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Abstract

This Equity Research aims to provide prospective investors with a comprehensive valuation of Waste
Management, Inc., offering a well-founded recommendation on its intrinsic value and a suggested target
share price. Employing various valuation methodologies, we conduct a thorough analysis, incorporating both
historical financial data and qualitative insights pertaining to the company, its industry, and peer landscape.
Within this individual report are the final sections of the report, outlining WM’s key drivers and forecasts,
valuation analysis and a final recommendation for investors.
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Introduction

The joint Equity Research report on Waste Management, Inc. aims to conduct an equity valuation,
offering a recommendation to potential investors. Through a comprehensive analysis of the
business, its industry, and competitors, we assess three scenarios for future performance using
the Discounted Cash Flow method. Our conclusion recommends selling Waste Management's
stock, given our projected target share price of $151,77 for FY2025, indicating a -8,7% return
from the current stock price of $166,26, as of December 15th, 2023.

This individual report serves as the latter part of a comprehensive analysis, complementing the
initial sections to provide a thorough understanding of Waste Management, Inc. The focus lies on
critical aspects forecasting the income statement and balance sheet, employing valuation
methodologies such as the DCF model and multiples analysis. Additionally, it encompasses both
sensitivity and scenario analysis to gauge potential trajectories. The investment thesis and final
recommendations serve as the culmination, weaving together the insights gained to offer a well-
rounded evaluation and guidance for prospective investors.

The additional sections that are included in the joint report in annex, and in my colleague’s
individual report comprise the company overview, Waste Management’s history, providing a
snapshot of its current main information and position, describing its business model, conducting
a financial analysis, and a reflection on both the share performance and management team.
Lastly, it will display an industry overview, which contains an analysis on the industry and
introduction of the company’s main competitors.
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Main Drivers & Forecast

Income Statement Forecast

In order to estimate WM'’s value at the valuation date (December 31st, 2024), we started by
forecasting the company’s Income Statement. Despite the valuation date being December 31st,
2024, we decided to forecast the items for 2023, since we only had full-year information until

2022, and hence have a forecasting period from 2023-2035.

First things first, we started by estimating the company’s revenues for the upcoming period. Not
having clear information about volume or price point, we figured that the best way to estimate
future revenues was to try to estimate future waste production. From the Global Waste Index
2022 we found that in the U.S., in 2022, each person produced, on average, 811kg of waste,
recycling 190kg. Landfill waste per capita, on the other hand, was 402kg. From a World Bank
study on waste management, we extracted an annual growth of 1,98% of waste produced per
capita, which we applied to these three items, allowing us to forecast Kg of Waste, Recycling
Waste, and Landfill Waste per capita (Figure 15). Through World Bank and Congressional
Budgeting Office of the U.S. studies we found the U.S. population growth (Figure 16), which then
allowed us to have an estimation of annual production of waste, recycling waste, and landfill
waste (Figure 17). Trying to be a little more conservative in our estimations after forecasting linear
growth in waste production, we decided to assume that WM’'s market share of 14,1% in 2022
would remain constant until 2035. Having forecasted the volume for the collection, landfill and
recycling operations, we still needed to forecast transfer, other, and intercompany volume (Figure
18). Because transfer stations are a pit stop in the transport of waste to landfills, we decided to
forecast it as a percentage of landfill volume, based on the average of the previous four years
(2018-2022). Not being able to find a direct relationship between other and intercompany revenue
sources with the other ones, we forecasted their volume as a percentage of the collection, landfill,
recycling and transfer volume, once again assuming the average of the previous four years.
Dividing 2022’s total revenue by the total volume in that year, we understood that the average
price point was $0,27/Kg of waste, which we assumed would grow in line with inflation. After
calculating the future revenue for each business line, we did not believe that our estimation for
the intercompany item was reasonable compared to historical data and all the business
expansion assumptions, so we decided to assume that intercompany’s revenue would simply be
forecasted as a percentage of collection, landfill, transfer and recycling revenue (Figure 19). It is
important to note that, even though the U.S. represents approximately 96% of the company’s
revenue, we must account for the remaining 4% of the business which take place in Canada. As
such, keeping in mind that Canada’s weight is not very representative, we thought that the best
strategy would be to assume that this geographical split would continue, and adjust each business
line revenue accordingly (i.e., divide by 0,96) (Figure 20). All of this process led to a 2% total
revenue annual growth in 2023, followed by a 5%-increase in 2024, but then finding its steady-
state at a 4% annual growth rate from 2024 onwards, which despite being reasonably above
predicted inflation (4,5% in 2023 and around 2% until 2035) does not seem unrealistic given the
increasing importance of the waste management business in circular economy and environmental

matters.

Having forecasted the most important item in the Income Statement, it was time to predict the

result of the core, non-core and financing business of the company. For the core business, we
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assumed that all core costs and expenses would grow as a percentage of total revenue (using
the average percentage of the previous four years), as they all are dependent on volume — such
as Labor and related benefits, Transfer and disposal costs, Maintenance and repairs, among
other. Other core costs were also assumed to grow in line with total revenue, except for Provision
for bad debts, that was predicted to grow in line with Accounts Receivable given its nature, and
Depreciation, depletion and amortization that are expected to evolve according to Property and
equipment. After taxes and adjustments, we got to a core result (Figure 21) that would grow 7%
in 2023 compared with the previous year, 5% in 2024, and then finding its steady-state growth
rate of 4% per year from 2025 onwards.

For the non-core business, the only revenue source was the “other” business line, to which we
subtract all the costs that were estimated assuming that its percentage of total revenue would
remain the same as the average of the previous four years. After all the relevant considerations,
we arrived at a non-core result (Figure 22) that in 2023 would have increased 5% compared with
2022, 5% in 2024, and then reaching a steady-state growth rate of 4% per year from 2025

onwards.

Lastly, the most representative items in WM'’s financing business were naturally forecasted
assuming that the previous four-year average of its percentage of long-term debt would remain
the same — the case of Interest Expense and Loss on early extinguishment of debt — while Equity
in net losses of unconsolidated entities was forecasted assuming that the average of the previous
years’ percentage of Investments in Unconsolidated Entities would remain the same. The
financing business result (Figure 23) in 2023 was predicted to have grown 41% in 2023 compared

to 2022, 5% in 2024, and achieving a steady-state growth rate of 4% per year in 2025.

Adding together the core, non-core, and financing perspectives of WM’s operations, we got to a
total comprehensive income in 2023 that would have represented a 0% increase when compared
with 2022, 5% in 2024, and a steady-state annual growth rate of 4% per year from 2025 onwards.

All things considered, WM’s estimated total comprehensive income (Figure 24) grows in line with
the evolution of revenue, suggesting that the profit margins will be practically the same. As we
are unable to predict the future advances in technology, as well as the intended mergers and
acquisition plan of the company and its effect on the operations, a forecast that suggests that
profit margins will stay the same seems conservative, but reasonable for a neutral analysis of a
business that will definitely become more and more relevant in the future.

Balance Sheet Forecast

Having completed the analysis of WM'’s forecasted income statement, we must dig deeper in
order to get to the valuation. Therefore, we also forecasted the company’s Balance Sheet. As
previously explained, we chose to anticipate the items for 2023 despite the value date being
December 31, 2024, given we only have full-year information up until 2022 and have a forecasting
period from 2023 to 2035.

To begin, we will take look at the company’s core business assets, liabilities, and the invested
capital on core business. Screening through WM’s core assets, we can start by explaining its
working cash, where we assumed that it will be 2% of total revenue, in line with happened in the
past 4 years. As for Accounts Receivable, we computed the average of WM’s average collection
period from 2018 to 2022 and assumed that from 2023 on, that value would remain constant and

as such, the company’s Accounts Receivable would be the multiplication of that Average
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Collection Period and WM's revenues divided by the 365 days. Other receivables were computed
as a percentage of accounts receivable. The next core assets we will take a look at are Parts and
Supplies and Other Assets, where, in both cases we assumed that these goods would grow at a
fixed percentage of revenues, the average of the period 2018-2022. Looking now at the
company’s Property, Plant and Equipment (PP&E), we computed the average PP&E as
percentage of revenue for the 2018-2022 period and decided that it was fair and justifiable to
maintain this average, 83% of revenues, as the total PP&E until 2035, i.e, it will grow
proportionally as revenues increase. Goodwill, which is the excess of the purchase cost over the
fair value of the net assets of the company acquired by WM, is not amortized, but is assessed for
impairment each year. Having studied WM'’s acquisition history, we concluded that WM'’s
acquisition strategy is based on the acquisition of other players within the industry, and they have
been doing so on a constant basis over the past years. That being said, the forecasted goodwill
assumes that for every four years there will be an acquisition made by WM, with the following
years coming as adjustments to the deal. In this way, Goodwill will increase at 2% when there is
no acquisition in that year and will grow at 10% assuming an acquisition has been made that
year. Since it was hard to predict future business decisions, we thought that a safe and

explainable approach would be to continue WM'’s past acquisition activity.

On the other hand, Other Intangible Assets consist primarily of customer and supplier
relationships, covenants not-to-compete, licenses, permits and other contracts. These items are
recorded at fair value on the acquisition date and are generally amortized using either a 150%
declining balance approach or a straight-line basis as we determine appropriate. Our reasoning
for the forecast of this item, given of what it consists of, was that with time, it is likely that it would
increase to higher levels given the increase in WM'’s volume and value as a company. Having
said that, we stated that this item would grow at the same pace as Goodwill, since WM'’s specific
other intangibles would be more likely to increase as WM'’s acquisition performance increases.
As for Restricted Funds, the reasoning was the same and an average of 2% of revenues was

accepted as a terminal value until the end of the forecast.

Looking now at WM's core liabilities, we will first explain the evolution of Accounts Payable. We
calculated the average of WM'’s average payable period from 2018 to 2022 and noticed that this
period was increasing in every year. As such, we decided to use the 2022 value as a final value
and assume that Accounts Payable until 2035 would be computed as the product of that Average
Payable Period time and WM's forecasted costs and expenses divided by the 365 days. Analyzing
the accrued liabilities, we assumed that its average as percentage of revenues during the period
2018-2022 would be kept and as such, 8% of revenues. As for deferred revenues, we assumed
it will proportionally follow the increase in revenues, at around 3% of revenues. Last but not least
is the Landfill and Environmental remediation, one of the biggest liabilities associated with WM’s

core operation. We assumed it would grow at a constant percentage of revenues.

We decided to maintain the average for the 2018-2022 until the end of the forecast. Having taken
into consideration both WM’s core assets and liabilities, we can conclude on the Invested Capital
on Core Business (Figure 25). Our assumptions and forecasts result in an 8% increase in Core
Invested Capital in 2023, 7% in 2024, and reaching a steady growth value of 3% until the end of

the forecast, except for the years when Goodwill is at 10%.

We will now look at the non-core side of the business, which incorporates Investments in
unconsolidated entities and Other assets. Investments in Unconsolidated Entities and Other

Assets will evolve at 3% and at 5% of revenues until the end of the forecast period, respectively.



Figure 26 — Forecasted
WM’s financing
business, 2023-2035

Source: Calculations

Figure 27 — Forecasted
WM’s unlevered FCF,
2023-2035

- & 8 BE B B BB

2RI 2024 2005F 206 2027F 206 2029 20306 2031 2032 2BF 2B 2035

Source: Calculations

Table 2 - WM Enterprise

and Terminal Value

[piscounted FcF |

14,443

|Discounted Terminal Value |

61,740

ise Value

75,033

Net Debt

13,887,

Equity Value

61,131

# Shares Outstanding

403]

Share Price

151.77|

Actual Price

Final Recommendation

166.26)
Short

Source: Calculations

Having explained WM'’s non-core assets, it is time to focus on the non-core liabilities. The first,
deferred income taxes, was predicted to grow in the future as a fixed percentage of non-core
assets, at 131%, a value that will be used until 2035. The second, other liabilities, is expected to
grow as a percentage of total revenue. The same reasoning used often throughout this forecast
was again established, using the previous 5-year average, at 6% of total revenues. According to
our projections and underlying assumptions, Non-Core Invested Capital (Figure 25) will rise by
29% in 2023, 5% in 2024, and then remain stable at 4% during the remainder of the period. As
for the Total Invested Capital (Figure 25), based on our projections, in 2023 it will increase 7%,
7% in 2024, and afterwards it will remain stable at 3% a year until the end of the projection, except

for the years when Goodwill is at 10%.

In order to finish WM’s balance sheet forecast is essential to analyze the Financing Business
(Figure 26). The first item that comes into our attention is the Excess of Cash. The fact that from
2018 to 2022 there have been gigantic year-on-year percentage changes, mainly in 2019 and in
2021, allowed us to realize this dispersion and enabled us to come to a consent regarding this
topic. As such, we computed the average year-on-year percentage change on working cash
during this period and assumed that that value would remain constant and that from 2023
onwards, the excess of cash would grow at that rate. As for the Long-term debt, less current
portion, we assumed that it would evolve as a percentage of total revenue, for which we assumed

that the average of the previous years would remain the same.

Valuation

DCF Model

The Discounted Cash-Flow (DCF) approach was the initial method of valuation utilized to
determine WM stock price. A Free Cash-Flow map (Figure 27) with WM’s FCF up to 2035 was
created using the financial projections from the report's preceding chapter as a guide. The FCF
had to be discounted with the WACC (post-tax) after that. The WACC computation will be
explained next and includes the following variables: D/V target; Cost of Equity; Cost of Debt. All
in all, this resulted in a WACC of 7,12%. After discounting the FCF until 2035, we had to compute
the Terminal Value so that the Enterprise Value could be computed. As such, a perpetuity was
calculated using the FCF from the year 2035, where we believe the company will reach its growth
steady state, using the 7,12% WACC and the growth rate of 2035, equal to 3,7%, was assumed
to be steady for eternity. After discounting this perpetuity to the valuation date, December 31st,
2024, we got to the discounted terminal value. Adding this to the sum of the discounted FCF, we
got the Enterprise Value of $75Bn. To reach the Equity Value we had to subtract WM’s Net Debt
which is computed summing the LT debt and the ST debt and subtracting the excess of cash.
This resulted in an Equity Value of $61Bn, and consequently resulted in a share price of $151,77
(Table 2). Considering this valuation result, the stock is currently overvalued (as its value on the
reference date of November 2nd, 2023 is $166,26) and the investors are recommended sell this

stock.

We also conducted varied sensitivity and scenario analysis by changing the main valuation
assumptions, which we will later approach and insight in this report. This analysis resulted in a
pessimistic scenario of $110,88 (if scenario 1 is the reality) and an optimistic one of $198,25, (if

scenario 3 is the reality). This means that in the case of the pessimistic scenario, the company
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stock would be overvalued, and it would be undervalued in the optimistic scenario.

Cost of Capital

To discount both core and non-core cashflows of Waste Management, we used the Weighted
Average Cost of Capital (WACC), which plays a crucial role in valuations due to its strong
influence on the present value of the company’s future cashflows. It is calculated through the
formula rwacc = TE * £/(E+D) + 1D * D/E+D)*(1-r), Mmeaning that the WACC (rwacc) is the sum of the
proportion of the company’s equity multiplied by the cost of equity and the proportion of its debt
multiplied by the after tax cost of debt.

These values can be observed in Table 3. To calculate the cost of equity, we used the Capital
Asset Pricing Model (or CAPM), illustrated as rWM = rf + BWM * (rM — rf). For the risk-free rate
(rf), we considered the U.S. 10-year treasury yield, not only because it is widely regarded as the
safest financial instrument available, being highly liquid and backed by the United States’
Government, but also because WM is an American company, which makes it the best proxy for
the risk-free rate. According to Bloomberg, the U.S. 10-year Treasury Yield was 4,31%. The
market risk premium (rM — rf), on the other hand, was based on Aswath Damodaran model’s
recommendation of the equity risk premium for 2023, that was 4,40%. Moreover, we assumed
that the tax rate was fixed at 21% for the whole industry, which corresponds to the statutory
federal tax rate. At this point, we are only missing WM'’s re-levered beta (8WM). To obtained that,
as well as its peers’ levered betas, we regressed five years of daily returns against the market’s
portfolio — the S&P500 — given that it is the benchmark for determining the state and performance
of the U.S. economy, once it combines a broad scope of the biggest companies from different
sectors, with a significant degree of liquidity. The next step was to unlever the obtained levered
equity betas, as these were adjusted to the past capital structures, and by taking its average, we
obtained the industry unlevered beta. Lastly, we re-leveraged the industry’s unlevered beta using
WM’s market D/E of 17%, reaching a re-levered beta of 0,752. Finally, we reached a cost of equity
of 7,6%. For the cost of debt, we used the average of two different methods. In the first one, we
estimated the yield to maturity of WM’s 10-year Senior Unsecured Corporate Bond, which
according to Bloomberg on it was 5,29%. This approach delivered a cost of debt of 5,29%, after
adjusting for the probability of default of 0,05% (based on Moody’s Ratings) and a 49,42% Loss
Given Default, through the formula rD = yWM - Prob(default) * Loss Given Default. The second
approach, however, defined the cost of debt as WM'’s credit spread, adding to the risk-free rate
of 4,31% the spread of a 10-year credit default swap of WM — 0,98%, reaching a value of 5,3%.
The final value for the cost of debt (the average of the two approaches) was then 5,28%. For
debt-to-value and equity- to-value ratios, we used the market value of debt, based on the amount
outstanding of all the corporate bonds issued, as well as the market value of equity, using the
number of shares outstanding and traded share price. Plugging these into the WACC equation,
we get to a cost of 7,12%.
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Table 4 — Share price
estimation with
Multiples

Min Qi Q2 a3 Max
EV/EBITDA a1 193 204 232 257
P/E 155 171 235 400 420
EV/Revenues 104 193 207 210 276
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Multiples Analysis

Because the DCF Model alone does not provide an analysis of the big picture, as it is only an
intrinsic valuation method, it is always useful to complement that model with extrinsic valuation
models, such as the multiples analysis. Furthermore, being able to compare WM with its peers is
extremely insightful, as it allows us to understand if it is well positioned within the industry, and
whether it stands above or below its competitors. Additionally, valuing a company based on
comparables reflects current prevailing market conditions.

As such, we compared WM with a group of peers described before (Waste Connections, Casella
Waste Systems, Republic Services and Stericycle). It is worth pointing out that the peer group
chosen market cap ranges from $4Bn - $64Bn, with Casella Waste Systems having the lowest
value of $4,1Bn, and Waste Management having the greatest value of $63,9Bn (Figure 28). When
it comes to Enterprise Value, these companies range from $5Bn - $80Bn, with Casella Waste
Systems having the lowest value of $4,7Bn, and Waste Management having the greatest value
of $79,2Bn (Figure 28).

This group of comparable companies was assessed based on an Enterprise Value multiple —
EV/EBITDA —, and a widely used metric — P/E ratio. While the first is frequently used as it is
independent of capital structure and shows a company’s ability to generate cash from its
operations, the last one is commonly used by investors to understand relative stock valuation and

determine whether it is over or undervalued.

Starting with the EV/EBITDA multiple (Figure 29), in 2022, WM comes in fourth place with a
multiple of 17,6x, behind Republic Services’ 18,6x, Casella Waste System’s 21,1x and Waste
Connection’s 23,4x. In this 5-year window, it is curious to understand that WM’s EV/EBITDA
multiple is consistently in the middle to lower end of the range and below-average. Such position
suggests that WM'’s Enterprise Value might be underestimated, despite leading the EV ranking
with $79,2Bn as seen before. Alternatively, and more realistically, it might be the case that WM’s
EBITDA might be either in line with its EV size, or disproportionately big for it when compared to
peers. Such conclusion confirms the hypothesis that WM’s EV has been underestimated given

its profitability metrics, when compared with competitors.

When it comes to the P/E ratio (Figure 30), the analysis is similar. In 2022, WM displayed the
lowest ratio of 28,6x, while the greatest ratios were of Casella Waste Systems (77,2x) and
Stericycle (73,5x), while in the previous five years it was always below average and in the lower
end of the range. Such consistency suggests two hypotheses: 1) WM'’s stock price has been
undervalued for a long time, which seems difficult as the Efficient Market Hypothesis would argue
that being inaccurately priced, rational investors would eventually exploit this excess profits and
correct this inaccuracy, or 2) WM'’s earnings per share are way too big which is easily observed
by Figure 31.

Estimating WM’s share price using the three difference metrics (Table 4) — now including the
EV/Revenue multiple —, we understand that the common result is an average price that is above
the one calculated with the DCF Model. The EV/EBITDA multiple suggest an average share price
of $204, which represents a 35% overestimation compared with the DCF Model’s price. This
overestimation tendency remains considering the estimations of the P/E ratio and the
EV/Revenue multiple, which value the stock at $235 and $207, respectively, representing 55%

and 37% differences, respectively. These three overestimations seem fair when we consider the
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fact that the EV range suggested by these multiples considered the multiples of WM and its peers
in 2023, multiples in which WM consistently underperformed the group. Therefore, it should not
come as a surprise the fact that this relative valuation overestimates WM’s stock (having as
reference the DCF valuation) and that the DCF stock price comes closer to the Q1 price point

most of the times.

It is still interesting to use both the EV/EBITDA and P/E multiples through the cycle (Table 5), i.e.,
not considering only the values of 2023, but rather the multiples since 2018. As such, the
EV/EBITDA through the cycle multiple estimates an average price of $175 for WM, which is only
15% above the DCF valuation. The P/E through the cycle multiple, on the other hand, indicates

an average stock price of $210, a 38% overestimation.

To conclude, this relative valuation (Figure 32), although very insightful, consistently
overestimates the reference WM stock price provided by the DCF valuation, with an average
EV/EBITDA multiple of 16,9x in 2023 and an average P/E multiple of 47,2x in 2023. When
historical data is included in the valuation the estimations seem more reasonable, suggesting that
the 2023 multiples alone really overestimate the average stock price, which could have been

expected since in 2023 WM’s multiples consistently underperformed its peers.

Sensitivity Analysis

Sensitivity analysis is an essential tool in the complex world of corporate valuation, providing a
nuanced knowledge of a company's financial dynamics and the potential effects of changing key
factors. This methodology is especially important for the thorough assessment of WM since it
clarifies the complex relationships between the company's financial structure and market value.
Sensitivity analysis is the process of systematically changing important input parameters in
financial models to determine how it affects the output metrics, such as stock price or firm
valuation. The main goal is to determine how sensitive these measures are to changes in
underlying premises. Two different sensitivity assessments for the valuation WM were carried

out.

The first sensitivity analysis delved into WM’s WACC, where, by manipulating the return on debt
and levered cost of equity (Table 6), the analysis explored the resilience of WM’s accrued financial
value to fluctuations in these fundamental components. This process is pivotal in understanding
how changes in the cost of debt and the return expected by equity investors impact the company’s
discount factor, i.e, its WACC. Such insights are invaluable for decision-makers, providing a
nuanced perspective on the potential ramifications of alterations in financial leverage. In this
specific case, it can be easily seen in Table 6 that the lower the return on debt and the lower the

levered cost of equity, the lower will WM’'s WACC be.

The WACC and the growth rate of core results were the subjects of the second sensitivity study
(Table 7). The investigation examined the effects on the company's stock price by changing these

parameters.

The WACC, which includes the cost of debt and equity, is crucial in calculating the present value
of future cash flows, and changes to this parameter can have a significant impact on valuation
results. Simultaneously, the growth rate of core results reflects the company's potential for
expansion and profitability, directly impacting its stock price. By scrutinizing the sensitivity of these

variables, the analysis equips stakeholders with a profound comprehension of how market



Table 8 — Population
growth rate

Ush
ush
usa

Source: Calculations and World Bank

Table 9 — WM’s Market
Share

sssss

Source: Calculations

Table 10 — Average
Sales Prices

Source: Calculations

valuation responds to changes in these parameters. In this case, as visualized in Table 6, the
higher the growth rate of core results and the lower the WACC, the higher the company’s

projected stock price will be.

In order to reduce the inherent uncertainties in financial forecasts and firm valuation, sensitivity
analysis is essential. Sensitivity studies serve as a risk management tool in the dynamic
environment of WM, where market circumstances, interest rates, and growth prospects change.
They give analysts and decision-makers the ability to foresee a wide variety of possible outcomes,
determine the impact of unstable market conditions, and strengthen strategic decision-making.

Scenario Analysis

Scenario analysis is crucial for to evaluate the potential trajectories of a corporation in the complex
dance of corporate valuation. It uncovers dynamic interactions between factors impacting the
company's future value. The analysis explores three key dimensions, each driven by specific
assumptions, revealing probable variability in key variables.

In the first scenario, the variable under the microscope is population growth (Table 8). The base
case assumes a steady growth of 0,3% annually from 2023 to 2035. The bear case presents a
more conservative narrative, with a growth rate of 0,1%, while the bull case envisions an
ambitious 0,5% annual growth. The intrinsic connection between population growth and the
demand for waste management services is evident. As the population swells, so does the demand
for waste management solutions, directly impacting revenues and, subsequently, the overall

company value.

The development of WM's market share is the scope of the second scenario (Table 9). In the
base case, it is assumed that the company's market share will be steady at 14,07% until 2035.
The bear scenario assumes the market share to be 12,66%, whilst the bull case predicts an
upbeat increase to 15,48%. This hypothetical situation tests WM's adaption and resilience to
potential changes in market dynamics. A changing market share can have a significant impact on

sales, which has repercussions for how much a company is worth.

The third scenario explores how average sales prices change over time, recognizing the mutually
beneficial relationship between pricing dynamics and business performance (Table 10). The bear

* and bull cases consider variations that investigate the resilience of WM's income streams under

various pricing situations. Increased average sales prices, which are driven by elements like
market share and population expansion, invariably result in higher revenues and, as a result, an

increased firm value.

All'in all, our approach for the scenario analysis aimed to create three possible scenarios, where
in each we would change the three variables explained above. On the base case, every variable
is assumed to be on the base case, on the bear case each variable is assumed to be on the bear

case, and the same for the bull scenario.

The numbers give our story a quantitative element. The estimated stock price in the bear
scenario, when care is advised, is $109,03, meaning that WM'’s stock would be overvalued. A
trajectory of stability and continuity, or the base scenario, predicts a stock price of $149,36. The
optimistic bull case predicts that the stock price will rise to $195,18, meaning that the stock would

be undervalued. These numbers capture the concrete results of our scenario analysis, providing



decision-makers with specific information about the possible valuation paths that WM could take.

Investment Thesis & Final Recommendations

We issue a Sell recommendation on Waste Management, Inc. Our price target for the valuation
date of December 31st, 2024 is $151,77, which implies a total annualized shareholder return of -
8,71%, when compared to the actual stock price of $166,26 on the reference date of November
2nd, 2023.

Nevertheless, we believe do WM will consolidate and further enhance its leading position in the
waste management industry in the United States, capitalizing from the continuous and promising
growth of this service in a world each time more focused on sustainability and circularity of the
economy. Moreover, the company’s performance has proven the resilience of its business model
against economic downturns like the COVID-19 pandemic.

We consider that the key strategy for WM is to keep on positioning itself and its operations in a
geographically efficient manner, leveraging from its dominant asset network of landfills and
transfer stations, as well as remaining a leader in the recycling and renewable energy spaces
with technological evolutions in recycling processing and landfill gas-to energy plants.
Furthermore, WM must remain its balance sheet strong and liquid as it has been doing so far, but
without forgetting that, compared to its industry peers, it is over leveraged, given the significantly
higher D/E ratio. Lastly, it should keep investing in its culture of continuous improvement and
innovation, led by an experienced management team, and in deepening its knowledge on
environmental solutions and regulatory matters. Such efforts would allow the company to

maintain and increase its market share, in an industry that promises sustainable growth.

Nevertheless, there are some risks that may threaten WM’s success and for which it should pay
attention to. Firstly, the current inflation levels that have been consistently increasing over the last
two years and that naturally slow down production and consequently waste generation. Secondly,
the 96% of the company’s revenue come from the United States, which make it greatly exposed
to the nation’s economy performance and its particularities. Last but not least, this industry is
characterized by constant regulatory changes, and it is important to be up to date in order to avoid

any type of inappropriate behavior that may lead to negative externalities and fines.

Despite believing that WM has the capacity to grow in the future and protect its market leader
position, and perhaps capturing more share of the market, our analysis suggests that the market
is overconfident about WM and is hence overestimating its current value. As such, we would

advise investors to sell sell the stock.



References

Statista. (2023). Forecast of U.S. gross domestic product. Retrieved from

https://www.statista.com/statistics/216985/forecast-of-us-gross-domestic-product/

Statista. (2023). Gross domestic product (GDP) in Canada. Retrieved from

https://www.statista.com/statistics/263574/gross-domestic-product-gdp-in-canada/
Sensoneo. (2022). Global waste index. Retrieved from https://sensoneo.com/global-waste-index/

World Bank. (n.d.). Trends in solid waste management. Retrieved from

https://datatopics.worldbank.org/what-a-waste/trends_in_solid_waste_management.html

World Bank. (2021). Population, total. Retrieved from
https://data.worldbank.org/indicator/SP.POP.TOTL?end=2021&locations=US&name_desc=fals
e&start=2000 and Congressional Budget Office. (n.d.). Title of the specific page if available.
Retrieved from https://www.cbo.gov/publication/57975

Congressional Budget Office. (2023). Title of the specific page if available. Retrieved from
https://www.cbo.gov/publication/58612

Statistics ~ Canada. (2019). Waste  management  industry. Retrieved  from
https://www150.statcan.gc.ca/n1/pub/91-520-x/2019001/sect02-eng.htm

CSIMarket.  (2023). Waste  Management Inc. competition.  Retrieved  from

https://csimarket.com/stocks/competitionSEG2.php?code=WM

Statista. (2023). Waste Management in the U.S. 2023. Retrieved from Statista:

https://www.statista.com/study/31403/waste-management-in-the-us-statista-dossier/

1Statista. (2023). Projected consumer price index in the United States. Retrieved from

https://www.statista.com/statistics/244993/projected-consumer-price-index-in-the-united-states/

Damodaran, A. (2023). Aswath Damodaran's website. Retrieved from

https://pages.stern.nyu.edu/~adamodar/

Elton, E. (n.d.). Recovery Rates. Retrieved from
https://pages.stern.nyu.edu/~eelton/working_papers/corp%20bonds/all%20tables.pdf



Appendix

Financial

Statements

Waste Management, Inc.
Income Statement
20180 2019A  2020A  2021A 2022 2023F _ 202F __ 2025F 2026 2027F __ 2028F __ 2029F _ 2030F __ 2031F _ 203%F 2033 _ 2034F __ 2035F
1914 15455 15218 17931 19698 20057 20991 21024 22874 23868 20925 26006 27134 28311 __ 29538 30819 32156 __ 33550
Core Business:
Operating Revenues: 13178 13697 1342 15819 17203 17682 18506 19328 20166 22927 2392 2495 26041 27171 28349 2957
Commercial 3972 4229 4102 6303 6597 6890 7189 8173 8528 8897 9283 9686 10106 10544
Industrial 2529 2613 2770 4257 4456 4654 4855 5520 5760 6009 6270 6542 6826 7122
Residential 2773 2016 2716 3862 2002 a1 4404 5007 5225 5451 5688 5930 6191 6460
Other collection 450 482 465 808 845 884 £ 1048 1094 1141 1191 1202 129 1352
Total collection 5724 10200 10053 127 w7 1224 12826 14583 15215 15875 6563 d7282 18031 18813
Landfil 3560 3846 3667 5575 5834 6094 6358 7228 7542 7869 8210 8566 8938 9325
Transfer 17 1820 1855 2703 2829 2955 3083 3505 3657 3816 3981 4154 4334 as2
Recycling 1203 1040 1127 2635 2758 2880 3005 3416 3565 3719 3880 4049 4224 4408
( 310 3249 3260 4477 4685 4894 5106 5806 6057 6320 6594 688 7178 74%
9249 9496 9341 Ta0s 12082 13559 14146 16083 16781 17508 18268 19060 1988 20749
Labor and related benefits 2703 2791 2746 3599 3767 393 4105 4667 4869 5080 5301 5531 5770 6021
- 3% 2% % 5% % % % % % a% % % %
% of Total Revenue 18% 18% 18% 18% 18% 18% 18% 18% 18% 18% 18% 18% 18% 18%
Transfer and disposal costs 1105 1160 1135 1405 1470 1535 1602 1821 1900 1983 2069 2158 225 2350
5% 2% 16% 5% a% % % a% % a% as 4% a%
% of Total R 7% 5% 7% 6% % 7% 7% 7% 7% 7% 7% 7% 7% 7% 7%
Maintenance and repairs 1255 1355 1331 1835 171 1936 2020 229 239% 2500 2608 2721 2839 2962
o - 8% 2% 15% 3% % % a% % % a% a% a% %
% of Total Rever 8% 9% 9% 9% 9% 9% 9% 9% 9% 9% 9% 9% 9% 9%
Subcontractor costs 1375 1532 1523 2006 1972 2156 2250 2558 2669 2784 2905 3031 3162 3300
Yoy % 1% 1% 145% % 5% a% % % a% % % % ax% a%
% of Total Revenue 9% 10% 10% 10% 10% 10% 10% 10% 10% 10% 10% 10% 10% 0% 10%
Cost of goods sold 783 553 553 973 907 950 992 1035 1177 1228 1281 1336 1394 1455 1518
Yov% 29% 0% a% 7% 5% % 4% a% % a% as% a% %
% of Total Revenue % 5% 5% 5% 5% E 5% 5% B % 5% 5% 5%
Fuel 265 393 592 476 498 520 542 617 643 71 700 762 795
ov% - -21% 8% 20% 5% % % % % 4% % % %
% of Total Revenue 3% 2% 2% 2% 2% 2% 2% 2% 2% 2% 2% 2%
Disposal and franchise fees and taxes 598 606 698 720 786 823 859 897 1063 1110 1158 1260 1315
v 5 3% 15 3% 9% 5% a% % a% % a5% as% % as%
% of Total Revenue a% a% % % % % a% % % % a% % a% %
Landill operating costs 331 379 39 a2 a2 91 513 535 635 662 691 721 752 785
Yor % - 15% a% 5% 2% 5% a% % a% % a% a% a% %
f Total Revenue 2% 2% 3% 2% 2% 2% 2% 2% 2% 2% 2% 2% 2% 2%
Risk management 235 267 269 348 368 384 401 a75 496 517 540 563 S8
Yoy % 14% 1% 1% 1 5% % % % a% % % % 4% % %
% of Total Revenue 2% 2% % 2% 2% 2% 2% 2% 2% 2% 2% 2% 2% 2% 2%
Other 455 49 519 732 667 698 79 79 829 865 942 983 1025 1070 1116
Yov% - 9% 5% 9% 5% % a% % % % a% % % %
% of Total Rever 5% 35 35 3% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Core Gross Profit 3929 2201 2101 4999 5278 5520 5770 6281 6560 7451 7774 8111 8462 8829
Yov % 7% 2% 6% % % 4% % % 4% 4% % %
Labor and related benefits 957 1020 1057 1195 1316 137 1438 1566 1635 1780 1857 1938 2022 2110 2200
Yor % 7% a%
% of Total 6% 7% 7%
Professional fees 13 183 256
- 62% 0%
% of Total Rever 1 1% 2%
Provision for bad debts 53 ES 54 37
Yor % 28% a2% 31%
% of Accounts Receivable 3% 3%
Depreciation, depletion and amortization 1477 1574 1671
Property and equipment % 12% 12% 14%
Taxes 1386 1063 1229
Statutory taxes 201 23 258
% of Core Result Before T 2% 1% 21%
Core tax adjustments 92 8
% of Core Statuton 32% 8%
oc:
Post.retirement benefit obligations, net 2 1 1 3 2 2 2 2 2 2 2 2 2 3 3 3
oy % - -50% 0% 200% - 55 % 5% % % % % % % % % %
% of Total Rever 0% 0% o% 0% o% o 0% 0% 0% o% o 0% 0% 0% 0% 0% 0%
Core Result 947 1004 756 877 1093 1148 1195 1247 1301 1358 1417 1479 1543 1610 1680 1753 1829
- 6% ~25% 16% 5% a% % % % % a% % % % % a%
Non-Core Business:
Operating Revenues:
Other (a) 1736 1758 1776 2112 2405 2375 2485 259 2708 2826 2951 3079 32 3352 3497 3649 3807 3972
Costs and expenses:
Restructuring 4 6 9 1 1 1 1 1 1 1 1 1 1 2 2 2
Yor % - s0% 50% 2% 5% % 5% a% % % % 5% % % % %
% of Total Revenue 0% o% o% 0% 0% 0% o% o% 0% 0% 0% 23 23 0%
(Gain) loss from divestitures, asset impairments and unusual items, net 35 63 66 69 n 75 ] 8 85 89 93 97 101 106
% 17%
Other 361
7%
2%
Non-Core Taxes 1371
V-0V % %
Statutory taxes 288
% of Non-Core Result Before Toxes 2% 2% 2% 21% 21% 2% 2% 21% 1% 21% 21% 21%
Non-Core tax adjustments 86" 113 119 224”129 4”47 153 160 167 182 189
% of Non-Core Statutory Taxes 30% 29% -29% -29% -29% 29% -29% -29% -29% 29% -29% -29%
Rounding adjustments 1 0 0 o o 0 0 o o 0 0 o
Yor % 260% 139% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
oa:
Derivative instruments, net 8 15 9 9 9 9 9 9 9 9
- 0% 88% 187% % %" %" % 0% 0% %" 0% 0%
Available-for-sale securities, net 15 1n” 0 0 0 0 0 0 0 0 ) 0 0 o
- 200% -27% -101% 0% %" 0% 6 %" 0% %" 0% 0% " %" 0% 0%
Forelgn currency translation adjustments 105" 55 207 25 25 25 25 25 25 25 25 25 25 25 25 2
T 64% 24 2 625% o% 0% 0% 0% 0% o% 0% 0% 0% 0% 0% 0%
Non-Core Result 12127 12" 1218” Y I 1561 1635 1708  1783”  asel” 1o’  2029”  2118” 2210”7 23077 24077 252"  2ex
- 1% 1% E ; 5% E] % % % 2% % % % % a%
Financing:
Costs and expenses:
Interest expense, net £ a1 25 -365 378 -480 503 525 -548 571 597 623 650 678 707 738 770 803
0 10% 3% L 5% a% % a% a% % % a% 5 a%
% of Long-Term Debt % 3% 3% 3% 3% 3% 3% 3% 3% 3% 3% -3% -3% 3%
Loss on early extinguishment of debt, net 0 -85 -53 -86 -90 94 -98 106 -116 21 126 132 137 143
% - - -38% - 5% a% % % a% a% % a% a% a% a%
Term Debt 0% 1% 1% 1% 1% 1% 1% 1% 1% 1% 1% 1% 1% 1% %
Equity in net losses of unconsolidated entities a1 64 67 70 73 77 k) 87 91 95 99 103 108
Yor % 4 5% % % % a% % % % % % %
% of Inve Unconsolidated Entities 10% 11% 1% 1% 1% 1% 1% 1% -11% -11% -11% -11% -11%
Other, net 2 2 2 2 2 2 2 2 2 7 2
Yoy 600w - % o% % 0% 0% o% 0% 0% 0% % o% %
Financing Taxes
Statutory taxes
Minority Interests

Financing Result

T Income

Vovs

20% 0%

4%




14914 15 455 15218 17931 19 698: 20057 20991 21924 22874 23868 24925 26 006 27134 28311 29538 30819 32156 33550

Working Cash 208

566 501 616 643 671
Yo ¥ % a% a% % % a%
% of Total Revenue 2% 2% 2% 2% 2% 2%
Accounts receivable, net of allowance for doubtful accounts of $26 and $2! 1931 4285 4470 4664 4867 5078
Yo % 4% 4% % % a%
Avg. Collection Period 557 552 552 552 552 552
Other receivables, net of allowance for doubtful accounts of $7 and $8, res 344 507 529 552 575 600
% % % % %
% of Accounts Receivable 18% 12% 12% 12% 12% 12%
Parts and supplies 102 13 2 22 202 253
YoY% a% 4% % % a%
% of Total Revenue 1% 1% 1% 1% 1% 1%
Other assets 207 416 434 453 a73 493
Y-o¥% a% 4% % % a%
% of Total Revenue 1% 1% 1% 1% 1% 1% 1%
Property and equipment, net of accumulated depreciation and depletionof 11942 15719 23503 24616 25683 26797 27959
Y-or% 9% % % % % a%
% of Total Revenue 80% 20% 83% 83% 83% 83% 83%
Goodwill 6430 9323 12742 12964 13201 14521 14774
Y0¥ % 3% 2% 2%
Other intangible assets, net 512 1200 1221 1243 1367 1391
Y-or% 2% 2% 2% 10% 2%
% of Goodwill 9%
Restricted funds 296
Y-o¥%
% of Total Revenue 2%
Core Assets 212
Y0¥

Accounts payable 1037
Y0¥ %
Avg. Payable Period 409 2
Accrued liabilities 1117 1327 1428
Y-or% 19% 6%
% of Total Revenue 7% 9% 2%
Deferred revenues 522 534 571
Yor% 2% 6%
% of Total Revenue % 3% 3%
Landfill and environmental remediation liabilities 1828 1930 2373
Y-o¥% 6% 7%
% of Total Revenue 12% 13%
Core Liabilities 4856 5747
YoV % 8% 10%
Invested Capital on Core Business 17618 18360 22256
Y0¥ % 4% 1%

Non-Core Business:

Investments in unconsolidated entities 406
% of Total Revenue 3%
Other assets. 359
Y-0-Y %
% of Total Revenue 2%
Non-Core Assets 765
Y-0-Y %
Deferred income taxes 1291
% of Non-Core Assets 169%
Other liabilities 553
% of Total Revenue 4%
Non-Core Liabilities 1844
Y-o-Y %
Invested Capital on Non-Core Business 7079”7  -10aa”
Y-0-Y % 3%
Total Invested Capital 16539 17316 21015 20772 23375 25018 25822 26640 274% 28394 30319 31285 32286 33325 34413 __ 36724 __ 37904
Y-0-Y % 5% 21% 1% 5% 7% 7% 3% 3% 3% 3% 7% 3% 3% 3% 3% 7% 3%

Financing Business:

Excess Cash 237 3252 209 241 43 -a6 -54 -59 -64 70 76 -8 -89 -7 -106 115 125
YoY% 1470% 92% 197% 82% 7% 8% 10% 9% 8% 9% 9% 9% 9% 9% 9% 9%
Working Cash Y-0-Y % 4% 2% 18% 10% 7% 8% 10% 9% 8% 9% 9% 9% 9% 9% 9% 9%
Current portion of long-term debt a2 218 551 708 414 574 627 654 683 713 724 76 810 845 882 920 %60
Yo% 50% 153% 28% 2% 39% % % % % % % % % % % %
% of Long-term Debt 5% 2% 4% 6% 3% % 4% 4% % % 4% 4% % 4% 4% 4% %
Long-term debt, less current portion 9594 13 280 13259 12 697 14 570! 15 330 16757 17 483 18243 19051 19877 20739 21638 22577 23556 24577 25643
Yor% ¢ 0% % 15% 5% % % ax% % % % ax% % % % ax%
% of Total Revenue 64% % 87% 71% 74% 76% 76% 76% 76% 76% 76% 76% 76% 76% 76% 76% 76%
Net Financing Assets 10263 10246 13561 13646 1502715950 17438 18197 18990 19834 20697 21598 22538 23519 _ 24543 25612 26728
YoY% 0% 32% 1% 10% 6% 4% 4% % 4% 4% 4% % 4% 4% 4% %
Equity 6276 7070 7454 7126 7425 8324 8384 8500 8561 Se22 9687 9748 9870 1111 11176
13% % % 12% 1% 1% 1% 12% 1% 1% 1% 13% 1%
Waste Management, Inc.
Cash Flow Map
US$ in Millions 2018A  2019A  2020A  2021A  2022A]  2023F  2024F _ 2025F _ 2026F _ 2027F __ 2028F _ 2029F  2030F _ 2031F 2032 2033 2034F __ 2035F
Core Business
Core Result Before Taxes 1329 1386 1063 1229 1448 1532 1603 1675 1747 1823 1904 1986 2072 2162 2256 2354 2456 2563
Statutory taxes 279 291 23 258 304 32 337 352 367 383 400 417 435 454 a7 498 516 s38
Core tax adjustments 105 92 84 97 121 119 124 130 136 141 148 154 161 168 175 183 191 199
(Core) NOPLAT 945 1003 7 874 103 10m 1102 1193 1265 1299 1356 1415 1476 1541 1607 1677 1750 182
Depreciation, depletion and amortization 1477 1574 1671 1999 2038; 2113 2212 2310 2410 2515 2626 2740 2859 2983 3112 3247 3388 3535
ot
Post-retirement benefit obligations, net 2 1 1 3 0: 2 2 2 2 2 2 2 2 2 3 3 3 3
Gross Core Free Cash Flow 2424 2578 2427 2876 3061; 3206 3356 3505 3657 3816 3985 4157 4338 4526 a722 4927 5141 5363
capEx 1694 1818 1632 1904 2587, 3108 2990  -3088  -3202  -3343 3507 3641 3799 3963  -4135  -4315 4502 4697
Change in NWC % 3212 -3037 -994 -451; 566 -121 -121 -125 -130 -142 -148 -155 -162 -169 -177. -185
Unlevered Core FCF to the Firm 730 3972 20m2 2 2] 245 296 330 332 375 391 407 425 ) 462 81
Y-0-Y % - 444% -156% -99% -201% -63% 21% 12% 4% 10% 4% 4% 4% 4% 4% 4%
Non-Core Busines
Non-Core Result Before Taxes. 1460 1320 1371 1736 1917; 1853 1939 2025 2113 2205 2303 2402 2507 2615 2729 2847 2971 3099
Statutory taxes 307 277 288 365 403 389 407 a5 448 463 484 S0 526 549 573 598 624 651
Non-Core tax adjustments -151 -101 -86 -59 -56 -113 -119 -124 -129 -135 -141 -147 -153 -160 -167 -174 -182 -189
Rounding Adjustemnts 1 o 1 1 o o o 0 0 0 0 0 0 0
(Non-Core) NOPLAT 1306 1143 1168 1430 1571 1577 1650 1724 1798 1877 1960 2045 2133 2226
Derivative instruments, net 8 8 15 3 9 9 9 9 9 9 9 9 9 9 9 9 9
Available-for-sale securities, net 5 15 11 -24; [ ) 0 0 0 ] [ [ ) 0 0 0 ]
Foreign currency translation adj -105 55 20 651 25 25 25 25 25 25 25 25 25 25 25 25 25
Unlevered Non-Core FCF to the 1214 1221 1214 1485 1561 1635 1708 1783 1861 1944 2029 2118 2210 2307 2407 2512 2622
Y-orr % - 1% 1% 5% 5% % 2% % % % % % % % % %
Unlevered FCF to the Firm 1944 5193 -1028 1383 1507: 2225 1879 2004 2113 2203 2283 2404 2508 2618 2732 2850 2974 3104
Yo% E 7% -120% "235% 9% 8% 6% 7% 5% 2% % 5% % % % 2% % %
Income Tax. 408 1090 -216 290 316! 395 421 444 463 480 527 550 574 652
Levered FCF 1536 4102 -812 1092 1191 1485 1583 1669 1741 1804 1982 2068 2158 2452
Y-0-Y % - 167% -120% -235% 9% -16% 7% 5% 4% 4% 4% 4% 4% 4%
Financing Result -413 -601 -541 -616 -447; -632 -662 -691 -721 -752 -785 -819 -855 -892 -930 -971 -1013 -1056
Changein Financing Assets %// 17 a3 84 1381 923 744 744 759 793 848 -863 901 940 981 1024 -1069 1116
Transaction with Shareholders % -1041 -1365 -1871 -2 056 -1591 -1254 -2194 -2296 -2401 -2505 -1618 -2732 -2 858 -2989 -3115 -2077 -3398
Financing FCF 413 164 5221 2571 3884] 3146 2660 3629 3775 3947 4134 3301 4488 465 451 5110 4158 5570
Y-0-Y % - 293% 221% -51% 51% -19% -15% 36% 4% 5% -20% 36% 5% 4% 4%




