
August Stock Recommendation for the Baby Boomer Portfolio, Covanta Holding (CVA) 

 

CVA is basically a waste management company. 60% of their revenue is from waste disposal 

that they provide to municipalities, mostly in North America. They are trying to expand 

internationally with mixed results. 

 

They also sell the by-products of their waste disposal, mostly electricity, steam, and metals. 

 

They are the largest waste-to-energy company in the world. 

 

Valuation: 

 

Yahoo’s one-year price target is $23.35. The price target is the mean price target estimate of 10 

analysts. 

 

Below is the valuation from our Stock Scorecard: 

 



 
 

The price target for CVA according to our scorecard is $22.22. The valuation is basically based 

on a discounted cash flow valuation model. The upper bound is a higher, $26.33, and the lower 

bound is $18.83, lower than the current price.  

 

Because CVA is close to the Scorecard price target, buying at the right price is important.  

 

More Fundamental Metrics 

 

Market Capitalization, $2.72 billion    Revenue, $1.68 billion 

Investors are paying about $1.6 for a dollar of revenue. The average market capitalization to 

revenue ratio for the S & P 500 is about 1.7.  

 



Profit Margin, 2.86% 

 

Long-Term Debt, $1.768 billion 

 

The forward P/E is a very high 34.87, but the dividend is above average. 

 

Dividend Yield, 3.50%  

 

Below is the history of the dividend: 

 
 

The company started paying a dividend in 2010. It’s too early to determine the trend of the 

dividend. The company went public in 2006. 

 

Bullish Case 

 

 Waste diversion (waste disposal away from landfills) is becoming important and popular, 

especially in Europe. CVA has waste diversion businesses, and this can help them as they 

try to expand in Europe and internationally.  

 

 There are high barriers to entry for municipal waste contracts.  

 

 There is a possibility that CVA could qualify for renewable energy tax credits. If this 

happens, demand from power distributors could increase for its electricity and steam 

services. 

 

 Above average dividend. 

 

Bearish Case & Risks 

 

 The abundance of natural gas could cause less energy demand from waste.  

 

 Energy diversion could help the future of CVA. If it doesn’t take off, CVA may face 

slower growth in the future.  

 

 Their international expansion has had mixed results. 

 

 

 

 



Technical Analysis 

 

Below is a long-term chart for CVA: 

 

 
 

As stated above, the company went public in 2006. 

 

The stock has underperformed the rest of the market, and has not recovered from the 2008 

market crash. 

 

The stock is about 30% off its high. 

 

Let’s look at a shorter-term chart to help determine an entry point: 

 



 
 

There is long-term support at $20. 

 

If the gap made in June is closed the stock could pull to the $19.25 level. 

 

We did issue a recommendation earlier, open to sell short the Dec. $20 put.  

 

If we are assigned, we will own CVA close to the $19.25 support. 


