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C 0 ~ F I D E N - I A L ?. u 
CA3I 'E!' M I .T U T I: Copy de . 

Brislxlnc, 11th February, 1986 

necision ,10. 10046 

Submission No. 43310 TITLE. Queensland Electricity Commission -
5ettl~ment of Claim for Extras -
Contract ~o. 33/23 Blcctrostati c 
f recipitators - ~arong P01;er 
Station - Contractor - Lurgi 
(Australia) Pty. Ltd. 

CADii"ET decided. -

That the claim by Luroi (Australia) Pty. Ltd . for e xtras 
under Queensland £lectric1ty Generatin'"' Board Contract ,~o . 33/23 
be settled in the manner set out in the schcd•Jlc ·tt .ch..?cl to the 
Sub: 1ss1on an •• th:.t the ap:>rov;:il of the Governor in Council be 
sou<; ht for the i::lcl i t1onal c::u..?nd1 ture i nvolved . 

CIRCULATIOl' Queensland Electricity Commission ancl copy to Minister • 
Premier's Department and co:>y to Premier and Treasurer 
Treasury Depart1'lcnt and copy to Deputy Premier and 

llinister Assisting the Treasurer . 
All other t1ini.sters for perusal and return. 

Cert if 1ed 

4:t&~/ 
Secret ry to C'l1net. 
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SECURITY CLASSIFICATION •c • - CONFIDENTIAL 

433 \ 0 
Submi ssion No. 

Copy No . 

FOR CABI NET 

QUEE NSLAND ELECTRI CITY COMMISSION 

SETTLEMENT OF CLAIM FOR EXTRAS - CONTRACT NO. 33/23 
ELECTROSTATIC PREC IPITATORS - TARONG POWER STATION -

CONTRACTOR - LURGI (AUSTRALIA) PTY LTD 

L 

The attached memorandum by the Acting Electricity 
Commissioner and the d et a iled report attached thereto 
(from Commission file 33/23/11) indicates ho w it is 
proposed to settle the claim by Lurgi ( Australia) Pty 
Ltd the contractor f or electrostatic precipitators f or 
Tarong Power Station . 

The contrac t or 's claim is for about $4.8 million. The 
p roposed settlement in round figures is $2 OSO 000. 

The value of the contract i ncluding escalation in 
a ccordance with contract f ormulae to completion will 
be about $70 million . 

Until the precipitators being supplied under the contract 
were commissioned, the Commission 's supervising engineer 
a nd the contractor pro perly concentrated on performance 
rather than payment of extras. 

The per f ormance of the emission control system at Tarong 
has been good and at tests the precipitators ' performance 
was above specified levels. 

4. The negotiated settlement of the claim for extras is 
very satisfactory f inancially and is mutually a cceptable 
to the Commission and the contractor. 

S. Recommendation 

I r ecommend that the claim by Lurgi (Australia) Pty 
Lt d for extras under Queensland Electricity Generat ing 
Board Contract No. 33/23 be settled in the manner set 
out in the attached schedule a nd that the approval of 
the Governor-in-Council be sought f or the additional 
expenditure involved. 

IVAN J. GIBBS 
MINISTER FOR MINES AN D ENERGY 

Brisbane, 
7 Februa ry 1986 
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Oueensl~nd Electricity Commission 

OFFICE Of THE COMMISSIONER 

'7 P•bruary 1986 

CONTRACT NO. 33/23 - El...ECTROSTATI C PR£CIPITA'l'ORS 
~ARONG POWER STATION - SETTLEMENT OF CLAI M FOR 
i:XTAAS UNDER CONTAACT 

MEMORANDUM 

THE HONOURABLE THE MINISTER 

1. The attached detailed report examines the claim by 

2 . 

3. 

Lurgi (Australia) Pty. Ltd. f or extras on the contract 
f or elect.ros t.atic precipitators a t Tarong Power Station . 

Alt.hough notices of cl a ims for extras were given during 
the course of the contra ct, the Commission's 
Superintendent refused t o consider these, indicating 
to Lurgi that it should concentrate on performance at 
that st.age and leave the resolution of a ny claims until 
completion of the contract . Of course , claims which 
were for extras that were clearly beyond the scope of 
the contrac t were admitted but these amounted to only 
$373 048. 

The claim now being considered which required detailed 
consideration and negotiation between the ColnlT'Jssion 
and the contractor amounted to over $ 4.8 million . 

The determination by the Commission of the amounts which 
are actually payable compared with the c l aims are:-

I tem 

Increased construction costs 

Accommodation costs in excess 
of contract maximum 

Reirnbursables (site allowances , 
transport workers to site 
etc. l 

Variopulsing system cost 

Additional manufacturing costs 
Claim $660 000 but due to 
a rithmetical error was 
actually $760 000 

Amount 
Claimed 

$ 
2 000 000 

450 000 

750 000 

950 000 

66 0 000 

$ 4 810 000 

Amount 
determined 
to be due 
to contractor 

Nil 

450 000 

750 000 

250 000 

600 000 

$2 050 000 

.. /2 . . 
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The contractor , with aome prote&t about certain 
item&, ha& agreed t o accept the determination. 

I a m happy with the propo&ed &ettlement of Lurgi 's 
claim. 

Recommendation 

I recomznend that the amounts payable under Contract 
No. 33/23 - Electrostatic Precipi tators - Tarong Power 
Station be increased to p r ovide the &ettlement of a 
claim for extras of $4 . 8 mil lion by the Comznission 
agreeing to pay extras totalling $2.05 million as 
detailed in the attached report . 

.R. HAMILTON 
ACTING COMMISSIONER 
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QUttNSL.AND tLtCTRJCITY COHHJSSION 

COl\'T !IA CT NO . ) 3 /2 3 
tLtCtROSTATIC PRECIPJTATORS 

TARO~G POWER STATJO~ 

REPORT ON COl\,.llACTOR' S CV.IM FOR ADDIT I O"-'L COSTS 

11\'T RODUCT I ON 

1. At the meetino on 18 December 1980, the Queensland 
Electricity Ce neratino Board a ccepted the tender of 
Luroi (Australia ) Pty. Ltd. for provision of 
elec trostatic precipitators at Tarono Power Station, in 
accordance with Specification No. 33/ 23, for the sum of 
SSl 194 931 on a variable price basis. (Memorandum No. 
16 so) 

2. Adverse experience with electrosta tic precipitators on 
Nos. l to 4 units at Gladstone Power Station and the 
known difficulty in precipitating dust from Tarong coal 
resul ted in stringent requirements beino incorporated in 
the spec ification for electrostatic prec ipitators for 
Tarong Power Station . 

3. seventeen firms took out copies of the specification but 
tenders were receive<! from two firms only . 

4 . The comparative costs from tender evaluation including 
preference were: 

Tenderer Com2arative Cost 
Preference Loading 

Included 
s s 

Fla kt : Ha in Offer 56 490 320 l 022 430 
: Alternative 56 063 912 

Lurgi : Ma in Offer 53 329 271 2 310 940 

s. I n the report accompanying Memorandum No . 1650 it was 
stated tha t " the tenders from Flakt are substantially 
non-confor~ing offers wh ich require ad)ustments of 
$1 155 890 to the Main Offer a nd 57 764 482 to the 
Alternative Offer t o achieve compliance. The ma in tender 
from Lurgi is a conforming offer .• 

6. Lurgi a lso offered to increase their guaran teed 
collec tion efficiency from 99.24\ spec ified to 99.34\ 
which exposed them t o additional liquidated damages 
payment of Sl . 3 million if the plant fa iled to meet 
performance guarantees. 

7. variations a nd ad)ustments approved to date amounting to 
518 583 804.94 have resul ted in a revised contract value 
of $69 778 735.94. Host of the va riations are 
esc alation and site a llowance payments and only $373 408 
is change of scope . 
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COt-."TAACTOR I 6 Ct.A IMS 

8 . Lurgi have claimed extra payment• to a value of just 
ov e r $4,8 million to compe nsate for the addit i onal 
expenae in meeting t he Superintenoent'a requirements. 
The clai1n 1• divided into four aection11 

• Extra construction costs 
• Reimbursables a nd a ccommodation costs 
• variopul sing aystem cost 
• Manufacturing costs. 

EXTRA CO~STRUCTJO~ COSTS 

General 

9 . Luroi cl a imed a n additiona l $2 million for extra 
construction costs. Their claims are based on 
considera tions set out below; al l were re)ecteo during 
the course of the contract • 

Steelwork Erection 

10. The Tarono precipitators comprised Luroi's first 
contract in Australia where Transfield were not the 
managing subcontractor. It is understood that Luroi 
found it untenable t o continue to use Transf ield as 
subcontractor because of substantial contractual 
problems a nd, f or Tarong, decided to provide for the 
first time, their own management ::eam and R.M.W. Welding 
(Constructions) Pty. Ltd. were engaged as steel work 
erection subcontractor • 

11 . R.M.W. did not possess adequate specialised experience 
in wor ks of the magnitude of Tarong precipitators and 
pr09ress wa s unsatisfactory until Lurgi appointed Mr . 
Herbert Dietrich as Construction Co-ordinator and 
acquired equity in R. M.W. 

12. Lun,i1 claimed that they incurred substantial increased 
erection costs of more than $900 000, particularly on 
~o . 1, unit as a result of the Superintendent exert ing 
considerable pressure on t hem to perform and meet key 
targe t dates. As a result of this, Lurgi claimed that, 
even though they believed that they could recover the 
position, they were forced to double their workforce to 
meet the Superintendent's requirements. 

Insulation 

13. Luro i stated that they were sub) ected to pressure by 
their insulation subcontractor, Associated I ndustrial 
Insulations (A.I.I.), to meet extra costs. With the 
threat of withdrawal of labour Lurgi agreed to pay 
A. I.I . an extra SSSO 000. 
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Coll•ction tlec trodes 

l•. Signa of recovery of the progra mme on ~o. l precipitator 
• rection were e vident until inat~llation of collecting 
e lec t rode pl a t•• was auapended because a large 
proportion vould not interlock when positioned i n 
precipitator casings . 

lS . Each plate ia 13.S metres long x 480 mm wide x l.lS nun 
thick. Cold rolled atrip coils ~anufac tured in Lysag ht '• 
Port ~emb la works vere roll-formed by Hanfo rd I ndustri e s 
in Br i sbane prior t o delivery t o a ite fo r e rection by 
s ubcon trac t o r R.H.W. Welding (Cons tructions ) Pty. Ltd. 

16. I nvestigations by Lurg i revealed several contributin9 
facto rs, commencing with the composition of the cold 
r olled steel strip. Implementation of improved quality 
control a t all l ocations resolved the problem but not 
until a substantial tonnage of collec ting elec trodes had 
been r ejected, removed from ~o. 1 precipitator casin9s, 
a nd s c rapped . The resolu tion of this problen involved 
considerable re s ea rch by Lur9i in t o the behaviour of 
cold r olled steel of various chemical composi tions when 
sub)ec ted t o subsequent treatment. 

17. Lur9i sought a contribution of $80 000 t owards site 
costs, a no a time extension . They also claimed an amount 
of $3SO 000 which represented the component of defective 
plate roanu facturin9 cost borne by Lurgi. 

38-hour Wee k 

18 . Lur9i claimed extensions of time and increased costs 
aroountin9 to $120 000 as a result of implementation of 
the 38-hour week which represented one le ss working day 
in each f our - week period than the original • O-hour 
week • 

REIHBURSABLES A~'t> ACCOl'IMODATIO~ COSTS 

19. The contract requires t he Pr incipal to provide free 
accommodation t o t he contrac t or 's awa rd employees, and 
to re imbu rse al l - purpose allowances paid by the 
contractor under the Taron9 Power Station Constr uction 
Proj ec t I ndustria l Agreement. 

20 . There i s an upper limit t o t he free accommodation 
provided by the Principal beyond which the contrac tor 
has to meet any add itional costs of accommodat ion. The 
limit is the t o tal provided by the Contractor in 
Schedule ~of the Tender . 
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21. Lurgi have contended that the applicati on of t hi 1 
provision by the Superintendent ha1 been harsh. Lurgi 
increased its workforce very largely at the in1i1te nce 
of the Superintendent because, in t he Superintende nt' • 
viev, the pro0ramme vould not otherwise have been met. 
Lurgi 1Nlinte in that the accommodation limit vas negated 
by the actions of the Superintendent , The value of the 
a dditiona l accommodation to be eupplied free by the 
Principal if the limit were to be lifted is estimated 
to be $450 000, 

22 . ~ cor responding limit on reimbursable a llowance is no t 
stated in the Specification. However, the Board's post 
tender telex of 12.11.80 stated that: 

"Schedule ·~· is the contractual limit for the 
Principal to provide fr ee accommodation and is used 
during tender evaluation of costs to the Principal 
due t o accommodation and reimbursable items under 
the site agreement. " 

23. Even though this statement indicates a relationship 
between Schedule ·~ · and reimbursable a llowances during 
tender evaluation, it does not state that the 
contractual limit also applies to reimbursables. There 
was no other statement by e ither Lurgi or the Principal 
to limit the a mount of reimbursables. ~evertheless, the 
Superintendent has hitherto held the view t hat the 
amount of reimbursables was a lso limited to that 
obtained by applying Schedule ·~·. 

24. Lurgi have refused to accept that there is a ny 
limitation on the amount of site allowa nce payments to 
be reimbursed to them. Lurgi have accepted that it is 
their responsibi lity t o meet increased base wages and 
supervision costs related to the increase in the 
wor kforce insisted on by the Superintendent but consider 
that the Principal should meet the re imbursable 
component and accommodation costs. 

25. Subsequent specifications have been reworded t o clarify 
the Commission ' s intentions, a fact which Lurgi have 
used to support their case . It is believed that, should 
this claim be the sub)ect of arbitration, the 
Commission's case would be extremely weak. The t otal 
additional amount to be paid to the Contractor under the 
heading of "reimbursable items " if the limit were to be 
removed is estimated t o be about S7SO 000. 
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V>.RJOPULS I~G SYSTEM COST 

26. For approximately the f ir s t 20 aonth& of opera tion a t 
Tarong, boiler exhaust gas condi tions could not be 
a O)ulted to give specifi ed pr ecipita tor i nl e t 
temperatures to allow Lurgi to carry out tests t o 
de termine whether or not the precipitatora tnet 
g uara ntees. Empiric a l evide nce offered by Lurgi 
i ndica ted that the precipitatora would probably do ao. 

27. In response to the Superintendent' • expressed doubt& 
that the precipitators would meet guarantees, Lurgi 
offered the s imple solution of fl ue uas conditioning 
wnich was rejected on the basis of ongoing costs. The 
Superintendent insisted that Lurgi proceeo with 
development of Variopulsing, a form of intermittent 
control of the high voltage supply t o the 
precipi tator . Variopulsing had previously been rejected 
by Lurgi a s t hey believed it would not be effective . 

28. Lurgi continued with testing and research with the 
object of reducing chimney emission levels even though, 
bec ause of high gas exit t empera tures from another 
contractor's boiler plant, they could have deferred 
corrective act ion until the proper contractual 
conditions existed . 

29. Lurgi's tender included, at a price of $8 00 000, a less 
sophisticated system than t he Precicontrol Coromatic 
System. During pre-contract discussions, Lurgi offered 
to include Precicontrol a t no extra charge . This offer 
v .::s accepted and resulted in a cost to Lurgi stated as 
being approximately Sl 500 000 • 

30 . The Precicontrol Cor01Datic System hardware facilitated 
the rapio development of the Variopulsing system 
software which eventually enabled precipitator 
performance to be achieved, even under abnormal boiler 
conditions . 

31. Lurgi claim that in addition to the cost of the 
Precicontrol, they incurred costs of approximately 
$250 000 for test and development work in Australia and 
Germany on the Variopulsing system, largely as a result 
of insistence by the Superintendent. 

32. The end result is that the Commission now has 
precipitators which are far better than guaranteed 
v hereas, without the Variopulsing, the precipitators may 
have just met guaranteed limits after boiler 
modifications had corrected flue gas conditions. 
Furthermore the precipitators now will meet contrac t 
performance requirements with a reduction of more than 
98\ in energy consumption. This saving in energy 
consumption alone represents an ongoing reduction in 
costs to the Commission of approximately S200 000 a 
year. 
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33. Since the precipit1tor emi11ion level• are well below 

atatutory limit• the prob1bility of 1tation output 
having to be reduced to meet Clean Air r•Qui rements i1 
low, thereby leading to improved 1 tation 1vail1bility. 

34. The contr1ct provides for a pen1lty to be applied if 
performance is below guarantee. There i1 no provi•ion 
for a bonus for perfonnance above guar1ntee on test 
results. If a bonus of •Quiv1lent value to penalty had 
applied, Lurgi would have been entitled to • bonus of 
$2,6 million. If Lurgi had not offered a higher 
guar anteed perfonnance thi• bonus would have been 
increased t o approximately $).9 million. 

KJ\~'UfACTURING COSTS 

)5. The Analysis of Tenders stated that •£valuation of the 
escalation formulae and indices has detennined that 
escalation data from each Tende rer is, for practical 
purposes, identic al. Accord ingly, no cost adjustments 
have been made t o tender prices for escalation.• 

)6. The manufacturing escalation formula offered by the only 
other tenderer , Flakt, was based on Federal Ketal Trades 
Awards whereas Lurgi's was based on State Awards. These 
two awards provided similar pay rates at the tender base 
date but subsequently the Federal Award rates have 
increased faster than the State Award rates. 

)7. Lurgi's tender provided for manufacturing to be carried 
out by subcontractor Transf ield who operated on State 
Awards, but soon after Contract No. 33/23 was awarded to 
Lurg i, Transf ield commenced legal proceedings against 
Lurgi on contracts in Victoria • 

)8 . Lurgi receiveo approval of the Superintendent to change 
from this subcontractor for Tarong and the work was 
subsequently carried out by several o~eensland 
fabricators, all of which were paying under Federal 
Ketal Trades Awards . Lurgi claimed for a change in 
escalation base awards from State to Federal but this 
wa s rejected by the Superintendent. 

39 . The Superintendent approved escalation payments to Lurgi 
based on State Award changes, as provided in the 
contract, although Lurgi were paying their 
subcontractors escalation based on Federa l Awards. 

40 . Lurg i stated that as a result of the Superintendent's 
actions they were disadvantaged financially on the 
manufactu re of No. l precipitator and commenced 
negotiat ing with N.S.W. fabricators to subcontract for 
Nos. 2, ) and 4 precipitators at a lower cost to Lurgi. 
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tl . Lurgi were directed by the Superintendent that they muat 

retain fa bric ation in Oueenaland, Lurgi acc epted th• 
direction under proteat and claimed to have incurred 
increased coats of 11111nufacture of $660 000. Lurgi 
obtained comparative price1 for about one·third of the 
outatanding items to be 11111nufactured which indicated a n 
additional actual coat of 15• for manufacture in 
o ueensland instead of ~.s.w. Lurgi axtended thia 
percentage to the outstanding value of work to arrive at 
the fig ure of $660 000 as being the additional cost to 
them. (Lurgi'a calculation i n fact was mathematically 
vrong: the correct figure ahould have been $760 000), 
Lurgi have provided documentary evidence in 1upport of 
their claim. 

42. If the Federal Metal Trades ~ward had been used as the 
basis for escalation, as claimed by Lurgi, the 
a ooitional payment would have been approximately $1.2 
million more than that authorised by the 
Superintendent. If this contract had been awarded to 
Flakt, the other tenderer, the Principal would have been 
committed to payment of the higher amount. 

PROPOSED SETTLEME~'T 

43. Af ter considering all the relevant factors the 
Superintendent has proposed that the claim for 
additional payments related to all work performed up to 
31 December 1985 be resolved on the following basis: 

• that no payment be made for increased construction 
costs 

that with respect to reimbursables Schedule ~ not 
apply in this instance and the Contractor be paid 
reimbursables in accordance with Clause 4.04 of the 
Contract for all relevant employees 

that with respect to free accommodation provided by 
the Principal Schedule ~ not apply in this instance 
and the Contractor be provided with free 
accommodation in accordance with Clause C46 of the 
Contract for all relevant employees 

that the Contractor be paid an amount of $250 000 as 
a contribution to the development costs of the 
Variopulsing System 

that the Contractor be paid an mnount of S600 000 as 
a partial offset against increased manufacturing 
costs. 
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44 . Th• effect of t he1t propo1al 1 will bt t o increa1t tht 
valut of t.h t Contr ac t by abou t Sl 600 000 ~ade up 11 
f o llow1 : 

• 

• 

pa ymt nt of r•illl.bur1able1 to 
t ht Contrac t o r 

contribution to t ht devt lopment 
of variopul aing 

off set for i ncreased 
manufactu ring costs 

$750 000 approx. 

$250 000 

$6 00 000 

45. In addit i on the Commission will be requ ired to mett the 
cost of addi tional free accommoda tion, e stima ted to cost 
about 5450 000 . The t otal additional cost t o the 
Commi s sion will be about S2 OSO 000 compared with the 
coat of the Con t r ac t or 's cla im of $4 819 000 . 

46. These proposals have been discussed with and a re 
acceptable t o the Contractor, Lurgi (Austral i a ) Pty . 
Ltd • 
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