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Public entities are

MARK GOEBEL AND MALACHY FALLON

increasingly involved
in financing solid waste

disposal as resource needs
~

and related costs grow.

s federal and state regulation

MSW systems, the issuing of bonds,

evolves and the amount of avail-

requires the issuing entity to get a rating
from a credit rating agency. The credibility associated with a rating enhances

able landfill space decreases,

Public offcials and MSW

the historically inexpensive

managers are expected to

become much more costly and
capital-intensive. In addition to site purchase

,

find environmel1tally

sound and politically
acceptable means of
disposal, often without
regard to the expense.

alternative of landfilling has

costs, a state-of-the-art landfill requires

extensive capital investment.

Consequently, the importance of preserving existing landfill space has increased.

Volume-reduction methods, such as WTE
plants, are viable options, but they, too, are
expensive. Even recycling requires significant capital and operating expenditures.
Clearly, the costs, and by extension, the

capital needs associated with waste disposal have grown substantially over the
last decade. As a result MSW professionals increasingly look to the capital markets to meet their funding needs.
Access to the capital markets, and for
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the liquidity of
the issuing organization's
bonds through increased investor accep-

tance. Faced with thousands of alterna-

tives and increasingly rapid change, market participants rely on objective measures
of credit quality to make investment deci-

sions. Standard & Poor's instantly recognizable letter-grade rating symbols
the expert
(AAA to D) assure investors of
analysis and uninterrupted credit surveillance required to make informed invest-

ment decisions.
The Role of a Rating Agency

Despite the explosion in the number and
complexity of financial products over the
last decade, the role of a credit rating agency has not changed; to provide the finanElements i 994

cial markets with high quality, objective
analytical information. Credit rating agencies operate under the basic principles of
independence, objectivity, credibility, and
full disclosure of criteria and rationales.

focus on four related factors: legal provi-

should be included in the debt ratios of

sions, service-area economy, operations,

A credit rating is an opinion of the
creditworthiness of debt based on relevant

solid waste management in each state. In
addition to disposal rate regulation, other

the municipality. When a backup user
fee
is pledged, the history of the fee and how
it is collected and assessed is examined.
The legal structure must provide a sufficient revenue stream to cover both oper-

ating costs and debt service payments under

risk factors. This opinion is stated by a

areas that often vary from state to state

different operating scenarios including

recognizable letter-grade rating symboL.'
Over the years, credit ratings have achieved

include environmental laws, waste-flow

lower throughput, reduced energy output

control, the power of franchise haulers,

or price, and outages caused by either sys-

wide investor acceptance as easily usable

and government involvement in implementing solid waste disposal plans.

tem failure or environmental requirements.

tools for differentiating credit quality

based on a rating that is judged by the mar-

Legal provisions are defined through

ket to be reliable and credible.
A rating agency operates with no gov-

the bond indenture and other documents,

ernment mandate and is independent of

and financings and costs.

The analysis takes into account the
operating and regulatory conditions of

which outline the basic structure of the
financing. The analysis focuses on secu-

any investment banking firm, bank, or sim-

ilar organization. Recognition as a rating
agency ultimately depends on investors'

wilingness to accept its judgement.
How Debt Ratings Are Established
Long-term debt ratings are divided into
two broad categories, commonly known
as "investment grade" and "speculative
grade." Issues rated in the four highest cat-

egories - "AAA," "AA," "A," "BBB,"
are recognized as being investment grade.

Obligations rated "BB" or below are
referred to as speculative grade. The term
investment grade was originally used by
regulatory bodies to connote obligations
eligible for investment by institutions such
as banks, insurance companies, and S&Ls.

Waste flow control,
the abilty to direct

waste to the project or
system's facilties,
provides an
important link
between the waste

generator and the
disposal system

Ratings from "AA" to "CCC" may
be modified by the addition of a plus or
minus sign to show the relative standing within the major rating categories.
S&P rates a debt issue only when there
is adequate information available to form a
credible opinion and only after extensive
quantitative, qualitative, and legal analyses,
if appropriate, are performed. New municipal debt is rated on the request of the issuer
or its financial or legal advisor.

rity for the bonds and identification of
the revenue stream. All service, opera-

The primary revenue stream must have
the flexibility to make up for any declines
in revenue flow from a more unpredictable
secondary stream. Reserve funds may be

required to provide a bridge from one budget year to the next depending on the flex-

ibility of the primary revenue stream.
It is critical that the solid waste issuer
have a workable and effective arrangement
for the transportation of solid waste. Waste
flow control, the ability to direct waste to
the project or system's facilities, provides
an important link between the waste generator and the disposal system. Without
legal flow control, the competitiveness of
tipping fees, and the ability of systems to
shift costs to non-tipping fee charges, e.g.
user fees or residential/commercial assess-

ments, will be an increasingly important
rating factor.
Effect of Service Area Economy on Ratings

Employment, and population trends, as
well as wealth and income indices are
reviewed to establish the underlying economic strength of a service area and its
capacity to repay the financing. Service

tion, construction, and energy sales con-

demand (garbage flow) typically reflects

tracts are reviewed for possible credit

the service area's economic activity.

As

implications. A mixture of special taxes,
disposal fees, and a municipality's cred-

a starting point, historic garbage dispos-

. it can be pledged in addition to other

al alternatives, tonnage, and costs are

finhncial and economic
information is furnished
regularly. All public rat-

debt service payments. Although by-prod-

reviewed. Per capita disposal rates can be
indicative of
the waste flow's volatility and
the effectiveness of recycling and reduction programs.
Next, a review of
the area's future disposal alternatives and reliability oftacil-

uct revenues may be pledged, they are con-

ities is performed. Competition from

sidered a secondary revenue stream; the

alternatives is assessed to understand ton-

ings are monitored on an
ongoing basis by specialists assigned to
cover the debt of a groJp of entities, such

ultimate credit strength is the primary revenue stream, such as tipping fees or a general fund pledge.
Through a service agreement, a municipality might covenant to make payments
from general fund appropriations or pledge

nage projections. The capacity of all
available facilities, both on an annual

unicipal debt ratings
remain in effect as long as

as solid waste systems, or a geographic

region, in the case of municipal issuers.
New developments and economic trends

revenues, such as those from the sale of
by-products.
A detailed analysis begins with identification of the source of cash flow for

and lifetime basis, is then compared to
the forecasted service area demand. If sur-

plus capacity exists, an analysis is per-

are reviewed regularly, and a formal written review is conducted for larger municipal issuers at least once a year.

its full faith and credit. In these cases, a

formed of the additional costs and exposure inherent in carrying that excess. If

general obligation (00) assessment is

the facilities are inadequate to handle

established, which is critical to the rating
determination.

MSW System and Project Financings
S&P has rated both system and project
financings for solid waste facilities. Credit assessment of solid waste financings

to a revenue or user fee pledge, an analy-

current or projected service area demand,
the evaluation includes the cost of financing additional facilities.
Another concern is waste quality,
which can be affected by economic activ-

22 . MSW Management

If a 00 pledge is offered in addition
sis for self support wil be performed to
determine the level of debt, if any, that

ity. Quality is measured in terms of

its ener-
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gy value, which can fluctuate because of

in all cases is required. Costs are viewed

cash-flow component.

recycling, commercial and industrial activity, and seasonal influences.

tipping fee affects the financial perfor-

In evaluating the operations of a solid

relative to the capacity to pay. AlŠo, the
effecti veness of the chosen disposafoptions
is measured against the cost of futur~ alter-

waste system or project, the service

natives. By operating a solid waste, sys-

provider's flexibility in handling change-

able industry requirements, while efficiently fulfilling its primary purpose, is

tem, a community generally has more cost
control. It also assumes more risk in ownership and/or operation than if a private

examined. Waste disposal methods must

enterprise provides disposaL.

be capable of addressing a number of envi-

flexibility - through an integrated disposal

tipping
Costs are reviewed in terms of
fees per ton and household costs. The
former is a relevant measure for systems

Mark Goebel is Senior Writer, and

system, for example - to respond to

that rely on tipping fees paid by fran-

Malachy.J:..allon is Director of Standard

changes in environmental regulation is

chised and private haulers for their major

& Poor's Ratings Group.

ronmental issues. A system that has the

Clearly, the competitive position of

mance and the effectiveness of flow control. However, total household costs also
provide an important basis for evaluating
the costs of the system. Household costs
should include not only disposal cost but
also the expense of collection and trans-

portation to the disposal site. MSW

~

viewed favorably.

\

key consideration in the analysis is bond amortization versus the useful

the

life of the facil-

ities. The expected life of

the

landfill should match the
term of the debt, and the

financing should provide the flexibility
life
to respond to changes in the landfill
resulting from an increase or decrease in
waste-flow levels.
A system, by its nature, has an advantage over project financings in handling
these risks. However, a project can also be
structured to manage them effectively. For
example, a disposal contract provides pro-

ject backup disposal capacity. Contracts
generally allow less control than systemowned capacity and can be subject to legal,

regulatory, and performance concerns.
An independent consulting engineer's
report, historical operating record, and a
meeting with management provide information to evaluate management's ability
to construct and operate the facilities. If a
private operator contracts to run the sys-

tem or facility, the incentives for effcient
operation are scrutinized. In all cases, an
equitable agreement for both parties and
termination clauses for nonperformance
are essential.

System or project operations are evaluated against demand for disposal over the
term of the bonds. If components of a sys-

tem or facility are temporarily or permanently out of service, the ability to dispose
of waste elsewhere is reviewed.
The entire waste stream and disposal
process is assessed to ascertain whether
example, growth in service
changes, for

HE MAY NOT BE FAMILIAR WITH PLUM, PENNSYLVANIA.
BUT HE KNOWS STANDARD & POOR'S.
Informed financial decisions begin with a rating from
Standard & Poor's. No matter who you are or where you're
from, a municipal rating from S&P provides you with reliable,
objective credit assessments.
Participants in the financial markets expect unparalleled

facilities or plans for expansion are

rating services from S&P-and they get them. Both issuers
and investors benefit from our commitment to providing
unbiased credit information to the municipal market through
our credit analysis, seminars and publications.

evaluated.

We invite your inquiries into our ratings and services.

Effect of Finances and Costs on Ratings
In evaluating finances, the main concern
is quality of coverage. A review of different operating and nonoperating scenarios
that demonstrate sufficient debt coverage

III STANDAR & POOR'S RATINGS GROUP

area, have been adequately addressed.
Then questions about the proper size of
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