Review of Class C School Bus Conftracits

e Depreciation and interest payment costs contributed to the
divergence in returns among contractors, with similar issues to
those discussed for the random sample (i.e. costing of
depreciation payments and bus financing issues) contributing to
this outcome, and

o In the 2003-04 financial year, Net Income (before income tax)
averaged $34,765 and ranged from a low of $12,933 to a high of
$52,282. Only one Contractor derived more than 350,000 net
profit (before income tax) for 2003-04.

In summary, the net earnings of the majority of identified contractors
surveyed were relatively moderate for both 2003-04 and 2003-04.

The surprising finding from this analysis is that the identified group is
reporting higher cash returns than that of the random sample, with an
average Net Income of 834,765 compared to 317,931 for the random
sample. This is due to higher depreciation and interest payment costs in

the random sample.

Findings from the Analysis
The study has generated the following overall findings:

Commercial Fairness

This study defines the return to the Class C school bus contract as being
measured by three indicators: Net Income — equal to Income minus
Costs before tax, Cash Income — Net Income before depreciation and tax
and Net Earnings — Net Income before depreciation, interest and tax.

Given this definition of income, an appropriate benchmark to assess the
relative commercial fairness of the current CRM schedule are the
combined payments for the ROI (10.5 per cent of the current market
value of a new bus) and the depreciation allowance (straight-line over
15 years or 6.67 per cent of the historic cost of the bus). The average for
these combined payments is equal to $§37,727 for the random sample
group and 336,794 for the identified group.
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