Waste not, want not 
As waste climbs the social and political agendas and government reforms make the market increasingly attractive, there has never been a better time to be in waste management. We look at the emerging opportunities and how they can be financed – and ask which companies will ultimately be winners in this dynamic sector.

Environmental and sustainability issues have never been higher profile and in recent years there has been a gradual realisation that landfill is not a sustainable solution for the UK’s waste. Add to this a backdrop of rising energy prices, diminishing fossil fuels and geopolitical instability, and waste is being looked at as potentially one of the major energy sources of the future 

This has given rise to the development of a whole range of technologies designed to extract value from waste by way of recycling, composting, and other newer renewable energy processes such as pyrolysis and gasification. The UK government has also given massive momentum to the industry by acknowledging the importance of moving away from landfill and towards renewable energy sources, underlining this commitment with a range of biting financial measures.

The result is that the UK has evolved into one of the most attractive waste management and renewable energy markets in the EU. 

Where are we now?  

In terms of extracting value from waste and sending less to landfill, performance in the UK is improving, but there is still a lot to be done. For example, in 2003 we were sending 72% to landfill – and by 2007 that was down to 54%. However, we still have a long way to go to catch up with other countries in Europe, as this 2003 table shows:
	
	Landfill
	Recycling/composting
	Energy from waste

	England
	72
	19
	9

	France
	38
	27
	35

	Austria
	30
	59
	11

	Luxembourg
	23
	36
	41

	Germany
	20
	57
	23

	Sweden
	15
	41
	44

	Belgium
	13
	52
	35

	Denmark
	6
	41
	53

	Netherlands
	3
	65
	32


In order to make real progress, substantial investments of time and money are needed. In fact, the Environmental Audit Committee estimates that a major new facility is required every week for the next 14 years, while the Environment Agency estimates that we need 2,000 new facilities to meet the Landfill Directive alone. 
All of this could cost as much as £1bn every year – which adds up to a massive potential market for waste management companies and investors.
What are the opportunities?
A wide range of waste management firms are interested in the significant opportunities in the sector, attracted largely by the dual sources of income available: companies are paid by bodies like local authorities to dispose of their waste (so-called ‘gate fees’), as well as being paid for any electricity they generate. 

Large well-established firms

For many of the major players in the industry, the focus appears to be on pitching for large, long-term local authority contracts with proven technologies that pose relatively little commercial risk (despite facing some difficulties gaining planning permission). So far, they have seemed hesitant to enter the renewable energy from waste market, instead focusing more on incineration and recycling.

Mid-sized innovators

This focus leaves an open playing field for SMEs in terms of the rest of the market, where opportunities are still relatively untapped. We are seeing mid-sized companies pitching for shorter-term contracts with renewable technologies (including pyrolysis/gasification), for which they are getting planning consent more easily than larger plants. This is partly because they tend to be smaller facilities, and also because planning is less of an issue for those plants that are not incineration-based.

There are likely to be significant opportunities emerging in the middle market because, even though a number of substantial infrastructure projects are currently being developed in the UK, these facilities are generally 'right-sized' to municipal waste contracts and will have little spare capacity. Therefore, we should see a strong market developing for plants that are targeted at other types of waste, which are smaller to avoid planning and funding constraints.

Small entrepreneurs

Finally, because there is enormous interest in investing in profitable renewables generally, there are also lots of smaller companies that have spent significant sums on developing new alternatives to landfill. However, many of these are facing a variety of challenges, from the technology not working in some cases, to companies lacking the business and entrepreneurial skills to attract investment in others.

Overall, it would seem that there are potentially the biggest opportunities for those mid-sized companies that have the backing and the entrepreneurial acumen to make the most of this market.

What is the secret to getting funding?
As the market opportunities are undoubtedly there – the key question for many of the smaller and medium-sized companies is how to finance them.

A range of sources

Companies must recognise that the technology they adopt and their funding approach need to be consistent in terms of maturity. It would be naïve to think that companies could fund early stage, unproven technology with mature project finance structures developed in other sectors.  
And unlike industries like retail, waste management firms cannot necessarily fall back on private equity (PE) money to plug any funding gaps – for the simple reason that PE investors can be as hesitant as banks when it comes to funding unknown quantities such as new waste technology.

Therefore, companies will need to be willing to contribute substantial levels of funds (even as much as 100%) to projects in the early stages. This will be punishing early on, but as they complete one or more projects successfully, eventually they will be able to move to more standard funding structures.

Overall, companies and investors need to be patient and be realistic about returns on early projects as they are unlikely to start making money before their fourth or fifth projects.

Checklist for success

Ultimately, no matter which organisation a company goes to for funding, potential investors will want to see the following elements in place:

1. A strong management team


(
2. A waste stream in place



(
3. Proven technology



(


Those companies that can tick all of these boxes are most likely to succeed in gaining investment in the current market.

Which companies will succeed?

Perhaps understandably with the mind-boggling range on offer, the main focus for waste management companies and investors has long been on which technology to invest in. However, we look at it from a different perspective and consider which companies are likely to be successful. 

After all, technology is simply a means to an end – used to avoid landfill taxes, as well as to generate revenue from gates fees and electricity generation. 

In addition, as the pace of development is likely to be very fast over the coming years, a company or investor may pick the right technology for today – but what about tomorrow? Backing a company that is not tied to one technology, but instead can deploy a multi-technology solution, may well be the answer in the current phase of the market.

Therefore, we think that the focus should be on finding a management team that can choose the right technology for every stage of a firm’s development; make sure that projects come in on time and on budget; and satisfy investors that the company is not overly exposed to technology and operational risks.

If all of these elements are in place, the right technology is likely to follow – and so should the potential for a profitable future.

	Regulatory drivers

The UK government is encouraging reform with the following incentives:

· Landfill taxes of £2.50 per tonne for inert wastes and £32 per tonne for standard waste., which will increase by £8 per year until at least 2010/11. 

· It has adopted the EU Landfill Directive, which sets ambitious targets for reducing the volume of biodegradable municipal wastes (BMW) sent to landfill – to recover value from 45% of waste by 2010; and 67% of waste by 2015.

· To help us meet these targets, the government has set various UK-specific goals, including a ceiling on the  BMW that local authorities can send to landfill each year. 

· The government's Renewable Obligation Order will also help as it requires electricity suppliers to source a growing proportion of  their electricity from renewable sources.




	What does the future hold?

So, where will the waste management market be in ten years’ time? We think that several key trends will emerge:

· An increased focus on generating income from electricity, rather than gate fees (because they will be plummeting). 

· A ‘land grab’ as companies compete for all-important waste contracts. This is already a strong trend in the German market, which is far more developed than the UK.

· More focus on those new technologies that produce little or no output requiring disposal, thus helping companies to avoid landfill taxes.

· The emergence of lots of technologies tailored to specific project needs (such as waste stream treating), if no ‘holy grail’ has been found that treats all waste.

















