	  





	Troubles in Tampa imperil Carlsbad desalination deal
By Jose Luis Jiménez 
UNION-TRIBUNE STAFF WRITER 

January 29, 2004
[image: image1.jpg]girey




DIRK SHADD
Samples of seawater (left) and filtered seawater from the first stage of the desalination process at the plant in Apollo Beach, Fla.
TAMPA, Fla. – Problems at a plant here that makes seawater drinkable were a major reason San Diego County officials are poised to withdraw from a $270 million deal to build a similar facility in Carlsbad. 

Boxes of documents in the Florida project paint a picture that made West Coast decision-makers squirm. Among them:

· Two contractors hired to build the plant went bankrupt.

· Poseidon Resources, the Connecticut-based company that proposed building the desalination plant, had trouble getting the financing it had promised. That forced Tampa Bay Water, the regional water authority, to sell public bonds to take over the project.
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Seawater to drinking water
· The plant was delivered five months behind schedule, and more than a year later it has delivered less water than promised, at higher operating costs.

· Tampa officials say an agreement enabled Poseidon to hide the results of tests designed to predict the plant's performance. Had they been able to review the data, officials say, they could have averted many of the plant's problems.

Poseidon wanted the same kind of agreement in the project it proposed at the Encina Power Station in Carlsbad, and that led to the recent breakdown in talks, San Diego water representatives said.

The board of directors of the San Diego County Water Authority is expected to vote today to suspend negotiations with Poseidon.

Although authority officials said they want to wait to see how the situation in Florida is resolved, Poseidon officials said the problems occurred after Poseidon left the project. 

They say a plant in Carlsbad can be a success and that they intend to move ahead on their own with the project. They plan to sell the desalinated water to cities such as Carlsbad and Oceanside.

The goal of turning seawater into drinking water remains a part of the county's future, said Ken Weinberg, the authority's director of water resources. The question is when.

How it began

Following a severe drought in the 1990s, Tampa Bay Water embraced desalination as a new source to quench the thirst of the booming Tampa/St. Petersburg region. 

For decades, the technology has served millions of people in arid regions of Europe and the Middle East. The U.S. Navy uses it for its fleet.

There wasn't much interest in the United States because the cost of removing salt from seawater had long been nearly double that of traditional water sources. Recent advances, however, have dropped the price.

In 1998, Poseidon won an $85 million contract in Tampa to design, build, own and operate a desalination plant, which was to be the largest such plant in North America. It was to be built next to an existing power plant, whose pipes would funnel in the seawater.

Tampa Bay Water was to buy the water at a guaranteed price for five years, then buy the desalination facility.

That was the same arrangement proposed for the Carlsbad project, with Poseidon building the plant and the San Diego County Water Authority taking ownership after several years.

The benefit of the Florida contract, water officials there said, was that it shifted the obtaining of numerous permits and securing of financing to Poseidon, a private company. If the plan failed, the arrangement would protect the public's money.

Things began to go wrong in 2000, two years into the contract, when Poseidon's business partner, Stone and Webster, declared bankruptcy; it was later liquidated. Poseidon chose New Jersey-based Covanta Energy Corp. as a new partner. The company had no experience in desalination, according to records filed by Covanta with the New York bankruptcy court in 2002.

In an interview earlier this month, Covanta spokesman John Phillips said Poseidon's chief concern was to keep costs down to ensure profits.

"(Poseidon) was strictly focused on the dollars and cents of the project," he said.

By December 2001, the project had stalled because neither Covanta nor Poseidon had been able to get financing.

Poseidon blamed its financing problems on the bad economy after the Sept. 11, 2001, terrorist attacks. Peter MacLaggan, a Poseidon vice president, said the company got the loan it needed the week before the board voted to take over the project.

Tampa Bay Water bought out Poseidon anyway. By financing the project through government bonds, the agency said, it saved about $1.5 million annually in taxes and profits to Poseidon.

Tampa Bay Water kept Covanta as the builder and hired Poseidon as a consultant. The plant was 90 percent designed and 35 percent built.

But things still did not go smoothly.

Covanta failed to meet the completion deadline of Dec. 31, 2002, and also missed subsequent deadline extensions, because the plant did not work as designed.

During one test, the plant reached its goal of producing 25 million gallons of water per day, but the process clogged key filters, which had to be replaced each week.

That added about $1 million to the estimated $10 million annual operating cost of the plant, said Neil Callahan, a water expert hired by Tampa Bay Water.

The filtration problems and their cost were glossed over by Poseidon. In a memo dated June 11, 2003, Poseidon called the test a success. In an interview last week, CEO Andrew Kingman said the test was deemed a success because the plant met the goals of water production, power consumption and chemical use.

Poseidon retracted the letter, at the request of Tampa Bay Water, and the company left the project a short time later.

In September, the plant failed another performance test. The Tampa Bay Water board responded by withholding payment to Covanta and voting to remove the contractor from the project.

The next month, Covanta declared bankruptcy. The company has ignored Tampa Bay Water's requests to leave the plant and cease operations. The agency's consultants fear that if the plant continues to run, the problems with the pre-treatment system could cause permanent damage to the remainder of the plant.

A bankruptcy judge in New York ordered both sides to work out their differences in mediation.

Focus on deadlines

Tampa Bay Water officials credit Poseidon with obtaining the permits and starting construction on schedule. But they say that, as the project developer, the company carries a large part of the blame for the plant's problems, including the selection of two construction partners that went bankrupt and trouble getting financing. 

In its role as a construction consultant, it never raised concerns about changes to the design of the plant or flagged any construction defects, according to Tampa officials. The company's monthly reports focused on meeting construction deadlines; other problems were not deemed critical.

"Any of those references were in the category of passing comments," said water expert Callahan.

An example of a design change that has caused havoc at the plant is the way ocean water is pre-treated for desalination. Pre-treatment is important because it removes 95 percent of the impurities in the water. A recent tour of the Tampa plant showed the pretreatment process turning brown seawater clear.

But Tampa officials say too many smaller particles are slipping past the pre-treatment system, clogging fine filters designed to remove only salt.

When Covanta entered the project, it changed the system from a proven technology to a design patented by one of its subsidiaries, said Jerry Maxwell, executive director of Tampa Bay Water.

That change in the pre-treatment process, and the failure to catch enough particles, are the Achilles heel of the project, Maxwell said. The change, he said, occurred on Poseidon's watch.

Poseidon officials say the pre-treatment system they designed works. The problems, they said, come from changes made after they left.

Tampa water officials believe Poseidon is rewriting history as it pitches multimillion dollar projects in California. They cite an episode at a November meeting of the San Diego County Water Authority as an example.

When the authority board started asking questions about the troubles in Tampa, Poseidon Vice President MacLaggan blamed the problems on the absence of a "static mixer" used to blend chemicals with the seawater to ease the removal of impurities during pre-treatment.

Tampa Bay Water officials say the static mixer was removed while Poseidon was the project developer and replaced by a "baffle wall" designed to mix the chemicals.

Two consultants and an engineer for the agency say the wall was installed according to plans designed under Poseidon's leadership, yet the plant still had trouble operating.

MacLaggan disagreed and said the design was changed after Poseidon left.

He added that if Tampa Bay Water had not bought out Poseidon and the company had been allowed to complete the project, the plant's problems would have been corrected.

Tampa Bay Water officials said the mixer issue illustrates Poseidon's role in the project's troubles.

"It's a bit of pre-emptive 'it isn't us' as they are pursuing projects in (California)," Callahan said. "It's an attempt to distance themselves from the project."

This give-and-take among professionals who worked on the Tampa project convinced San Diego water officials that they should take it slow.

"We are all still trying to understand what happened" in Tampa, said the Water Authority's Weinberg. "We want to learn those lessons before we sit down and write a contract."
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