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Recommendation: BUY, 21, $2,052.54 

Intrinsic Value: $130.24 

Executive Summary & Investment Thesis 

We recommend initiating a 3% position in Waste Management for the CSUF SMIF Portfolio to (1) add exposure 
to the Industrials sector and (2) reduce the risk of the portfolio as Waste Management is a volatile-resistant 
stock. Waste Manage is currently priced at $97.74, presenting a market discount of 33.25%. Waste 
Management has a target price of $130.24 due to: 

• 2Q19 adjusted earnings per share result beat the consensus mark by 4 cents and were higher than 
2Q18 by 10 cents, in which the performance is expected to carry over to 3Q19.  

• Total revenues are forecasted to rise by at least 5% for the next five years.  
• Waste Management’s cost efficiency has been improving due to landfill gas projects. 
• Waste Management to acquire Advanced Disposal could result in an annual cost savings of $100 

million after closing the deal in 1Q20. 
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Company Overview 

Waste Management is the leading provider of waste management services in North America, in which they manage and 
reduce waste from collection to disposal, while recovering valuable resource and creating clean, renewable energy. In 
the United States, Waste Management dominate 20.1% of the market share in the industry and operate the largest 
network of landfills in North America with 252 landfill sites. 

Company’s fundamental strategy: 

• Focused differentiation 
• Cost control, process improvement and operational 

efficiency 
• Monitor emerging diversion technologies 

Business segments: 

• Collection accounted for 65% of Waste Management’s 
revenues in 2018. Collection involves picking up and 
transporting waste and recyclable materials to a transfer 
station, material recovery facility (“MRF”) or disposal 
sites. Waste Management provide collection services 
under two types of arrangement: (1) three-year service 
agreement for commercial and industrial collection 
services and (2) up to ten-year agreement for residential collection services. 

Catalysts 

Catalyst 1: Demand for Waste Management’s waste collection services is expected to have a healthy growth at an 
annualized rate of 5%. 

Municipalities in the United States have been outsourcing their waste collection services to private companies, largely 
loosing up Waste Management’s competitive landscape in its main business segment. In addition, healthy birth rate 
growth and declining death rate provide stable population growth, which in turn generate more trash. Thus, revenues 
for residential collection services are expected to grow at an annualized rate of at least 2% over the next five years. 

Catalyst 2: Waste Management’s landfill services revenue is projected to reach $4.9 billion by 2023 due to the 
increasing demand for global plastic waste management. 

According the new market research report on plastic waste management market, “the increasing urban population, 
rapid industrialization, and growing concern toward the environmental impact of the improper disposal of plastic waste, 
along with laws and regulations regarding disposal and treatment of plastic, have propelled the growth of the global 
plastic waste management industry” (1). The projected CAGR for global plastic waste management is 3.1%, with landfill 
segment leading the board in terms of volume. Due to China’s trash import ban in 2018, the demand for Waste 
Management’s landfill services specifically is projected to rise significantly. With the loss of the largest buyer for 
recycling commodities and less number of recycling plants and incinerators due to regulations, plastic waste will be 
stockpiled in landfills. Therefore, Waste Management’s landfill segment is forecasted to grow at a CAGR of 6.8%. 

(1) Source: https://www.marketsandmarkets.com/Market-Reports/plastic-waste-management-market-80259244.html/ 
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Catalyst 3: Waste Management’s landfill gas projects are cost efficient and provide a return on investment. 

Among the major players in the industry, Waste Management has the most landfill gas (LFG) use projects with 130. 
Republic Services and Waste Connections are second and third, with 75 and 52 projects respectively (3). Although LFG 
has limited efficiency in terms of economic and environmental factors, compared to other clean gas alternatives (such as 
solar and wind energies), the gas capture systems: 

1. Provide a sustainable stream of revenue, which has been growing consistently over the last five years at a rate 
of 1%; 

2. Reduce the operating energy cost by providing fuel for collection trucks or electricity to buildings; 
3. Add values to the overall sustainability efforts. 

Additionally, Waste Management has more advantage in the utilization of LFG due to its availability of larger landfills. 
Because of the high capital cost of installing the turbine infrastructure, smaller landfills usually do not convert landfill gas 
to electricity.  

 (3) Source: https://www.wastedive.com/news/disputed-ground-the-future-of-landfill-gas-to-energy/557706/ 

Risks 

Risk 1: Recycling commodities continue to hurt margins. 

Due to the China’s ban on recycling imports, the recycling commodities revenues has been decreasing, and the trend is 
forecasted to continue over the next five years. Unless there is a breakthrough in plastic waste processing, Waste 
Management’s recycling revenues are forecasted to decline at a rate of 9% annually. 

Risk 2: Potential COVID-19 quarantines threaten workforce. 

As COVID-19 spreads in the United States, more and more citizens will become quarantined. This will inevitably lead to 
more people unable to perform their jobs including those working under Waste Management. Furthermore, large areas 
could become quarantined as we’ve seen in New Rochelle, where Waste Management’s vehicles will be unable to enter. 
However, these assumptions fall on the extreme side of possible outcomes regarding the spread of COVID-19. 

Valuation, Recommendation, & Risks 

We used a comparables analysis to generate an intrinsic price target of $130.24 – representing an upside of 33.25%. This 
analysis used the companies, Republic Services Inc. (NYSE: RSG), Covanta Holding Corp. (NYSE: CVA), and Casella Waste 
Systems Inc. CI A (NASDAQ: CWST). All of these companies’ businesses are centered around solid waste disposal and 
processing. Our assumptions excluded Covanta’s P/E since it was abnormally large and likely an outlier. 

Our methodology involved multiplying the industry average P/E of 33.31x by Waste Management’s 2019 Diluted EPS of 
$3.91. 

33.31𝑥𝑥 ∗ $3.91 = $130.24 

Waste Management’s and its comparables’ ratios can be seen in Exhibit A in the Appendix.  

https://www.wastedive.com/news/disputed-ground-the-future-of-landfill-gas-to-energy/557706/
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 Disclosure

This report is provided for information only and is not an offer or a solicitation to deal in securities or to 
enter into any legal relations, nor an advice or a recommendation with respect to such securities. This 
report is prepared for general circulation. It does not have regard to the specific investment objectives, 
financial situation and the particular needs of any recipient hereof. You should independently evaluate 
particular investments and consult an independent financial adviser before dealing in any securities 
mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources 
believed by SMIF to be reliable. However, SMIF makes no representation as to the accuracy or 
completeness of such sources or the Information and SMIF accepts no liability whatsoever for any loss 
or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 
have issued other reports expressing views different from the Information and all views expressed in all 
reports of SMIF and its connected persons are subject to change without notice. SMIF reserves the right 
to act upon or use the Information at any time, including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and 
representatives may, to the extent permitted by law, transact with, perform or provide broking, 
underwriting, corporate finance-related or other services for or solicit business from, the subject 
corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or 
other services for or solicit business from, other persons in respect of dealings in the securities referred 
to in this report or other investments related thereto; and (3) the officers, employees and representatives 
of SMIF may also serve on the board of directors. (All of the foregoing is hereafter referred to as the 
“Subject Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report 
(each a “research analyst”), has any proprietary position or material interest in, and SMIF does not 
make any market in, the securities which are recommended in this report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed in 
this report accurately reflect his/her personal views about all of the subject corporation(s) and securities 
in this report; (2) the report was produced independently by him/her/them; (3) he/she/they does not 
carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of the 
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and 
(4) he/she/they has not received and will not receive any compensation that is directly or indirectly 
related or linked to the recommendations or views expressed in this report or to any sales, trading, 
dealing or corporate finance advisory services or transaction in respect of the securities in this report.  
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Appendix 
Exhibit A: 
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