











revenues. An example includes whether contracts are
put-or- pay and if they include payment for lost
revenues from the sale of energy or reclaimed
products. If not, financial operations are vulnerable to
penalties. Even though the full amount of revenues is
received, if the waste content i1s not sufficient, there
may be damage penalties owed under contracts for
sales of reclaimed products or energy. While the
agreements provide for these costs to be paid by the
participants, there should be accountability of the
costs and awareness of any tax limitations that
restrict the ability of the municipality to increase
rates and fees in order to have sufficient funds to
meet their contractual obligations. A few examples
of provisions include:

Q Bristol Resource Recovery Facility
Operating Committee, CT provides
waste-to-energy, transfer station, and
landfill solid waste disposal services for
14 participating municipalities near the
City of Bristol. Debt is repaid from net
revenues derived from tipping fees, sales
of energy, and service contracts paid by
the municipal participants based on put-
or-pay contracts. The municipalities have
pledged their full faith and credit and
general fund support to these payments.
There are provisions for shortfall in
energy payments to be passed through to
the municipalities. While the underlying
credit quality of the municipalities is
strong, when contracts provide for
increased costs that were not anticipated,
other expenses and programs may suffer.

O Union County, NJ issued debt through the
Union County Utilities Authority for its
waste-to-energy facility. Contracts
provide for increased disposal costs for
ash residue and lost energy revenues to be
passed through to the municipalities. It is
important to evaluate the overall rates and
charges imposed on the tax base and the
overall burden on income from all taxes
and fees.

V. Evaluating Operating Contracts

Service contracts are negotiated between systems and
vendors as well as between municipal governments.
These contracts and agreements also provide the
terms of operation for facilities that are not
municipally operated. The use of these instruments
has risen in response to flow control and to stabilize
waste supply and operating costs. Nonetheless, there
remain key analytical areas for the evaluation of
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these contracts that should be included whether or not
debt is outstanding. The evaluation of service
contracts can be divided into components: contract
terms, hauler considerations, waste supply
agreements, intermunicipal  agreements, and
municipal support. Important considerations in
evaluating the contract terms relate to the life of the
contract in relation to the term of the debt, whether
the contract matches or exceeds bond life, or whether
renewal risk exists.

The risks associated with increases in consumer or
producer prices are also assessed. Some contracts
have the solid waste system responsible for increases
above a specified amount, placing the risk of inflation
on the system. Analysts evaluate the extent of
liability and the potential amounts paid by the vendor
or municipality.

Payment mechanisms are also evaluated, including if
the municipality or the vendor is responsible for
billing. In addition, the budget processes as well as
put or pay contract terms are evaluated, as is the
dependence upon imported or spot market waste.
Hauler considerations include whether or not the hauler
or vendor provides collection, disposal or both.

Another consideration is how revenues flow from the
hauler to the system, and ultimately to the trustee.
There are several methods of revenue collection that are
in use by municipal solid waste systems and include
escrow or performance bonds being required prior to
disposal of waste at the facility. When the vendor
utilizes direct billing, the timing of payments should be
sufficient to protect the revenue stream from
bankruptcy of the vendor. Property or refuse bills that
are a lien on property can provide a satisfactory stream
of revenues.

A few examples of how systems have structured billing

and payment include:

Q Separate billing for solid waste services with non-
payment of a lien on property in Sacramento
County, CA, City of Santa Cruz, CA; Miami-Dade
County, FL; and the City of Tampa, FL.

O Service contracts with the authority/agency
and underlying municipal participants for
Santa Fe Regional Solid Waste agency,
NM; Bristol Resource Recovery Facility
Operating Committee, CT; and Union
County, NJ.



Q Separate bill to residential and commercial
waste generators with billing and collection
services provided by Atlantic County
Utilities Authority, NJ.

VL Evaluating Intermunicipal Contracts
Intermunicipal agreements are often used by county
systems with revenues derived from underlying
municipalities via the service contract or agreement.
Municipal service payments are another revenue
source, received under contracts or interlocal
agreements. These payments are subject to
budgetary appropriation.

Some bond structures provide for a general or limited
obligation pledge of amounts payable under these
contracts or agreements. Some have put-or-pay
covenants and others include provisions that payment
must be made whether or not the facility is completed
or operational. Other structures provide for revenues
to be based only on actual amounts of waste supplied
to the system. Some systems include revenues
derived from sales of reclaimed or recycled products
as well as investment income. Not only are the types
of pledged revenues important, but also how the rates
are set, the flexibility to change rates and the billing
process.

Provisions of service contracts and disposal contracts
are evaluated and measured against estimates of
waste disposed. The amount of municipal support is
an important credit consideration. If there is a guaranty
or deficiency make-up provision, it is important to
determine that there is a mechanism in place to have the
trustee notify that there is a deficiency in revenues, or
that reserve funds may be drawn upon.

Another factor following debt repayment or at renewal
time is to evaluate the ability of the municipality to
impose the fees or user charges as well as ascertain that
the service area has sufficient resources to repay on
time and in full. Key considerations for the evaluation
of intermunicipal agreements include: (a) market
penetration; (b) is the service area regional or defined;
(c) what is the budget and appropriation process; (d)
revenue collection process; (e) how are excess funds
allocated; and (f) cost recovery and capital
improvement plan. An intangible factor is whether
these participants will be willing to continue to support
the system or will lower cost altematives be sought.
Thus, an economic rate structure is essential.

VIL Contracts and Financial Operations
Contracts and agreements help solid waste systems
get a secure source of waste supply and quantify
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annual expenses. Economic operations are important,
with competitive tip fees, especially to forestall tax
and rate base initiatives where municipal support is
derived form the tax base. Credit analysts are
interested in historical projections and how the
system has responded. A changed environment is not
necessarily a credit negative if the system can
demonstrate that it has acted responsibly.

VIII. Evaluating Financial Feasibility

To assist with long-range financial planning,
feasibility analysis can be prepared. Future operating
revenues and costs can be projected using the terms
of contracts and agreements. Feasibility studies are a
useful analytical tool to project a system’s ability to
pay operating expenses even when debt has been
repaid.

Factors that constitute a good feasibility study
include the breakdown of waste by type, how it is
collected, how measured, and the basis for charges,
as well as the assumptions on non-operating revenue,
including investment income. Growth assumptions
and information regarding fees and competition
should be provided along with sensitivity analyses
under various scenarios. Projections should be based
on realistic expectations and evaluated within a
historical  context, especially if municipal
incorporations are a potential threat. Understanding
the permitting process is important so that planned
improvements can be realized.

The analysis of pledged revenues includes how the
rates are set, the flexibility to change rates, the billing
process, and if there are rate stabilization funds to
reduce the size of rate increases. The sufficiency of
these revenues considers if they excess funds are
available to fund reserves for operations and
maintenance in addition to debt service. Also
conducted is an evaluation of any mechanism to
trigger the payment of municipal or vendor
guarantees to determine that sufficient time is allotted
to get necessary budgetary approvals to ensure that
all payments are made on time and in full. The flow
of funds as well as the definition of operating
expenses are evaluated to determine priority of
payments. Some debt structures provide for both
vendor and municipal debt, with debt service on
vendor bonds payable as an operating expense under
the service contract. In effect, the vendor debt is
senior to municipal debt. In cases where debt is
retired prior to the expiration of operating contracts,
there may be substantial additional revenues
available for the operator. However, the allocation of
these funds to the vendor depends on contract
provisions.



A few systems with this form of debt structure

include:

Q Union County Utilities Authority, NIJ
taxable landfill bonds are payable as an
operating expense included in the service
fee formula.

O Onondaga County Resource Recovery
Agency, NY issued a class of bonds
payable as an operating expense included
in the service fee formula. The repayment
of these bonds was senior to payment of
debt payable from net system revenues.

IX. Credit Fundamentals

Credit fundamentals for solid waste sector debt
provide indicators to determine how well the system 1is
performing as well as provide signs of stress that could
destabilize financial operations. Public and private
partnerships have resulted as a loss of legal flow
control evidenced by waste supply, disposal, and
operating contracts and agreements. These contracts
and agreements have provided solutions to the loss of
waste supply and revenues that resulted following the
loss of legal flow control. These partnerships have led
to the evaluation of solid waste system debt based on
the fundamentals of project finance. This analysis
blends municipal revenue bond analysis with the
evaluation of the corporate and municipal participants.

The use of full cost accounting enhances the
evaluation of financial feasibility studies as these
projections are based on clearly defined costs of
services. Per ton costs and per ton revenues can be
determined. This analysis enables revenue and
expense models to be developed based on the full
cost of providing solid waste service. Necessary
revenue and expense reductions required in order to
remain competitive can be identified. Thus,
sensitivity analysis can be performed to ensure
sufficient funds will be available to meet debt service
payments.

The credit analysis process further evaluates revenues
pledged and used to derive net revenues. The analysis
includes the method used to set rates, the flexibility to
change rates, the billing process, the degree of
operating flexibility attained from the use of rate
stabilization funds, reserves for operations and
maintenance, and standard debt service reserves. Also
evaluated is the mechanism to trigger the payment of
municipal or vendor guarantees to determine that
sufficient time 1s allotted to get necessary budgetary
approvals to ensure that all payments are made on time

and in full. The flow of funds is evaluated and
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compared with payment of operating expenses to see
what is paid ahead of bonds.

Key fundamentals of the analysis of a solid waste
system include the system description and type, its
operating procedures and practices, the legal covenants
and litigation, the independent engineering
evaluations, and the system’s debt position and
affordability. The analysis also evaluates the waste
supply trends, alternatives to the system with a
transportable distance, the service area fundamentals,
and the system’s technological suitability, and
economic and competitive feasibility.

X. Credit Quality

Fitch IBCA’s credit rating is the distillation of all of
the credit factors and fundamentals and is a statement
about the issuer’s willingness and ability to repay debt
on time and in full. Credit fundamentals of solid waste
systems that are positive include sound historical
system operations, satisfactory financial operations, a
diversified and committed waste supply, and a
competitive rate structure, which leads to economic
flow control that provides stable revenues sources.
Credit concerns include the potential of limited
financial flexibility, uneconomic rate structure, and
competition from other facilities within transportable
distance, uncommitted waste supply, and revenues
dependent on tip fees.

Using an “acrostic” of PROPOSAL, the key

fundamentals of solid waste system analysis are

presented:

P Project economics and financial sufficiency.

R Revenues pledged to operations,
maintenance, and debt service.

O Operations and technology.

P Private and public sector participants.

O Organizational structure.

S Supply of waste and service area
fundamentals.

A Alternatives to the system within a
transportable distance.

L Legal structure and litigation.

Characteristics of an investment grade rating, in the
‘BBB-’ and ‘AAA’ category, include sufficient waste
supply, and demonstrate the service area 1is
economically viable and stable, projections are
realistic, and the system has demonstrated the ability to
withstand economic and financial difficulties. The
flexibility to respond to a dynamic operating climate as
well as sufficient reserves and coverage are also
important to attainment of the investment-grade rating.



Fitch IBCA has issued new solid waste sector
guidelines. Despite the loss of legal flow control and
other regulatory pressures, municipal and private
sector participants have demonstrated that system
fundamentals can be successfully restructured to
avoid defaults. Revenue diversification, waste
collection, and disposal and service contracts have
enabled systems to operate economically and
increase waste. Solid waste systems with strong
service areas and good financial fundamentals from
the underlying participants paying the service fees
benefit project fundamentals. Solid waste system
credit quality is enhanced when financial projections
are conservative, legal provisions offer sound
security, historical financial operations are sound,
and the service area is stable, willing, and able to pay
user charges or solid waste hauling bills.

XI. Conclusion

Decisions to buy or sell system facilities should
consider trends in operating costs as facilities age,
and whether the system meets environmental
standards without significant capital expenses. By
this time, debt has been repaid. Overall costs are
reduced commensurate with debt service, leading to
opportunities to reduce fees or to allocate net income
for system improvements or to support the underlying
municipality. The use of surplus funds must be
consistent with legal documents pertaining to the
formation of the system. The ultimate profit potential
is important to systems that have private ownership
and operation. After debt is paid, ownership is
transferred from the authority to the private operator.
Depending upon the terms of the agreements, these
profits ‘can be allocated under the formula between
the private operator and the municipality.

Finally, when all the debt is repaid, the option that
provides the most management and financial
flexibility at a competitive cost should be considered.
However, there may be other factors that outweigh
these considerations and ultimately influence the
decision. Of critical importance to any manager is
long-term viability of the private sector participant,
and any sudden increase in costs if another operator
is needed on an emergency basis to operate the
system. These considerations are important since
systems strive to be self-supporting and not “drain”
the underlying municipality or resources of the
service area.

The solutions are as individual as the systems.
Nonetheless, financial operations of the solid waste
system and its ability to repay financial obligations,
including debt, in full and on time are assessed. Fitch
IBCA uses a project finance analysis, evaluating the
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municipal and private sector participants, legal
security, underlying service and overall project
fundamentals to  determine  competitiveness.
Management and financial flexibility is important to
the ability of the system to take remedial action.
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Feasibility

Project necessity
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