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The product water transfer pumps take water stored in five million gallon tanks to a 14 1/2 mile pipeline to Brandon. The water stored in the tank has completed the reverse osmosis process at the desalination plant.


TAMPA - Jerry Maxwell was strolling to his New York hotel after meeting with investment bankers. His mood was more than upbeat that early December day in 2001 - ``a state of euphoria'' is how he describes it - with Wall Street showing unbridled enthusiasm over bonds that would back Tampa's desalination plant. 

Then his cell phone rang. Maxwell, the general manager of Tampa Bay Water, was told that the company under contract to build and operate the plant had announced it was reeling financially. It could not post a required performance bond for the Tampa project. Bankruptcy was likely. The financing deal was dead. 

He laughs about it today, but Maxwell says he was so jolted by the phone call at the time that he had to sit down. ``I actually went inside a store and sat in the window. People outside were looking at me talking to our investment bankers, shaking my head and rubbing my brow.'' 

Turning seawater into drinking water on a massive scale can be done; desalination plants, mainly in the Middle East but spreading to the Far East, are evidence of that. But in Tampa, it has not been easy. Maxwell's ordeal involved just one in a string of hurdles that have plagued the $108 million plant: 

* The company originally chosen to design and build the plant collapsed, filed for bankruptcy and backed out of the project. 

* The company tapped to replace the original builder also landed in bankruptcy court, where it is reorganizing. 

* As participants were shuffled, the structure of the partnership that would design, build, own and operate the plant was overhauled. 

* A feud between the local water utility and the builder over who is to blame for delays and added costs has boiled over and likely will head to arbitration or litigation. 

Today, some desalinated water is flowing into the region's water system. All involved agree the plant will be capable of producing 25 million gallons of drinking water a day. But amid finger-pointing and threats, Tampa Bay Water says the plant has not passed a critical performance test. The designer and builder says Tampa Bay Water has shirked its responsibilities. 

Ten months after the original deadline to produce drinking water, four years after the original partnership was chosen to develop and build the plant, and a decade since the idea of producing drinking water out of seawater was seriously discussed in the area, the desalination plant remains in limbo. The issues affecting its performance stretch from the plant floor in Apollo Beach to corporate boardrooms in Texas to the California energy markets to Wall Street. 

A Giant Stumbles 

From its inception, the Tampa project was organized to insulate local water customers against the financial risks of large-scale desalination. The process never had been attempted in North America on the scale of the Tampa project. 

Tampa Bay Water decided to choose a developer, a designer-builder and an operator that would act as partners. The partners would bear the project's development risks. Tampa Bay Water would dictate only the quantity and quality of the water it needed and certain plant efficiencies. In effect, the utility would be a wholesale buyer of water from the private partnership, in a hands-off relationship. Years down the road, Tampa Bay Water eventually would assume ownership of the plant. 

In July 1999, Tampa Bay Water selected Stone & Webster, a 110-year old powerhouse in public works, as its designer, engineer and builder. 

One corporate governance textbook called Stone & Webster ``the company that built America.'' Its projects included Mississippi River dams, the New Jersey Turnpike and the Washington subway system. It built the facilities that housed the Manhattan Project and then became one of the largest nuclear power plant constructors in the world. 

Tampa Bay Water insists it performed adequate ``due diligence'' on Stone & Webster. That's a corporate-level background check that assured the company was financially sound. 

Analysts never learned that Stone & Webster was hurting. As early as 1994, it was losing money. Its work with the nuclear industry had dried up. By the fall of 1999, it was running out of cash and selling assets. 

In May 2000, the company stumbled into bankruptcy. Stone & Webster backed out of the Tampa project and was acquired by another company. 

``It was simply devastating,'' says Maxwell of Tampa Bay Water. ``We had so much time and energy invested in trying to do something that hadn't been done before. ... It was just very difficult.'' 

A New Player 

Tampa Bay Water had chosen another water-project powerhouse, Poseidon Resources of Stamford, Conn., as plant developer. Poseidon executives scrambled for a replacement for Stone & Webster on the construction side of the project and, in December 2000, brought in Covanta Energy, a Fairfield, N.J.-based public project giant previously known as Ogden Corp. 

Covanta was required to post a $74 million performance and surety bond, a type of insurance policy that provides assurance, especially to investors, that a company will complete work it is assigned. That $74 million represented the construction portion of the total $108 million plant cost. 

Tampa Bay Water officials began putting together a financing package. 

The utility intended to sell bonds, which would be repaid through water rates. 

Unforeseen in Tampa, Covanta was heading into what Maxwell calls ``a perfect storm'' of financial crises. 

The Sept. 11 attacks left insured losses estimated at $40 billion. It was the most expensive disaster in U.S. history and rippled through the U.S. insurance and surety markets. In December of that year, Enron Corp. declared bankruptcy and soured the investment community on energy companies. Meanwhile, the California energy crisis dragged down Pacific Gas & Electric and other utilities, many of which went bankrupt owing builders such as Covanta tens of millions of dollars. 

Covanta, which typically logged about $1 billion a year in revenue, lost $231 million in 2001 and would lose another $179 million in 2002. 

In December 2001, Covanta told Tampa Bay Water it could not obtain its surety bond, killing the financing package Maxwell and others in New York had been wrapping up. 

``Certainly, that wasn't my favorite day,'' says Koni Cassini, Tampa Bay Water's director of finance and administration. ``I don't think it was for anyone here. But you realize that the task at hand is to overcome obstacles and do a good job. You get a moment to say, `This is a bad moment,' but then you better dust yourself off because your deadline is looming large.'' 

By April 2002, Covanta was in bankruptcy reorganization. Company officials insist work on the Tampa plant never has been affected. 

``We're on schedule to emerge from bankruptcy toward the end of the year,'' says W. John Phillips, a Covanta senior vice president. ``This contract was accepted by the bankruptcy court, which means that all the obligations attendant to it would be fulfilled, without limit. And without having to go back and have the court micromanage our decisions on what we're trying to do. And there's been none of that.'' 

Redrawing The Chart 

With Covanta's financial difficulties, Maxwell's original euphoria over achieving investment-grade ratings on the plant bonds evaporated. 

That's significant on a $108 million deal because strong, well-regarded utilities involved in critical public services - such as Tampa Bay Water - can score interest rates lower than the prime rate, currently 4 percent in the United States. Riskier ``junk'' bonds carry rates often in the teens. The interest rate to finance the desalination plant could significantly affect the rate local users paid for water. 

After another series of late- night meetings, Tampa Bay Water had a solution: Instead of being a hands-off buyer of the water produced by the plant, it bought out Poseidon Resources, the project's developer, for about $9 million and assumed ownership of the plant. 

That allowed Tampa Bay Water to sell bonds for the project under its top-notch utility bond rating. 

But the new structure also put Tampa Bay Water in a position it had intended to avoid under the original hands-off ownership arrangement. 

The utility always had planned to assume ownership of the plant - down the road, when it was running consistently. But officials were confident they could step in earlier because by early 2002, the major risks - design, technology and securing a state permit - had been overcome by the private-sector partners that completed the plant. 

But the utility's status as owner quickly sparked disputes between Tampa Bay Water and builder-operator Covanta. 

Tampa Bay Water officials ``didn't seem to understand the gravity, the obligations, the attendant risks that they were undertaking when they filled Poseidon's shoes,'' Covanta's Phillips says. 

The first dispute came in January after Covanta encountered problems at the Tampa Electric Co. Big Bend site where the plant was being built. Then, it took longer and cost more money to run a pipeline under Bullfrog Creek. 

Covanta and Tampa Bay Water settled the company's claim that the delays slowed the project by 105 days, but Covanta got only $500,000 of the $1.8 million it asked for. 

The latest dispute, though, could be the final break between Covanta and Tampa Bay Water - this one over 2 million gallons of solution used to clean the membranes that remove salt. 

After the plant failed a two- week performance test in May because the membranes clogged too quickly, Covanta was given until Sept. 30 to pass the test. 

That started a cascade of events that have both sides talking about continuing negotiations but neither picking up the phone. 

Covanta found it had no way to get rid of the solution used to clean the membranes. 

It required a special permit from Hillsborough County to pipe the solution to a small sewer plant, a permit Covanta says was Tampa Bay Water's job to obtain. 

And the utility says it did what it was supposed to do. It was up to Covanta to meet terms of the permit, utility officials say. 

Except the permit didn't cover the mixture Covanta needed to get rid of. The company had to store the solution and is now sending it by tanker trucks to other sewer plants. 

That delay kept Covanta from meeting the Sept. 30 test deadline, prompting Tampa Bay Water to declare the company in default of its contract and starting a clock that expires Nov. 18 to fix problems. 

Covanta officials say they're entitled to more time. Tampa Bay Water disagrees. 

The issue may head for binding arbitration. 

If Covanta cannot pass the test by Nov. 18, Tampa Bay Water could be free to find someone else to finish the plant. 

Maxwell on Monday will ask the utility board for permission to line up a company to take over finishing and running the plant Nov. 18 if Tampa Bay Water and Covanta cannot resolve their differences or the company cannot finish the performance test. 

But Covanta wants to see the plant through. 

Scott Whitney, a Covanta senior vice president, says: ``This is a very important project to the water industry in general, to Tampa Bay Water, and to Covanta.'' 

Researcher Buddy Jaudon contributed to this report. Reporter Neil Johnson can be reached at (353) 544-5215. Reporter Jerome R. Stockfisch can be reached at (813) 259-7850. 
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