Review of Class C School Bus Contracts

e  QOver the first 5 years, the cumulative shortfall in cash flow terms
accumulates to a high of 363,103 (residual value of 15 per cent)
and 325,003 (residual value of 30 per cent) in both instances.

The major implication arising from the illustration is that the majority of
smaller contractors may lack the ability to absorb the cash flow shortfall
in these circumstances. Our review of their financial performance
indicates that many contractors would be unable to finance the shortfall
Jor up to 5 years from the net cash flow earnings generated from their

existing contracts.

The situation improves at the end of the 15 year term with the net
“reward” gemerated by the ROI to the contractor calculated at §525,490
(vesidual value of 15 per cent) and $512,878 (residual value of 30 per

cent).

There are a number of potential avenues for redressing this problem.

Two seem to be particularly relevant in this case:

e Adjustments to the depreciation payment under the CRM: On
the basis of the reported low residual values for Class C buses
after 7 years, it appears reasonable to suggest that the period for
depreciating the value of the asset should be reduced from 15
years. The straight-line method implies a payment equal to 6.67
per cent of the historic value of the bus. If the bus where to be
depreciated over a ten year period, this would increase the
payment to the equivalent of 10 per cent of the historic cost of the
bus, raising the average payment by around $10,000 a year over
this period; and

o Adjustments to the ROI Payment: Currently the ROI payment
does not reflect bus financing conditions in the majority of cases,
where heavy financial costs are seen over the first five years of a
bus’s life. One way to address this problem is to create ‘balloon
payment’ in the ROI of say an extra 5 per cent (a 50 per cent
increase in the value of the payment) over the first five years of a
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