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July 8, 2002
Re:  
Orange County Sanitation District Committee Meeting Agenda

July 10, 2002

To:  
Finance, Administration and Human Resource Committee

We have reviewed the agenda items and attachments for the July 10th committee meeting and have the following comments.

1. The repeated statement that the “Calgon system needs more frequent lamp and ballast replacement” is misleading.

The Calgon system has 50 operating lamps with a life guarantee of 3000 hours.  That means that the Calgon system will require on average 146 lamp changes per year.  

The Trojan system has 3456 operating lamps with a life guarantee of 12,000 hours or 2523 lamp changes per year, or 17 times as many.

The same applies for the ballast replacement.

2. The life cycle costs consider only the lamp and ballast purchase costs and do not consider the maintenance labor required to replace lamps.  Allowing $45 per lamp for lamp changeout would add $897,000 to the Trojan Present Cost and $85,000 to Calgon’s for an additional differential of $814,000.  This $45 per lamp cost is in line with maintenance costs offered by Trojan for similar systems.

In fact the added costs associated with inventorying, tracking (hours) and maintaining a system with over 5,000 lamps is often underestimated.  Even though the lamp life is guaranteed for 12,000 hours a significant proportion of lamps will fail before that time adding significantly to unscheduled lamp maintenance.  

This “hassle factor” for a system with over 5,000 lamps vs. a system with only 120 lamps is not considered at all in this analysis.  We feel that this does not do justice to the far simpler Calgon system.  In fact operator satisfaction can become a major issue in the operation of these systems.  We appreciate that it may be difficult to put a value on some of these intangibles, but we feel that it is not fair to ignore them completely.

3. The lamp life guarantee of 12,000 hours offered by Trojan is in our opinion, and that of manufacturers of these types of lamps, very optimistic.  While the lamps may last that long, the lamp output may not be over the specified 70%.  This would result in OCWD incurring extra power costs that are not included in the analysis.  Since this will not occur in the first year of operation this will not be reflected in the power cost penalty specified in the bid documents.

4. To our original comment regarding the benefits related to the consistency between the existing and proposed Calgon equipment at OCWD we would like to point out that while the reactor shells are different, many aspects of the systems are identical including the lamps used, lamp orientation, quartz tubes, lamp supports, lamp end boxes, power supplies, etc.  We also offered the same volume discount price for the lamps on the existing systems, thereby saving considerable costs in the operation of these systems.  These maintenance savings have not been considered in the financial analysis.

Due to increased volume, Calgon Carbon Corporation was able to offer     Orange County attractive pricing for the supply of replacement lamps.  Orange County would be in the position to order replacement lamps at the reduced price for all of its systems.   The difference between the list price of our lamps and this discounted price represents a substantial operating cost savings on the systems currently installed.   Specifically, Orange County could realize savings of $1.7 Million on a NPV basis or $134,550 per year. This major operation savings needs to be considered as an added economic benefit of selecting Calgon Carbon Corporation.

5. Calgon offered electromagnetic ballasts in our system.  These have a life expectancy of over 20 years.  Some small components of the ballasts such as the capacitors have a lower life expectancy.  We therefore guaranteed the ballasts for 5 years.  In the life cycle costing it was assumed that the complete ballasts would be replaced every 5 years, whereas in reality only a fraction of the ballast and cost would need to be replaced.  We estimate a realistic 20-year ballast cost to be about 10% of that evaluated or $35,000.

In contrast Trojan offered electronic ballasts.  If a component fails the whole ballast is usually replaced.  Our information shows that these ballasts have a life expectancy of 1 to, at best, 3 years.  It is true that Trojan offered a warrantee on these ballasts of 10 years.  We can only assume that they have covered the cost of this warrantee in their capital offering (or will hope to recover it in a future maintenance contract).  Even so, after 10 years the full cost of replacing ballasts will lie with OCWD.  We estimate this will entail 3 to 10 change-outs in years 10 through 20.  The financial analysis only included 1 such change-out.  We therefore believe the actual cost of ballast maintenance will be 3 to 10 times that provided in the analysis or $1,200,000 to $4,400,000 vs $35,000 for Calgon Carbon.

6. Other maintenance costs.  The financial analysis did not consider other maintenance costs for the UV system such as Quartz sleeves, quartz seals, UV sensors, etc.  Due to the extreme difference in the number of these items between the two systems this will add up to significant additional maintenance costs for the Trojan system.  

Assuming a quartz useful life of 3 years and a quartz cost of $486 for Calgon, $120 for Trojan, this amounts to an annual differential of $190,000 or a net Present differential of $2,400,000 in Calgon’s advantage. 

For the UV Sensors assuming that Trojan has one sensor per 8 lamps the system would have approximately 650 sensors.   Calgon has one sensor per 2 lamp, or 60 in total.  We also believe that the Trojan sensor is more expensive ($998 from other bids) than Calgon’s ($500 each).  This amounts to a $208,000 annual additional cost for the Trojan system, or an additional Net Present Cost of $2,660,000.

7. Experience.  We have been operating this lamp, lamp configuration and power supply for over 6 years in numerous Rayox Tower systems with very high reliability and low maintenance.  

To our knowledge Trojan do not have any closed chamber Low Pressure High Output lamp systems in operation.  This presents considerable risk to OCWD should Trojan not be able to deliver on the promises in this offering.

In addition Calgon Carbon has over 300 UV oxidation systems that are in many ways similar to the proposed system.  Trojan have at most only a handful of such systems and none operating with the lamps proposed here.

8. To our knowledge CH2MHill did not offer the Seattle project to other vendors.  It was a design/build project.  Other bidders for the project (other than CH2MHill) were offering other UV vendor equipment.  At this time there is no certification by the EPA for drinking water systems and Calgon was not rejected for this project for lack of any such certification.  Calgon can and will comply with all EPA certification requirements when they are promulgated.

In fact Calgon pioneered this technology for drinking water through our discovery that cryptosporidium can be inactivated by UV with extremely small doses, contrary to common belief at the time.  We also were the first to have a system certified by the EPA Environmental Technology Verification (ETV) program for the treatment of cryptosporidium.

The quantifiable additional costs for the Trojan system that were not considered in the financial analysis are summarized in the following table:

	
	Calgon
	Trojan
	Added Cost for Trojan System

	Lamp Replacement Labor
	$85,000
	$897,000
	$814,000

	Ballast maintenance
	$35,000
	$1.2 to 4.4 million
	$1.2 to $4.4 million

	Quartz Sleeves
	$248,000
	$2,683,000
	$2,435,000

	UV Sensors
	$128,000
	$2,790,000
	$2,662,000

	Total 
	$496,000.00
	$6,673,000 to $9,873,000
	$6,177,000 to $9,377,000


Thank you for your time in considering these items.  We hope that they are valuable in assisting OCWD in obtaining the best ands lowest cost UV system.

Sincerely,

Charles Drewry

Regional Sales Manager

CALGON CARBON CORPORATION 

[image: image1.png]