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1. Committee Terms of Reference

In undertaking an Inquiry into Family Business in Australia, the Senate Committee has requested
Submissions from individuals and corporations on the operation of Australia's family business sector,
with particular reference to:

1.

2.

5.

6.

7.

the definition of 'family business'
the availability and reliability of information and statistics about family business in Australia;

the contribution of family business to the Australian economy, in terms of financial, social,
employment, innovation and sustainability outcomes

structural, cultural, organisational, technological, geographical and governance challenges
facing family business

the role of family trusts in facilitating family business;
access to and the cost of finance and insurance for family business;

family business responses to the challenges of the GFC and post GFC resilience

BusVic appreciates the opportunity to put its views before the Committee. Those views concentrate
on the vital importance of recognising and fostering the sustainability of family businesses in
Australia.

Ninety percent of BusVic’s membership consists of trans-generational family businesses and given the
organisation’s vision is ‘to ensure the perpetual resilience and relevance of Victoria’s bus and coach
operators’, this Submission is in keeping with that endeavour.

Sources

This submission that draws on three sources:

1.

2.

3.

analysis historically undertaken by BusVic,;
information supplied to BusVic;

research currently being undertaken by the writer as part of a PhD at Monash University.



2. Executive Summary

BusVic’s role as the voluntary professional association is to form, spread and legitimize the adoption
of guiding family business values as a specific type of governance practice. BusVic has transparently
and efficiently, negotiated in good faith, most Victorian bus service contracts on behalf of Victoria’s
bus operators for decades. Operational, tactical and strategic mutual benefits typically result from this
method of procurement. However, the value of this delivery model is under threats on various fronts:
a new accreditation regime perceived to be onerous by operators is causing family businesses to exit
the industry; the declining population of some regional and rural centres is reducing the level of
demand for school bus services and; globalisation has seen a change in the skills, values and interests
in some families’ ‘next generation’ and some are choosing to discontinue the trans-generational
family business.

The most significant threat however is that multi-national enterprises are entering the market,
particularly through state government run competitive tendering processes that allocate the rights to
operate various services. Importantly, tender assessment requires balancing price and quality aspects
of the bids received by Government, and as the latter is inherently difficult to assess, price
unfortunately becomes the key determinant. The notion of community social value is not even an
consideration, which sees price win over quality and social value. The NEIER Report of 2011
(Addendum 1) confirms this. Because of these threats, family businesses in the route bus and school
bus sectors of the industry are facing an uncertain future. These realities are threatening the social
value that flows from the current industry structure.

Given there have been several recent tender failures in the Australian bus and coach industry, this
concerning form of market failure requires regulatory intervention. We submit that negotiating
performance based contracts, as opposed to competitive tendering, can assist in dealing with such
concerns. We further recommend that policy be developed and legislation introduced that supports
not just local procurement, but the social value of procurement as well, in order to provide a more
level playing field and sustainable operating environment for family businesses in the bus and coach
industry in Australia.

This submission also outlines the cultural characteristics and capabilities of the family business
governance model and the multi-national governance model. This submission suggests that family
bus operators have capabilities that are largely non-replicable by non-family firms, and may also
deliver the family firm a competitive advantage and superior performance. Indeed, family controlled
firms indexed in Standard and Poor's 500 have been found to outperform their managerially
controlled peers and that private firms are more efficient than public firms (Anderson and Reeb
2003).



3. About BusVic

Bus Association Victoria Inc (BusVic) is the voluntary professional association for Victoria’s accredited
route, school, tour and charter and non-accredited (registered) bus and coach operators. We
represent the best interests of members in a variety of ways, most importantly in respect of their
relationship with Government and its Agencies, including contract negotiation and legislative and
regulatory compliance.

BusVic’s role as the voluntary professional association is to form, spread and legitimize the adoption
of guiding family business values as a specific type of governance practice. Since the 1940’s, BusVic
has played a central role as carriers and promoters of desired government practices, values and
organising principles. Importantly, BusVic, are agents of change and as such are able to exert
influence on the governance practice of family businesses within the bus and coach industry.

The State Government has chosen to negotiate a performance based contract with BusVic, as the
representative of the State’s bus operators, in good faith for decades. BusVic then commends a
template contract to the collective operators. This method has proven successful in the long term as
it reduces Governments’ transaction costs. However, the value of this delivery model is under threat
from multi-national enterprises entering the market, particularly through state government run
competitive tendering processes that allocate the rights to operate.

Over the years, BusVic has implemented agglomeration initiatives and purchasing programs that have
assisted family business bus operators reduce costs and remain competitive. Mobilising operators’
businesses with finance, insurance, bus inspections, spare parts and industrial relations (just to name
a few), are areas that BusVic has taken collective action on to resolve common problems.

4. Sustainability

Big and small businesses are recognising the need to adapt to a new social climate of community
accountability. For this submission, we take a stakeholder approach to sustainability that includes
four aspects as follows:
1. Societal influence; a measure of the impact that society makes upon the corporation in terms
of the social contract and stakeholder influence
2. Environmental impact; the effect of the actions of the corporation upon its geophysical
environment
3. Organisational culture; the relationship between the corporation and its internal stakeholders,
particularly employees, and all aspects of that relationship
4. Finance; an adequate return for the level of risk undertaken

Further, we suggest these four aspects, whilst broad, are key dimensions of sustainability and are all
equally important. The financial, social and environmental performance of the corporation is very
much about stewardship. To an extent sustainability is about adding or creating value. The creation of
value by a firm commonly adds to welfare for society at large. This can be measured in terms of well-
being which can lead to increased productivity and increase motivation. And as Aras (2008) suggests,
increased welfare is self perpetuating.



5. Industry Facts

National

The ABS Census of motor vehicle — January 2011 identifies 87,883 registered buses in Australia.
Extrapolating a 2003 Fact Sheet from Professor David Hensher of the University of Sydney Passenger
Transport Activity in Australia, we submit that in Australia there are presently:

e 54,487 small buses
e 8788 medium buses
e 24,607 large buses

The vast majority of large and medium buses in Australia are manufactured locally. As of 2011 almost
80% of new buses sold in Australia were manufactured in Australia and more than 90 per cent of the
buses large and medium in operation are built in Australia. There are 15 bus manufacturers who build
their buses locally.

There were more than 7500 new buses delivered to the Australian market in the five years to
2011.This is a turnover of almost $3 billion.

There are more than 50,000 people employed in the Australian bus industry. This includes employees
in bus and coach operations, the Australian bus manufacturing sector and parts and service suppliers
to the industry.

Victoria

The Victorian bus and coach industry alone employs some 8000 staff. Total income was estimated at
$1.1 billion for 09/10. Some 72% of employees work full time and 81% are bus drivers.

Unfavourable Conditions

Family bus operators in Victoria are currently implementing succession strategies (exiting) for three
main reasons:

1. The declining population of some regional and rural centres is reducing the level of demand
for school bus services, so the State government is rationalising the number of contracted
services (supply) in response to this demographic shift;

2. Globalisation has seen a change in the skills, values and interests in some members of families’
‘next generation’ and some are choosing to not enter the family business that was started
generations before them.

3. As a result of legislation passed in 2009, operators have had three new requirements placed
upon them which need satisfying by December 2015:

¢ demonstrate to the safety regulator capability to operate a bus service, by having a
safety regulator enter the business and audit the operation
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¢ demonstrate to the safety regulator the competency to operate a bus service, and the
most common way of doing this is for previously accredited operators to complete two
units of a Diploma level ‘Safety Management Course’ at Monash University, and for
operators not previously accredited to complete four units of the Safety Management
Course

¢ apply to the safety regulator to become accredited (or have previous accreditation
renewed) with no guarantee of receiving accreditation

These aforementioned three sub points has caused a significant degree of distaste and uncertainty for
bus and coach operators, as they had to undertake a similar process twelve years ago, when an
accreditation regime was introduced into Victoria and operators then had to complete a Certificate Il
level ‘Transport Management Course’ at Monash University. Many operators do not appreciate
having to prove their competency and capability to the State once more, despite having a world-class
safety track record and, as such, are selling.

Since 2008, the amount of accredited members of BusVic has reduced from 550 to 470 and this rate
of decline is expected to continue. Thus, the decline of family business bus operators in Victorian is a
consequence of increased regulation, changing economic patterns and social values. Unfortunately,
as families exit the industry, intellectually property and legacy are, to an extent, lost. This paradigm
is not in keeping with sustaining family businesses in the bus and coach industry.

Tendering Threat

For at least the last twenty years, most Victorian bus service contracts have been procured via the
method of negotiation, not tendering. A departure from a negotiated performance based contract
(NPBC) and a move to competitive tendering would place the family governance model under threat
as a significant amount of social value would be lost, particularly in regional and rural centres.

There have been some recent developments in the procurement of land transport services both
internationally and locally which show the failings of competitive tendering.

All European Union member nations are mandated to tender the procurement of services, however
there can be exceptions made. Interestingly, the rights to the UK's West Coast rail contract were
taken from Virgin recently through tender, much to Virgin's annoyance. Virgin challenged through the
courts, and they have forced a re-tender/revision etc. In this instance, the franchisee pays a price and
makes money purely from the farebox (revenue from tickets sold). Virgin alleged the new winner
would not be able to make money unless they cut services and quality.

Similarly, in South Australia, in April 2012, reports emerged of an operator that was appointed in July
2011 to run about half of Adelaide's route bus network was 'bleeding’, as a result of the competitive
tendering process, because of unexpected costs. It has been claimed congestion and major CBD
developments were not helping the on-time running of the services. The Minister came under attack
and it was suggested by some that Government made a short-sighted decision in awarding the tender
to the operator with the cheapest price.



Also in April 2012, the Western Australian Government announced a 'new deal for WA School Bus
Operators' which allows bus operators to continue their contract indefinitely, subject to an ongoing
need for the service and to the meeting of a number of KPIs. Those that meet the KPIs will have their
contracts renewed without going to open tender. There are some 700 contracts involved. Further,
there are about 150 contracts outside of the current negotiated contract that have been tendered
recently and BusWA is now working with the WA Government to determine the best way to bring
those into the non tendered domain. This is a sensible outcome.

In New South Wales, on the 1st May 2012, Minister Berejiklian announced that private bus operators
will be required to competitively tender for existing metropolitan bus contracts 'to drive service
improvements to customers'. This is bewildering policy and a classic example of a young Government
making a decision at the recommendation of a bureaucracy that has failed to inform itself properly as
to the costs and benefits of tendering versus negotiating performance based bus contracts. It's also
ironic that a Liberal government should adopt a policy that could potentially shut down some inter-
generational family bus businesses. The NSW Government seems indifferent to cracking the real
chestnut and privatising the state owned and inefficient State Transit Authority.

Importantly, the National Express withdrawal of 2003 from Victoria showed what happens when
companies aggressively bid for contracts, that is, when margins are set below minimum market
acceptable commercial requirements.

Seventy per cent of Melbourne’s current route bus contracts, all of Victoria’s current country and
regional urban route bus contracts, the V/Line (coach) marketed contracts and the current school bus
contracts are contracted to 2018 — 2020. These were negotiated transparently and in good faith
between 2006 and 2010. Despite some of these operators having a unique legal predicament and the
fact that BusVic has an unwavering commitment to present an exceptionally competitive value
proposition to the State Government prior to the expiry of the current contract, it is clear that if the
contracts were tendered, it would have a significant impact on the economic and social wellbeing of
the State. Whereas, a negotiated renewal of the existing performance based contracts, with
performance-pressure through benchmarking, would avoid this and deliver outcomes in line with
strategic or societal goals.

6. Characteristics of Bus Governance Models

Many characteristics of family businesses are non-replicable by non-family firms. This is the subject of
the writer’s Doctoral thesis and | hypothesize that these characteristics could deliver family firms a
competitive advantage on delivering societal outcomes.

We now briefly outline these characteristics so the Committee can understand the richness of the
social fabric of family firms and how the preservation of this capability is extremely important in
fostering family business.



Cultural Governance

A family firm can carefully husband resources, due to the fact that the family owns those resources.
Family firms have the ability to employ idiosyncratic criteria and set goals that deviate from the
typical profit maximisation concerns of non-family firms. These characteristics of the family form of
governance provide family firms with advantages in efficiency, social capital, and opportunistic
investment demonstrating how and why the family form of governance is unique and what the
outcomes of that uniqueness might be. Organisational culture can be a strategic resource that
generates a sustainable competitive advantage.

Social capital

Social capital is primarily a metaphor about advantage. Social capital adds value to the community, as
well as the firm. Community level social capital is a term that describes a phenomenon whereby firms
invest in social capital through norms of behaviour and access to resources such as mutuality, trust,
and respect for one another. In this regard, the social capital that is captured at a community level is
one that vyields corporate well-being. These benefits accrue from knowledge sharing, lower
transaction costs due to improved communication, and coherence of action.

The level of civic engagement is a key indicator of the health of the community. There appears to be a
growing consensus that social capital represents the ability of individuals or groups to secure
advantages through membership in social networks or other such social structures.

Family firms are embedded in their communities and through those communities are able to weave
common interests and shared values into their specific environments. Moreover community level
social capital suggests that family influence is both developed and exercised in networks that stretch
beyond the family firms’ boundaries.

In ‘Regions Matter: How Localised Social Capital Affects Innovation and External Knowledge
Acquisition’ (2012), Laursen et al build on Marshall’s 1890 argument that “geographical proximity
promotes knowledge spillovers that benefit firms knowledge production i.e., positive externalities in
the form of ideas that are taken up by others and combined with suggestions of their own; and thus
becomes the source of yet more new ideas” (Marshall 1890, p.332).

Laursen argues that geographically bound social capital is the key transmitter of knowledge spillovers
within geographically constrained areas and that the resulting existence of localized social capital has
implications for firms’ abilities to innovate. The reason why this paper is important is because it is, we
believe, the first to identify a geographically localised social capital as a key factor in promoting firm
level innovation in regional areas and to provide quantitative evidence to support this.

Laursen suggests that geographically bound social capital facilitates joint learning for innovation and
reduces the search and transaction costs of both contractual and non-contractual interaction among
the economic stakeholders in the region. Further, they assert that interaction on innovation between
a local firm and its environment has two essential requirements: the exchange of
information/knowledge, and the provision of trust to support joint activities in a highly imperfect
market. North (1989) suggests that once economic relations extend beyond the local level transaction
costs relating to monitoring and enforcement increase markedly, and the local social network has to
9



be replaced and/or complemented by formal organizations and institutions. Laursen hypothesizes
that high levels of geographically bound social capital, in terms of social interaction in the home
region, may generate competitive advantage for local firms in the form of innovation because
localized social capital favours information and knowledge flows among firms and external
stakeholders within regions. Given that regional social capital is defined in terms of norms and
networks, it favours innovation because it helps to connect people across different organizations and
to combine their knowledge components with particular regions. Laursen calls this ‘localised
collectivity effect’. Whereas explicit knowledge may be relatively easy to obtain through minor
efforts, such as reading journals or benchmarking, social interactions and closeness between firms
that facilitates the exchange of the deeper, tacit components of knowledge.

Not only does localized social capital connect knowledge workers through collectivity effects, but it
also improves the functioning of knowledge connections by alleviating potential moral hazard
problems through the creation of trust. This is a key point. Laursen terms this the ‘localised trust
effect’. In other words as firms interact via the interactions of their employees, they learn about each
other and develop trust based on shared notions of fairness. Laursen suggests that high levels of
regional social capital generates an environment that facilitates the process of search for
complementary knowledge and increases trust among the parties involved through localized
connectivity trust affects.

Although Laursen’s paper samples about 2400 Italian manufacturing firms from 21 Italian regions, it
is Eurocentric and based on an industry somewhat different to bus operations, however it finds that
being located in a region characterized by a high level of social capital leads to a higher propensity
to innovate. This is very important.

Entrepreneurship

Family firms are an important source of economic development and growth. Family firms create value
through product, process, and service innovations that fuel growth and lead to prosperity. The long-
term nature of family firms’ ownership allows them to dedicate the resources required to innovation
and risk-taking thereby fostering entrepreneurship. Furthermore, the kinship ties that are unique to
family firms are believed to have a positive effect on entrepreneurial opportunity recognition (Barney,
2003).

Long-term Orientation

When organisations have a short-term orientation, they are likely to favour financial, rather than
strategic controls. In contrast, strategic controls reflect a long-term orientation and require an
understanding of the task at hand, the risks involved, and the potential trade-offs among the choices
managers might make.

An important feature of family firms is that there is less concern over opportunistic behaviour by
agents (Zahra 2004.) Family centred non-economic goals (Chrisman 2010) are rarely present in non-
family firms. Family centred non-economic goals are likely to reflect the values, attitudes, and
intentions of the firms dominant decision-making process.
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Stewardship

Family owners and managers often tend to have lengthy tenures and anticipate long careers, not only
for themselves but for their offspring. Therefore they can be parsimonious stewards — careful to
ensure that today's actions do not jeopardise the longer term prospects, or that an obsession with
futuristic ambitions does not rob the firm of resilience or sustainability. Family owners’ needs often
span different time horizons: current needs such as income, dividends, and secure employment of
family members; intermediate term projects and investments in capabilities and resources to
perpetuate success across the long tenures of most family CEOs; and long-term projects to ensure a
robust company for future generations. This is preservation of traditions from the past increasing
family security as it encourages productive talent that can sustain the firm during periods of crisis or
renewal, and family community status that provides access to resources today and builds reputation
for the future.

Structure

Many family firms employ flat, informal, "organic" organisational structures. Flat structures allow
organisations to be more responsive to immediate and unexpected challenges and opportunities than
taller more hierarchical and bureaucratic designs. However they also make necessary wider spans of
control and therefore, require employees to adopt broader roles and job definitions — jobs that
demand significant individual initiative and a wide array of skills.

Geographic Linkages

There is evidence that suggests that firms have a broad preference for connections to other firms that
are nearby. As it is possible that some of the knowledge shared and exchanged through family
business interlocks will be tacit, this knowledge is difficult to transfer and requires the parties to it to
openly trust each other. Many family business executives serve on civic and community boards, and
invest family wealth in the local areas where the family resides (Palmer 2001). These activities
increase the likelihood of meeting and working with other family business executives in the local area,
providing shared experiences and the development of trust, and leading to an important source of
outside directors for family businesses.

Economic Development

Chang et al (2008) suggests that a region (non-metropolitan area) with a less developed economy will
be characterised by a lower average incomes leading to lower demand for goods and services,
potential scarcity of financial capital and skilled labour, and possibly lower profitability. The
prevalence of family firms in the region will be affected by the region's level of economic
development. The three theories mentioned previously suggest that family firms in comparison with
non-family firms may have a lower cost of operation, lower cost of financial capital, and better access
to resources. They hypothesise that family firms will be more prevalent in regions that are less
prosperous and that fewer ventures might be started and fewer might survive without the family
governance option. This suggests the economic development of the region seems to influence the
prevalence of family firms.
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Performance

Some studies conclude the performance of family firms is worse than non-family counterparts, which
suggests that the family's desire for capital preservation, stability, and risk aversion keep the firm
from pursuing strategies that might otherwise improve performances, but would also threaten the
family’s continued control. Conversely, research suggesting that family firm performance is superior
to others suggests that families are better stewards of firm resources because of an overall aversion
to managerial opportunism.

Now, there is evidence that family firms retained their advantages in more developed economies and
in highly codified legal environments. For example family controlled firms indexed in Standard and
Poor's 500 have been found to outperform their managerially controlled peers and that private firms
are more efficient than public firms (Anderson and Reeb 2003).

The superior performance of family firms is even more evident in emerging markets where they are
viewed as ‘engines’ of the economy (Whyte, 1996). This is consistent with Kemp’s (2012) assertion
that family firms account for 60-70 per cent of jobs in most OECD countries and that for many OECD
governments trying to protect their economies (and themselves) small business emerged as a way to
rebuild trust with the public and attempt to restart their economies.

Memberships

Community-based social capital enhanced through membership in a community of, for example,
founder led firms, professional service organisations, or non-profit entities, if linked to compensation
practices and norms across those communities, might open up a multitude of new avenues for
understanding the value of family businesses (Lester 2006). Having an industry representative body
that both invests in R and D and coordinates systems, not necessarily in the immediate geographic
community, but on behalf of a ‘community of interest’, or collective of like-minded family businesses
are but two centrally co-ordinated tasks which bring benefit to the collective.

Carney (2005) asserts transactions stemming from membership in social networks tend to rest upon
one of several "axes of solidarity", such as kinship, ethnicity, and community and political affiliation
which formed the basis for interpersonal trust. Carney suggests social capital generates value for a
firm because it reduces transaction costs relating to search, screening, adjustment, and contract
enforcement. Carney also suggests that it is probable that the efficiency advantages of family
governance diminish with large firm size. Carney also discusses how business groups that have
extensive social capital can influence the political agenda, capture policy initiatives and reverse
institutional developments that generate competition from new entrants.

Non-Family Firm Characteristics and Capability

It is fair to say that most of the family firms operating in the Australian bus and coach environment
are of a small to moderate size, and that most of the large firms operating are of a multi-national
enterprise (MNE), non-family nature.
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Resources

Large, non-family, often multinational enterprises strengths lie mostly in resources. The relative
strengths of large business are predominantly material (economies of scale and scope, financial and
technological resources, etc.).

The financial strength of the mega firm, mainly non-family businesses, arise out of scale economy
involved in financing. The cost of most financial transactions does not increase in proportion with
scale, which means large transactions cost less per dollar. Because larger firms engage in bigger
financial transactions, they have lower financing costs. The cost benefits are currently reflected in the
market opportunities for the larger firms. The mega firm can typically get access to funds at a lower
cost than its smaller counterparts. (This is consistent with Victorian bus replacements.) The mega
firm’s capital costs for long term funds are also less because of better access to the national stock and
bond markets and the scale of their financial operations.

Size

Lawler and Galbraith (1995) suggest size has not assured large companies success, rather, it has
contributed to the large companies problems by causing them to be come internally focused and
concerned with maintaining and managing their internal relationships, in essence, they have become
more bureaucratic and control oriented as a way of coping with the coordination and communication
problems caused by large size. Whereas Birley & Norburn (1993) suggest the small business owners
can ‘hold the firm in the palm of his hand’ and as a result, adapt quickly. They go on to suggest that
reporting systems in large businesses have become the end, not the means. This is a key point.

Winger (1994) says the non-family ‘mega firm’ is responding to the current times, mostly around
retrenchment, removing bureaucratic fat, disposing of operations not related to core concerns — most
mega firms are beginning to show more concern with developing an organisation that fosters
innovation and entrepreneurship. Brady and Voss (1995) reaffirm this by suggesting internal factors
keep corporations from growing.

Decision Making and Customer Orientation

Large non-family firms gravitate toward centralized coordination of their many activities. They assume
that central control can produce synergies among the varied parts of the organisation; as a result, the
whole will be worth substantially more than the sum of the parts. All too often this assumption proves
to be false, - particularly when the organisation has diverse businesses and where the environment is
changing very rapidly. This leads to slower decision making, poor coordination, higher overhead costs
and an inability to move in quick decisive ways. Lawler and Galbraith (1995) go a step further and
suggest this internal focus leads to a fatal problem: the organisation loses contact with its customers
and does not focus on satisfying their needs. Instead it focuses on internal practices, like negotiating
budgets and measures of operating effectiveness, rather than on figuring out how they are
contributing to customer satisfaction and total organizational effectiveness. Timely, responsive
decisions are best made close to the point of contact with the customer of the external environment,
which is difficult to do in an organisation that is structured to facilitate top down decision making.
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Knowledge Transfers

The role of the speed of knowledge transfer in the realm of knowledge management in multinational
enterprises has been neglected. Given the possession of proprietary advantage knowledge is a source
of competitive advantage for a firm, Dierickx and Cool (1985) postulate that a firms competitive
advantage depends on how quickly and how efficiently a firm can develop or acquire inimitable
knowledge. Competitive pressures require multinational enterprises to develop their capabilities for
replicating knowledge within and across the firm faster than the similar efforts of their competitors.
As the speed of knowledge transfer is critical for multinational enterprises to build their competitive
advantage, a multinational enterprise that is unable to transfer the new knowledge to its subsidiaries
quickly risks becoming a fount of new ideas for competitors and losing its competitive advantage. A
foreign subsidiary/s geographic distance and distinct cultural differences magnify the problem
encountered in transferring knowledge across the breadth of the multinational enterprise’s
organizational structure.

Complexities associated with the transfer of knowledge across national borders are difficult to
resolve. These complexities arise due to differences in the technological infrastructure, the level of
economic development, cultural differences, attitudinal differences between home and host
countries, and different languages. These complexities may contribute to conflict and cultural
misunderstanding which can hinder the flow of knowledge and learning between different foreign
subsidiaries with the multinational enterprise.

Prior research has examined the difficulties of transferring tacit and complex knowledge within the
organisation, the importance of motivation and absorptive capacity for transferring knowledge, and
the relevance of central network positions in inter-organisational knowledge transfers.

International Standardisation Versus Local Adaptation

The Economist (1995) says large companies are learning to combine economies of scale in product
development with sensitivity to local tastes. The thrust behind interest in multinational enterprises’
need for local adaptation is based largely on economic considerations, where for example,
consumers’ preferences lead firms to change product lines. This is certainly the case in the context of
some Western countries, however it is nowhere near as true where the social environment may be
highly significant. For example, where religion, ideology or national culture predominates, whilst
expanding internationally, multinational enterprises are often called upon to operate within these
social contexts. This gives rise to the behaviour of multinational enterprises differing outside of their
home base. There is evidence that multinational enterprises are now more responsible in their
operations abroad than local or national firms in the same countries, due to higher global scrutiny of
their operations. By engaging with their social environment, firms build valuable capabilities which
contribute to their competitive advantage. Some multinationals voluntarily adopt policy and
regulation as some cannot rely on governments to regulate their environmental conduct.
Multinational enterprises need to maintain their legitimacy in both the host country and the parent
company and therefore find themselves in a situation of institutional duality (Westney 1993). Further,
multinational enterprises face internal pressures to conform to the parent company’s core structures
and practices. Contemporaneously, they find themselves influenced by institutional forces in their
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country of origin as well. All of this requires a large degree of adaption by the multinational enterprise
in order to maintain legitimacy.

In fact, Naguib (2008) asserts that a multinational service oriented enterprise’s legitimacy and
profitability depend on its ability to adapt. To an extent, we suggest this is evidence of a
multinational enterprise endeavouring to replicate the well documented contribution that the family
business makes to their local community.

Replication

The previous point also gives rise to the notion of large companies wanting to replicate the
characteristics of a small company. Labate (1992) says large firms are splitting their assets into
smaller, more efficient, more independent businesses, where large firms make their businesses more
decentralized and give people the freedom to act without going to headquarters for permission. The
Economist (1995) says multinationals are ‘mimicking their smaller competitors by shrinking their head
offices, removing layers of bureaucracy and breaking themselves up into constellations of profit
centre’s. They are learning to combine economies of scale in product development with sensitivity to
local tastes.

Brady & Voss (1995) confirm the message for multinational businesses is to identify and emulate
small company-like growth tactics, get the managers to ‘think small’. There appears no shortage of
firms who have decentralized authority, listen to customers, hire carefully, control costs, and focus on
continuous training and education for their employees, all of which are small company mantras.

A personal acquaintance of the writer who owns a marketing communications firm recently told me
of an experience he recently had where a multinational client of his gave him specific instruction to
develop a communications campaign for a new product they are bringing to market shortly and that
the product could not have any link whatsoever back to the multinational organisation who is behind
it. The product had to look and feel ‘local’.

Motivated Labour

Kotkin (2000) raises the notion of an absence of an employee ‘community’ in large or non family
firms; many employees are demanding a higher quality of work. ‘Small tribes of employees are more
viable economic entities than they used to be. When a company has between 10 and 100 people, it
feels like a tribe — that primordial unit of human organisation. Belonging to a small team exerts an
emotional pull on employees. Corporate CEOs are pining for ways to get that small company soul and
small company speed inside our big company body. You can’t create a small-company feel unless you
create a small company.’

Moates & Kulonda (1990) suggest a sense of teamwork among supervisors, superiors and employees,
the clarity of the company mission and individual responsibilities, a closeness to the customer, easier
and more intense communications, and a stronger sense of personal identity could all be positive
results of small company size.

15



Multinational Enterprises and Community Welfare

The social and economic fate of the community is integrally tied to the competitive position of the
corporation in the global economy. There is now objective scientific data that shows that
communities in which small businesses predominated have a higher level of civic welfare think
parable community is dominated by big. Mills and Ulmer (1946) conclude that communities whose
residents actively participated in the social and political life of the community manifested higher
levels of well-being and welfare. Importantly they also identified the economically independent
middle class as the driving force behind civic engagement.

Lyson’s (2006) quantification confirms big business counties displayed greater economic inequality and that
small business cities are found to be the most favourable environment for the development and growth of civic
spirit and that a more balanced economic life and greater industrial stability is provided in the small business
cities. Critically, Lyson suggests sociologists and economists would be well served to revisit the core
assumptions that underlie our understanding of both socio-economic attainment processes and approaches to
regional and community development. Lyson concludes that the re-emergence of an economy organised
around locally co-ordinated, smaller scale, technologically sophisticated, and globally competitive enterprises is
both theoretically and practically possible and that a rethinking of conventional notions is in order.

7. Discussion

Having considered the aforementioned cultural characteristics and capability of both large, small,
family and non-family, we assert that the marginalisation of the family business capability will reduce
the industry’s competitive advantage, reduce performance and reduce the social value family
businesses bring to their community. Any initiative therefore to preserve and proliferate the legacy,
contribution and performance of the family firm should become policy of Government. The adoption
and proliferation of policy that sees the negotiation of performance based bus service contracts, as
opposed to Governments’ tendering bus service contracts, is the most important and key strategic
measure that Governments’ can implement for the Australian bus and coach industry.

The service contract that a bus operator has with a Government provides the largest basis of certainty
for a bus operator. The divergence of procurement policy around the country and the world however
raises several questions and threatens the degree of this bus operator’s certainty.

On the Government side, we ask what degree of competency is prevalent in the bureaucracy in
assessing suitability of tender submissions? What is the extent of Government's general commitment
to staying at the cutting edge of best practice bus procurement methods in order to reduce the 'them
and us' mindset and fast-track much needed utility to patrons? Sadly, despite frequent
encouragement from Industry, some Governments remain indifferent, almost nonchalant about
contract education.

Is it solely the operator's responsibility if the tender amount isn't covering operating costs? No. A
bureaucracy should have the wherewithal to know what operating costs for a bus service are. It's not
rocket science! Labour, fuel and the cost and how resources combine to produce outputs for a bus
service are all known - the only real variable is margin. So why do some bureaucracies think value for
money equals cheapest price? We respectfully suggest lack of education on 'the opportunity cost'.
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Lastly, who ultimately pays when on-time running is missed and operators struggle to meet their
contracted commitments? The user (patron).

Importantly, tender assessment requires balancing price and quality aspects of the bids received by
Government, and as the latter is inherently difficult to assess, price unfortunately becomes the key
determinant. The notion of community social value is not even on the radar, which sees price win
over quality and social value. The NEIER Report of 2011 (Addendum 1) confirms this.

On the industry side, industry is putting a lot of time and energy into presenting its position on
contracting to all levels of Government in a united and consolidated manner. Whilst the prevalence of
two voluntary professional association’s in a few States shows there is a difference of opinion on
some operating and contracting issues, the federal industry body, BIC, has developed a national
contracting position which runs counter to what recently occurred in NSW and SA.

So what does this mean for bus business governance? Small business or big business? Neither. It's
about the family. Many of Victoria’s established local bus routes were started by the incumbent
operator (not the Government as is the case in other parts of the world), long before public transport
had the degree of relevance that it enjoys today (and this gives Victorian operators a unique legal
predicament). Public transport remains part of the solution to complex societal issues such as
congestion, emissions, social exclusion and the like. Because the local inter-generational family bus
operator knows their local area intimately, they can add far more value and respond quicker than
large multinational companies with regard to service changes. Local bus operators typically have
depots strategically located to minimise any dead running costs just because they've owned the land
for generations, and therefore are able to pass on that competitive advantage in price to
Government.

We should also question why some Governments may want to deal with less operators and big multi-
national, non-family operators at that. Why is the OECD very interested in the importance of family
business since the GFC? It's because jobs are preserved in family businesses - 60 to 70 per cent of
jobs in most OECD countries in fact. Since the GFC, small and conglomerate family based businesses
have emerged as a way to rebuild trust with the public and Governments are throwing record sums of
money at fostering small business innovation and capability. This is counter to big multi-national non-
family corporations who seem to be in the media frequently of late announcing redundancies.

Further, family firms boast a highly developed sense of loyalty and maintain a constant focus on their
core business. Successor generations capitalise on IP and relationships that have stood the test of
time. Some Governments might think they are getting 'value for money' awarding a major bus service
contract to a company that is prepared to cut their margin to very low single digits or indeed have no
margin at all to enter a market, but nothing could be further from the truth.

The 2011 NEIER (Addendum 1) confirms a switch to non local owners in pursuit of margin reductions
involves potential costs which are all too often ignored. If there was a deliberate attempt by
Government's to work with big non-family, multi-national bus operators at the expense of family
business operators, we would see a decline in service quality, declining patronage and a decline in
suppliers' commitment to the operator which could offset the benefits to local residents and the
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Government. In fact, NEIER concludes there would be a net social welfare loss to the State. Lower
contract payments would also translate into reduced reinvestment by operators into many regional
and rural economies.

8. Recommendations

Negotiated Performance Based Contracts

So how should Government's buy bus services? Despite tendering being an EU requirement and 'the
norm' in many parts of the world, there is a plethora of research from around the globe that shows
that negotiating performance based bus contracts can be a very effective method of procurement of
bus services. This is because the process is undertaken in a transparent, open book manner, it
requires independently verified performance benchmarking of efficiency and effectiveness, the
process is overseen by a probity auditor and the contract is publicly disclosed. Importantly, the
transaction costs associated with tendering typically exceed negotiation transaction costs.

We believe that, for public transport services, the broad objective(s) of government should be to
provide a good quality, integrated and continually improving service for a fair price, with reasonable
return to operators that gives value for money under a regime of continuity and community
obligation (Hensher and Stanley 2008).

Stanley (2009) confirms that international experience with competitive tendering of previously
government provided bus services is summarised in Wallis and Hensher (2007). They conclude that, in
most cases, competitive tendering reduced the cost of services by 10-50%, the scale of saving
depending on the efficiency of the previous monopoly operator, a range of factors relating to the
design and management of the tendering process and whether or not a strong market of potential
bidders existed. In subsequent retendering, Wallis and Hensher note the tendency for cost increases,
sometimes due to unsustainably low initial tender prices and/or to a shortage of bidders.

There have been several failures of competitive tendering for three reasons:

1. contractual reasons: the contract provided too little freedom and/or effective incentives for
the operator;

2. market reasons: the development potential of the concession was too small for development;

3. organisational reasons: cultural differences between authorities and operators, and/or
operator incompetence.

The evidence that savings from competitive tendering diminish beyond first round tenders, together
with dissatisfaction with what competitive tendering has delivered for service improvements in some
jurisdictions, has encouraged the search for alternative awarding mechanisms that can sustain
performance pressure (Wallis and Hensher 2005).

The Thredbo Conferences were established in 1989 and the objective of the conference series is to
provide an international forum to examine passenger transport competition and ownership issues,
reporting on recent research and experience and developing conclusions on key issues. The focus is
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on determining the effects of different forms of competition, ownership and organisation for land-
based passenger transport on operators, users, governments / funders and society as a whole. The
conference series is directed towards a broad audience of policy makers, planners, decision makers
on infrastructure and service operators, consultants, researchers, academics and students, and is
recognised as one of the most important international forums for analysis and debate of competition
and ownership issues in land passenger transport. BusVic has been a supporter of the Conference
Series for twenty years.

An important development over the past five Thredbo Conferences has been the focus on the theory
and practice of negotiated performance based contracts (NPBCs), particularly as an alternative to
competitive tendering, as a means to award the right to provide service.

A common rationale for NPBCs is to deal with the inevitable uncertainty that creates difficulty for ex
ante contract specification and tender bidding, by adopting an awarding mechanism that can be
adaptive and sustain performance pressure during the course of the contract. These areas of
uncertainty relate, in particular, to questions that relate to service quality, which have proven to be
much more difficult to specify in tender requirements than price but are increasingly recognised as
the key to desired policy outcomes. By focusing on performance pressure during the contract, NPBCs
reflect alliance contracting as used in such areas as building and construction and infrastructure Public
Private Partnerships more broadly. Competitive tendering remains a fall-back mechanism in the event
that service providers operating under NPBCs do not measure up adequately against their key
performance indicators.

A further important rationale supporting NPBCs is that we believe this contract form is most likely to
support a trusting partnership between purchaser and provider, particularly for system planning, and
that, given scarce skills on both sides, such a relationship is more likely to maximise goal achievement
through service provision than an awarding mechanism based on competitive tendering (Stanley
2007). Australian bus contracts have been pioneers in the development of NPBCs, founded on trusting
partnerships, whereby contracts are re-negotiated with existing operators, subject to meeting certain
conditions.

The STO Model

At present, several state Governments' are preparing strategies or ‘vision statements’ for land
transport. The Victorian Government is developing their Metropolitan Planning (and Transport)
Strategy (MPS), Infrastructure NSW has recently released some of their vision for NSW Government
and the Queensland Government is looking to develop its strategy.

The following diagram demonstrates a model for achieving strategic, or societal objectives. The
strategic (S) level articulates the vision. It is BusVic's view that the BIC/UITP/ARA Report entitled
Moving People (2011) articulates a set of land transport strategic or societal outcomes perfectly and
we would be well placed if these were adopted nationally:
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1. Congestion Management. To manage congestion costs, improving economic competitiveness
and quality of life in our cities.

2. Environmental Improvement. To achieve sustainable cuts in transport greenhouse gas
emissions.

3. Social Inclusion. To ensure adequate accessibility options are available to all

4. Health and Safety. To make the transport system safe and encourage healthier transport
choices.

5. Energy Security. To increase our energy security be reducing our reliance on imported fossil
fuels.

To achieve the aforementioned strategic outcomes, co-operative initiatives between Industry and
State will be necessary. This is the tactical (T) level. T level initiatives would include:

e measures to construct a better bus network, particularly on the urban fringe, by co-operatively
designing services that will maxmise value for the host community

e demonstrate how a negotiated contract will see Government reduce its transaction and
service delivery costs

e demonstrate how the voluntary professional association is uniquely placed to steward service
changes and service improvements amongst operators in order for the Government to realise
strategic objectives

e show the relationship between NPBCs and the growth in service kilometres between 2005 and
2012 resulted in a 70% growth in patronage in Victoria

The contract becomes the operational (O) level means to facilitate the (T) and the (S). In essence,
having agreed and shared goals around congestion, emissions, social inclusion etc facilitated the
execution of the (T) and the (O).

Key to achieving the sort of outcomes that a negotiated performance based contract can aid in
realising, is trust. An even-handed co-existence (often referred to as a trusting partnership) between
Industry and State is fundamental to linking the contracted operational requirements with tactical
level network planning and strategic objectives.

We assert that the achievement of these strategic and tactical endeavours is more likely with a
negotiated performance based contract in place, as shown in the following diagram:
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STRATEGIC

Shared and agreed goals around
congestion, public health, road toll,
energy security, social inclusion etc.

TACTICAL

Construct a better network by cooperatively
undertaking network planning initiatives consistent with
agreed and shared goals

OPERATIONAL

Negotiated Performance Based Contracts
with KPI’s aligned with the strategic objectives
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New Legislation Required

New thinking is required to preserve or sustain family businesses in the Australian bus and coach
industry. The 2011 NEIER report underpins the need for legislation to be introduced that supports the
sustainability of family bus and coach operators. It is vital that no economic or social factors are
foregone when Governments are procuring. Despite quality reductions and cost increases still
resulting in tendering situations both internationally and locally, tendering proves popular amongst
governments.

Legislation, regulation and administrative requirements should be introduced that obligates
Governments to give the strongest consideration to procure locally. Such legislation would aim to
create a new market based competitive philosophy that prices in the social value that this document
talks about. In short create a new competition philosophy for the public sector. If it is public money it
should serve the public not the private good.

Such a philosophy was recently introduced in the UK that has had considerable success with much
legislation including most notably the Localism Act of 2011 and the Public Services Social Value Act
2012. We believe there is considerable appetite in Australia for something similar. Such a philosophy
would argue for a new communitarian philosophy, based on the Australian notion of ‘a fair go’ and
allied to that there is an opportunity to perhaps create a 'Public Services Social Value Act'. Such a
movement would empower local communities; give municipal councils and neighbourhoods more
power to take decisions and shape their own area, rather than adhering to the old top-down planning
system.

What would be in this Act? We quote from Social Enterprise UK who produced a guide.

For the first time, all public bodies...including local authorities will be required to consider how the
services they commission and procure might improve the economic, social and environmental well-
being of the area.’

Essentially the act would allow, indeed ask, regulators and government to contract for many of the
economic and social added value of localised provision. We believe such an act would give real
traction to the economy by allowing innovative small and local businesses to compete on a level
playing field.

What would be the aims of such an endeavour? To help foster and generate a pro local and pro social
civic service philosophy that can add real value to current best value legislation; to foster and
augment a wider debate about the merits of buying local. Such a measure would recognise and foster
the sustainability of bus family businesses in Australia.
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9. Conclusion

BusVic has transparently, efficiently and in good faith, negotiated most Victorian bus service contracts
on behalf of Victoria’s bus operators for decades. Operational, tactical and strategic mutual benefits
typically result from this method of procurement.

This submission has shown however, that the value of this delivery model is under threats on various
fronts: a new accreditation regime perceived to be onerous by operators is causing family businesses
to exit the industry; the declining population of some regional and rural centres is reducing the level
of demand for school bus services and; globalisation has seen a change in the skills, values and
interests in some families’ ‘next generation’ and some are choosing to discontinue the trans-
generational family business.

The most significant threat is that multi-national enterprises are entering the market, particularly
through state government run competitive tendering processes that allocate the rights to operate
various services. Importantly, tender assessment requires balancing price and quality aspects of the
bids received by Government, and as the latter is inherently difficult to assess, price unfortunately
becomes the key determinant. The notion of community social value is not even a consideration when
state governments’ evaluate tenders, which sees price win over quality and social value. The NEIER
Report of 2011 (Addendum 1) clearly demonstrates what the state government foregoes in the event
it awards contracts to non-local operators. Because of these threats, trans-generational family
businesses in the route bus and school bus sectors of the industry are facing an uncertain future and
threatening the social value that flows from the current industry structure.

Given there have been numerous local and recent tender failures in the Australian bus and coach
industry, this concerning form of market failure requires regulatory intervention. We submit that
negotiating performance based contracts, as opposed to competitive tendering, can assist in dealing
with such concerns. We further recommend that policy be developed and legislation introduced that
supports not just local procurement, but the social value of procurement as well, in order to provide a
more level playing field and sustainable operating environment for family businesses in the bus and
coach industry in Australia.

This submission also outlines the cultural characteristics and capabilities of the family business
governance model and the multi-national governance model. This submission suggests that family
bus operators have capabilities that are non replicable by non-family firms, and may also deliver the
family firm a competitive advantage and superior performance.
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10. Addendum — Melbourne’s Route Bus Contracts: the Impact of Change from Local to Non-
Local Ownership

Melbourne Route

Bus Contracts

The impact of change from local
tfo non-local ownership

July 2011 - A report for Bus Associafion Viclora

Prepared by fhe National Insfifule of Economic and Indusity Research 6
416 2ueens Paraode, Cifon HIL Victona, 3058 Telephone: (03) 485 B444;
Focaimiie: (03) 9482 3242 Emall: odmindnisl. comuau ABN: 72 006 234 424
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Executive summary

The objective of this study s o omess the costs and benefts
of changing the ownership of O DUS 0penasor controct from
alocal {that ks, Vicionon owner) 1o an out of Viciona owner
and of Most rElsvancs 1o 0 Toreign Dosad owner.

In thi course of tha study o survey of Sxpers (Sovemment
QCITINISTONONE, SUDRIENs 10 he INCLEITY, CoNsUManis) wis
undlartoien. The COMe Visw wos that the Diggest risk to the
bus INdUStTy from Changing ownership 10 ouf of Sale owners
wiolld coma If the change of ownership soourmed bacouss
of morgin reduction I the Did 1o sacure the confroct where
this i MOrgin wias bakow the level Tor IongHun sustainaiity.

In this Cose fhe nevw operator would atfempt 1o restons some

profitabilty by:

) changing the characherstics of the workdones input
below the levets for opfmum produciivity (8 by reguiing
unpald overtimea ond/for same output by raduced
Pesackcounty

N reducing oolar per our Iobour costs by the substhufion
of less expanienced, younger kess qualiled empioyees for
exparnenced, oider local quoliied employess, and

() CUROUICING overneod sences 1o juisdiction of the
mmEmmHmﬂl’gm& COMmImain with the
miroduction of high speed Droodoand.

The ulimate cost to the Victodan community of this will be a
decine In sefvice qualty, declining paironage, a deciine In
suppliers’ commitment fo fhe operaton which In fhe long-un
Could wel offset the Denefits fo Viclona reddants Fnot the
Sovernment.

The ewvidence for this view s anchored In facs. B reflects
The experence In Viciona and esewhere In Austdla with
fhie British opseator National Express which took up a bus
operdiion In Vickona In 1998 and walked gwdy fom he
confract fve yeors kater.

F ks ai=0 based on whal hos happenad Inother iInfernational
Juriscictions, such as the Metherands, where the costs
reduction Focus In Dus Coninacts B now viewsed 08

oUhwelghing the banaftts.

The stludy methodology

The siudy methodology Invohed Duliding o model of o bus
franchise whene the struchure reflected the views of the
Inciustry experts of fhe Important ransmission mechanisms
for costfibenafi cufcomes for a change In ownesship of a
COMMract. Also the requiremeant was fo sef porameter wolues
within reasomable bounds of empincal estimoies or export
asseaETent.

The model wias benchmarked 1o the confract sire and cost
struchure of the Melboums confracts that hove the patential
fo have @ change of ownerEhip by open bids after 2012

Tha shudy findings: the default cass

The defoult cose Inwoles O change of coninoct cwnershnip
from g local o anosher iooal owner with o reduction in

margn mesUmed 0 be 2 parcentoge points.

For the 2 percentoge point reduction In marngn (hat ks, fiom
210 7 parcent) the results ane os follows.

* In tenms of the wellore Indicator (Mecswabie of headine
privose and public ConsUmpeion) the benafis fo Vichana
WL range IO 2800 PErCent of the Conitact vaiue up io
1.7 pacent, depanding on whather the Cost savings were
oliocoted 1o exponang he DUs Nehwornk of channeled
o genenal pubilc corsumpticn such as healh and
ecucation. It he Coniroct benchimans sef the sondord
for the rest of the Melboum:e Dus Indusiny, than the benafis
Could FBach 20 pErCent of T CoNTact vakse, In terms of
18 CONBUMPRoN Indicator.

Ini the cosa of the widar sockal benafits that are not cirecty

Incoponated In Mecswss of eConoMmIC actviy and
COMEUMpSion, fof the 2 percantage point morgin reducton
with the savings charmelled INfo Network exparson, the
benafts wiukd be around & parcent of the confract vaue
ond diouie This If omple gtention was paid 1o expanding
1 nefwork In locolties of Lndsr-sarvicing. If the cost
SOvings were extended over the rest of tha Industry, then
e benafits could be batween 3 and & percent and
cbove the tohal mefropalitan confracts wake,

= In the case of O tronsfer of ownership 1o an out of staie
ownal, the oufcome would be aloss of beteeen 0.8 ond
4.3 parcent of the contract value for mo spllover effects to
e rest of the Industry. This comes from the outfiow of al
e mangin Ncome o outslde Wiciona.

Study findings - the most likely cose

It & unlkely, however that margins will be able o be reduced
Delow 9 percent on a sustalnabie Dosls.

AssUTINg That ihil s The cose and he ossumptions that:

) mirgins ore reduced Dy 2 pErceninge points;
() cwnemship i ronsfered to on out of shate openaton

{ify ‘cost scvings ane tronsfemed INfo DLE NEtwork xpansion;
and

(W) fokdng Into oocount reasonobis expectations for cost
reduchion, overneod ousourcing out of siate ond
resduction in sendcs qualty,

then the expected cufcome would be a heodine net
waifiare loss fo Vichono of betwesn 5 and 7 percent of the
confract vaue. The best cose of fhe Chamge-over In tenms of
thi social banafts\possanger bus fps would De a gain of just
urvder 2 parcant of the controct volue.

Far a 5 percentoge point mangin reduction, the loss of
heading welioe would be betwesn 5 and 11 percent of the
confract vaue.
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1. Background and study objectivas

The Melboums Metropolitan Bus System Is supplied by
around 25 Independent operason Noiuding school buses)
which hove sxciusve occess To 0 defined route natwork.
The conifracts ane generally Tor 5Even yeors with Confracts
negotiated Dy an “open book” negotiation process and

a thress year rover opportunity. That s, paymsants o
mmmﬂmmmmmm
thee cperofor's Dofual costs ond benchmanking ogalnst what
the costs should be If prochical SMcency IMpIoVements wise
undertoken, The consract sats out the payments that will be
made to e opercion duing O confroct perod bosed on
thee Micmetres of senvice, hours of operofion ond peak bus
mqjmmhﬂmremnmmmmnm.
Thera ks olso 0 KPI regimee that will provids Incentte
payments for new paronoge growth and Incentiveypenaly
provions Tor opendtonal performaonce.

The biLs systam to the 19008 wos 0 mikturs of publc ond
private cperatorns. When the operational responsiiity for the
fraine wias pitvitisad, the public BUS senvicas wers separotad
INfD Twio Cpesations which wims privatissd by puclc tender.
O of these purchsens wis by the Briflsh opsnator Mationol
Exprass, which purchased the previously puBiic DUs senices
thit opersed In the Nofhem, Nof-eosterm ond eastemn
subUbs of Melboume. This purchoss occured in 1996, The:
OpErofion was namesd National Bus. The remalndsr of the
PUDIC DUS SYSSEM N 1998 WS tOken over by 0 Consorium of
ol openators under the name of Melbourne BUs Link (MBL).
The Mationd and MEL CoNiTacss ane five yeor coniracts.

Snce the privatisations here NOve Deen No opean fender
contoct renegotiations. This sheme from the 1988 attempt
by the then Metoourme Transt Authorty o coll Tenders for

all MBIDoUME's DUS IDUSES. S0ME MoUTEs Wars holen away
from exsing opsrators and given 1o 0 Company, which
unil then openased only school and charter busas. This wos
successtuly chalengad In fhe courts ond thea routes resiored
1o the origingl operators. Cine [eason for the judgement was
that the llcences to oparte bus routes 08 wel 05 he routes
thiemsehves were the property of the estobilshad opermton
and not the State Eovemment.

The judgeament ook Info account the Toct that the buses and
supporfing Infrastruchure wos owned by the bus openators
To e Oble 1o pullk the contracts out fo competitve tender
at the end of each confract pedod, the Sovernment would
e To make suMckent poyments fo purchase fhe sseds
from the opercion and ochieve certain offar requinsments
about expectations of operaion ho confinue In Dusiness. in
the memw Controcts, rom 2008, this wos not Jons with explicE
recognition given that the opsen ook roll-over negotiotion
process would foliow the Infficl ssven yeor penod.

This sifuation does not prewall Tof the fwo privaised confracts
@ the Governmiant maintaine substoniial squity In thess
assefs and the possibiity of open tender renegaotiation has
been provided for post 2012 In the 2008 renegotiatons.

1.1 The Naficnal Express withdrowal

In 2003 Mational Express relnoquished s Motional Bus confroct
1o on exsiing locolly cwned operation. Indeed, MNafional
Express wolked owoy from mary of s Austrolion bus, ral
and fram confracts at the same time. The Nationol Express
exparience hos left o desp Impint on the bus Industry,

In terms of the costs of whal hoppens wihen Companies
aggressvely bid for confrocts, that Iswhen mangins ane

sat Of Delow minimum market accapiose commercial
requirements. Matlonal Express bid 5 understood ta hove
been sigrificantty undar the prevoling INousiry Denchmarnks
In terms of margin. The flow-on effect can be cost culfing,
deciines In emgEoyese morale, a deciine In performance,
safety fsks and lost mirket opportunities.

The stokshoider views of the odvantages of locol ownership
vis-oHvls norHooal ownership, ond espacialy forsign
owmership, given below In this shudy wias influencad by the
Mafional Express expenence.

1.2 Study objecfives

In the event hot the two eligiole Melboume route contracts
are |put ouf t0 Tendier, the objeciive of this SUdy s o omes
the costs and banefits of locol versus nonHocal ownership of
bLs conrocts

2. Locally ownad versus
non-locally owned business

The ksue as to the most appropiate firm struchure and
owrership In tems of modmising reglona economic growt
s been part and parcal of the economic detate from
time Immemosial. The fruth of the matier s that the lssue con
mever be resolved In terms of one unqualied conciusion.
The reason for fhis k stralghfforsord. The agppropriate fiom
struchure and cwnership Tor an industty is mot Independent
of the technoiogica baose and the drivers of unit costs fhot

prevall ot @ gven point in fime.

In 1241TE of the IoNZHLNNING 8Conomic debats, 1he main
threod of crgument has been batwesn smal sooke
enterprises and Ionge soole enferpises. The ownershio sue
has been more Indrect Snce amoll scole enterprses ore mons
likaty t0 be localy owned than inge scols enterprisas. That Is,
dioes o region with small scolke enterprses (and by Implcation
more ocally owned enserpises) hove a Ioster growih i
measuned In termis of real imcome per capita thon reglons
dominated by krge scols enfarprsss? The indngs In the
IIheraturs ore Miked, 05 Cne would expect gven hat the
oUNCOMms depends on the IndUssTy sruchLre pravaling in o
particulor region.

FoOr examgpsa, In a region whens retall 5 on imgorhant
confributor fo Bconcmic activity the Infroduction of o kige

Invesmant by @ nafional o INtemsationdal retall chain which
significantty reciucss the confibuticn of iocally cwned smal
scole retaliers |5 Nof unexpachadly found fo be a negave
for regional development.
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This comes from The reduciian in real Incomes retained In the
reglon, mot only becouss of the elmination of localy owned
copactty and themefors Income 1o local households, but ako
becouse of the reducion In total houes of work required from
scole efMclencias and becouse of the MOonopsony power of
thie reéall chain Im ferms of labowr demand which enciles
thie chain fo reduce redl INCome on a oolar par howr Dask.
Ewen If the refall chain uses s market power by passing on
thie efMclency gains fo kocal Consumers, the real Income:
gains from fhis sounce howe Imited Impact on the reglonal
economy becouse of the leokoage of expendiune to atier
regions In fhe nation as a result of the narow focus of he
Inciustrial ose.

Another polar exampis wolld be 1ha cose of the electronics
INChasiTy, o Ot least the MAass market slecionics Indussry.

For micss produced sectronic squipmant the anly regions
where such octiviies wil exert a positve sustainabie Impact
on empkoymant and real Income growth per capta wil be
enterprisss openting fociites Ot new workd ciass scale. That
s, very lorge anterprises that, becouss of scale, Con nevar
heave signiicant ool cwnesnip.

1N confrost reglons which Capend on Consumer slectionic
production for faciifies which are signifcantty Delow best
praciice scolke. even If sgnifconity ocally cwned, foce
lengthy penods of stagnation and than Contrachion when
plants ore inally cliosad.

In a recent paper Leing a daha base hat had nat been
ampisyed befors, D. Reming ond 5.J. Gostz, "Doas Local
Frm Ownarshp Mattar”, The MNorfhacst Reglanal Cantre for
Rural Development, The Pennsyivaria Sote Universty, 2010,
found that iecol ownarship did matier with gualiicafion.

The dofo base Isis frm ske and cwnemship srucihure of firms
by United States counties which have nat bean previously
usad In reglonal economic growti modeling. Using the

per coptta Income growth owver the pericd 2000 fo 2007 by
county os the varablie fo be explained, the shudy found that
akang with shandard core vanabies, such as counfy resident
W siTongly comelaied with the dendfy of iocaly owned
firma. The Impact of norHocaly owmed firms wos weak ond
relaively Insgnilicant. in ferms of fim size, locally cwned
smal firms of up to @ employess wene a particulody stong
driver of economic growth, while medium and iange non-
lzcaly owred frms exerted o particulony significant negative
IMpOoct an reglanal economic growth.

Thens are a numbss of recsons that are cited In thea iterafune
Tor tne Denediis of IoCaly Cwned Dusinesses.

2.1 Relgined local income

Locally owned DLERSEsas fand 1o be o positive for regional

development because of thelr greater capocity to retain
Incoma within @ ragion. This comas from:

) the owmers/managers Iving In the region which means
all net S rom the region oottty goss Info regional
MoLEEhoK INCome:;

) the locdl Trms ore, fom necessty of becouse of
mieminership of Iocol Nefworks, more: ey to outsourcs
#0 Il s s Shan Import goods and sendces rom
othar regions: and

(I commurity Invohemeant Dy the ownermonogers could
wiill mean Sfhour empioyes rates ore ligher Tor locally
owned enferpriss than for Smiler norHocally owned
antapses.

In reilcmion to (I} abowve, although Products are now sLppilad
on o national of Infemational piatfonm, the fost broadband
age b IncrecsEngly giobalsing services. As fost broodband
becomes Increcsngly avalooks there |s INcracsed sk that
narHocaly owned sntempisss wil Impart senices from haod
officas, or the supply chain memoers of e enterprise which
are lkely 1o be located outdds the region. Bemant (i) is
moee sty 10 Cpply IN NorHMeopiitan reghors than in
mettapoliian regions.

2.2 Benefits from direct community invelvernent

Direct Invoivemant in the ComMmunity Oy ownermonogerns

Con Improve productivity and spll-over reglonal econamic
Denafis becouss of:

Ty short dsiances between owrness and customens encioling
ropid response to developing business oppofunifies;

a0 am incanthve 1o un the businessss In he bDest Inharests of
ihe local Comimuniry;

iy more fesibiity In wondng decisons which substsute short
mnmlmmmmanmwnwm
ond, theredons, batter otk fo micdmise the long run
proftabany of the enterpiss 1o tha kong run benedt of the
COMmMminity; ana

W) 10 grEater COmMtMment of Smpicyees whikch reduces
KaEOLE SUMCVEN Costs and INCreasss Nsusional
KNowiedge ond CoOmIMImEent 1o the entenprise.
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3. A survey of stakeholdars

A sUnvey of solksholdens In the bus INdusity was undartaken.
The survey TocLead on INdUsiTy Sxpes who were not
controct opercion. The main points made, In terms of he
downside of NONHOClY Cwned OpENTios, wes:

{I) sk of INncrecssd dead running costs (f change of
cownership Invoives the need 1o develop New depo? dhes).
Tha fisk Is that bus operational cosss could Increoss by
between 5and 15 percent;

{I) sk that ordkars for new' Dusiness will be diected from ioca
sUpEders 10 INferSoie O CVBrsecs suppllen Inwohing kos of
camoge Investiment of around $0.3 milkon per Dus;

(i recluction In unift wioge costs which may, In the longer
run, ImEoct on sarvice qualty;

() missed producivity Increase apponiuniies (pafronoge
ncreases) from absence of local knowisdge;

(V) Cosfs to suppllers and representafives of the Indusiry if
an oparator ierminoies O confroct becouss of under-

bildding. The rik of this s parcaived 1o be greater for
norHocol owers.

Thens was an addifional element fhat thase who thought
IoC:al ownership wias Imporiont, at least locol ownership

In the contest of a long ferm pargpective that s alowed
for by the open book negotiation process. The langer the
mortzon for decison moking, the more kely that decisions.
and Investmenis which have a kong leod time In reaching
mdmium bansftt wil be foken. This B parficularty Important
1o Eensune iong tem cost minimisation in fhe iIndusiny.

Cm thie offver sice, Thioser who did nol see odvantoges N local
OWTNErshiD wens:

M scephical doout the odvantages of local Knowisdgs;

iy stressed that non-Iocal owners could mprove
peﬂmmmrrmmlmmﬂm
aithough modem communications and eMciency was
reducing thess probabiiiies; and

(i) Moted that In fems of thelr ohssrvations that hens wos
Iittie diference behween pafomance standords of
loColly cwned and forsign opendhorn

In this regord one of the stokeholder surveyed made the
comment that the Dutch experience ts that competitive
fendenng does not lead to much senvice innowation, malnky
Decause outhortties o not reinguish SUFMclent coniral to
enabie operotors ho Innovite. AUthorties Tend o spectly
1he FoUtEs and fmefatkes, with openason st running the
senvices Ond looking o fne-funs routeing, o minimiss deod
FUNNINgG. I short, the ToCUS | on ME@AMmENG profits by CLUiting
costs, Fofhier tham IMEroving senices - this af O 1ime when the
godl Is to grow pafronage, which needs a iocus on senvice
Improvement, Not cost containment. As a resull, mony
Cutich OpEnTioms one Now Nferestad N confroct mechanisms
focused on g ssrvice quaolity.

4. The bus contract model

A simpie bus confroct modsl will be developed In this
chopter thot copiunes ihe key practical skements that can
ghve an Insight Into the benat of lncal versus norHocol
(Espacialy fonsig) ownarEhip of bus confracts. The model
wil be representoiive of the scale of the fwa coniacts that
coukd possinly be put cut 1o open fender N 2012 The detals
of the resutant operdtion are ghven In Toble 1.

i il oiher costs wars ot optimum sMciency on an hours
bass and snca the Sovemmeant will detemine ths copthal
conirbution, of of least the resale volue If ihe operator ses
the conract In subsaquent ranegotictions, then the only
vriabie that can be odjusted In o compesive tender s

the margin o the nate of remunendtion on a dollar per hour
Dims. However If fne workioros oURpUT was sietched fhrough
unpald overime (MamUm technical sMclency) productiny
wiowld! deling. OpHImIm hours INput is the average hours per
ampioyee that Modmisas productivity defined In temms of
sanvics qualty.

The modsl developed balow QssUumes that If the controct
hvad continued cn In the honds of the origingl cwner the level
of patronogs wouk] hove remanad the same n the new
confroct perked a3 the previous confroct pencd. All doliar
oISt are In ters of 2010 year prices

4.1 Direct cost reduchion

Even If the opamtor of the confroct 1 workdng af optimum
afficiency, In terms of Rour NPT, O new openator con
aftempt o reduce NoMiNGl coss by reducing benetss and
sUDEStURING leas axpeniancad for Mofe expenenced staff and
less skilad for higher skiksd STaff, Hours INpUs could be ol
raduced Delow opHmum sondords. Hence, the cost sovings
wil e given by

CE= T, (OC+ mE)(T)

Where:

= poteniial cost sovings
L, = costsavings coeficlent
ac = driver Costs; and

mc = manienomce CosE
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Further, prowvided thaf the 9 percent prevaling mangin is near
a market required averoge, then the pressure fo reduce
sTWings will not e Independant of the successtul bk mangin.
That |s:

n -

Ty ({09 - bm) S Q0055 (2)
Whene,

bm - the successiul Did mongine which will be

7 parcant o lesm
That s, the greater the bid margin is below e prevaling and
mirked justiied mangin, then the greater the propotional
Inceniive o reduce Nominal costs which is refiecied In the
assumpion of the 0LS5 elasticity. Equoion (2 assumes fhot
thie MCAmUm Ncentive 1o expiolt the potential for nominal
cosi reduchion kaf fthe zero bid mangin cose.

4.2 Patronage reduciion

The greater the loss of the skdlls, experience and monde
of staff the geeater the Tkeliood of mantenoncs
proiems, service lenminaiion, schedule disuption, etc.
That ks, pafronage E llkely 1o decine.

That Is:
pat, = pal.(1-r)"T,(3)

Where:

pat, = paofronage unded new conimact hokder;

pat, -  poionage undes prEvious CONroct ownar and

-
]

lasticity of pasonage with respact to cost
reduction effors.

I the previous confroct owner Induigad In feather badding
praciices, then 1, would equal 2em. That s, nomina cost
reduction could be achieved without pofronags los.

4.3 Outsourcing potential

In the age of high speed INfemeat, a Non-ocol openghor has
substonial opporunities To oUTsoWCe overheod achities,
afher cumantly camied out o within the AT of purchossd
from the lecal community, o fhal heod offce’s support
INfrOSTUChUIE I onother State of Couniny, of to the local
suppiy chaln sUppaing the heod office. Overheod costs ofe
assumed fo account for 13 parcent of tohal revenues

0 {0l + 00) X 09 (4)

outsourced costs to otfwer juisdhcions;
OUtsoLCIng rafic;
overhead lobour Costs

offer owerheod Costs,

Egaﬂaaga

1, - ({.09 - bm) / 009055 (5

That s thie pressure fior oUtsourcing wil be a funchion of the
reduction of margin below nonmal.

The 0.7 coefficient ssames a 10 percent IMport of ssnices
Dy DIEnIoUS CONTTOCT Dwner.

A nomHocal owner can reduce haadine mangins skgnificantiy
and not reduce effective mangine Decouse of the economics
of sale from outsourcing. Assums that the ness confract
owmers will outsource half of overnead costs to thel non-
local heod offce and assochated Iocal suppdy chain. Ao
assume fhat the oufsourced costs of fhe outsourced sanices
are affectively reducad by hall becouss of INcredsed
utiisation of heod ofMce shaff and wolume discounts from

fhe local supply chaln. This mearns that the new opanatar
wioilid hawe bean obie fo reduce the heodine bid mangins
by 3.3 parcentoge points and not In effect hawve aftersd

the realsed mangin from fhe 14 percent benchmarn. Al The
Income from the outscurced Cost woukd occnee fo o mon-
Wickonan juisdiction.

4.4 Use of Govemment savings

The Government savings from mangin reduction ane asumed
to be aliocoied fo expand the metwork which in turm wil
Increase patronoge.

That ls:

pat, = POl (1.0+ 0.4 - Dm)" T, (&)

‘Where:

pot, -  patanoge (hat s pemson bus tps) after
SOVErmIment uses Cost 5avings 1o expand
mEtwiork: and

A - alasficily of paironoge with respect fo network
eSO

The nehsoii Is expanded by pIocing mone buses on the rood.
4.5 Bensfits of network expansion

By expanding fhe nefwork he Government InCreases
COmmLunity Denefis from Dus rowved from:

Iy reduced congestion costs to the community cveral;

N reducad COF and INSLIONCe Costs Trom iower occidents;
and

(i reduced costs of sockal exciusion.

The tofal Increase In community welfare: from these reduced
COs 5

cw = (pab +pat -pat)n ()
Where:
[= T commurilty weitare benefits In Sm from

Increcsed DS paironoge; and

community benaff par possenger bus tip
In dolars.
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4.4 Headline consumpficn: the welfare minimum

In ordar 1o reoch ovendll conciusions, e Impact on the
Victonon sconomy of nonHocal cwnership of bus confrocts
vis-0-vis locol cwmanship sum of the oufcomes needs fo be
able 1o be expressed N fanms of one Indicaton. For this study
“neadine” consumpiion expendiiune ks odopfed, of the sum
of private ond pubic ComsUMPHon expandiies s shown n
thia Mational and State Accounss,

The Impact on Viciodon consumgtion expendiure In terms of
thee voriabies from above s

hc = (0.4 -bm). ). (1-D)+0.04 ., .0, + D,
(o8 + CEJT, + Cw " I,

Whefe:

nc = Impact of chonga In bus controct ownership
on Wicionan heading corsumpticn expandlhure,
In Fm;

RO - total annual revenue for onginol coniroct:

o - 1 If meerwr Coniract owned B norHocal and O IFnew

confroct holder Is local;

R, =  muifiplier for Vickoian consumpion expendiure
wiih FEspECt io bus INdLsiTy acivity; and
COMVersion rato fram fofdl real benefs per bus
ips Into heoadine consumption.
&. Evaluation methodology:

uncertainty and probakbility

The model developed above rellas on seven DOrameiens.
Howevel O great dedal of uncefainty surounds the setings of
the poramietens ond, In some coses, the Herature offers Kitle
guidonca. The parameser values will detemmine:

-] -

(T} the naoe-off bahwasen Morgin reduction and opseoting
ciost reduciion;

() tha potertial for outsoLECIng;

(i the response of the Community 1o INCreosed DLE 18Mvices
In ferma of enhanced patronoge;

) thee social Denefis of bus sendces and

{v) The relationship befwesen social Denaiis and economic
banefits.

The Interoctions of all the porametars wil detamine the
overoll oufComs.

Ome praciical woy 1o occommodate uncerhainty Info the

anolysts ks o odopt explc probobility densify FUnchons which
wil define the degree of LNCemainty INvoived.

5.1 The guaniification of uncerainky:
the Trigen distibulion

To progeam fhe development of fhe quantifoiive fromework
requires o probaoiity disirbumion wilch con be edasly
adopied to capiue the proboilities of outcomes for any
10-year penicd which reflects the expenences from the
historiical recoed. Such a distdoution Is the Tigen distibution.

Anerage annual growt rate — 10y pariod

The Tigen disibution Is depicted in Aguwe 1. I 1sa anguiar
disibuion which requibes. the specilicafion of ive parameter
volues to diefine s propormions. The e ponomsster volles re;

) the moce;

I thes kower bound:;

(I this Wppsr Bound;

{¥) the probabiity hat the Iower bound wil be excesded
{IN O kower ourhcome), of area x In Figurs 1; and

{v) the probobility that volues will be foken which ore iower
than the upper bound Jor 1 minus the area y In Agure 1)

The mashodoiogy Involved specitying Tigen disrouton for
s0ch of the porcmesen, that s, 1, 12 1, In the model. The

Tiigen probabiity parametsr saitngs ore given In Takie 2.

ThiLls, froim Talées 2, fhe lower bound for a bus ip in sockal volus
tedms ks 52t Ot $12 a trip with 2er0 probobiily fhat the outcome
o b lowe. Tha upper Dound Wil ks sst ot just under
£30with 2o probobiity If con be higher. The mode volue

Is st ot $18 a g with o meon walue, In fsmms of the Trigan
distibusion, Of st under $20. The selection of the parameser
voiLes In Table 2 will De explained. In short the upper and
Iower Dounds folow the outcomes of John Sioniey's work on
thia walue of rRducing sockl exciusion. Stanley's work Indicates
that fhe upper bound opples 1o one fhind of pasenger bus
rips. The iower bound estimate apeles 1o fhe remaining fwo
thirds Of possenger bus frips. The mowement across fhe Trigen
distibiusion copiuras fhe benadit of puting on exfra bus on

the rood. A worst It wil Comy possengens winere only 1he Iower
Dound social wilue appiles. At Dost It will Comy possengens
where only the upper bound opples. The Mode walue reflects
this QUECOME wihans O DUs will Carmy one third of passengens
whefe the upper bound walue appiles ond hwo Thirds winere
the lower bound opples.
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Probability of kower oulnomss.
Variabie Cosffolent  Lower bound Mode Upperbound Lowerbound  Upper bound Maan
Final Iabour cost reduction r oo ooe ois o 100 onFT
Trip reduction elastoty r a1 oz s o 100 0267
‘Cutscurcing rate: n o o4 os o 100 o3n
Nebwork expansion eiasticity e o1 o3 s o 100 0300
‘Social beneft per bus trip (§) n 120 180 =8 o 100 19.9
Consumpsion conversion ik A o oz o3s o 100 o
‘Consumpiion mulipler rr o4 st oS0 5 E ] os1
&. The selection of probability In the reverss Cose e paronoge INCrease om Nehson:
distnibulion pﬂrﬂmnlm anhancement would be low. The range of these possible:
OUNCOImEs Ore Inio the andl e
:‘Emi discusess the seleciion of the varbles given In mmmmmwmmwﬁﬂfm

4.1 The netwerk elasticity (the 1, parameter)

The nehwonk expanaon slasicity s given by coeffickant £, In
the model. This elasticity producses the Increase In patronoge
IO an INCredase In Network scale.

The Iiterciure suggests the parameter & around 0.3, This
wlue has besn embeddad In the bus conroct patranags
Incentive ogreed with DOT 05 O Neasonabks brood service
aiasticity. This Is why the mode of he Trigen distibusion
for 1, In Tobie 2 s sat at fhis volue. However, there wil be
considenatie voriation around the wius dependng on
which sagments of e Nefwok are expanded. Some local
areas would produce reiatively ligh elasticities it

(T} COr CwmerEhiD wWis kow,
(I} other modes of pubiic TONSpOIT wire Not cvoliabie; ona
(I} IDCOl SMEIoYNEnt W relathely kow.

Figure 2: Cumulalive probability distribution

produces an overal Mean vwalue maar to whdt i suggested
by the Iteratura.

The shape of fhe CUMUITEvE pronobilty disroution that is
genercted by thess paramsster s3tngs & ghien In Figure 2.
The cumuiative disbusion Indicates that there s only o 5
percent probabiity that the slasticity will be below 0,16 and
a5 percent probaobility It wil be obove 044,

6.2 The cutsourcing rale (r,)

The overhend companent of BUs INndusTy empioyment
conskts of:

* COMPOIORS ENICE ManNagers

* finonce and ponning Manogers;
* supply ond distibUfon Managers;
s frangport sendcs managers, and
* QCCounhants.

Paironage nabwork elasticity (5 million) - § percentage point margin reduction

Companscnwi-yTrigeed 001 .031,0.50,107)
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The outsowrced overheod components conslst of accounting,
legal, Informiation fechnology. manketng ond Dusness
SEVICE SUDpO senvices. These are all services which are
being outsourced becouss of fhe owaloblly of hilgh spaed
broodiband and the rate of cutsowrcing will Increcse as

the capacity of high speed roadband Incredsses and the
productiity of assockated applcations Incredses. Increcsingly.
Dus senice aperatorn will be abie to secure these senices
oM onywhiens In he wiold. NorHocol ownees wiih Occess 1o
capture o supporing overdweod senvices In other juisdiclons
wil be abie fo Import thess senices INfo Victono.

The copocity thenasfione o outsource will be a function of the
Chorociestics of Ony new NorHocol opendhor.

From Taike 2, the probablily porameser sefings Imply amean
outssuncing rate of 30 parcent. However the extent fo which this
fechnical iie of ousoUIting b espiobed wil depend on e magin
reduction pressure 05 per equaion (5 The ful potenia role of
UIOLICING {oUl of Shose wil only De expiciiad at 2860 miangin,

6.3 The cost reduction potenfial rale (10)

The potential for recucion of diver and Molnienance oosts
In M hour berme s Imited. The potential recuction from
this soUrce wil B I8 than 5 percant. There i diso scops for
rRCUCHoN N Mon-oword benafts. The most il potential for
cost reducton wolid be ihe Smploymant of iower sdisd and

TeiTiively INnexpenenced empioyees cCompaed ho the previous
CONMTaCT Sl

Then, fogether the moxmum Coat reduchion of dfver and
maoinienance Cosfs s set at 15 pencent with 28 chance of
excasdanca. The mean wille k 7.7 pencent.

Such areduction, for 0 vornety of /easons moybe ochisvabie,
bUt woLkd Invoilve a loas of eficlency and perfomance
which wil uiimatety recuce patonage. The same comment
appiias hans 08 par the outsoursing rofe. The exfent fo which
this technical e of Nominal Coat reduciion b expiotied wil
depand on the Mangin recuciion pressurs s per aquation (2.
The Tull potenitial nate of nominal Cost reduction wil only be
expinitad at 2=r0 margin.

&4 The kip reduciion elaskicity {r)

The i reduchion SiasScly Mesasues the exhent thiat cost
redUCHons IMpoct on poronage. From Tabie 2 e ower
bound s 528 of 0.1 while The Lpper bound & 53t o 0.5, The mean
vl & .07 Soimes siakehoicens sunveyed fof fhis shudy would
pioce this slosficity walue consioembly higher, In ferms of O
meon expecied oUtoome, 08 summed Up by the statement

" ONBNEECE CWNErs STl do Not undersiond the AusTolan

6.5 The social benefit consumplion conversion rale (r)

In LK. Stanlkey and DA Henshet “Economic Modeling”,
aestimases are ghen o the value of Bus trips In Meboume.
The resuifs are summansad In Taise 3. The calcuidtions are
biased on 100 rmllian s,

The key Bsue here B ho convert these benefiis to Increcses

In howsenold consumipfion. Congestion costs wil perversaly
Increasa household consumption becouse of Increased
fusal and mechonicaol repalr costs. Howevel, Ossuming

this ks offsat Dy reductions In other expendfunes, fhe main
tronsmission cost for congestion ime savings fo consumption
expendiure s via fhe usa of the time To work Ionger Fours of
wiork The same hoLrs mone productivity. This potentialy can
be Iorge given the high rote of gross product produced fo
the value of fiowel time aliccoied 1o the bus passengers, of
af least the mokor vehicle users wiho benefit from addional
bus pofronoge. Howevel, a8 can be seen from Toke

3, the conversion rate from trowel ime savings Into real
consumgtion expendiune s assumed 1o be one quarked. This
Is a0 consanalive In thaf It does fake Into oocount the costs
o real Incomees from Increcsed rocd projects that wil be
needad fo offsel congeastion cost NnCraases.

Cumanty passenger mohor vericis Toflc 5 sxemps from
corbon fames. Howewers this | unilkety to remain the case over
1he medium e, A comversion rate of 0.5 s assumed.

Annudl savings will inonsiate Into iower Insuwronce pressunes.
Bacause of Imported Insunance ssvices  conversion rafe of
0.5 5 olso assumed.

The benefits from reduced sockal Inclusion wil vary. Recuced
crimas ond social SecLrhy support dracty will Feduce s
and NCTeass CoNsUITEon. Increasad empicyment wil
raduce the nead for migration and associated Infrostucturne
COsls. mmgmanm.ucmm e

of 0.2 s ndopted. For oiher bus Usss’ banafits o minmal
conversion ratio Is adopted.

The above logic produces O welghtad Ovweroge Conversion
roie of 022, From Table 3 this b odopted os fhe modee for fhe
probablity dstrbumion. From Tabie 3 the iower and upper
bounds for the comverslon rofio ore set at 0.1 ond 035 o

e 0 maan volue of 122, Again, the aciudl wailue would be
significanily higher F congestion roles wena higher and thems
Wil SubsSontial under-provison of publc transport Infrastuciure
In soime regions subiact fo Increasad bus sendces.

Iobour market and prociices”.

$ million annual Conversion rate
Congestion time and fuel savings 588 025
Greenhouse gas emissions | 05
Accident cost savings 15 05
Bus user benefits from socal exclusion T84 02
Bus user other benefits J94 0.05
Total benefits 1,802 019
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6.6 The average fip benefit value (r)

In the maodeling framsworn the conversion rate s applied to
the average fp total social benet which, from Tabe 2, &
518 par fip. However, The minimurm rasuting fom this woiue
COuld be wherne there s no sockal INclusion concept rom the
ripes wihich would reduce the 784 millon social exciueon
benefis fo 28 ond Incredss The ofher bus user benefts

to $591 millon. This would give a maximum bound for the
averoge fip beneft of $12. The upper bound s whens ol
fips reduce sockal exciusion. This ghvwes a total upper walue
of $29.6 per 1. Hence, fhe probabilty distrbution setiings In
Tabde 3.

4.7 The consumplhion mulfiplier (r)

In MIER"E, “The Economic Contdbution of ine BuE IndlusiTy

o Victorio by Local Gowvarnmeant A, Febniary 2010,

the conirioution of the Wichonom Dus Indusiny 1o economic
acivity In Vichono wos esfimated. For o fohal industry revenue
of S870 rmilllon, e ConiiDLUmicn wias:

) 10,900 to employment;
{0 $931 millon fo geoss state product af focior cost; and
iy 5430 milllion to consumpiion af facior cost.

A5 expioined cbove, e analysk hene Is LEing consumption
{sEher Sovernmeant of household) a8 he walfare Indicaior.
Henca, the critical ratic haee b the Victoran Bus Indusiry
consumption 1o revenus ratios. This ls 051

Howewel there wil be consideroiss varaiion in this ratio
depending on enferprise suciune, the alocation of Ncome
befween drect household Income and superannuation
funds, etc. Accondngly, O lower bownd of 0.4 1s 521 from
Tabde 2 and an upper bound of Db,

7. The default coses: margin reduction from
confract ownership change

The heo defaull coses are:

) change of confrct betwasn fwao local reskdent
onganisations; and

i change of conract from a local ciganisation fo
Dmﬂfw‘lm.

Nothing els chonges aned the Sovemment uses he savngs
1o E¥pand the bus nefwot. That ks, the defoult casss Invale:
sating i ;; and rp ol 8o 2er0. The defoult oose oiso aoopts
onily the meaan walue for the other parametes.

Tabilie 4 shows the Impoct for fwo varlants in terms of
margin reduciian, fhat B, efther a 2 percentoge point of 5
percentage point reduchion, and twao vananis In tems of
quaraniined and non-quanantined outcomes. In the fame;
the benefiis are limited o a particular controct, while I the
Iatter, the benefts ocorue to all otther contracts. That ks, the
margin siruck In fhe confract foms the new benchmank
for all ofher Conrocts appiying to metropolian bus route
confrocts.

It sl b ot In The Taloke that the Ccosts of exina Dus tips
are finonced out of contract cost sovings. Al the cost soving
are oiocoted fo this puposs.

Tabile 4 shiows that for the defoult cose of o margin
reduction, the change in ownership fhot ks restricted fo local
anterprsas ganandtes $1 millon inp benedis for a marginal
deciine In heodine consumption. The reducion in heodiine
COMsUMEtion would De neutralsad I the expansion In fhe
b nehwork wias focussed on areas whare the patronage
response wis Ikely 1o e higher than whaf & mpiled by the
meaan seftings of the parameden, of social odvonioge from
DUs frips were higher than the Trigen disiibulion Mmean rates.

auarantined impact - 2 percenbage polnt margin reduction
Sovamment cost sovings

Benefis from possengern rips

et consumgtion gain

HNon-gquarantined Impact - 2 percenioge point mangin reducton

Sovermiment oost sovings

Banafis fiom possenger tips

et consumgtion gain

auaninad Impact - § percenioge point margin reduction
Sovermiment Cost sovings

Banafits from poEsenger trips

et consumgtion goin

Moba: (o) Assameas ol othar controcts stay in locd cwnaship

Change from local te

Change from local o

local cwnership non-local ownership
08 03
10 1.0
02 -1.7
BE 8.8(a)
110 11.06)
232 -ama)
20 20
24 24
D -1.4
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Fwoulkd also be neutralised I fhe converslon rale setiing

wis higher. For exomple, If the comsumipiion converslon rale
W 5af Ot [fs upper bouwnd value of 0.35 Insieoad of s mean
volue of 022, fhen the heodline consumption hoss wolld be
10 for the 2 percentoge point margin reduction and for the
change to a lecal ownet. A change for a mon-local ownes sl
leaves the heoding corsumption oss Ot -51.4 millon.

For the Non-quanantined Coss the cost saving would extend
ower the entire MeTopoison route nemwork. For the non-
Iocal ownerhip fransfer oass, the gains dne assumed 1o be
repacted i the ofhar Confrocts which ore asumed 1o
sty In Iocal ownership. That is, it 5518 0 netw Danchmarn for
negofiations.

Cleary, rom Tobie 4, In ferms of the defoult coss, If the
Icwer MaNgin catcome can ba achieved without any

offer odvess consequences, then It 5 signiflcanty more
agvontogeous 1o achieve the cutcome by change In
owrarship from ocdl folocal,

FAnclly tha case of 0 changs In confract ownarhip fiom local
10 il wnersEhip That sove Coste alwiays have at leos a
nauttal and most lkely o posttive, oUtcome on the aconomy
It the Sowaemment Lﬂmmﬂﬁmlmml
cument expendinre. This ks becouse the drect and Indirect
CcUment government expendiune IMpoct on consumptian B
ikety t0 ba greather than he Impoact of morgin Income, dollar
for ciolicn, on consumphion. For exampls, assuming that the
{rousahold) consumpton multipler of diect govemmant
consumption expendifLre In Victona ks 0,35, then the
expendiure of 0.8 mllon on generol pubdc consumption
expendiures would yiskd 0 fotal consumption benes of
1.1 millon. This wiould offset the direct corsumphon Ioss for
mcrgin reduction for the 2 percentogs point reouction ooss
and fronser to local oparators by a gain ol 290 1. That s, g
nt gain In headine corsumption of $0.7 mislon.

For the case of a change In confroct owneship from a local
owre fo a norHooal owner even I all the cost savings ane
ansfemad Inte cument government expeandiure this will ot
madke up from the direct fransfer of the tohal mangin Income
o norHocal entifies. The net ko6 I Consumption woukd sl
be 0.3 millon, even It ol the cost sovings wene ollocated fo

govemment consumption expendiurne rather than Increased
bis sarvices.

In the executive summary the § millon walues ghven Jbove are
exprassad o8 a ratio fo fha iIntial controct walue of 240 millon.

The analysk of this sacton assumes that It s feaskie to
sgnificantty reduce mangins without domoge dane o the
quality of bus serdices. What hoppens, however, If this s
InfecElbie and any mangin reduchion below the ¢ pencant
benchmark doss resul In deterloration fo fhe qualiy of bus
SEIVICES?

8. Chonge of confract ownership from local
to non-local owners: general cases

In confrost 1o fhe defoult cosss, the genanal coses for
change In confract owneeship from locd 1o Ron-ocal cwners
alictws he volLes of [, [ ond I, 50 Toke NeN-Zef0 wIlues o
specified by the probablity ditrbution. As for the defout
oose, fwo Mangin reduction cases are expilored, nomely;

T a2 percentoge point reduction; and
() a5 percentoge point reducton.
B.1 Costreducfions

Fgure 30} and Fgune 3(0) show the Impoct on direct cost
reduction. Thess figures show the net Impact from eqguation

(2). That &5, the Impact on .

Fgure: 30 shows that the cost reduction con wory behween
1.0to 5.2 parcent for the 5 percent protabiity benchmearnk
for fhe 2 percentage point mangin reduction case and from

FAigure: 3{b) the- conesponding range & betwesn 1.7 and &7
percent for the 5 percenioge reduction Cose.

8.2 Metchange in palronage

The distibution of he net change In ps is the sum of the p
chonge from he Sovemment cose of 50dngs fo expand the
network ond the change In frips becauss of cost reduction
leading o 0 reduction In senvice qualty.

For the 2 percentoge point Margin reduchon coss the
range of net fp changs of the 5 percent probatilny
benchmaonk i betwaen -0.1 to 004 millon, whiks the range
for the 5 percentage point Mangin recuchion case & batwean
-0.13 to 0,10 millon, or o tohal vanoton of 250,000 ips. The
high and of the roNge would CCour wher 10 Takss values
neor 7 whils the Iower end oUTcomes, that s outcomes
when the numiber of hips deciines by valuss ciose to 013
milicin, would ooeLE when T, iokes wailuss near the uppar imit
wolues of 0,10 from Aigure 3.

What Is of Inferest Is thart the mean of the frip change for
1he twio cOses ore SIMk, hat |, ciose 1o Zam0. This suggasts
e Miean expectad ouiCOme Is Tom whotevar the poslive
benafit of cost 5oMNgs from margin savings It s offset by
loms Of paironoge From cost savngs. However, fhers o
possbilities, aibelt for low levets of probatility, Tor substartiol
et irip goins and substantial net iTip losses.

8.3 Met social bensfits fram Fip change

Figure S{a} and Figure S(5) show tha net changs Insocial
benefis from fhe nef change In fips. The profies follow fhe
profies of Agures A(o) and A). The rangs In social benaits
for the 2 percentage margin case |s fom -51.9 10 $0.7 millon,
whike for the 5 percentoge point case It & betwaen -52.4 and
$2.1 million.

35



8.4 Heaodline consumplion expenditure

Figures &{0) o G{0) show the IMpoct on tatal heoding

COonsUMpHion expendifiLre for e two Margin reduction
COESE.

The range for the 2 percentoge polnt reduciion cose B
befween -$3.5 and -52.0 millon (gure &a)). The range for
the 5 parcentage point cose & befween -34.2 and -22.0
milion (Mgure &)

The fwD COses ane CIose In range and mean ouhComes.
The remson for this Is that the man camags i dons in

thie suinsstiution of 4 local owner for @ nonocal cwnar,
Imespactive of the Margin deciine. However, thers will be
somse oodiicnal consumption losses for Righer leves of
micrgin reduction because of the Increasad Intensify of the
reduction In cost effsct.

FAgure 7 shows Thaf the oUICOmE for haading Consumpion,
after the frarsfer to NonHoCal ownership OoCurs, s most
sensiive 1o the §, parameter and the Impact of margin
squeazE on the redlisation of the potential. That k. 1o the
extent costs ond revenue slandords deciine ond the mpact
of this on pammanage o 1. This on reflection thoud not
SUIprss. ANy Denaft fom cost recuction ks Tonsfamed out
of Vicsoria onal the ioes of eMficlency has fiow on Impacss for
further consumEsion n Victona

Mot unenpactedly, the genend Coss outcome k sigrificanthy
INferior to the cefoult cutcomes. This SChoes the wamings
from stakshoiders thot a switch o Nonoool ownens In pursat
of Margin redUCTIon INvohves pofeniial costs which ans ofl oo
offen Ignord. However, 05 Con be seen fom fhe igures, the
model ouhpur coveroge 1o the efoult Cass oulcomes s In
1EAITIS OF ML TirTILT CUTCOMmias.

Cost reduction in ebgible costs from controct change to nondocal openaior (¢ parometer)

2 percentoge point margin reduchion
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3(b): Impoct of change from local fo non-local operator

- Ciost reduction in eligible costs from confroct change to nondocal operator {r, parameter)
- & percentoge point margin reduction
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Figure 4({a): Impact of change from lecal e non-local eperalor

- Net chonge in passanger frips (milion) - 2 parcentoge point margin reduciion
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Figure 4{b): Impact of change from local e non-local cperalor -

Net change in frips (milion) - 5 percentoge point margin reduction
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Figure 5{a): Impact of change from local o non
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Figure 5(b): Impaoct of change from local to non-lecal operator -

Mat social benafi (5m) - & percentoge point mangin reduction
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Figure &{a): Impoct of change from local to non-lecal openator -

Totadl headine corsumption change (3m) - 2 percentoge point margin reduction

1.4
Tkl ol v vonmaan i
Ul o = e -
MiTmum * 3HEE
=] L3873
Mo Im
14 *ad s E ST
‘anhan Al
nz
n.n : ] : T T |
b - 1] 2] b - " =]
¥ 4 i K - - -

39



Figure &({b): Impact of change from local e non-local cperalor -

Total headine consumption change ($m) - & percentoge point mangin reduction
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Bus Asscchation Victoria inc.

250 Grahom Sthesat Port Melooume Victona 3207
PO Box 125, Port Melboums, Victoro 3207 Austrolia
T: +61 [0) 396453300 F: +61 [0) 3 M5 4455
TOULFREE: 1800 1356 854 E: buses@ibusic.asn.ou
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12. Post Script

The writer notes he is a Doctoral Candidate at Monash University where he is writing a thesis that
attempts to link governance with performance in the bus and coach industry. The thesis asks the
guestion is the small family-based transport business the best governance model for public transport
outcomes and is this model sustainable? Further, what is the role of the industry representative body
for operators in promoting and maintaining the best outcomes for the most effective corporate
governance model?

The thesis will test empirical research on the cultural characteristics and capability of small family bus
businesses and large multinational bus businesses by firstly, undertaking a series of focus groups and
interviews, then eventually a formal survey of operators. The cultural characteristics and capabilities
of the family and multinational governance models will be detailed. The thesis will also show public
transport outcomes, performance indicators and consequences of the governance models using the
PESTEL model. An analysis of the various governance models will be presented via a SWOT in order to
view any non-replicable characteristics that yield operators a competitive advantage. A comparison
of international bus operator governance in Canada, New Zealand, South Africa, United Kingdom and
Scandinavia will examine similarities and differences to Australia’s bus governance models. This
research will lead to new knowledge about the impact of the governance model on bus transport
outcomes for all stakeholders including the travelling public. Government policy recommendations
will arise from these findings.
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