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The U.S. environmental services industry generates more than $200 billion in annual revenues. The sector includes everything from solid, hazardous, and nuclear waste management, to air pollution controls and water quality systems, including both drinking water and wastewater treatment.

SOLID WASTE:

Standard & Poor’s divides the solid waste segment into four lines of business, the largest of which is waste collection, accounting for more than 55% of municipal solid waste (MSW) revenues in 2002.  Landfill, recycling, and waste-to-energy incineration make up 35%, 5%, and 5% of revenues, respectively.

Recently, almost 20% of the $36 billion collection and landfill market was managed by municipalities; nearly 60% was managed by seven investor-owned, publicly held waste hauling and disposal companies; and more than 20% was owned by privately held, investor-owned waste hauling and disposal companies. 

Landfill capacity grew substantially during the 1990s. Capacity increased from 12 years in 1991 to more than 20 years as of 2001, with nearly 20 years of landfill capacity remaining, there is a little need to expand or develop new landfills.

Transfer stations have surpassed landfills in number. Another trend that has grown in popularity

in the hauling of waste by rail to rural landfills.

Waste incineration is conducted primarily through waste-to-energy plants, which generate and sell the energy.  There are about 115 such plants in the United States.

MSW and hazardous waste industries are both struggling with price competition; both are heavily regulated and both are capital intensive.

Reflecting low single-digit growth in the nation’s GDP and population, the municipal solid waste industry is basically mature. In recent years, waste generation has expanded less rapidly than the economy as a whole.

Soft markets have limited price hikes to selective regions where a waste hauler dominates market share. Soft economic conditions continue to affect waste volume generation, pricing levels and capital spending.
Although the MSW industry has been consolidating over the past several years, it remains fragmented and highly competitive.  Close to 4,000 small private firms (with annual revenues of $2 million or less) remain as potential acquisition candidates.

Many water and MSW firms will have difficulty maintaining their per-share earnings growth because they operate in mature industries.  This sector tends to lag an economic recovery by about six months, and although it has generally been recession-resistant, that hasn’t been the case over the past few years.
In an ongoing effort to retain margins, nearly 35 million tons of MSW were imported or exported in 2002.  This has created Interstate conflicts.  Some states are trying to regulate the flow of waste into their jurisdictions, and they are beginning to assess huge surcharges for the privilege.  Lawmakers are now addressing the issue.

Commodity recycling prices have also remained extremely weak.  With excess landfill capacity, it’s often cheaper for cities to dump waste than to recycle it.  In the face of soft economic conditions, some municipalities have even suspended recycling and special waste collection, altogether.  It has been projected that growth in the number of recycling programs will be in the single digits over the next few years.

S&P expects industrial and commercial waste volumes to increase as the economy recovers. However, following 6.9% growth for new housing starts in 2002, Standard & Poor’s projects only a 0.6% gain for 2003, and foresees a 3.2% decline for 2004, which would reduce the amount of construction and demolition debris.

MSW generated per person may grow from about 4.55 pounds in 2002 to 4.8 pounds in 2010 — an average annualized growth rate of 0.7%. 

Looking forward, the aim would be to increase internalization rates and route density and downplay the need for major acquisitions.  

2003 and 2004 will be faced with rising insurance costs.

Another factor:  Development of bioreactor technology which rapidly breaks down organic waste. 
Landfill density can be increased by at least 10% to 15%, lowering the need for new landfills.

Solid waste internal revenue growth is expected to be flat to up 3%, with essentially flat volume growth and some firming in prices. Standard & Poor’s projects slightly faster revenue growth for 2004, as the economy strengthens.

HAZARDOUS WASTE:
Most of the waste previously labeled “hazardous” is now referred to as “special” waste.  About 165 firms handle related waste in this segment, with six companies (revenues ranging from $200 million to $500 million) accounting for 45% of the $2.9 billion market in North America.

Total hazardous waste shipments to commercial landfills have remained flat at around four million tons per year since 1995, hazardous waste continues to lack growth drivers in a soft economy. This competitive and capital intensive business has been weak for several years, and revenues declined 6% in 2002.  And new regulations are boosting operating costs. 
Only seven companies are publicly traded, including Clean Harbors Inc., Perma-Fix Inc., and American Ecology Inc.

The Superfund program received nearly $1.3 billion from Congress in fiscal 2003 (including $277 million for cleanup work); the EPA is seeking an additional $150 million in the fiscal 2004 budget.

REMEDIATION:
The environmental clean up (or remediation services) industry had global revenues around $12 billion in 2002, including $7.0 billion in the U.S. market.

The remediation industry is fragmented and very competitive, but consolidation has been on the rise. The top five firms control some 33% of the gross U.S. revenues for remediation consulting and engineering work.  S&P expects this market to rebound gradually while remaining weak.

Total industrial remediation expenditures are projected to drop by some 30% by 2007.

Trends toward design-build, design-build-operate, and privatized operations have the potential to change the market for providers of engineering services. These trends favor engineering firms that vertically integrate to offer both construction and operating services.
AIR POLLUTION:
The $12 billion to $15 billion air pollution control industry provides equipment and services to the automotive industry and various smokestack industries.

The two largest sub-segments of the air pollution control business are vehicle emissions control and industrial emissions control.

In May 2002, a federal appeals court upheld new air pollution rules that will require heavy-duty diesel trucks and buses (including waste-hauling trucks) to cut emissions by 95% starting with the 2007 model.  

S&P expects these new regulations to lead to growth in alternative-fuel vehicles, such as hybrid and fuel-cell vehicles.  DaimlerChrysler AG already plans to sell vehicles powered by the latter.

Air pollution global equipment sales may reach $255 billion by 2008, with U.S. firms spending $66 billion. Electric utilities remain the major purchasers of air pollution control systems.

WATER INDUSTRY:
The U.S. water supply and treatment market totaled about $110 billion in 2002 which excludes $3 billion from water consulting.  This represents about 35% of the estimated $300 billion worldwide market.

The water industry remains the most fragmented of the major utility industries with more than 50,000 community water systems in the United States, nearly 85% of which serve fewer than 3,300 customers. Updated water systems will be needed, particularly in high-growth regions.

Municipal water companies will need to spend over $150 billion on water delivery systems through 2020, and $100 billion to meet environmental standards in wastewater.

Three quarters of the 11% population growth in the United States during the 1990s occurred in the South and West.

With quality concerns heightened by possible terrorist attempts to contaminate reservoirs, demand for bottled water has been growing. In European and other markets, demand growth has been about 30% a year in recent years, compared with 10% in the United States. It was noted that more than 50% of the U.S. population drinks bottled water on a regular basis.

With budget-strapped municipal governments lacking sufficient funding to improve water systems, outsourcing has become a growing trend.

Long-term prospects for the water and wastewater engineering sector remain favorable.

This market segment has demonstrated consistent growth over the past few years in the

9% to 10% range.

Industrial outsourcing (both on-site and off-site) could be a $10 billion market by 2010, up from approximately $675 million in 2000.

Industry experts estimate the worldwide market for water projects at $500 billion over the next 10 to 15 years.

Wastewater treatment represents approximately 30% of market share, or some $32.1 billion.

Water supply systems involve extraction from surface water or groundwater sources, transportation, and 
Distribution -  28% of water segment revenues or $30 billion.

Water infrastructure construction segment - 18%; or $19.3 billion.
Water treatment equipment segment -  8%; $8.6 billion.
Bottled water industry -  5%; $5.4 billion (growing at an annualized rate of about 8% since 1995).
Water treatment chemicals segment -  3%; $3.2 billion.
Point-of-use/point-of-entry residential products (i.e. purifiers, etc.)  -  3%; or $3.2 billion. 
Contract operations and maintenance industry -  2%; or $2.1 billion.
Water-related consulting -  3% of segment revenues, or $3.2 billion.
The EPA has estimated that expenditures for municipal water and wastewater plant upgrades will total $136 billion.  Water-use charges continue to rise in the high single digits.
Demographics: U.S. population growth (CAGR) of less than 1%.

INDUSTRY OUTLOOK

2004 -- the outlook for growth is still tentative.

Pricing remains competitive, leading S&P to forecast flat to minimally higher industry revenues for full-year 2003.
Standard & Poor’s projects only a modest gain in housing starts for 2003, followed by decline in 2004, which would lower the amount of construction and demolition debris.
Federal support for environmental programs and water treatment services remains strong, but ballooning federal budget deficits and increased spending on military and national security programs may limit funding in the future.

The budget also proposes a tax credit for energy produced from landfill gases. This would encourage further development of energy projects by waste management companies.
Both toxic clean-up consulting and third-party industrial water-quality contract operations are in the growth stage.  Both hazardous and non-hazardous solid waste disposal and treatment services are in the middle of the mature stage of the business life cycle.

DRIVERS:
GDP is an important indicator used to gauge the health of the U.S. economy, which in turn is important in driving demand for municipal solid waste services. Standard & Poor’s currently projects real (inflation-adjusted) GDP growth of 2.7% for 2003 and 4.7% for 2004, compared with 2.4% in 2002.

Housing starts - A decline in housing starts limits solid waste generation.
U.S. population growth – This is a primary demand driver for the municipal water supply and treatment industry, as well as for the MSW industry. Under the bureau’s most recent projection of a compound annual growth rate (CAGR) of 0.84%, the population will reach 299.9 million in 2010.

Daily municipal solid waste generated per capita - MSW generated per person will grow from about 4.5 pounds in 2002 to 4.8 pounds in 2010, for an average annualized growth rate of 0.6%.

Landfill and incinerator capacity - gauges the MSW industry’s ability to increase landfill charges, or tipping fees.

Capacity - there were more than 19 years of unused U.S. landfill capacity in 2002.

IMPORTANT INDUSTRY RATIOS:

Current ratio - This commonly used ratio helps in assessing a company’s ability to service its short-term financial obligations. In 2002, the environmental services industry posted a current ratio of 0.82.
Debt-to-capital ratio. - As of year-end 2002, the environmental services industry recorded a debt-to-capital ratio of 71.4%.

Interest coverage ratio - In 2002, interest coverage for the group was 9.9 times, versus only 3.6 times in 2001 and 3.1 times in 2001.

ROE -  for the environmental services industry was 14% in 2002, up from 8.4% in 2001, and versus a deficit in 2000.

Depreciation expense - Particularly important for capital-intensive waste management firms. 
Waste internalization rate - This figure is a measure of the profitability of waste hauling and disposal firms. The waste internalization rate is defined as the percentage of refuse a waste company deposits in its own disposal facilities, rather than in third-party disposal facilities. For year-end 2003, the average rate has been 65%.
Free cash flow -  is important to calculate because it paints a relatively accurate picture of a company’s true profit performance. 
Now, if you made it this far, you have already gathered that the Solid Waste industry is very unappealing.  However, you may have noticed that “water” is an industry with some promise.  Maybe we should be looking at some of the better companies there, instead.    Lynn
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