $200 million. Herc may also pay additional cash dividends under the ABL Credit Facility
under certain circumstances.

The ABL Credit Facility also contains certain affirmative covenants, including financial and other reporting
requirements.

Borrowing Capacity and Availability

After outstanding borrowings, the following was available to the Company under the ABL Credit Facility as of
September 30, 2016 (in millions):

Remaining
Capacity

Availability Under
Borrowing Base
Limitation

ABL Credit Facility $ 875.1 $ 875.1

As of September 30, 2016, the ABL Credit Facility had $227.1 million available under the letter of credit facility
sublimit, subject to borrowing base restrictions.

Letters of Credit

As of September 30, 2016, $22.9 million of standby letters of credit were issued and outstanding under the ABL
Credit Facility, none of which have been drawn upon.

Note 5—Employee Retirement Benefits 

In July 2016, the Company established the Herc Holdings Retirement Plan (the "Plan"). All assets and liabilities of
The Hertz Corporation Account Balance Defined Benefit Pension Plan attributable to current and former employees of
the equipment rental business were transferred to the Plan following the Spin-Off based on a preliminary allocation
that is expected to be finalized before the end of the first quarter 2017. Additionally, pursuant to various collective
bargaining agreements, certain union-represented employees participate in multiemployer pension plans.
The following table sets forth the net periodic pension expense (in millions):

Net Periodic Pension Costs
(Benefits)
Three Months
Ended

Nine Months
Ended
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September
30,

September
30,

2016 2015 2016 2015
Components of Net Periodic Pension Benefit:
Service cost $— $0.1 $— $0.1
Interest cost 1.3 1.4 4.4 4.2
Expected return on plan assets (1.9 ) (2.2 ) (5.9 ) (6.6 )
Net amortizations 0.5 0.1 1.4 0.3
Settlement loss — — — 0.2
Net periodic pension benefit $(0.1) $(0.6) $(0.1) $(1.8)
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Note 6—Stock-Based Compensation

During the three months ended September 30, 2016, under the Herc Holdings Inc. 2008 Omnibus Incentive Plan (the
"Omnibus Plan"), the Company granted 425,322 non-qualified stock options to certain employees at a weighted
average grant date fair value of $14.25 as determined using the Black-Scholes option-pricing model. There were also
206,675 restricted stock units granted at a weighted average grant date fair value of $33.19 to certain directors and
employees. The stock options vest 25% per year over four years and the restricted stock units vest 100% at the end of
three years.

A summary of the total compensation expense and associated income tax benefits recognized under the plan are as
follows (in millions):

Three
Months
Ended
September
30,

Nine
Months
Ended
September
30,

2016 2015 2016 2015
Compensation expense $1.1 $1.4 $3.8 $2.3
Income tax benefit (0.4 ) (0.5 ) (1.5 ) (0.9 )
Total $0.7 $0.9 $2.3 $1.4

Stock-based compensation expense includes expense attributable to the Company based on the terms of the awards
previously granted under the Omnibus Plan to the Company's employees. Additionally, until the Spin-Off on June 30,
2016, stock-based compensation expense included an allocation of THC's corporate and shared functional employee
expenses. The allocated stock-based compensation expenses from THC were $2.0 million for the nine months ended
September 30, 2016, and $1.3 million and $1.6 million for the three and nine months ended September 30, 2015,
respectively, on a pre-tax basis. There was no allocation during the three months ended September 30, 2016.
Accordingly, the amounts presented prior to the Spin-Off are not necessarily indicative of future awards and do not
necessarily reflect the results that the Company would have experienced as an independent, publicly-traded company
for the periods presented.

As of September 30, 2016, there was $19.5 million of total unrecognized compensation cost related to non-vested
stock options, restricted stock units ("RSUs") and performance stock units ("PSUs") granted under the Omnibus Plan.
The total unrecognized compensation cost is expected to be recognized over the remaining 2.4 years, on a weighted
average basis, of the requisite service period that began on the grant dates.

Note 7—Income Taxes 

The effective tax rate for the three months ended September 30, 2016 and 2015 was 55.2% and 41.4%, respectively.
The effective tax rate for the nine months ended September 30, 2016 and 2015 was 360.0% and 46.4%, respectively.
The effective tax rate for the full fiscal year 2016 is expected to be approximately 118.0%. The effective tax rates for
the nine months ended September 30, 2016 and the expected full fiscal year 2016 rate are primarily driven by lower
operating income and $6.4 million of tax expense related to state taxes incurred as a result of the Spin-Off.
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In connection with the Spin-Off, net operating loss carryforwards have been split between the Company and New
Hertz pursuant to the Internal Revenue Code and regulations. While not expected to be significant, the split of net
operating loss carryforwards may be further adjusted as income tax returns are finalized through 2017. As of
September 30, 2016, the Company has $183.7 million of gross federal net operating loss carryforwards to offset future
taxable income. The federal net operating loss carryforward has been reduced by uncertain tax positions of $0.4
million.
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Note 8—Accumulated Other Comprehensive Income (Loss) 

The changes in the accumulated other comprehensive income (loss) balance by component (net of tax) for the nine
months ended September 30, 2016 and 2015 are presented in the tables below (in millions).

Pension and Other
Post-Employment
Benefits

Foreign
Currency
Items

Accumulated
Other
Comprehensive
Income (Loss)

Balance at December 31, 2015 $ (15.5 ) $ (119.9 ) $ (135.4 )
Other comprehensive income (loss) before reclassification (4.9 ) 23.3 18.4
Amounts reclassified from accumulated other comprehensive loss 0.9 — 0.9
Net current period other comprehensive income (loss) (4.0 ) 23.3 19.3
Balance at September 30, 2016 $ (19.5 ) $ (96.6 ) $ (116.1 )

Pension and Other
Post-Employment
Benefits

Foreign
Currency
Items

Accumulated
Other
Comprehensive
Income (Loss)

Balance at December 31, 2014 $ (10.8 ) $ (21.5 ) $ (32.3 )
Other comprehensive income (loss) before reclassification 0.1 (47.7 ) (47.6 )
Amounts reclassified from accumulated other comprehensive loss 0.3 — 0.3
Net current period other comprehensive income (loss) 0.4 (47.7 ) (47.3 )
Balance at September 30, 2015 $ (10.4 ) $ (69.2 ) $ (79.6 )

Amounts reclassified from accumulated other comprehensive income (loss) to net income (loss) were as follows (in
millions):

Three Months
Ended September
30,

Nine Months
Ended September
30,

Pension and other postretirement benefit plans 2016 2015 2016 2015 Statement of
Operations Caption

Amortization of actuarial losses(a) $ 0.5 $ 0.1 $ 1.4 $ 0.3 Selling, general and
administrative

Settlement loss(a) — — — 0.2 Selling, general and
administrative

     Total 0.5 0.1 1.4 0.5
Tax benefit (0.2 ) — (0.5 ) (0.2 ) Income tax expense
     Total reclassifications for the period $ 0.3 $ 0.1 $ 0.9 $ 0.3
(a)     Included in the computation of net periodic pension costs (benefits). See Note 5, "Employee Retirement
Benefits."

Note 9—Contingencies and Off-Balance Sheet Commitments
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Legal Proceedings

From time to time the Company is a party to various legal proceedings. Summarized below are the most significant
legal proceedings to which the Company is a party.

In re Hertz Global Holdings, Inc. Securities Litigation - In November 2013, a purported shareholder class action,
Pedro Ramirez, Jr. v. Hertz Global Holdings, Inc., et al., was commenced in the U.S. District Court for the District of
New Jersey naming the Company (under its former Hertz Global Holdings, Inc. name) and certain of its officers as
defendants and alleging violations of the federal securities laws. The complaint alleged that the Company made
material misrepresentations and/or omissions of material fact in its public disclosures during the period from February
25, 2013 through November 4, 2013, in violation of Section 10(b) and 20(a) of the Securities Exchange Act of 1934,
as amended
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(the "Exchange Act"), and Rule 10b-5 promulgated thereunder. The complaint sought an unspecified amount of
monetary damages on behalf of the purported class and an award of costs and expenses, including counsel fees and
expert fees. In June 2014, the Company responded to the amended complaint by filing a motion to dismiss. After a
hearing in October 2014, the court granted the Company’s motion to dismiss the complaint. The dismissal was without
prejudice and plaintiff was granted leave to file a second amended complaint within 30 days of the order. In
November 2014, plaintiff filed a second amended complaint which shortened the putative class period such that it was
not alleged to have commenced until May 18, 2013 and made allegations that were not substantively very different
than the allegations in the prior complaint. In early 2015, this case was assigned to a new federal judge in the District
of New Jersey, and the Company responded to the second amended complaint by filing another motion to dismiss. On
July 22, 2015, the court granted the Company’s motion to dismiss without prejudice and ordered that plaintiff could
file a third amended complaint on or before August 22, 2015. On August 21, 2015, plaintiff filed a third amended
complaint. The third amended complaint included additional allegations, named additional current and former officers
as defendants and expanded the putative class period such that it was alleged to span from February 14, 2013 to July
16, 2015. On November 4, 2015, the Company filed its motion to dismiss. Thereafter, a motion was made by plaintiff
to add a new plaintiff, because of challenges to the standing of the first plaintiff. The court granted plaintiffs leave to
file a fourth amended complaint to add the new plaintiff, and the new complaint was filed on March 1, 2016. The
Company and the individual defendants moved to dismiss the fourth amended complaint in its entirety with prejudice
on March 24, 2016, and plaintiff filed its opposition to same on May 6, 2016. On June 13, 2016, the Company and the
individual defendants filed their reply briefs in support of their motions to dismiss. The matter is now fully briefed.
The Company believes that it has valid and meritorious defenses and New Hertz, which is responsible for managing
this matter, has informed the Company that it intends to vigorously defend against the complaint, but litigation is
subject to many uncertainties and the outcome of this matter is not predictable with assurance. It is possible that this
matter could be decided unfavorably to the Company. However, the Company is currently unable to estimate the
range of these possible losses, but they could be material to the Company's consolidated and combined financial
condition, results of operations or cash flows in any particular reporting period.

Governmental Investigations - In June 2014, the Company (in its previous form as the holding company of both the
existing equipment rental operations as well as the rental car operations that have since been spun off into a separate
company) was advised by the staff of the New York Regional Office of the Securities and Exchange Commission
("SEC") that it is investigating the events disclosed in certain of the Company’s filings with the SEC (under its former
Hertz Global Holdings, Inc. name). In addition, in December 2014 a state securities regulator requested information,
and starting in June 2016 the Company has had communications with the United States Attorney’s Office for the
District of New Jersey, in each case regarding the same or similar events. The investigations and communications
generally involve the restatements included in the Company’s 2014 Form 10-K and related accounting for prior
periods. The Company has and intends to continue to cooperate with all governmental requests related to the
foregoing. Due to the stage of the proceedings, the Company is currently unable to predict the likely outcome of the
proceedings or estimate the range of reasonably possible losses, which could be material. Among other matters, the
restatements included in the Company’s 2014 Form 10-K addressed a variety of accounting matters involving THC's
former Brazil vehicle rental operations. The Company has identified certain activities by THC's former vehicle rental
operations in Brazil that may raise issues under the Foreign Corrupt Practices Act and other federal and local laws.
THC has self-reported these issues to appropriate government entities, and these issues continue to be investigated. At
this time, the Company is unable to predict the outcome of these issues or estimate the range of reasonably possible
losses, which could be material.

Edgar Filing: HERC HOLDINGS INC - Form 10-Q

31



In addition, the Company is subject to a number of claims and proceedings that generally arise in the ordinary conduct
of its business. These matters include, but are not limited to, claims arising from the operation of rented equipment
and workers' compensation claims. The Company does not believe that the liabilities arising from such ordinary
course claims and proceedings will have a material adverse effect on the Company's consolidated and combined
financial position, results of operations or cash flows.

The Company has established reserves for matters where the Company believes the losses are probable and can be
reasonably estimated. For matters, including certain of those described above, where a reserve has not been
established, the ultimate outcome or resolution cannot be predicted at this time, or the amount of ultimate loss, if any,
cannot be reasonably estimated. Litigation is subject to many uncertainties and there can be no assurance as to the
outcome of the individual litigated matters. It is possible that certain of the actions, claims, inquiries or proceedings,
including those discussed above, could be decided unfavorably to the Company or any of its subsidiaries involved.
Accordingly, it is possible that an adverse outcome from such a proceeding could
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exceed the amount accrued in an amount that could be material to the Company's consolidated and combined financial
condition, results of operations or cash flows in any particular reporting period.

Off-Balance Sheet Commitments

Indemnification Obligations

In the ordinary course of business, the Company executes contracts involving indemnification obligations customary
in the relevant industry and indemnifications specific to a transaction such as the sale of a business. These
indemnification obligations might include claims relating to the following: environmental matters; intellectual
property rights; governmental regulations and employment-related matters; customer, supplier and other commercial
contractual relationships; and financial matters. Performance under these indemnification obligations would generally
be triggered by a breach of terms of the contract or by a third party claim. The Company regularly evaluates the
probability of having to incur costs associated with these indemnification obligations and has accrued for expected
losses that are probable and estimable. The types of indemnification obligations for which payments are possible
include the following:

The Spin-Off

In connection with the Spin-Off, pursuant to the separation and distribution agreement (as discussed in Note 15,
"Arrangements with New Hertz"), the Company has assumed the liability for, and control of, all pending and
threatened legal matters related to its equipment rental business and related assets, as well as assumed or retained
liabilities, and will indemnify New Hertz for any liability arising out of or resulting from such assumed legal matters. 
The separation and distribution agreement also provides for certain liabilities to be shared by the parties.  The
Company is responsible for a portion of these shared liabilities (typically 15%), as set forth in that agreement.  New
Hertz is responsible for managing the settlement or other disposition of such shared liabilities. Pursuant to the tax
matters agreement, the Company has agreed to indemnify New Hertz for any resulting taxes and related losses if the
Company takes or fails to take any action (or permits any of its affiliates to take or fail to take any action) that causes
the Spin-Off and related transactions to be taxable, or if there is an acquisition of the equity securities or assets of the
Company or of any member of the Company’s group that causes the Spin-Off and related transactions to be taxable.
Environmental
The Company has indemnified various parties for the costs associated with remediating numerous hazardous
substance storage, recycling or disposal sites in many states and, in some instances, for natural resource damages. The
amount of any such expenses or related natural resource damages for which the Company may be held responsible
could be substantial. The probable expenses that the Company expects to incur for such matters have been accrued,
and those expenses are reflected in the Company's condensed consolidated and combined financial statements. As of
September 30, 2016 and December 31, 2015, the aggregate amounts accrued for environmental liabilities including
liability for environmental indemnities, reflected in the Company's condensed consolidated and combined balance
sheets in "Accrued liabilities" were $0.2 million and $0.1 million, respectively. The accrual generally represents the
estimated cost to study potential environmental issues at sites deemed to require investigation or clean-up activities,
and the estimated cost to implement remediation actions, including on-going maintenance, as required. Cost estimates
are developed by site. Initial cost estimates are based on historical experience at similar sites and are refined over time
on the basis of in-depth studies of the sites. For many sites, the remediation costs and other damages for which the
Company ultimately may be responsible cannot be reasonably estimated because of uncertainties with respect to

Edgar Filing: HERC HOLDINGS INC - Form 10-Q

33



factors such as the Company's connection to the site, the materials there, the involvement of other potentially
responsible parties, the application of laws and other standards or regulations, site conditions, and the nature and
scope of investigations, studies, and remediation to be undertaken (including the technologies to be required and the
extent, duration, and success of remediation).

Note 10—Restructuring 

As part of the Company's ongoing effort to reduce operating costs, the Company reduced headcount and closed certain
branches in 2015 and 2016 in the U.S. and Canada resulting in severance costs as well as branch closure charges
which principally relate to continuing lease obligations at vacant facilities.
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The Company incurred the following restructuring costs (in millions):
Three
Months
Ended
September
30,

Nine
Months
Ended
September
30,

2016 2015 2016 2015
By Type:
Termination benefits $ 0.1 $ 2.0 $ 1.9 $ 2.2
Facility closure and lease obligation costs — 0.5 1.6 1.3
Total $ 0.1 $ 2.5 $ 3.5 $ 3.5

The following table sets forth the activity affecting the restructuring accrual during the nine months ended September
30, 2016 (in millions). The Company expects to pay the remaining restructuring obligations relating to termination
benefits over the next twelve months. The remainder of the restructuring accrual relates to future lease obligations
which will be paid over the remaining term of the applicable leases.

Termination
Benefits Other Total

Balance as of December 31, 2015 $ 1.2 $1.3 $2.5
Charges incurred 1.9 1.6 3.5
Cash payments (2.9 ) (1.9 ) (4.8 )
Other non-cash charges (0.1 ) — (0.1 )
Balance as of September 30, 2016 $ 0.1 $1.0 $1.1

Note 11—Financial Instruments 

The Company established risk management policies and procedures, which seek to reduce the Company’s risk
exposure to fluctuations in foreign currency exchange rates. However, there can be no assurance that these policies
and procedures will be successful. Although the instruments utilized involve varying degrees of credit, market and
interest risk, the counterparties to the agreements are expected to perform fully under the terms of the agreements. The
Company monitors counterparty credit risk, including lenders, on a regular basis, but cannot be certain that all risks
will be discerned or that its risk management policies and procedures will always be effective. Additionally, in the
event of default under the Company’s master derivative agreements, the non-defaulting party has the option to set-off
any amounts owed with regard to open derivative positions.

Foreign Currency Exchange Rate Risk

The Company’s objective in managing exposure to foreign currency fluctuations is to limit the exposure of certain cash
flows and earnings to foreign currency exchange rate changes through the use of various derivative contracts. The
Company experiences foreign currency risks in its global operations as a result of various factors, including
intercompany local currency denominated loans, rental operations in various currencies and purchasing fleet in
various currencies.
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The following table summarizes the estimated fair value of the Company's financial instruments, none of which have
been designated in a hedging relationship (in millions).

Fair Value of Financial Instruments
Prepaid & Other
Current Assets Accrued Liabilities

September
30,
 2016

December 31,
2015

September
30,
 2016

December 31,
2015

Foreign currency forward contracts$—$ 0.1 $ 1.2 $ —
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The following table summarizes the losses on derivative instruments for the periods indicated. All losses are recorded
in "Selling, general and administrative" in the condensed consolidated and combined statements of operations (in
millions).

Three Months
Ended
September
30,

Nine Months
Ended
September
30,

2016 2015 2016 2015
Foreign currency forward contracts$(2.6) $(0.2) $(2.7) $(6.5)

Note 12—Fair Value Measurements 

Assets and Liabilities Measured at Fair Value on a Recurring Basis

The fair value of accounts receivable, accounts payable and accrued liabilities, to the extent the underlying liability
will be settled in cash, approximates the carrying values because of the short-term nature of these instruments.

Cash Equivalents and Investments

At December 31, 2015, the Company had cash equivalents of $13.5 million. The cash equivalents primarily consisted
of money market accounts which were classified as Level 1 assets which the Company measured at fair value on a
recurring basis. The Company determines the fair value of cash equivalents using a market approach based on quoted
prices in active markets. The Company had no cash equivalents at September 30, 2016.

Financial Instruments

The fair value of the Company's financial instruments as of September 30, 2016 and December 31, 2015 are shown in
Note 11, "Financial Instruments." The Company's financial instruments are classified as Level 2 assets and liabilities
and are priced using quoted market prices for similar assets or liabilities in active markets.

Debt Obligations

The fair value of debt is estimated based on quoted market rates as well as borrowing rates currently available to the
Company for loans with similar terms and average maturities (Level 2 inputs) (in millions).

September 30, 2016 December 31,
2015

Nominal
Unpaid
Principal
Balance

Aggregate
Fair
Value

Nominal
Unpaid
Principal
Balance

Aggregate
Fair
Value

Debt$2,161.4 $ 2,206.2 $63.5 $ 63.5

Note 13—Earnings (Loss) Per Share   
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Basic earnings (loss) per share has been computed based upon the weighted average number of common shares
outstanding. Diluted earnings (loss) per share has been computed based upon the weighted average number of
common shares outstanding plus the effect of all potentially dilutive common stock equivalents, except when the
effect would be anti-dilutive.

On June 30, 2016, the Company effected a 1-for-15 reverse stock split. All share data, per share amounts and dilutive
and antidilutive amounts have been retroactively adjusted to reflect the impact of the separation and conversion,
including the reverse stock split, in the accompanying condensed consolidated and combined financial statements and
notes thereto for all periods presented.
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The following table sets forth the computation of basic and diluted earnings (loss) per share (in millions, except per
share data).

Three
Months
Ended
September
30,

Nine Months
Ended
September 30,

2016 2015 2016 2015
Basic and diluted earnings (loss) per share:
Numerator:
Net income (loss), basic and diluted $3.0 $20.8 $(6.5 ) $33.1
Denominator:
Basic weighted average common shares 28.3 30.3 28.3 30.5
Stock options, RSUs and PSUs(a) — — — —
Weighted average shares used to calculate diluted earnings per share 28.3 30.3 28.3 30.5
Earnings (loss) per share:
Basic $0.11 $0.69 $(0.23) $1.09
Diluted $0.11 $0.69 $(0.23) $1.09
Antidilutive stock options, RSUs and PSUs(a) 0.3 0.1 0.2 —

(a)
The dilutive impact of stock options, RSUs and PSUs for the three months ended September 30, 2016 and the three
and nine months ended September 30, 2015 and antidilutive impact for the nine months ended September 30, 2015
round to zero for each period.

Note 14—Related Party Transactions 

Transactions between the Company and THC and its affiliates prior to the Spin-Off are herein referred to as “related
party” or “affiliated” transactions for the periods presented. Effective with the Spin-Off on June 30, 2016, all transactions
with THC and its affiliates were settled and paid in full. Effective upon the Spin-Off, the Company entered into a
Transition Services Agreement ("TSA") with New Hertz. See Note 15, "Arrangements with New Hertz" for further
information.

Corporate Allocations

Prior to the Spin-Off, THC provided services to and funded certain expenses for the Company that were recorded at
the THC level. As discussed in Note 2, "Basis of Presentation and Recently Issued Accounting Pronouncements," the
financial information in these condensed consolidated and combined financial statements includes direct costs of the
Company incurred by THC on the Company’s behalf and an allocation of general corporate expenses of THC which
were not historically allocated to the Company for certain support functions that were provided on a centralized basis
within THC and not recorded at the business unit level, such as expenses related to finance, human resources,
information technology, facilities, and legal, among others, and that would have been incurred had the Company been
a separate, stand-alone entity. 

Costs incurred and allocated by THC were included in the condensed consolidated and combined statements of
operations as follows (in millions):
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Three
Months
Ended
September
30,

Nine Months
Ended
September
30,

20162015 2016 2015
Direct operating $ —$ (0.8 ) $0.6 $(0.1 )
Selling, general and administrative — 9.0 18.0 27.4
Total allocated expenses $ —$ 8.2 $18.6 $27.3
Loans with Affiliates

The Company entered into various loan agreements with affiliates as part of the centralized approach to cash
management and financing of worldwide operations by THC. The amounts due to and from other affiliates had
various interest rates and maturity dates but were generally short-term in nature. Effective with the Spin-Off on
June 30, 2016, any loans with affiliates were settled and paid in full, including any accrued interest.
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Agreements with Carl C. Icahn

On September 15, 2014, Hertz Holdings entered into the Nomination and Standstill Agreement (the “Nomination and
Standstill Agreement”) with Carl C. Icahn, High River Limited Partnership, Hopper Investments LLC, Barberry Corp.,
Icahn Partners LP, Icahn Partners Master Fund LP, Icahn Enterprises G.P. Inc., Icahn Enterprises Holdings L.P., IPH
GP LLC, Icahn Capital LP, Icahn Onshore LP, Icahn Offshore LP, Beckton Corp., Vincent J. Intrieri, Samuel
Merksamer and Daniel A. Ninivaggi (collectively, the “Original Icahn Group”). The Company continues to be subject to
the rights and obligations of Hertz Holdings under the Nomination and Standstill Agreement. In addition, in
connection with their appointments to the Company’s board of directors, each of Courtney Mather, Louis J. Pastor and
Stephen A. Mongillo (collectively, the “Icahn Designees,” and, together with the Original Icahn Group, the “Icahn
Group”) executed a Joinder Agreement agreeing to become bound as a party to the terms and conditions of the
Nomination and Standstill Agreement (such Joinder Agreements are referred to herein collectively as the “Joinder
Agreements,” and, together with the Nomination and Standstill Agreement, the “Icahn Agreements”).

Pursuant to the Icahn Agreements, the Icahn Designees were appointed to the Company’s board of directors upon
completion of the Spin-Off. Pursuant to the Icahn Agreements, so long as an Icahn Designee is a member of the board
of directors, the board of directors will not be expanded to greater than ten directors without approval from the Icahn
Designees then on the board of directors. In addition, pursuant to the Icahn Agreements, subject to certain restrictions
and requirements, the Icahn Group will have certain replacement rights in the event an Icahn Designee resigns or is
otherwise unable to serve as a director (other than as a result of not being nominated by the Company for an annual
meeting).

In addition, until the date that no Icahn Designee is a member of the Board (or otherwise deemed to be on the Board
pursuant to the terms of the Icahn Agreements) (the “Board Representation Period”), the Icahn Group agrees to vote all
of its shares of the Company’s common stock in favor of the election of all of the Company’s director nominees at each
annual or special meeting of the Company’s stockholders. Also pursuant to the Icahn Agreements, during the Board
Representation Period, and subject to limited exceptions, the Icahn Group will adhere to certain standstill obligations,
including the obligation to not solicit proxies or consents or influence others with respect to the same. The Icahn
Group further agrees that during the Board Representation Period, subject to certain limited exceptions, the Icahn
Group will not acquire or otherwise beneficially own more than 20% of the Company’s outstanding voting securities.

Further, pursuant to the Icahn Agreements, the board of directors dissolved the previously existing Executive and
Finance Committee of the Company’s board of directors, and agreed not to create a separate executive committee of
the board so long as an Icahn Designee is a member of the board of directors.

If at any time the Icahn Group ceases to hold a “net long position,” as defined in the Nomination and Standstill
Agreement, in at least (A) 1,900,000 shares of the Company’s common stock, the Icahn Group will cause one Icahn
Designee to promptly resign from the board of directors; (B) 1,520,000 shares of the Company’s common stock, the
Icahn Group will cause two Icahn Designees to promptly resign from the board of directors; and (C) 1,266,667 shares
of the Company’s common stock, the Icahn Group will cause all of the Icahn Designees to promptly resign from the
board of directors and the Company’s obligations under the Icahn Agreements will terminate. The foregoing share
amounts are adjusted for the reverse stock split that was effective immediately after the Spin-Off.
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In addition, pursuant to the Icahn Agreements, the Company entered into a registration rights agreement, effective
June 30, 2016 (the “Registration Rights Agreement”), with High River Limited Partnership, Icahn Partners LP and Icahn
Partners Master Fund LP, on behalf of any person who is a member of the “Icahn group” (as such term is defined
therein) who owns applicable securities at the relevant time and is or has become a party to the Registration Rights
Agreement. The Registration Rights Agreement provides for customary demand and piggyback registration rights and
obligations.

An affiliate of Carl C. Icahn purchased $50 million in aggregate principal amount of the 2022 Notes and $75 million
in aggregate principal amount of the 2024 Notes.

Note 15—Arrangements with New Hertz 

In connection with the Spin-Off, the Company entered into a separation and distribution agreement (the “Separation
Agreement”) with New Hertz. In connection therewith, the Company also entered into various other ancillary
agreements with New Hertz to
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effect the Spin-Off and provide a framework for its relationship with New Hertz. The following summarizes some of
the most significant agreements and relationships that Herc Holdings will continue to have with New Hertz.

Separation and Distribution Agreement

The Separation Agreement sets forth the Company's agreements with New Hertz regarding the principal actions to be
taken in connection with the Spin-Off. It also sets forth other agreements that govern aspects of the Company's
relationship with New Hertz following the Spin-Off regarding (i) the internal reorganization and related financing
transactions that took place prior to the Spin-Off; (ii) the manner in which legal matters and claims are allocated and
certain liabilities are shared between the Company and New Hertz; and (iii) other matters including transfers of assets
and liabilities, treatment or termination of intercompany arrangements, releases of certain claims between the parties
and their affiliates, successors and assigns, (iv) contains mutual indemnification clauses and (v) allocates Spin-Off
expenses between the parties.

Transition Services Agreement

The Company entered into a transition services agreement (the “Transition Services Agreement”) pursuant to which
New Hertz or its affiliates will provide specified services to the Company on a transitional basis to help ensure an
orderly transition following the Spin-Off, although New Hertz may request certain transition services to be performed
by the Company. The Transition Services Agreement generally provides for a term of up to two years following the
Spin-Off, though the recipient of the services may elect to terminate a service at any time upon advance written notice.

Tax Matters Agreement

The Company entered into a tax matters agreement (the “Tax Matters Agreement”) with New Hertz that governs the
parties' rights, responsibilities and obligations after the Spin-Off with respect to tax liabilities and benefits, tax
attributes, tax contests and other tax matters regarding income taxes, other taxes and related tax returns.

Employee Matters Agreement

The Company and New Hertz entered into an employee matters agreement (the “Employee Matters Agreement”) to
allocate liabilities and responsibilities relating to employment matters, employee compensation, benefit plans and
programs and other related matters. The Employee Matters Agreement governs New Hertz and the Company's
obligations with respect to such matters for current and former employees of the vehicle rental business and the
equipment rental business.

Intellectual Property Agreement

The Company and New Hertz entered into an intellectual property agreement (the “Intellectual Property Agreement”)
that provides for ownership, licensing and other arrangements regarding the trademarks and related intellectual
property that New Hertz and the Company use in conducting their businesses. The Intellectual Property Agreement
allocates ownership between New Hertz and the Company of all trademarks, domain names and certain copyrights
that Hertz Holdings or its subsidiaries owned immediately prior to the distribution date.
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Real Estate Arrangements

The Company and New Hertz entered into certain real estate lease agreements pursuant to which the Company will
lease certain office and shared rental facilities space from New Hertz. Rent payments will generally be negotiated
based on comparable fair market rental rates and adjusted each year of the lease to reflect increases or decreases in
operating and maintenance expenses and other factors. New Hertz may generally terminate the leases in the event of a
material uncured default by the Company.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Management’s discussion and analysis of financial condition and results of operations ("MD&A") should be read in
conjunction with the unaudited condensed consolidated and combined financial statements and accompanying notes
included in Part I Item 1 of this Quarterly Report on Form 10-Q (this "Report"), which include additional information
about our accounting policies, practices and the transactions underlying our financial results. The preparation of our
unaudited condensed consolidated and combined financial statements in conformity with U.S. GAAP requires us to
make estimates and assumptions that affect the reported amounts in our unaudited condensed consolidated and
combined financial statements and the accompanying notes including reserves for litigation and other contingencies,
accounting for income taxes, pension and postretirement benefits, depreciation of revenue earning equipment, the
recoverability of long-lived assets, useful lives and impairment of long-lived tangible and intangible assets including
goodwill and trade name, valuation of stock-based compensation, reserves for restructuring, allowance for doubtful
accounts and other matters arising during the normal course of business. We apply our best judgment, our knowledge
of existing facts and circumstances and our knowledge of actions that we may undertake in the future in determining
the estimates that will affect our unaudited condensed consolidated and combined financial statements. We evaluate
our estimates on an ongoing basis using our historical experience, as well as other factors we believe appropriate
under the circumstances, such as current economic conditions, and adjust or revise our estimates as circumstances
change. As future events and their effects cannot be determined with precision, actual results may differ from these
estimates.

In this MD&A we refer to EBITDA and Adjusted EBITDA which are financial measures that are not calculated in
accordance with U.S. GAAP ("Non-GAAP"). EBITDA and Adjusted EBITDA are important to management because
they allow management to assess the operational performance of our business, exclusive of certain items.
Management believes that it is important to investors for the same reasons and because it allows them to assess our
operational performance on the same basis that management uses internally. In addition, certain metrics in this
MD&A exclude the impact of currency effects. Management calculates the impact of foreign currency by translating
current period results at prior period foreign currency exchange rates.
Non-GAAP measures should not be considered in isolation and should not be considered superior to, or a substitute
for, financial measures calculated in accordance with U.S. GAAP. The above Non-GAAP measure is defined and
reconciled to the most comparable U.S. GAAP financial measure in the footnotes to the Selected Operating Data table
of this MD&A.

THE SPIN-OFF

On June 30, 2016, the Company, under its former Hertz Global Holdings, Inc. name (in its form prior to the Spin-Off,
"Hertz Holdings"), completed a spin-off (the “Spin-Off”) of its global vehicle rental business through a dividend to
stockholders of all of the issued and outstanding common stock of Hertz Rental Car Holding Company, Inc., which
was re-named Hertz Global Holdings, Inc. (“New Hertz”) in connection with the Spin-Off. New Hertz is now an
independent public company and trades on the New York Stock Exchange under the symbol “HTZ.” The Company
changed its name to Herc Holdings Inc. on June 30, 2016 and trades on the New York Stock Exchange under the
symbol “HRI.” Following the Spin-Off, the Company continues to operate its global equipment rental business through
its operating subsidiaries, including Herc Rentals Inc. (“Herc”).

Despite the fact that New Hertz was spun off from the Company in the Spin-Off and was the legal spinnee in the
transaction, for accounting purposes, due to the relative significance of New Hertz to the Company, New Hertz is
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considered the spinnor or divesting entity and the Company is considered the spinnee or divested entity. As a result,
despite the legal form of the transaction, New Hertz is the “accounting successor” to the Company. As such, the
historical financial information of the Company, including certain information presented in this Report, reflects the
financial information of the equipment rental business of the Company as historically operated as part of Hertz
Holdings, as if the Company was a stand-alone company for all periods presented. The historical financial information
of the Company presented in the following MD&A prior to the Spin-Off is not necessarily indicative of what the
Company's financial position or results of operations actually would have been had it operated as a separate,
independent company for the periods presented.

OVERVIEW OF OUR BUSINESS AND OPERATING ENVIRONMENT

We are engaged principally in the business of renting equipment. Ancillary to our principal business of equipment
rental, we also re-rent certain specialized equipment, sell used rental equipment, sell new equipment and consumables
and offer certain service and support to our customers. We also license the right to use our brand name under franchise
arrangements to equipment rental businesses which rent equipment that they own. Our profitability is dependent upon
a number of factors including the volume, mix and pricing of rental transactions and the utilization of equipment.
Significant changes in the purchase price or residual values
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of equipment or interest rates can have a significant effect on our profitability depending on our ability to adjust
pricing for these changes. Our business requires significant expenditures for equipment, and consequently we require
substantial liquidity to finance such expenditures. See “Liquidity and Capital Resources” below.

Our revenues primarily are derived from rental and related charges and consist of:

•Equipment rental (includes all revenue associated with the rental of equipment including charges for delivery, rental
protection programs and fueling);

• Sales of revenue earning equipment and sales of new equipment, parts and supplies;
and

•Service and other revenues (primarily relating to training and labor provided to customers).

Our expenses primarily consist of:

•Direct operating expenses (primarily wages and related benefits, facility costs and other costs relating to the operation
and rental of revenue earning equipment, such as damage, maintenance and fuel costs);

• Cost of sales of revenue earning equipment, new equipment, parts and
supplies;

•Depreciation expense and re-rent expense relating to revenue earning equipment;
•Selling, general and administrative expenses; and
•Interest expense.

Seasonality

Our equipment rental operation is a seasonal business, with demand for our rental equipment tending to be lower in
the winter months. We have the ability to manage fleet capacity, the most significant portion of our cost structure, to
meet market demand. For instance, to accommodate increased demand, we increase our available fleet and staff
during the second and third quarters of the year. A number of our other major operating costs vary directly with
revenues or transaction volumes; however, certain operating expenses, including rent, insurance and administrative
overhead, remain fixed and cannot be adjusted for seasonal demand. Seasonal changes in our revenues do not
significantly alter those fixed expenses, typically resulting in higher profitability in periods when our revenues are
higher, and lower profitability in periods when our revenues are lower. Our equipment rental business, especially in
the construction industry, has historically experienced decreased levels of business from December until late spring
and heightened activity during our third and fourth quarters until December. Additionally, in an effort to reduce the
impacts of seasonality, we are focused on expanding our customer base through specialty products that serve different
industries with less seasonality and complement other business cycles.

2016 Operating Highlights

Highlights of our business and financial performance in 2016 and key factors influencing our results include:

•Equipment rental revenues declined $56.5 million, or 5.4%, during the nine months ended September 30, 2016 as
compared to the nine months of 2015 primarily due to the absence of revenue from our operations in France and Spain
that were divested in October 2015, which accounted for $53.1 million of revenue in the nine months of 2015, and
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continued weakness in the upstream oil and gas markets; however, equipment rental revenues increased in key
markets, defined as markets we currently serve outside of upstream oil and gas, by 8.9% in the nine months of 2016 as
compared to the same period in 2015;

•Net capital expenditures for revenue earning equipment decreased from $421.9 million during the nine months ended
September 30, 2015 to $360.4 million in the same period of 2016;

•Costs associated with the Spin-Off were approximately $37.7 million during the nine months ended September 30,
2016, as compared to $19.7 million during the same period of 2015; and
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•We completed two significant financing activities:

◦
Issued $610.0 million aggregate principal amount of 7.50% senior secured second priority notes due 2022 (the “2022
Notes”) and $625.0 million aggregate principal amount of 7.75% senior secured second priority notes due 2024 (the
“2024 Notes” and, together with the 2022 Notes, the “Notes”); and

◦Closed on a new asset-based revolving credit agreement (the "ABL Credit Facility") that provides for senior secured
revolving loans up to a maximum aggregate principal amount of $1,750 million.

RESULTS OF OPERATIONS
Three Months Ended September 30, Nine Months Ended September 30,

($ in millions) 2016 2015 $
Change

%
Change 2016 2015 $

Change
%
Change

Equipment rentals $360.3 $373.2 $ (12.9 ) (3.5 )% $996.0 $1,052.5 $ (56.5 ) (5.4 )%
Sales of revenue earning equipment 24.9 30.4 (5.5 ) (18.1) 94.0 124.5 (30.5 ) (24.5 )
Sales of new equipment, parts and
supplies 15.7 25.3 (9.6 ) (37.9) 50.9 68.2 (17.3 ) (25.4 )

Service and other revenues 2.7 2.9 (0.2 ) (6.9 ) 8.7 10.6 (1.9 ) (17.9 )
Total revenues 403.6 431.8 (28.2 ) (6.5 ) 1,149.6 1,255.8 (106.2 ) (8.5 )
Direct operating 169.6 185.7 (16.1 ) (8.7 ) 487.3 538.2 (50.9 ) (9.5 )
Depreciation of revenue earning
equipment 89.1 87.9 1.2 1.4 255.1 257.6 (2.5 ) (1.0 )

Cost of sales of revenue earning
equipment 27.5 28.7 (1.2 ) (4.2 ) 111.6 110.4 1.2 1.1

Cost of sales of new equipment, parts and
supplies 12.1 20.6 (8.5 ) (41.3) 39.2 54.3 (15.1 ) (27.8 )

Selling, general and administrative 67.0 62.8 4.2 6.7 200.5 206.0 (5.5 ) (2.7 )
Restructuring 0.1 2.5 (2.4 ) (96.0) 3.5 3.5 — —
Interest expense, net 32.3 9.3 23.0 NM 52.1 27.8 24.3 87.4
Other (income) expense, net (0.8 ) (1.2 ) 0.4 (33.3) (2.2 ) (3.8 ) 1.6 (42.1 )
Income (loss) before income taxes 6.7 35.5 (28.8 ) (81.1) 2.5 61.8 (59.3 ) (96.0 )
Income tax benefit (expense) (3.7 ) (14.7 ) 11.0 (74.8) (9.0 ) (28.7 ) 19.7 (68.6 )
Net income (loss) $3.0 $20.8 $ (17.8 ) (85.6) $(6.5 ) $33.1 $ (39.6 ) (119.6)

NM - Not Meaningful

Three Months Ended September 30, 2016 Compared with Three Months Ended September 30, 2015

Equipment rental revenues decreased $12.9 million, or 3.5%, when compared with the prior-year period. The decrease
was attributable to the absence of revenue from our operations in France and Spain that were divested in October
2015, which had accounted for $17.6 million of equipment rental revenue during the three months ended September
30, 2015, the $0.3 million negative impact of foreign currency translation and continuing weakness in upstream oil
and gas markets. These declines were offset by an increase in key market equipment rental revenue of 7.2% in the
third quarter of 2016 as compared to 2015, pricing for the third quarter which increased by 0.5% as compared to 2015
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and an increase in the average equipment on rent in the third quarter of 2016 compared with the prior-year period.

Revenue in upstream oil and gas markets represented 15.5% of equipment rental revenue in the third quarter of 2016,
excluding currency effects. Upstream oil and gas market revenue was down 21.8% as compared to the third quarter of
2015, as major oil producers reduced spending.

Sales of revenue earning equipment declined $5.5 million, or 18.1%, during the three months ended September 30,
2016 as compared to 2015. During the third quarter of 2016, the level of revenue earning equipment to be sold
decreased as a part of our
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equipment rotation based on an average useful life of approximately seven years, reflecting a decrease in capital
expenditures during 2008 and 2009. The corresponding cost of sales of revenue earning equipment was 110.4% in
2016 compared to 94.4% in 2015. The loss on sale of revenue earning equipment in the third quarter of 2016 was
primarily due to additional sales through the auction channel of equipment used in the upstream oil and gas markets
and equipment manufactured by certain suppliers as we reduce the number of brands of equipment we carry in our
fleet.

Sales of new equipment, parts and supplies decreased $9.6 million, or 37.9% when compared with the prior-year
period. This decrease is due to changes in new equipment sales programs on low margin equipment, including the
elimination of certain equipment dealerships. The cost of sales of new equipment, parts and supplies as a percentage
of the related revenue was 77.1% for 2016 compared to 81.4% for 2015. The decrease was due to the mix of the new
equipment sold.

Direct operating expenses decreased $16.1 million, or 8.7% in the third quarter of 2016 when compared to the third
quarter of 2015 primarily due to the following:

•
Fleet and related expenses decreased $7.5 million primarily as a result of lower vehicle operating costs of $3.8 million
driven by lower freight costs due to reduced deliveries in the upstream oil and gas markets. Additionally, delivery
expenses were lower by $2.7 million primarily due to the sale of our operations in France and Spain.

•
Personnel-related expenses increased $4.3 million as a result of an increase in salary and benefits expense of $9.2
million  primarily associated with a reinvestment in branch management to drive operational improvements, offset by
a decrease in salary and benefits expense of $4.9 million due to the sale of our operations in France and Spain.

•Other direct operating costs decreased $12.9 million primarily due to lower amortization of $8.1 million due to
customer list intangibles that became fully amortized at December 31, 2015.

Depreciation of revenue earning equipment increased $1.2 million, or 1.4%, in the third quarter of 2016 when
compared with 2015. The increase was due to a larger fleet size in the third quarter of 2016 as compared to 2015 and
an increase of $2.0 million due to the reduction in residual values and the planned holding period of certain classes of
equipment. The increase was partially offset by the related effects of the sale of our operations in France and Spain
which accounted for $3.9 million of expense during the third quarter of 2015.

Selling, general and administrative expenses increased $4.2 million, or 6.7%, from the prior year. The increase was
primarily due to higher professional fees, information technology and other costs of $9.5 million, mostly related to the
Spin-Off. The increase was partially offset by a decrease in bad debt expense of $3.3 million due to improved
collection efforts specifically on aged balances and by the sale of our operations in France and Spain, which accounted
for $2.9 million in expense during the third quarter of 2015.

Interest expense, net increased $23.0 million from the prior year due to interest incurred on the Notes issued in June
2016 and borrowings under the new ABL Credit Facility.

The effective tax rate for the three months ended September 30, 2016 and 2015 was 55.2% and 41.4%, respectively.
The effective tax rate for the three months ended September 30, 2016 was primarily driven by certain nondeductible
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charges within the quarter.

Nine Months Ended September 30, 2016 Compared with Nine Months Ended September 30, 2015

Equipment rental revenues decreased $56.5 million, or 5.4%, when compared with the prior-year period. The decrease
was driven by the absence of revenue from our operations in France and Spain that were divested in October 2015,
which had accounted for $53.1 million of revenue during the nine months ended September 30, 2015, the $6.2 million
negative impact of foreign currency translation and continuing weakness in upstream oil and gas markets. These
declines were offset by an increase in key market equipment rental revenue of 8.9% in 2016 as compared to the same
period in 2015, pricing for the nine months ended September 30, 2016 which increased by 0.2% as compared to 2015
and an increase in the average equipment on rent in the nine months ended September 30, 2016 compared with the
prior-year period.
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Revenue in upstream oil and gas markets represented 17.0% of equipment rental revenue in 2016, excluding currency
effects. Upstream oil and gas market revenue was down 27.6% as compared to 2015, as major oil producers reduced
spending.

Sales of revenue earning equipment declined $30.5 million, or 24.5%, during the nine months ended September 30,
2016 as compared to the same period in 2015. During the nine months ended September 30, 2016, the level of revenue
earning equipment to be sold decreased as a part of our equipment rotation based on an average useful life of
approximately seven years, reflecting a decrease in capital expenditures during 2008 and 2009. Additionally, during
the nine months ended September 30, 2015, there was higher sales activity due to management's initiative that began
in the fourth quarter of 2014 to reduce the fleet size in certain markets in accordance with projected customer demand
and the declining demand in the upstream oil and gas industry, and also to reduce the fleet unavailable for rent. The
corresponding cost of sales of revenue earning equipment was 118.7% in the nine month period of 2016 compared to
88.7% in the same period of 2015. The loss on sale of revenue earning equipment in 2016 was primarily due to the
additional sales through the auction channel of equipment used in the upstream oil and gas markets and equipment
manufactured by certain suppliers as we reduce the number of brands of equipment we carry in our fleet.

Sales of new equipment, parts and supplies decreased $17.3 million, or 25.4%. This decrease is due to a decline in the
volume of sales during 2016 partially due to the decline in spending from our oil and gas customers. Additionally,
management has implemented changes in new equipment sales programs on low margin equipment, including the
elimination of certain equipment dealerships. The cost of sales of new equipment, parts and supplies as a percent of
the revenue was 77.0% for 2016 compared to 79.6% for 2015. The slight decrease was due to the mix of the new
equipment sold.

Direct operating expenses decreased $50.9 million, or 9.5% in the nine months ended September 30, 2016 when
compared to the same period in 2015 primarily due to the following:

•

Fleet and related expenses decreased $20.9 million primarily as a result of lower vehicle operating costs of $9.1
million driven by lower freight costs due to reduced deliveries in the upstream oil and gas markets. Delivery expenses
were lower by $6.8 million primarily due to the sale of our operations in France and Spain. Additionally, maintenance
expense decreased by $3.1 million as more maintenance was performed by internal mechanics.

•

Personnel related expenses increased $2.8 million as a result of an increase in salary and benefits expense of $17.6
million primarily associated with a reinvestment in branch management to drive operational improvements, which
was offset by a decrease in salary and benefits expense of $14.7 million due to the sale of our operations in France
and Spain.

•
Other direct operating costs decreased $32.8 million primarily due to lower amortization of $22.6 million due to
customer list intangibles that became fully amortized at December 31, 2015, and a decrease in field systems expense
of $2.0 million due to lower systems maintenance costs during 2016.

Depreciation of revenue earning equipment decreased $2.5 million, or 1.0%, in the nine months ended September 30,
2016 when compared with 2015. The decrease was primarily driven by the related effects of the sale of our operations
in France and Spain of $11.9 million. This decrease was offset by increased depreciation due a larger fleet size in our
remaining business as compared to the nine months ended September 30, 2015 and an increase of $2.0 million due to
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the reduction in residual values and the planned holding period of certain classes of equipment.

Selling, general and administrative expenses decreased $5.5 million, or 2.7%, from the prior year. The decrease was
primarily driven by the sale of our operations in France and Spain, which accounted for $9.4 million in expense during
the nine months ended September 30, 2015, a decrease in bad debt expense of $5.3 million during the nine months
ended September 30, 2016 due to improved collection efforts specifically on aged balances and a reduction of $5.0
million of cost incurred associated with the separation of a senior executive during the nine months ended September
30, 2015. These decreases were partially offset by higher professional fees, information technology and other costs of
$13.2 million, mostly related to the Spin-Off.

Interest expense, net increased $24.3 million, or 87.4%, from the prior year. The increase is due to interest incurred on
the Notes that were issued in June 2016 and borrowings under the new ABL Credit Agreement, partially offset by a
decrease in interest on the Predecessor ABL Facility which had lower outstanding balances during the nine months
ended September 30, 2016 compared to 2015.
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The effective tax rate for the nine months ended September 30, 2016 and 2015 was 360.0% and 46.4%, respectively.
The effective tax rate for the nine months ended September 30, 2016 was primarily driven by $6.4 million of tax
expense related to state taxes incurred as a result of the Spin-Off. The effective tax rate for the full fiscal year 2016 is
expected to be approximately 118.0%.

SELECTED OPERATING DATA

The following table sets forth certain of our selected equipment rental and other operating data for each of the periods
indicated (in millions, except where indicated otherwise):

Three Months
Ended September
30,

Nine Months
Ended September
30,

2016 2015 2016 2015
Adjusted EBITDA (a) $152.1 $160.1 $390.5 $436.8
Dollar utilization (b) 35.4 % 36.0 % 33.8 % 35.0 %

(a)

EBITDA represents the sum of net income (loss), provision for income taxes, interest expense, net, depreciation of
revenue earning equipment and non-rental depreciation and amortization. Adjusted EBITDA represents EBITDA
plus the sum of merger and acquisition related costs, restructuring and restructuring related charges, Spin-Off costs,
non-cash stock-based compensation charges, loss on extinguishment of debt, and impairment charges. Management
uses these measures internally when evaluating our operating performance and period-over-period performance of
our core business without regard to potential distortions. However, EBITDA and Adjusted EBITDA do not purport
to be alternatives to net earnings as an indicator of operating performance. Additionally, neither measure purports
to be an alternative to cash flows from operating activities as a measure of liquidity, as they do not consider certain
cash requirements such as interest payments and tax payments. The reconciliation of EBITDA and Adjusted
EBITDA to net income (loss) is presented below (in millions):

Three Months
Ended
September 30,

Nine Months
Ended
September 30,

2016 2015 2016 2015
Net income (loss) $3.0 $20.8 $(6.5 ) $33.1
Provision for income taxes 3.7 14.7 9.0 28.7
Interest expense, net 32.3 9.3 52.1 27.8
Depreciation of revenue earning equipment 89.1 87.9 255.1 257.6
Non-rental depreciation and amortization 11.8 20.2 32.9 58.1
EBITDA 139.9 152.9 342.6 405.3
Restructuring charges 0.1 2.5 3.5 3.5
Restructuring related charges (1) 0.2 (0.1 ) 2.9 6.6
Spin-Off costs 10.8 4.0 37.7 19.7
Non-cash stock-based compensation charges 1.1 1.4 3.8 2.3
Other — (0.6 ) — (0.6 )
Adjusted EBITDA $152.1 $160.1 $390.5 $436.8
(1) Represents incremental costs incurred directly supporting restructuring initiatives.
(b)
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Dollar utilization is an operating measure that is important to management and investors because it is the
measurement of the proportion of our revenue earning equipment that is being used to generate revenues relative to
the total amount of available equipment fleet capacity. It is derived from equipment rental revenue divided by the
original cost of the equipment including additional capitalized refurbishment costs (with the basis of refurbished
assets reset at the refurbishment date).

LIQUIDITY AND CAPITAL RESOURCES

Our primary liquidity needs include the payment of operating expenses, purchases of rental equipment to be used in
our operations and servicing of debt. Our primary sources of funding are operating cash flows, cash received from the
disposal of equipment, borrowings under our debt arrangements and access to the credit markets. As of September 30,
2016, we had approximately $2.2 billion of total nominal indebtedness outstanding. We are highly leveraged and a
substantial portion of our liquidity needs arise from debt service on our indebtedness and from the funding of our costs
of operations and capital expenditures.
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Our liquidity as of September 30, 2016 consisted of cash and cash equivalents and unused commitments under our
ABL Credit Facility. See "Borrowing Capacity and Availability" below. Our practice is to maintain sufficient liquidity
through cash from operations and our ABL Credit Facility, so that our operations are unaffected by adverse financial
market conditions. We believe that cash generated from operations and cash received from the disposal of equipment,
together with amounts available under the ABL Credit Facility, will be adequate to permit us to meet our obligations
over the next twelve months.

Cash Flows

Significant factors driving our liquidity position include cash flows generated from operating activities and capital
expenditures. Historically, we have generated and expect to continue to generate positive cash flow from operations.

Our domestic and international operations are funded by cash from operating activities and by financing arrangements
maintained in North America. In June 2016, we entered into the ABL Credit Facility to be used for the Spin-Off and
general corporate purposes and issued the Notes in connection with the Spin-Off.

Prior to the Spin-Off, as a subsidiary of Hertz Holdings, Herc's cash was swept regularly by Hertz Holdings at its
discretion. Hertz Holdings also funded Herc's operating and investing activities as needed. Cash flows related to
financing activities reflected changes in Hertz Holdings' investments in Herc. Transfers of cash to and from Hertz
Holdings are reflected within additional paid-in capital on our condensed consolidated and combined balance sheets.

Subsequent to the Spin-Off, we no longer participate in cash management and funding arrangements with New Hertz.
Our ability to fund our capital needs will be affected by our ongoing ability to generate cash from operations and
access to capital markets.

The following table summarizes the change in cash and cash equivalents for the periods shown (in millions):
Nine Months
Ended
September 30,

2016 2015 $
Change

Cash provided by (used in):
Operating activities $370.9 $377.0 $ (6.1 )
Investing activities (240.5 ) (464.0 ) 223.5
Financing activities (94.6 ) 74.7 (169.3 )
Effect of exchange rate changes 0.4 (3.0 ) 3.4
Net change in cash and cash equivalents $36.2 $(15.3 ) $ 51.5

Operating Activities

During the nine months ended September 30, 2016, we generated $6.1 million less cash from operating activities
compared with the same period in 2015. The decrease was primarily related to lower operating income, partially offset
by the timing of payments of liabilities and collections of accounts receivable during 2016 as compared to 2015.
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Investing Activities

Cash used in investing activities decreased $223.5 million for the nine months ended September 30, 2016 as compared
to 2015. Our primary use of cash in investing activities is for the acquisition of revenue earning equipment and
property and equipment expenditures which significantly decreased during 2016 as compared to 2015. We renew our
equipment and also manage our total rental equipment in line with customer demand. Changes in our net capital
expenditures are described in more detail in the "Capital Expenditures" section below.

Financing Activities
Cash used in financing activities increased $169.3 million for the nine months ended September 30, 2016 compared to
the same period in 2015. Cash used in financing activities primarily represents our changes in debt and financing
activities with Hertz Holdings, which primarily funded our operations prior to the Spin-Off. Cash provided by
financing activities in 2016 included the issuance of $1.2 billion in long-term debt and the net draw down of $852.0
million on our new ABL Credit Facility. Cash used in

30
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financing activities in 2016 included financing and transfer activities with Hertz Holdings, including the Spin-Off,
totaling $2.1 billion and the payment of $41.5 million in debt issuance costs. In 2015, net cash flows of $438.3 million
provided by our financing and transfer activities with Hertz Holdings and affiliates were offset by net payments of
$90.8 million on our old revolving credit facility and our $261.7 million purchase of treasury stock. For details of our
new debt arrangements, see Note 4, "Debt" to the Notes to our condensed consolidated and combined financial
statements included in this Report.

Other Sources of Liquidity

During the nine months ended September 30, 2016 we completed the following financing activities:

•

In June 2016, we issued $610.0 million aggregate principal amount of 7.50% senior secured second priority notes due
2022 (the “2022 Notes”) and $625.0 million aggregate principal amount of 7.75% senior secured second priority notes
due 2024 (the “2024 Notes” and, together with the 2022 Notes, the “Notes”). The funds were used to: (i) make certain
payments in connection with the Spin-Off, including cash transfers to THC and its affiliates and (ii) pay fees and other
transaction expenses in connection therewith.

•

In connection with the Spin-Off on June 30, 2016, we entered into the ABL Credit Facility that provides for
senior secured revolving loans up to a maximum aggregate principal amount of $1,750 million (subject to
availability under a borrowing base), including revolving loans in an aggregate principal amount of $350
million available to Canadian borrowers and U.S. borrowers. Proceeds of loans under the ABL Credit Facility
were used for the Spin-Off and related fees and expenses and will be used for working capital, capital
expenditures, business requirements and general corporate purposes. Up to $250 million of the revolving loan
facility is available for the issuance of letters of credit, subject to certain conditions including issuing lender
participation.

•Concurrent with the Spin-Off on June 30, 2016, our Predecessor ABL Facility was terminated. All amounts, including
unpaid interest, were repaid at the time of termination.

Borrowing Capacity and Availability

Our ABL Credit Facility provides our borrowing capacity and availability. Creditors under our ABL Credit Facility
have a claim on a specific pool of assets as collateral. Our ability to borrow under the revolving credit facility is a
function of, among other things, the value of the assets in the relevant collateral pool. We refer to the amount of debt
we can borrow given a certain pool of assets as the "Borrowing Base."

Substantially all of the assets of Herc and certain of its U.S. and Canadian subsidiaries are encumbered in favor of our
lenders under our ABL Credit Facility and the Notes. None of such assets are available to satisfy the claims of our
general creditors. See Note 6, "Debt" to the Notes to our condensed consolidated and combined financial statements
included in Part I Item 1 "Financial Statements" included in our Quarterly Report on Form 10-Q for the period ended
June 30, 2016 for more information.

As of September 30, 2016, the following was available to us (in millions):
Remaining Availability Under
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Capacity Borrowing Base
Limitation

ABL Credit Facility $ 875.1 $ 875.1

We refer to "Remaining Capacity" as the maximum principal amount of debt permitted to be outstanding under the
ABL Credit Facility (i.e., the amount of debt we could borrow assuming we possessed sufficient assets as collateral)
less the principal amount of debt then-outstanding under the facility. We refer to "Availability Under Borrowing Base
Limitation" as the lower of Remaining Capacity or the Borrowing Base less the principal amount of debt
then-outstanding under the facility (i.e., the amount of debt we could borrow given the collateral we possess at such
time).
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As of September 30, 2016, the ABL Credit Facility had $227.1 million available under the letter of credit facility
sublimit, subject to borrowing base restrictions. As of September 30, 2016, $22.9 million of stand by letters of credit
were issued and outstanding under the ABL Credit Facility, none of which have been drawn upon.

Covenants

Our ABL Credit Facility and our Notes contain a number of covenants that, among other things, limit or restrict our
ability to dispose of assets, incur additional indebtedness, incur guarantee obligations, prepay certain indebtedness,
make certain restricted payments (including paying dividends, redeeming stock or making other distributions), create
liens, make investments, make acquisitions, engage in mergers, fundamentally change the nature of our business,
make capital expenditures, or engage in certain transactions with certain affiliates.

Under the terms of our ABL Credit Facility and our Notes, we are not subject to ongoing financial maintenance
covenants; however, under the ABL Credit Facility, failure to maintain certain levels of liquidity will subject us to a
contractually specified fixed charge coverage ratio of not less than 1:1 for the four quarters most recently ended. We
are in compliance with our covenants as of September 30, 2016.

At September 30, 2016, Herc Holdings' balance sheet was substantially identical to that of Herc Rentals, with the
exception of the components of shareholders equity. For the three and nine months ended September 30, 2016, the
statements of operations of Herc Holdings and Herc Rentals were substantially identical, except for approximately
$3.8 million of interest expense with Hertz Holdings that is included in Herc Holdings' statements of operations for
the nine months ended September 30, 2016, but is not included in Herc Rentals' statements of operations. 

For further information on the terms of our Notes and ABL Credit Facility, see Note 4, "Debt" to the Notes to our
condensed consolidated and combined financial statements included in this Report. For a discussion of the risks
associated with our significant indebtedness, see "Part II Item 1A—Risk Factors" contained in our Quarterly Report on
Form 10-Q for the period ended June 30, 2016.

Capital Expenditures
Our capital expenditures relate largely to purchases of revenue earning equipment, with the remaining portion
representing purchases of other property and equipment. The table below sets forth the capital expenditures related to
our revenue earning equipment and related disposals for the periods noted (in millions).

Nine Months
Ended
September 30,
2016 2015

Expenditures:
Revenue earning equipment expenditures (cash flow basis) $325.7 $537.8
Purchases of revenue earning equipment in accounts payable 119.1 1.2
      Total revenue earning equipment expenditures 444.8 539.0

Disposals:
Disposals of revenue earning equipment (cash flow basis) (99.0 ) (126.8 )
Net reduction of accounts receivable balances during the period 14.6 9.7
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      Revenue earning equipment disposals (84.4 ) (117.1 )
                Net revenue earning equipment expenditures $360.4 $421.9
Net capital expenditures for revenue earning equipment decreased $61.5 million during the nine months ended
September 30, 2016 compared to the same period in 2015. During the 2015 period, we purchased more revenue
earning equipment as part of our strategy to refresh the fleet and invest in higher quality equipment; however, we also
sold more equipment in certain markets in order to reduce fleet in those markets impacted by the decline in the oil and
gas industry.
In fiscal 2016, we expect our net revenue earning equipment capital expenditures to be in the range of $375 million to
$400 million.
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Dividends

We have not historically paid dividends on our common stock. Our payment of dividends on our common stock
following the Spin-Off will be determined by our board of directors in their sole discretion and will depend on our
business conditions, financial condition, earnings, liquidity and capital requirement and other factors. The amounts
available to pay cash dividends are restricted by our debt agreements. As of the date of this Report, we have no plans
to pay dividends on our common stock.

CONTRACTUAL OBLIGATIONS

As of September 30, 2016, there have been no material changes outside of the ordinary course of business to our
known contractual obligations as set forth in the Contractual Obligations table included in Part I Item 2,
"Management's Discussion and Analysis of Financial Condition and Results of Operations" included in our Quarterly
Report on Form 10-Q for the period ended June 30, 2016. The Quarterly Report on Form 10-Q for the quarter ended
June 30, 2016 was the Company's first periodic report made post-Spin-Off as a stand-alone public company comprised
of only the equipment rental business.

OFF-BALANCE SHEET COMMITMENTS AND ARRANGEMENTS

There have been no material changes to our indemnification obligations as disclosed in Note 11, “Contingencies and
Off-Balance Sheet Commitments” in our Quarterly Report on Form 10-Q for the period ended June 30, 2016. The
Quarterly Report on Form 10-Q for the quarter ended June 30, 2016 was the Company's first periodic report made
post-Spin-Off as a stand-alone public company comprised of only the equipment rental business.

The information concerning the ongoing securities litigation, governmental investigations and other contingencies,
including environmental contingencies and the amount currently held in reserve for environmental matters, contained
in Note 9, "Contingencies and Off-Balance Sheet Commitments" to our unaudited condensed consolidated and
combined financial statements included in this Report is incorporated herein by reference.

RECENT ACCOUNTING PRONOUNCEMENTS

For a discussion of recent accounting pronouncements, see Note 2, "Basis of Presentation and Recently Issued
Accounting Pronouncements" to the Notes to our condensed consolidated and combined financial statements included
in this Report.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Report includes "forward-looking statements," as that term is defined by the federal securities laws.
Forward-looking statements include statements concerning our plans, intentions, objectives, goals, strategies,
forecasts, future events, future revenue or performance, capital expenditures, financing needs, business trends and
other information that is not historical information. When used in this Report, the words "estimates," "expects,"
"anticipates," "projects," "plans," "intends," "believes," "forecasts," and future or conditional verbs, such as "will,"
"should," "could" or "may," as well as variations of such words or similar expressions are intended to identify
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forward-looking statements, although not all forward-looking statements are so designated. All forward-looking
statements, including, without limitation, management's examination of historical operating trends and data, are based
upon our current expectations and various assumptions, and apply only as of the date of this Report. Our expectations,
beliefs and projections are expressed in good faith and we believe there is a reasonable basis for them. However, there
can be no assurance that management's expectations, beliefs and projections will be achieved.

There are a number of risks, uncertainties and other important factors that could cause our actual results to differ
materially from those suggested by our forward-looking statements, including those set forth in the Company’s
Quarterly Report on Form 10-Q for the fiscal quarter ended June 30, 2016 (the “Second Quarter Form 10-Q”) in Part II
under Item 1A “Risk Factors,” including:

•

Risks related to the Spin-Off and our separation from New Hertz, such as: we have limited operating history as a
stand-alone public company, and our historical financial information is not necessarily representative of the results
that we would have achieved as a separate, publicly traded company for periods prior to July 1, 2016 and may not be a
reliable indicator of our future results; we continue to incur significant charges in connection with the Spin-Off as
well as

33

Edgar Filing: HERC HOLDINGS INC - Form 10-Q

64



Table of Contents     

HERC HOLDINGS INC. AND SUBSIDIARIES

ITEM
2.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS (CONTINUED)

incremental costs as a stand-alone public company; the loss of the Hertz brand and reputation could adversely affect
our ability to attract and retain customers; we may experience increased costs resulting from a decrease in purchasing
power; the liabilities we have assumed in connection with the Spin-Off could have a material adverse effect on our
business, financial condition and results of operations; we may not achieve some or all of the expected benefits of the
Spin-Off and our assets and resources may not be sufficient for us to operate as a stand-alone company; if there is a
determination that any portion of the Spin-Off transaction is taxable for U.S. federal income tax purposes then we and
our stockholders could incur significant tax liabilities, and we could also incur indemnification liability if we are
determined to have caused the Spin-Off to become taxable; our ability to engage in financings, acquisitions and other
strategic transactions using equity securities is limited due to the tax treatment of the Spin-Off; if New Hertz fails to
pay its tax liabilities under the tax matters agreement, we could incur significant tax liability; the Spin-Off may be
challenged by creditors as a fraudulent transfer or conveyance; and if the Spin-Off is not a legal dividend, it could be
held invalid by a court and have a material adverse effect on our business, financial condition and results of
operations;

•

Risks related to the restatement of financial statements previously issued by Hertz Holdings and material
weaknesses in our internal controls over financial reporting, including that: we continue to expend significant
costs and devote management time and attention and other resources to matters related to the restatement; the
restatement could expose us to additional risks that could materially adversely affect our financial position,
results of operations and cash flows; we have identified material weaknesses in our internal control over
financial reporting that may adversely affect our ability to report our financial condition and results of
operations in a timely and accurate manner, which may adversely affect investor confidence in us and, as a
result, the value of our common stock, and we may identify additional material weaknesses and significant
deficiencies as we continue to assess our processes and controls as a stand-alone company in the equipment
rental business with lower thresholds of materiality; and the restatement has resulted in government
investigations, books and records demands, and private litigation and could result in government enforcement
actions and private litigation that could have a material adverse impact on our results of operations, financial
condition, liquidity and cash flows;

• Business risks could have a material adverse effect on our business, results of operations, financial condition
and/or liquidity, including:

◦
the cyclicality of our business, a slowdown in economic conditions or adverse changes in the economic factors
specific to the industries in which we operate, such as recent declines in oil prices further negatively impacting the
upstream oil and gas industry and extending to other markets we service;

◦
the dependence of our business on the levels of capital investment and maintenance expenditures by our customers,
which in turn are affected by numerous factors, including the state of domestic and global economies, global energy
demand, the cyclical nature of their markets, their liquidity and the condition of global credit and capital markets;

◦intense competition in the industry, including from our own suppliers, that may lead to downward pricing;

◦any occurrence that disrupts rental activity during our peak periods given the seasonality of the business, especially in
the construction industry;
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◦doing business in foreign countries exposes us to additional risks such as those under anticorruption, competition,
economic sanctions and anti-boycott regulations;

◦an impairment of our goodwill or our indefinite lived intangible assets could have a material non-cash adverse impact;

◦
our success as an independent company will depend on our new senior management team, the ability of other new
employees to learn their new roles and our ability to attract key personnel and to retain key members of our senior
management team and other key personnel;
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ITEM
2.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS (CONTINUED)

◦some or all of our deferred tax assets could expire if we experience an “ownership change” as defined in the Internal
Revenue Code;

◦we may experience fluctuations in our tax obligations and effective tax rate;

◦changes in the legal and regulatory environment including with respect to taxes, consumer rights, privacy, data
security and employment matters could disrupt our business and increase our expenses; and

◦

other operational risks such as: any decline in our relations with our key national or industrial account customers or
the amount of equipment they rent from us; any inability to accurately estimate future levels of rental activity and
adjust the size and mix of our fleet accordingly; any inability to purchase adequate supplies of competitively priced
equipment or to collect on amounts owed by customers; our equipment rental fleet is subject to residual value risk
upon disposition; we may not be successful implementing our strategy of further reducing operating costs and our cost
reduction initiatives may have adverse consequences; we may be unable to protect our trade secrets and other
intellectual property rights; we may fail to respond adequately to changes in technology and customer demands; our
business is heavily reliant upon communications networks and centralized information technology systems and the
concentration of our systems creates risks for us; failure to maintain, upgrade and consolidate our information
technology networks could adversely affect us; the misuse or theft of information we possess, including as a result of
cyber security breaches, could harm our brand, reputation or competitive position; we may face issues with our union
employees; we are exposed to a variety of claims and losses arising from our operations, and our insurance may not
cover all or any portion of such claims; environmental, health and safety laws and regulations could adversely affect
us; and decreases in government spending may have an adverse effect on us;

•

Risks related to our substantial indebtedness, such as: our substantial level of indebtedness could materially adversely
affect our financial condition and ability to raise additional capital to fund our operations, limit our ability to react to
changes in the economy or our industry or materially adversely affect our results of operations, cash flows, liquidity
and ability to compete; the secured nature of our indebtedness, which is secured by substantially all of our
consolidated assets, could materially adversely affect our business and holders of our debt and equity; an increase in
interest rates or in our borrowing margin would increase the cost of servicing our debt and could reduce our
profitability; and any additional debt we incur could further exacerbate these risks;

•

Risks related to the securities market and ownership of our stock, including that: an active trading market for our
common stock may not be sustained and the market price of our common stock may fluctuate significantly; our
accounting and other management systems and resources may not be adequately prepared to meet the ongoing
reporting and corporate governance requirements; the market price of our common stock could decline as a result of
the sale or distribution of a large number of shares of our common stock or the perception that a sale or distribution
could occur; and provisions of our governing documents could discourage potential acquisition proposals and could
deter or prevent a change in control; and

•Other risks and uncertainties set forth in the Second Quarter Form 10-Q, in this Report and in our other filings with
the Securities and Exchange Commission.

All forward-looking statements are expressly qualified in their entirety by such cautionary statements. We do not
undertake any obligation to release publicly any update or revision to any of the forward-looking statements.
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ITEM 3.   QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to a variety of market risks, including the effects of changes in interest rates (including credit
spreads), foreign currency exchange rates and fluctuations in fuel prices. We manage our exposure to these market
risks through our regular operating and financing activities and, when deemed appropriate, through the use of
derivative financial instruments. Derivative financial instruments are viewed as risk management tools and have not
been used for speculative or trading purposes. In addition, derivative financial instruments are entered into with a
diversified group of major financial institutions in order to manage our exposure to counterparty nonperformance on
such instruments.

There is no material change in the information reported under Part I Item 3, "Quantitative and Qualitative Disclosures
About Market Risk," in our Quarterly Report on Form 10-Q for the period ended June 30, 2016.

ITEM 4.    CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures
Our senior management has evaluated the effectiveness of the design and operation of our disclosure controls and
procedures, as defined under Exchange Act Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of
1934, as amended (the "Securities Exchange Act"), as of the end of the period covered by this Report. Based on this
evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that as of September 30, 2016,
due to the identification of material weaknesses in our internal control over financial reporting, as further described
below, our disclosure controls and procedures were not effective to provide reasonable assurance that the information
required to be disclosed by us in the reports that we file or submit under the Exchange Act, and the rules promulgated
thereunder, is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and
forms, and that such information is accumulated and communicated to management as appropriate to allow timely
decisions regarding required disclosures.
Background

In June 2014, Hertz Holdings commenced an internal investigation of certain matters related to the accounting during
prior periods. Based on the internal investigation, Hertz Holdings’ review of its financial records, and other work
completed by Hertz Holdings’ management, Hertz Holdings’ Audit Committee concluded that there were material
misstatements in Hertz Holdings’ 2011, 2012 and 2013 consolidated financial statements. Accordingly, Hertz Holdings’
Board and management concluded that Hertz Holdings’ consolidated financial statements for these periods should no
longer be relied upon and required restatement. The restated consolidated financial statements for 2012 and 2013 were
provided in Hertz Holdings’ Annual Report on Form 10-K for the year ended December 31, 2014.

Hertz Holdings’ management, including its Chief Executive Officer and its Chief Financial Officer, assessed the
effectiveness of Hertz Holdings’ internal control over financial reporting as of December 31, 2015. In making this
assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission (“COSO”) in Internal Control - Integrated Framework (2013). Based on this assessment, Hertz Holdings’
management concluded that Hertz Holdings did not maintain effective internal control over financial reporting as of
December 31, 2015, due to the fact that certain material weaknesses previously identified in Hertz Holdings’ 2014
Form 10-K filing on July 16, 2015 continued to exist at December 31, 2015, as discussed below.
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While the above conclusion was based on the material weaknesses in Hertz Holdings’ internal control over financial
reporting, our internal control over financial reporting continues to have material weaknesses because Hertz Holdings'
material weaknesses were not fully remediated prior to the Spin-Off and because management had identified similar
material weaknesses relating to Herc Holdings accounts as detailed below. Additionally, in connection with the
Spin-Off, Herc Holdings inherited certain infrastructure and systems of Hertz Holdings and receives certain transition
services from New Hertz pursuant to the Transition Service Agreement, which impact Herc Holdings' internal control
over financial reporting.
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Material Weaknesses

The following control deficiencies could result in material misstatements of consolidated financial statements that
would not be prevented or detected. Accordingly, Herc Holdings’ management has determined these control
deficiencies continue to constitute material weaknesses.

Control Environment

We did not maintain an effective control environment which is primarily attributable to the following identified
material weaknesses:

•Insufficient complement of personnel with an appropriate level of knowledge, experience, and training commensurate
with our financial reporting requirements to ensure proper selection and application of GAAP in certain
circumstances.

•Ineffective controls over the non-fleet procurement process, which was exacerbated by the lack of training of field
personnel as part of our Oracle enterprise resource planning (“ERP”) system implementation during 2013.

•Ineffective controls over certain accounting estimates. Specifically, controls were not designed and maintained over
the effective review of the models, assumptions, and data used in developing estimates or changes made to
assumptions and data, including those related to reserve estimates associated with allowances for uncollectible
accounts receivable.

•Ineffective controls over the review, approval, and documentation of manual journal entries.

•Ineffective controls over income tax accounts.

Risk Assessment

We did not effectively design controls in response to the risks of material misstatement. This material weakness
contributed to the following additional material weaknesses:

Ineffective controls over certain business processes, including the period-end financial reporting process. This
includes the identification and execution of controls over the preparation, analysis, and review of significant account
reconciliations and closing adjustments required to assess the appropriateness of certain account balances at period
end. Management has also determined that the revisions described in Note 2, "Basis of Presentation and Recently
Issued Accounting Pronouncements" under the heading “Correction of Errors,” in our condensed consolidated and
combined financial statements included in this Report, were an additional result of this material weakness.

Monitoring

We did not design and maintain effective monitoring controls related to the design and operational effectiveness of
our internal controls. Specifically, we did not maintain personnel and systems within the internal audit function that
were sufficient to ensure the adequate monitoring of control activities.

Post Spin-Off Assessment and Remediation
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Prior to the Spin-Off, Herc had historically operated as the equipment rental division of Hertz Holdings, which was
primarily engaged in the car rental business. Upon the Spin-Off, New Hertz assumed the operations of the car rental
business and Herc Holdings began to operate as a stand-alone public company comprised of only the equipment rental
business. Management of Herc Holdings is required to assess our internal control over financial reporting for the first
time as of the end of fiscal year 2016 based on our own control environment and risk assessment post Spin-Off. In our
post Spin-Off review of processes and controls, management may identify other material weaknesses in our internal
control over financial reporting, particularly given that many of our processes and controls were not previously
performed or tested by the Company when it was a division of Hertz Holdings, and materiality thresholds are lower
post Spin-Off due to Herc Holdings’ smaller size. Further, although Herc Holdings has been, and continues to be,
actively engaged in remediation activities to address the existing material weaknesses, our remediation efforts are
ongoing. Because the reliability of the internal control process requires repeatable execution, our material weaknesses
will not be considered remediated until all remedial controls have been implemented, each applicable control has
operated for a sufficient
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period of time, and management has concluded, through testing, that the controls are operating effectively. Until all
identified material weaknesses are remediated, we will not be able to assert that our internal controls are effective.

Changes in Internal Control Over Financial Reporting

During the three months ended September 30, 2016 in conjunction with the Spin-Off, we undertook certain processes
previously performed for us by our former parent corporation. The Company took and continues to take steps to
design and implement controls around these processes. The Company also completed the separation and partitioning
of its transactions, user access and reporting from THC’s activities in the previously shared general ledger system.

Other than the foregoing, there have been no changes in our internal control over financial reporting that occurred
during the three months ended September 30, 2016 that materially affected, or that are reasonably likely to materially
affect, our internal control over financial reporting.
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PART II—OTHER INFORMATION 

ITEM 1.    LEGAL PROCEEDINGS

For a description of certain pending legal proceedings see Note 9, "Contingencies and Off-Balance Sheet
Commitments" to the Notes to our condensed consolidated and combined financial statements in Part I Item 1
"Financial Statements" of this Report.

ITEM 1A. RISK FACTORS

There have been no material changes to the Company's risk factors from those previously disclosed under Part II Item
1A, " Risk Factors" in our Quarterly Report on Form 10-Q for the period ended June 30, 2016. The Quarterly Report
on Form 10-Q for the quarter ended June 30, 2016 was the Company's first periodic report made post-Spin-Off as a
stand-alone public company comprised of only the equipment rental business.

ITEM 2.    UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Share Repurchase Program

In March 2014, the Board approved a $1 billion share repurchase program (the "share repurchase program"). There
were no share repurchases in the three months ended September 30, 2016. As of September 30, 2016, the approximate
dollar value that remains available for purchases under the 2014 share repurchase program is $395.9 million. The
program does not obligate us to make any repurchases at any specific time or in any specific situation. Share
repurchases may be commenced or suspended at any time or from time to time, subject to legal and contractual
requirements, without prior notice. For more information on the share repurchase program, see Note 15, "Equity and
Earnings (Loss) Per Share" to our condensed consolidated and combined financial statements in Item I Part 1
"Financial Statements" in our Quarterly Report on Form 10-Q for the period ended June 30, 2016.

ITEM 5.    OTHER INFORMATION

None.

ITEM 6.    EXHIBITS

(a)Exhibits:

The attached list of exhibits in the "Exhibit Index" immediately following the signature page to this Report is filed as
part of this Form 10-Q and is incorporated herein by reference in response to this item.
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SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

Date:November 8, 2016 HERC HOLDINGS INC.
(Registrant)
By:/s/ BARBARA L. BRASIER

Barbara L. Brasier
Senior Vice President and Chief Financial Officer
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EXHIBIT INDEX
Exhibit
Number Description

3.1.1
Amended and Restated Certificate of Incorporation of Herc Holdings (Incorporated by reference to
Exhibit 3.1 to the Annual Report on Form 10-K of Hertz Global Holdings, Inc. (File No. 001-33139), as
filed on March 30, 2007).

3.1.2
Certificate of Amendment to the Amended and Restated Certificate of Incorporation of Herc Holdings,
effective as of May 14, 2014 (Incorporated by reference to Exhibit 3.1 to the Current Report on Form 8-K
of Hertz Global Holdings, Inc. (File No. 001-33139), as filed on May 14, 2014).

3.1.3

Certificate of Amendment to the Amended and Restated Certificate of Incorporation of Herc Holdings,
dated June 30, 2016 (reflecting the registrant’s name change to “Herc Holdings Inc.”) (Incorporated by
reference to Exhibit 3.1 to the Current Report on Form 8-K of Herc Holdings (File No. 001-33139), as filed
on July 6, 2016).

3.1.4
Certificate of Amendment to the Amended and Restated Certificate of Incorporation of Herc Holdings,
dated June 30, 2016 (Incorporated by reference to Exhibit 3.2 to the Current Report on Form 8-K of Herc
Holdings (File No. 001-33139), as filed on July 6, 2016).

3.2
Amended and Restated By-Laws of Herc Holdings, effective May 14, 2014 (Incorporated by reference to
Exhibit 3.2 to the Current Report on Form 8-K of Hertz Global Holdings, Inc. (File No. 001-33139), as
filed on May 14, 2014).

10.1 Form of Executive Officer Restricted Stock Unit Agreement (Incorporated by reference to Exhibit 10.1 to
the Current Report on Form 8-K of Herc Holdings (File No. 001-33139), as filed on August 24, 2016).

10.2 Form of Executive Officer Stock Option Agreement (Incorporated by reference to Exhibit 10.2 to the
Current Report on Form 8-K of Herc Holdings (File No. 001-33139), as filed on August 24, 2016).

31.1* Certification of the Chief Executive Officer pursuant to Rule 13a-14(a)/15d-14(a) under the Securities
Exchange Act of 1934, as adopted pursuant to §302 of the Sarbanes-Oxley Act of 2002

31.2* Certification of the Chief Financial Officer pursuant to Rule 13a-14(a)/15d-14(a) under the Securities
Exchange Act of 1934, as adopted pursuant to §302 of the Sarbanes-Oxley Act of 2002

32** 18 U.S.C. Section 1350 Certifications of Chief Executive Officer and Chief Financial Officer
101.INS* XBRL Instance Document
101.SCH* XBRL Taxonomy Extension Schema Document
101.CAL*XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF* XBRL Taxonomy Extension Definition Linkbase Document
101.LAB*XBRL Taxonomy Extension Label Linkbase Document
101.PRE* XBRL Taxonomy Extension Presentation Linkbase Document
_______________________________________________________________________________
*Filed herewith
**Furnished herewith
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