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We recommend a BUY rating for URI as of Nov. 16th, 2024, We believe the 
long-term growth of the business is being underestimated. We see market 
consolidation and TAM expansion driving the stock higher. We also see 
tailwinds that we do not feel are appropriately priced in the construction 
industry. 

Thesis Drivers
Technology: We foresee the company growing its online presence while 
expanding data analytics to drive awareness and efficiencies to the brand.
Consolidation: We see the industry trend of consolidating continuing and 
United Rentals will be the acquirer of choice for private rental companies. 
Currently, the company controls 15% of an 80 billion dollar per year market(17)
Specialty Segment: United Rental’s specialty segment allows them to expand 
their TAM by growing into niche, high-growth rental equipment markets. They 
have historically grown with a revenue CAGR of 24.2% over the past decade 
and we forecast they can maintain a 16.2% CAGR over the next decade.
International Growth: the global market is at least twice the size of the US(18) 
Meanwhile, the company gets less than 10% of its revenue overseas with no 
emerging market exposure. (10k)

United Rentals, Inc. is the largest equipment rental company in the world. The company 
has an integrated network of 1,520 rental locations in North America, 38 in Europe, 23 
in Australia, and 19 in New Zealand. In North America, the company operates in 49 
states and every Canadian province. The company’s approximately 26,650 employees 
serve construction and industrial customers,
utilities, municipalities, homeowners, and others. 
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SNAPSHOT
52 Week High: $896.98 
52 Week Low: $454.71 
Beta: 1.68 
WACC: 10.65%
DCF/EP: $941.45 
P/E ('24): 18.73
P/E ('25): 16.88
Market Cap: 55 Billion  
Shares Outs. 67.3 Million 
Revenue '23 14.33 Billion 
EPS '23 35.40
Current Ratio ('23) 1.06
D/A ('23) 3.15



Executive Summary
We believe United Rentals is a stable company trading at a reasonable 
valuation with the ability to compound capital at an above-market duration 
for an extended period. The company has a larger revenue share in its core 
market of construction equipment rental than any other company and plenty 
of greenspace for TAM expansion. The company has the scale and fleet 
diversity to weather economic storms and competent management which 
will take advantage of industry tailwinds. Peer comparisons do not give the 
company a fair valuation. They are by far the largest and highest quality of 
their pure-play competitors, in adjacent markets competitors have 
completely different end markets. When using intrinsic valuation and 
finding the present value of expected future cash flows, we believe the stock 
is undervalued.

Despite being the largest player in their market, they are only 15% of the US 
Rental construction equipment market with no exposure to the fastest 
growing construction markets in the world. Add on the TAM expansion 
opportunities provided by their existing specialty segments and the company 
has a long growth runway. Despite near-term headwinds from geopolitical 
tensions and slowing construction spending the tailwind of consolidation is 
still a major factor and may be assisted by economic turbulence.
Our confidence is only furthered by their specialty segment. This segment 
has a ten-year revenue CAGR in the mid-twenties for providing TAM 
expansion opportunities organically and through acquisition. We believe if 
the general segment grows slightly below trend and specialty can maintain a 
mid-teens growth rate. This presents United Rentals with an opportunity to 
invest in an industry leader with high returns on capital at an attractive 
valuation.
The risks to our thesis rely first on the cyclicality of the general 
construction industry mitigated by the fact that United is diversified across 
segments of that market. Second, there is a risk of a trade war. With most of 
their suppliers sourcing outside of the US, their margins or ability to meet 
customer demand would be compressed by higher tariffs. However, we see 
this risk as relative to the whole industry and almost the whole industrial 
sector.
Finally, if accounting rules are changed that restrict the amount of realized 
depreciation United Rentals would have greatly reduced cash flow due to 
income tax implications. However, we see bipartisan support in favor of 
maintaining, or at least not being more restrictive than prior to 2017 rules(4).
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Economic Forecast:

Real GDP growth:

Our real GDP forecast for the full year 2024 is 1.9%, with an applicable range of 
1.7% to 2.1% projected due to a slowdown in US consumer spending and higher 
interest rates offset by government spending for public works, military demand, 
and potential rate cut effects which will begin to show promise in the second half 
of the fourth quarter(23). The downside scenario shows consumer spending cools 
at a more than forecasted rate and/or government funding for public works 
flatlines quicker than expected. The estimates over the next three years can be 
broken down as 1.4% on the low end to 2.3% on the high end , with our 
conviction lying at .75%, we believe 1.4% would come from an ineffective and 
gridlocked Congress while 2.3% would come from a congress which can 
effectively balance fiscal discipline with proper stimulus and policies. The 
downside scenario is one in which the spending boosts by the Biden 
administration are not supplemented. At the same time, the Trump Tax Cuts are 
allowed to expire, and interest rates stay above 4%. In comparison, the 2.3% 
estimate shows interest rates in the below 3.5% range with a collaborative 
congress that can pass meaningful reform, both broadening and flattening the tax 
base while streamlining regulations and controlling spending.

Inflation:

 While CPI is the main metric used by the Federal Reserve, our main bases are 
producers and their margins. Therefore, United will be greatly affected by the PPI 
than the CPI. That said, the PPI has more volatility and is generally priced month 
to month. We expect year-end CPI to be 2.7% on a year-over-year basis with a 
standard error between 3.0% and 2.4% if CPI is 2.6% or below, our forecast for 
PPI will be 50 basis points less, however projecting full-year is difficult as it is 
only seen in monthly price changes and is seen as a leading indicator lagged by 
the CPI. This creates some difficulties in forecasting long-term numbers beyond 
the fifty-basis point difference depending on if inflation is breaking lower or 
higher. The 2.4% number is approximately the one forecasted by Statista(24), 
which we think is an optimistic view given how sticky certain prices have been 
over the past three years. On the PPI forecast we believe it will be subdued. With 
the war in Ukraine priced in. The most likely outcome is an end within the next 
24 months, which will suppress food inflation, while potentially more 
accommodative US energy policy will suppress energy inflation. The categories 
not tied to food or energy have been stable over the last several months(23), 
barring a major change in tariff rates that should continue.
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Interest Rates:
We project the Federal Funds rates will be in the range of 4.75-5% by year-
end 2024 with a downside deviation of 4.5-5% and an upside deviation of 5-
5.25% we absolutely predict at least one rate cut this year and are pricing in 
the idea of two rate cuts at 25 basis points each on the thesis of cooling 
consumer spending and increasing unemployment. We do not foresee more 
than 75 basis points worth of cuts this year barring some unlikely event. But 
we believe one 25 basis points cut is reasonable, if nothing else, to bring a 
sense of stability to capital markets, which have an over 90% probability of a 
cut before year-end. In the longer run, we have rates at 4.5-4.75% on the high 
end and 2.75-3% on the low end. We believe that even if there were to be a 
minor recession, there is very little reason why rates would go any lower than 
a 2.75% lower bound in the best interest of preserving currency stability and 
consistency in the capital markets, which has been one of Powell’s leading 
themes(26). Observing the current administration, we believe the long end of 
the treasury curve will end the year higher, but not significantly. In essence, 
since 2023 , The Federal Funds rate has had a higher yield than the ten year. 
We believe this gap nearly closes by the end of the year, so our ten-year 
forecast is 4.75% This is the most important number as the ten year will be 
the reference point for the company’s bonds. 

 Productivity Growth:
Productivity Growth is important for the industrial sector as it benefits 
indirectly from technology development. Technology has always been the 
cutting-edge advantage, but the wave of automation within the factories of 
America has allowed the underlying earnings of the manufacturing sector to 
grow as the percentage of the workforce in the manufacturing sector has 
declined in the United States. Productivity is defined as the units produced 
per hour while population growth correlates to the number of workers. It 
should be a good proxy for nominal GDP, where population growth is both 
organic growth as defined by fertility rates and birth rates, while inorganic 
growth is a product of immigration. Even though the organic growth rate 
cannot change in a significant way for the next three years immigration we 
believe will continue to contribute to an approximate 0.3% population 
growth. However, we do see a space where this growth rate fluctuates 
between 0.4% in a united democratic administration and 0.1% population 
growth in a united republican administration. That means we can realistically 
predict real productivity growth at approximately 1.4% with a downside of 
1.2% in a world where artificial intelligence innovation flatlines to 1.5% in a 
world where a stable economy invites more capital and more demand and 
supply for artificial intelligence and other science and engineering-based 
jobs. We see productivity growth as more stable than GDP growth broadly 
primarily due to the impact of inflation in the longer term, we see 
productivity falling in line with the trend, which is 1.4%(24)
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For the purposes of industrial companies, many of them will not benefit from 
Artificial intelligence to the same extent as technology firms but artificial 
intelligence as a B2B application will help improve productivity through data 
analytics and processes, the same way Excel improves productivity in finance 
over calculators and paper-pencil A.I. has similar applications to improve 
workflows to various degrees. 

Unemployment:

 We see the economy ending the year off with 4.4% unemployment within a band 
of 4.2% and 4.6% and in the longer term, we see the US unemployment rate at 
4.1% by year-end 2026. We believe even with a slowdown in consumer spending 
that, the best way to describe the US job market in a world where interest rates 
are below 5% is stable. Our prediction is that in the event of a recession, the 
unemployment rate for year-end 2026 could be as high as 4.9%, but we do not 
foresee unemployment lower than 4.1% in the medium long term (year-end 
2026).

Construction Spending:

 According to data from Statista, the projected CAGR of new construction will be 
3.3% from 2023-2028(24). However, it is difficult to project the other aspects of 
construction. We are not just dependent on new projects, but all the fixing, 
upgrading, expanding, etc. that occurs in construction will grow the industry. We 
also think that a moderated amount of total industry growth may be a positive for 
market share gain. 

Relevant Stock Market Prospects:
General Market Overview: We foresee poor forward returns for the next three 
years, emphasizing a strong microeconomic focus as the business will need to 
have a resilient business model with secular tailwinds. The market’s general 
valuation points to a significant overvaluation with the ratio of the Wilshire 5000 
to the current US GDP being over 200% the last time this occurred in 2020-2021 
was the height of stimulus but without the corresponding economic recovery. The 
denominator was much smaller than it should have been. This economy is in a 
steady state, which leads us to believe that forward-looking returns over the next 
three years, barring a black swan event, will approximate gross GDP growth. 
This opinion is further supported by the price-to-earnings ratio of the market 
being approximately 1.8 standard deviations above the average while interest 
rates are 0.5 standard deviations lower than average, giving the interest rate-
adjusted market an overvaluation of approximately 1.3 standard deviations. There 
is a chance with lower interest rates, the market could be considered closer to a 
fair value. At fair value, the upside for the next three years should approximate 
the growth in corporate earnings rather than the growth in GDP

A positive for United Rentals could be projected strength in ABS. United Rentals 
has a significant amount of leased assets there is a high probability that ABS 
markets will be an outlet for liquidity should the business need it. The company 
will have the ability to securitize its assets if needed. This type of financing 
would also be beneficial to the company as it would be bankruptcy-remote and 
the regulations around securitization may be relaxed over the next few years. We 
do not, however, bake this into our model.
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Industry Outlook
Industrials Overview
Our view is that industrials should follow the markets ups and downs with 
relative closeness; perhaps their beta is artificially lowered by the market's recent 
top-heaviness in The Magnificent 7 stocks, but our view is that logistics, building 
materials, and A&D will give industrials an edge over the broader market due 
both to supply-demand imbalances caused by pandemic supply chain issues and 
heightened political tensions. On the industry level, the large players in aerospace 
components, logistics in air and ground freight, and building suppliers, especially 
of housing, operate in deeply fragmented industries where acquisitive businesses 
can reap economies of scale.

Current Industry Classification
United Rentals is classified as a rental and leasing business. More specifically, 
they compete against construction equipment leasing companies. They fall under 
GICS 201070 of trading companies and distributors, and NAICS 5324 
Commercial and Industrial Machinery and Equipment Rental and Leasing. 

External Trends and Factors
In terms of trends, we believe reshoring provides an undervalued tailwind for 
domestic industrial construction. The market concentration of the top three 
players is 30%(1). In the first quarter of 2020, the concentration was 20%. We 
believe that concentration can continue throughout the next decade.(27)

Profitability of the Industry
With net margins in the high teens and low twenties and gross margins in the 
high 30s and low 40s, United Rentals has industry-leading margins. The best 
metric for industry profitability is cash flow ROIC, which is more similar to the 
NOPLAT/IC metric than traditional ROIC. According to FactSet, the most recent 
cash flow ROICs are 24.8% for United, 21% for Herc, and 21.4% for H&E, with 
wildly different numbers in less applicable competitors. 
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Revenue Analysis

United Rentals recorded full-year 2023 revenue of 14.3 billion compared to 11.6 
billion in 2022 and is guiding for 14.95-15.45 billion for the full year 2024. The 
2022-2023 Growth came from acquisitions and strength from construction 
spending. Given management’s history of raising guidance and our belief in 
forward strength we are confident in our slightly more aggressive revenue figures.

Business Segments

Keynote: As we look at the different segments for United Rentals, it is key to note 
that approximately 84% of total revenue comes from the rental division with the 
other 16% coming from the sale of new and used rental equipment, contractor 
supplies sales, and other ancillary services. 
General Equipment

The general rentals segment includes the rental of construction, aerial and 
industrial equipment, general tools and light equipment, and related services and 
activities. The general rentals segment’s customers include construction and 
industrial companies, manufacturers, utilities, municipalities and homeowners. 
The general rentals segment reflects the aggregation of four geographic 
divisions—Central, Northeast, Southeast and West —and operates throughout the 
United States and Canada.

Specialty Equipment

The specialty segment rents products (and provides setup and other services on 
such rented equipment) including trench safety equipment, such as trench shields, 
aluminum hydraulic shoring systems, slide rails, crossing plates, construction 
lasers, and line testing equipment for underground work, power and HVAC 
equipment, such as portable diesel generators, electrical distribution equipment, 
and temperature control equipment, fluid solutions equipment primarily used for 
fluid containment, transfer and treatment, and mobile storage equipment and 
modular office space. The specialty segment’s customers include construction 
companies involved in infrastructure projects, municipalities, and industrial 
companies. This segment primarily operates in the United States and Canada and 
has a limited presence in Europe, Australia, and New Zealand.

Other Revenues

Other Revenues include all of the other operations of the business. In the 10k the 
business classifies these revenues within general and specialty but also classifies 
them separate from rental revenues. These segments include the sale of used 
equipment, the sale of new equipment, contractor supplies sales, and 
services/other which includes servicing the machines, consumer financing, and 
other odds and ends.

General Revenue 
Specialty 
Revenue 

Other …

2023 Revenue 
Segments 

Risks
Supply Chain Disruptions: The companies rely on being able to purchase 
machines frequently from manufacturers. If those supply chains were disrupted, it 
would harm their costs and ability to grow

Regulatory Risk: The company is highly sensitive to changes in depreciation 
accounting, slower depreciation schedules may severely impede their ability to 
reinvest



Porter’s Five Forces
Threat of new entrants: High
In the literal sense, there is a high threat of new entrants but there are economies of scale 
to being large. The threat of new entrants is high. There are 5,334 rental and leasing 
companies in The US. The average cost to start a competitor here is about one million 
dollars, although some smaller equipment yards can be started for as little as 50,000.

Threat of Substitutes: Moderate/Low
Relatively low for companies that maintain a young fleet with options to lease or buy. 
The alternative is to buy new equipment or highly specialized equipment. If they were 
buy-only, leasing is a substitute, if they are lease only buying is a substitute. Otherwise, 
the main customer base is an amalgamation of contractor and government operations that 
understand that leasing a slightly older vehicle is cheaper than buying new, and 
companies that buy new are often not their customers anyway.

Rivalry Among Existing Competitors: High
In an industry where the top ten companies only hold 44% market share defined as a 
percentage of total rental industry revenue as collected by the American Rentals 
Association and where the products themselves are substitutable among competitors, the 
competition is high.

Bargaining Power of Suppliers Medium
 When the equipment being supplied is niche, the bargaining power of suppliers is high 
because of the lack of available substitutes, when there is a broad variety of models and 
competition within the segment (skid loaders, backhoes, other commoditized equipment 
types), the power of suppliers is limited to local brand power, John Deere might be 
preferred in a town over Case or vice-versa which may put a little pressure on the 
equipment yards. The bargaining power of suppliers is likely somewhat limited due to the 
ability of the rental company to delay purchases of new equipment, perform maintenance 
on older equipment, or consolidate their equipment purchases from suppliers to get more 
favorable terms. That said, when you need a new piece of equipment because the old one 
broke, you also don't want to delay and make your customer unhappy.

Bargaining Power of Buyers: Low
The major companies tend not to have any single buyer represent more than 1% of total 
revenue. The limit to this is the intensity of rivalry, if a rental yard is the only game in 
town within 15 or 20 miles then they will have much greater purchasing power, and these 
are very geographically sensitive businesses.

Price Makers: 
The price makers in this business seem to be United Rentals, Sunbelt, and Willscot. 
While the others seem to be price-takers. United and Sunbelt tend to keep each other in 
check on rental rates but companies smaller than Sun Belt seem not to have the same 
pricing power. This is reflected in the fact that Sunbelt and United have higher margins 
than other publicly traded peers. It also makes sense intuitively; Sunbelt and United 
Rentals are not price makers in the sense that customers will pay any price but that 
smaller rental yards must price lower than the major competitors in order to attract 
customers. Brand value is still important, and if United Rentals, Sunbelt, and other 
companies like Herc maintain their machinery and continuously service client demands, 
then it is reasonable to expect that a customer will defect and want to trust the “name 
brand”
Best Positioned:
The two best positioned are United Rentals and WillScot. Market leaders in fractured 
sub-industries that have secular growth and TAM expansion opportunities (specialty 
machines and software for United Rentals. Storage and monitoring equipment for 
Willscot). United Rentals specifically is the best positioned as they have the largest fleet 
with the most variety and the most locations. This allows them to service a wider variety 
of customers and attract larger accounts. 
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SWOT
Strengths
The strength of United Rentals is their scale. As the market leader, they have brand value 
and economies of scale that have boosted their profitability. Their other strength is their 
process framework. This framework sets incentives and best practices for managers at all 
levels of the company and has allowed them to successfully integrate acquisitions and 
grow their operating margins significantly. Their final strength is in the diversity of their 
fleet. By specializing in some of their offerings they can access the growth of those 
particular industries while having a solid foundation in general equipment which makes 
them a one-stop shop for a variety of clients without creating a dependency on any 
particular group.

Weaknesses
 are that they operate in a highly cyclical industry of construction. General construction 
looks to be slower than it has historically been which could lead to lost revenues in their 
general equipment rental. Another weakness is their capital-intensive, depreciating asset 
base. Changes in depreciation laws could negatively impact their cash flow. The inability 
to quickly depreciate equipment will tie up capital for much longer periods of time and 
restrain their ability to reinvest.

Opportunities: 
Not only does United Rentals have the ability to expand their core business but the 
specialty segment is the fastest-growing and highest-margin component of the company. 
We could also foresee United Rentals rolling out a SaaS component for clients to help 
optimize their own operations. Their specialty segments are in faster-growth end markets 
where United Rentals currently has low overall penetration or has the ability to expand 
TAM by being a first mover in certain product segments. Finally, the expansion of their 
financing division creates a cross-selling opportunity.

Threats
 are essentially suffering from success. United Rentals is the most highly performing 
business in their industry, the main threat is for them to stop improving or for their 
competitors to copy their playbook. However, there is the threat of a somewhat fragile 
supply chain. The company relies on consistently being able to purchase their equipment 
cheaply, if international trade imposed heavy costs their ability to purchase equipment 
and expand would suffer.
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DCF:
The DCF is the most accurate measure of the business. The significant amount of 
non-cash adjustments needed to go from net income to operating cash flow, 
combined with the above-mentioned nature of their revenue generation, makes 
looking at the present value of future cashflows the most accurate metric for the 
business. We utilized a ten-year forecast with an average revenue growth of 
approximately 11%, which is in line with the trend of the past decade and which 
we believe the company can maintain due to its specialty segment. All of the 
segments are forecasted to grow below their trends of the last ten years. The 
gross margins are in line with the average of the last ten years.  We assume 
approximately 60 basis points of efficiency in SGA,  and 25 basis points of 
efficiency from our assumption of the business not incurring restructuring 
charges, we also assume 2.3% net efficiency on depreciation calculated by the 
differences in the increase in equipment and the decrease in non-equipment 
depreciation. In essence, our plan increases net margin by approximately 3.1% 
over the next decade. We believe our expectations are reasonable due to the 
market opportunity both domestically and internationally that United Rentals can 
expand into. Combined with competent management which has shown to think in 
terms of returns on cash flow and investment rather than short-term earnings.
We believe DCF is the best method to value the business because it is based on 
standards that more accurately affect its profitability. Using long-lived assets as 
the primary long-term revenue generators causes depreciation expenses that 
unnecessarily impede their profitability. To a certain extent, There is also a 
timing issue. Because rentals are essentially contract-revenue they have a longer 
sales cycle of approximately 2 months. While not an incredibly long time the 
cash flow timing is an aspect to consider for earnings that may be misrepresented 
based on timing. We recognize the large cash increase in our model and see it 
as the logical extension of a business model that has matured over the last few 
years and foresee new avenues for growth. Our price target is $940 which is 
slightly above current average analyst expectations.

DDM: 
We believe that this model better captures the shift in capital allocation the 
company is undergoing as it matures. However, the short history of dividends 
makes this a less reliable valuation. The earnings per share growth will 
approximate 20% with even higher dividends per share growth. The amount of 
growth makes us cautious to use that as a base case. It yields $1,1274 which is 
above current levels.

Valuation

$1,276 

$943 

DDM DCF/EP

Stock Price 



Industry Outlook

Demand Analysis:
As can be seen by most of these businesses the demand analysis is for 
commercial or industrial customers to rent this equipment. According to the 
American Rental Association, the size of the market in The United States is 80 
billion dollars. Long term the industry should grow at six percent nominal over 
the next decade. The growth prospects should outpace construction in the short 
and medium term as the availability of rental and leasing expands but should 
largely track with the general construction market. 

Construction Outlook: 
According to The American Institute of Architects, while 2024 construction 
growth is projected at 17%, 2025 growth is going to only be 2%. We foresee 
the effect of rate cuts and new economic policy going into full effect for 
2026. But for the 2025 year, we foresee commercial and industrial 
construction being weaker than residential. Primarily because C&I has 
benefitted more from IRA subsidies and with a stabilization in home prices 
the outlook for residential is stronger. 

WillScot: They outcompete United Rentals in their specialty of Modular 
office and storage but are also more highly leveraged. And have recently 
struggled with acquisitions.

HERC: They outperform United Rentals in urban markets where they tend to 
focus their locations. However, they do not possess a specialty division. So 
United can suit more needs with higher-end growth markets.

H&E: due to their smaller size they are known for having more personalized 
service. They also have a distinct oil and gas segment, which can provide 
them with roads to more oil and gas services acquisitions. However, United 
Rentals is reaping economies of scale that are unproven for H&E.
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Detailed Company Analysis 
Last earnings release the company had 3.7 billion of revenue with the 3.5 billion 
dollars predicted by the market but exceeded EPS with 8.09 approximately 5% 
higher than the market. That 3.7 billion consisted of 3.2 billion in core rental 
revenue. Management kept guidance the same although they are guiding for 
slightly better results than the market.

Competition: The advantages of United Rentals can be summarized in the three 
following categories: economies of scale, technological advantages, and aligned 
managers. Scale advantages are the company’s most noticeable advantage. Their 
scale comes in the form of a diverse rental fleet spread out amongst a variety of 
accounts and geographies, with the most noticeable brand in the United States 
and cost economies of scale that allow for reduced costs and wider operating 
margins. Technology is of course a major supplement to this fact, but the 
technology itself includes a suite of proprietary products that make transactions 
easier, operating metrics easier to quantify, and logistics more robust, very few 
other companies in their listed peer group mention much about their tech suite. 
And as far as aligned management The CEO has been with the company since 
the start and holds 10 million of the stock. Branch managers have access to an 
abundance of information, and a heritage from Brad Jacobs which holds the 
record for being the founder of more billion-dollar companies than anyone else in 
recorded history. From a multi-billion-dollar transaction with Waste Management 
in the early 90s, he founded RXO which spun off GXO and XPO all under the 
playbook of consolidating fractured industries and using technology to improve 
operating processes. This playbook is very apparent in United Rentals and makes 
them an incredibly durable business as in a downturn they will have more 
opportunities for integrating acquisitions.
The company lists competitors across industries, uniquely, none of them are 
primarily rental-yard operators, but freight forwarders like CH Robinson, or JB 
Hunt, tools and industrial parts suppliers like WESCO, Grainger, Stanley Black 
& Decker, or Masco, and garbage companies like Waste Management and Waste 
Connections. The key similarities are how they follow the same corporate 
playbook, operating in a large fractured industry as a highly acquisitive business 
with the highest market share.
In the previous twelve months, the business has undergone two strategic 
acquisitions. A two-billion-dollar all-cash acquisition of Ahern and a one-point 
one-billion-dollar acquisition of Yak Access also in all cash. The Ahern 
transaction was in their core fleet business while Yak expanded their quickly 

growing specialty segment.

Last year the company invested 3.5 billion dollars in capex. Management has 
guided for 3.4-3.7 billion for 2024.  We predict that capex will approximate 30% 
of rental revenue as this is in line with the long-term reinvestment rate of the 
business. Most of the revenue comes as a result of this equipment so it makes 
sense that equipment gets purchased relative to equipment sales each year. The 
CAPEX will wind up being almost entirely rental equipment. The rental 
equipment is included in capital expenditures even though it functions more like 
inventory. The company owns most of its equipment(roughly 2.5% of rental 
revenue comes from leases of other company equipment), and consumers buy it 
as a product/service which is then returned and used by another client. In that 
sense, the sales cycle functions more like a services business which would have 
low inventory. 
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Valuation
Our 2024 revenue assumptions reflect a number near the top range of 
management guidance, we feel this is fair given their recent acquisition and 
management’s consistent conservatism in issuing guidance. The somewhat 
subsidy driven growth will be diminished compared to prior years. 2025 reflects 
a market that has cooled from inflation and has no subsidies. From there we 
have extrapolated the trends sought by the company-outpaced growth in the 
specialty segment, in-line with trend growth in the core general equipment 
business and slightly below trend in non-core general. The tale of our revenue 
forecast is to say that United has established themselves as the leader in general 
rental equipment, there growth will be slightly below its long-term trend. 
Meanwhile the specialty segment is subject to plenty of expansion opportunities 
in quickly growing end markets. The growth in these segments will briefly push 
them above trend before coming back into trend. We foresee strong growth in 
all of the subsegments within specialty. Our forecast shows a decently  strong 
2024 with a weak 2025. We believe HVAC and trench safety are more mature 
segments with room for growth. Fluid Solutions and mobile storage are 
unpenetrated for United Rentals and each group has positive tailwinds, for fluid 
solutions there is an immediate need tied to datacenters while mobile storage 
and modular office has just started to be institutionalized. Even with our growth 
assumptions we see the fluid handling segment capturing a five percent market 
share and modular office space having just over a 1% market share. In essence, 
these growth rates are not aggressive. For specialty we assume the HVAC and 
trench safety will grow at approximately 200 basis points below trend. We 
assume fluid safety solutions will be approximately 500 basis points below 
trend and mobile storage solutions will grow at approximately half of the rate.

Our margin assumptions are stable as the company has demonstrated 
disciplined cost controls and pricing power in their growth over the past decade. 
The company’s gross margin has been maintained in the high 30s or low 40s for 
the past decade we think the variation over a market cycle is 37-43% and 
looking forward it may be reasonable to expand that margin from 36-44% 
depending on how the company integrates and prices the specialty segment and 
said segment becomes more significant. It is also worthwhile to analyze the 
incremental changes that will be made as services and equipment rental sales 
grow as a percentage of revenue while contractor supplies and new equipment 
sales decrease. Again, we do not believe whole cycle margins are all that 
sensitive from a baseline of 40% gross. We do believe the business will become 
more operationally efficient through a decrease in non-rental depreciation and 
amortization. 

However, they are purchasing the temporary use of a long-lived asset. Other Net PPE is 
a hodge podge of land-which does not appreciate, office buildings, furniture, and other 
nearly insignificant assets. In sourcing their capital expenditures, they tend to size their 
purchases on an as-needed basis from a group of long-term suppliers. The names of 
which are not disclosed, their top relationship contributes approximately 15% of total 
expenditures with the top 10 suppliers contributing just under half. We foresee this 
number potentially falling if specialty continues to outpace general equipment. 
Generally, that means once the equipment is on the books, if it is unused the assets 
either sit dormant and get depreciated, or they can be sold off, but the relationship is 
rather low risk for both parties as it is on an as-needed basis for URI with a no return 
policy helping the vendor.



Growth Catalysts 
Industry Consolidation:
While United Rentals is the largest player in their space the management has 
outlined the desire to continue to grow through acquisition. While they are the 
largest player in the space the top ten players control less than 40% of the total 
market share. While we did not bake in this assumption, in a very bullish 
scenario we do not believe it is unreasonable for United Rentals to take their 
market share to 20% over the next decade(1). This is especially true as many of 
these companies are family-owned by baby boomers looking to retire. The reason 
we did not bake in this assumption is out of fear it does not occur. The recent 
acquisition of Ahern Rentals meant the acquisition of another top ten provider. 
United Rentals could find itself in a position of needing to focus on organic 
reinvestment as they run out of viable targets.

Specialty Segment Growth/Margin Expansion:
We focused more on the specialty segment growth because its probability is 
higher while its sensitivity to the macro is lower. In 2010 United Rentals had a 
25% gross margin, a high single digit operating margin and was barely net 
unprofitable. A rapid improvement through to 2015 created the strategy we see 
today. The specialty segment has added incremental profitability and growing 
more quickly. As costs are consolidated in their specialty segment, we could 
foresee company gross margins improving to 45% operating margins improving 
to 30% and net margins improving to 20%. However, the current quality and size 
of the business make these estimates less likely than projecting stable margins 
with higher specialty growth. It should also be noted that other companies have 
segments dedicated to niche end markets like movie production or oilfield 
equipment. These types of niches could add incremental profitability, and in 
some cases add new verticals for cross-selling.

Emerging Markets Expansion:
United Rentals has essentially all their revenue coming from traditional 
developed economies with over 90% of that revenue coming from the United 
States. Exposure to APAC or MENA markets adds extra geopolitical risks while 
positioning United Rentals for faster growth.  Currently, The Philippines, 
Malaysia, Vietnam, and Indonesia are the fastest-growing construction markets in 
the world. This does, however, introduce foreign exchange risk.(12)
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This may be slightly counteracted by the admittedly aggressive assumption that 
United Rentals will not incur any restructuring charges. In terms of SGA, we assume a 
small amount of cyclicality but that it will be similar to the current full-cycle SGA 
percentage. The company has always run rather lean on that department, and we do 
not foresee this changing due to their business model relying on relatively few 
workers per location and incremental analytics improvement to drive workforce 
optimization. Marketing expenses are also negligible. Baked into our net margins is 
the relative constancy of the interest expense that has fallen over time as the company 
looks to be conservatively leveraged going forward. Finally, we assume slightly 
higher realized taxes than previously due merely to their more consistent and robust 
net profitability. In total, this leads to a net margin expansion of approximately 300 
basis points.



WACC & Capital Structure
We calculated weighted average cost of capital with the market value weights of 
debt and equity for the company and found that the business is financed by 
approximately 18.34% debt to 81.66% equity. However, the company does utilize 
a high debt to assets ratio which we foresee declining towards the company’s 
long term capital structure of 2x debt to cashflow. We assume long term the 
company continues to decrease their debt to cashflow below that amount.
Related to costs: we project the risk-free rate at 4.2% for the ten-year treasury 
rate which is within 25 basis points of the ten-year treasury rate since the start of 
the project. Over time we expect the rate to decline but given the current rates 
this is what we used for risk free.
For the pre-tax cost of debt, we utilize a pre-tax cost of debt approximating 
6.32% on their bonds which are BB rated with a stable outlook, and we foresee 
the ability to become an investment grade bond in the next five years, but at their 
current rating our implied default premium is 2.12%. which is reflective of 
current market value yields on their bonds. For equity we assume the equity risk 
premium proposed by Damodaran and the beta on Yahoo Finance. This yields a 
cost of equity of 11.93% and a weighted average cost of capital of 10.66%. Given 
this we see the company as somewhat interest rate sensitive, but we see very little 
interest rate risk for the operations.

Relative Valuation
Relative: United Rentals is a market leader with better margins than other pure-
play rental yards and it shows. The only other pure plays are Herc and H&E 
which each trade in the mid-teens compared to the low twenties on United 
Rentals. More specifically predicted 2025 P/E is 14 for Herc, 13 for H&E, and 
just under 18 for United Rentals. However, URI is growing EPS at (36.9 TF) 
compared to 11 for Herc and shrinking earnings at H&E. Specialists like Xylem 
and Willscot tend to trade at a premium while Grainger and Fastenal are less 
capital-intensive than United. A sample size of three (United, Herc, H&E) does 
not seem robust, distributors and specialists like Grainger, Xylem, and Fastenal 
artificially increase the multiple. Depending on how we present the data set the 
relative valuation places United Rentals value at anywhere from 538 for 2024 
P/E compared to Herc and H&E alone or 2,000 including all of the applicable 
competitors. It is for this reason that we do not recommend using this model. It is 
common in this industry for businesses to talk about cashflows more than 
earnings, as attested to by the fact that all of the other rental yard businesses 
report on their cashflow returns. Which reinforces the benefits of the DCF but 
minimizes the use of relative value. From a capital structure perspective, United 
Rentals has an almost identical TTM Debt to equity when compared with 
Ashstead or Willscot but is much less levered than H&E or Herc. However, it still 
has the highest Return on Equity demonstrating that their returns are driven 
primarily by operating efficiencies rather than leverage.
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Value Proposition(extra demand analysis):
The US construction market is heavily fragmented. United Rental's largest 
customer is 1% of revenues with the top ten customers being 4% of revenues. 
There are a variety of reasons why the business model provides sustainable 
value to customers. Construction for most companies is very subscale, 2/3rds of 
homebuilders, and skilled trades businesses gross under one million dollars per 
year. Competition amongst construction firms leads to single digit profit 
margins, practically none of the revenue is recurring leading to the necessity of 
reducing fixed costs. When larger “National Accounts” have a fleet of their own 
they may supplement with United Rentals to replace a broken down or in repair 
piece of equipment or to utilize a specialty piece that would be troublesome to 
keep on hand.

Culture and Process(extra supply analysis): 
United Rentals we estimate will have approximately 1600 Branch locations for 
year end 2024. The company is constantly using data analytics to optimize 
performance of each location and pursues a portfolio strategy of integrating 
locations with a range of 5-14 branches per district, 6-11 districts per region and 
3-6 regions per division. Of which there are 5 among the 50 states. The 
company utilizes a technology forward mindset in constant process 
improvement to incentivize management and create lean processes. They are 
trying to consolidate their vendors in the general equipment segment. Even still 
their number one supplier is the source of 15% of capex and their top ten 
suppliers are 48%. We can the top ten reaching just under 2/3rds of capital 
expenditures long term. Although they may require more diverse suppliers for 
specialty equipment. The market itself is globally diversified but there is a 
strong presence in Asia. The largest company by market share is Caterpillar 
with 16% share the top ten in the industry are only slightly less concentrated 
than the top ten providers which is a good sign for us. Competition is intense 
but there is geopolitical risk, especially with Chinese OEMs. In regards to 
unions the company does not have a unionized workforce, however, dealing 
with construction companies means union exposure which could be negative if 
their suppliers or clients suffer from a strike.
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This table tests the effects of CV growth of NOPLAT and risk-free Rate. A change 
in the growth rate has a very similar effect to a change in the risk-free rate. This is 
likely because of its connection with the cost of debt. Both rates have a 
considerable effect on the price of the stock and should be watched closely as the 
risk-free rate has been trending down (7). This suggests every 0.25% cut by the 
FED should drive up some value and increase the growth of NOPAT. 

This table tests the relationship between the pre-tax cost of debt and the marginal tax 
rate.  The graph is very closely related to the marginal tax rate because of the tax 
shield. These two variables are also very closely correlated, as high debt and a high 
tax rate cause a significantly lower stock price than the current projection. Events 
likely to cause shifts in the pre-tax cost of debt and the marginal tax rate include 
FED funds rate adjustments and changes in governmental leadership. For example, 
under the 2016 Trump administration, the federal tax rate was cut to its current rate 
of 21%, and there has been discussion of lowering it further to 15% 

This table tests the effects of pre-tax cost of debt and cost of equity. Cost of equity 
and debt will be somewhat correlated with one tending to drive up the other, but it 
is important to analyze how they would affect our cost of capital, which will affect 
the stock price. The table acts as we would expect but the stability of the changes 
indicates a reasonable cost of capital.



This table tests the effects of the equity risk premium and current dividend yield. 
Based on the table dividends do not have meaningful impact on the price of the 
stock in relation to the change equity risk premium. On the other hand, equity risk 
premium does have a large effect as it is tied to WACC. A higher risk premium 
raises our WACC, a higher WACC causes us to have a lower Stock price. Raising 
our cost of equity risk premium by 50 bases points would lower our price by 
almost $100. 

This table tests the effects of the WACC on CV growth of NOPLAT. These two 
factors have an invers relationship and are highly correlated with each other. 
Increases in WACC cause the share price to decrease and increase in NOPLAT 
growth causes a stock price increase. These factors can be affected by a changing 
in the weights of debt-to-equity base on market factors like the FED funds rate and 
over all market performance. We believe an increase in CV growth of NOPLAT in 
the future is likely as United Rentals gains market share and can benefit from even 
greater economies of scale.    

This table tests the effects of the Beta and the risk-free rate. Both a lower risk-free 
rate and a lower beta result in a higher stock price. The company’s beta is driven 
highly by the construction market and is in turn is correlated with the broader 
market while being more volatile.. The risk-free rate is also tied to the condition of 
the market and can be affected by change in the FED funds rate. It is likely that 
these two variable would move in the same direction at the same time a puts 
considerable emphasis on the values in the table to be considered when considering 
economic trends..   

Important Disclaimer This report was created by students enrolled in the 
Security Analysis (6F:112) class at the University of Iowa. The report was originally 
created to offer an internal investment recommendation for the University of Iowa 
Krause Fund and its advisory board. The report also provides potential employers 
and other interested parties an example of the students’ skills, knowledge and 
abilities. Members of the Krause Fund are not registered investment advisors, 
brokers or officially licensed financial professionals. The investment advice 
contained in this report does not represent an offer or solicitation to buy or sell any 
of the securities mentioned. Unless otherwise noted, facts and figures included in 
this report are from publicly available sources. This report is not a complete 
compilation of data, and its accuracy is not guaranteed. From time to time, the 
University of Iowa, its faculty, staff, students, or the Krause Fund may hold a 
financial interest in the companies mentioned in this report. 
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