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ABSTRACT
The reform of the Adelaide bus system was a topical issue in that mid to late 1990’s. The specific aim of reforming the tendering process was to separate the policy makers, from the bus operators to ensure a system which would provide a value for money regime. A Competitive Tendering Model was introduced for the provision of bus services within the specified zones of the Adelaide Region. The current system has produced some positive results for taxpayers and commuters alike. This paper will look at an alternative form for the implementation of bus contracts, namely the Performance-Based Model. This paper argues that a Performance-Based Contracting (PBC) regime offers a better alternative to achieving a system wide value for money outcome. The aims of PBC are to offer a regime which reward bus operators for delivering a minimum service level (MSL), that will meet the needs of the greater community, plus an incentive regime that rewards operators for patronage increases above the MSL. This paper will examine the Adelaide contracts in the light of successful international models and conclude with a summary of recommendations to improve value for money.
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PUBLIC TRANSPORT IN AUSTRALIA
1.1
Public transport in Australia is characterised by significant market failure, this is because of the existence of unpriced costs of personal car use. These externalities include issues of social disadvantage, environmental damage and safety concerns (Hensher and Stanley, 2002). Bus services in Australia are heavily subsidised, a report for the Australian Bus Industry Confederation (2001), indicated that the national costs of public transport was $30 billion whilst the revenues associated with these costs amounted to only $11.5 billion. The majority of external costs are incurred in metropolitan areas. 
HIGH AUTOMOBILE DEPENDENCY
1.2
Most Australian cities have a high automobile dependence (Newman, 1996), and have only a minor role for public transport. This is due largely to the high car ownership rate in Australia, and the relatively lower cost of fuel compared with European cities. As Australian cities such as Adelaide expand, employment opportunities disperse creating servicing issues for public transport provision. This has lead to a decline in accessibility, increased trip lengths and reduced numbers for existing public transport routes (Litman, 2002). The result for Australian cities is that car dependency has increased leading to congestion issues, increased pollution and fuel use, and limited car parking in built up areas such as the CBD.
THE EXTERNAL COSTS OF CAR USE

1.3.1
The existence of these external costs has lead to governments around the world researching alternative means of meeting public transport requirements due to:

a. the government’s requirement to meet social obligations; and,

b. it’s obligation to reduce the external costs such as congestion and pollution.

1.3.2
In order to meet performance obligations to the community and to reduce external costs and economic costs of service provision, these issues need to be reflected within the contracts that are entered into to provide public transport (Hensher and Stanley, 2002). Governments have implemented remuneration systems that separately reward service providers with respect to achieving the community service obligations (CSO) at efficient cost levels, and a reward for patronage increases and service improvements.
AIM
1.4
This paper will set out the development of Competitive Tendering Contracting (CTC) in Adelaide and then discuss the rationale for an alternative method in Performance-Based Contracting (PBC) as a way of providing social and environmental outcomes in accordance with government policy. Sufficient incentives must be provided to a bus service operator in order to ensure they maximise value for money for the subsidy dollar.
LIMITATIONS OF THIS REPORT

1.5.1
Whilst this paper will analyse the Adelaide bus contracts and make a series of recommendations to improve value for money by PBC, it will not develop a formal (economic) framework for establishing an optimum subsidy to bus operators based on maximisation of social surplus. This is a complex and lengthy topic requiring its own detailed analysis. PBC frameworks have a number of mathematical equations used to define annual passenger demand for services, total costs, vehicle kilometres, traffic and capacity, and service quality. These equations require lengthy explanation and case studies to illustrate their operation. The aim of this paper is not to develop the framework to determine the actual subsidy amounts, but rather to show how incentives can be used to reward performance.
1.5.2 For further discussion on determining subsidy amounts and defining external costs mathematically refer to the following resources:


a.
Dalen, D.M. and Gomez-Lobo, A. (2002) Regulatory Contracts and Cost Efficiency in the Norwegian Bus Industry: Do High-Powered Contracts Really Work? Norwegian School of Management, Department of Economics;

b.
Daniels, R. and Hensher, D.A. (2000) Valuation of Environmental Impacts of Transportation Projects: The Challenge of Self-Interest Proximity, Journal of Transport Economics and Policy, 34 (2), May, 189-214;

c.
Hensher, D.A and Houghton, E. (2002) Performance-Based Contracts Quality Contracts for the Bus Sector: Deliverng Social and Commercial Value for Money, University of Sydney – Institute of Transport Studies; and,

d.
Truong, T.P. and Hensher, D.A. (2002) Congestion as the Invisible Hand in Optimal Provision of Public Infrastructure Goods, Institute of Transport Studies – University of Sydney, Working Paper.
BACKGROUND TO THE ISSUE
2.1.1
Overview. During the 1973-75 period the State Government, then ALP under Don Dunstan, took over private bus services in Adelaide. By 1978 the Adelaide bus services had been consolidated along with other public service modes into a single government owned agency known as the State Transport Authority (STA). The STA operated and regulated all public transport services until 1995. Since then all Adelaide bus services have been competitively tendered and are operated by independent private sector operators. The conversion to CTC was a two stage process:
a. Stage 1 of the tendering process occurred during 1995 – 1997. It involved the tendering out of half of the Adelaide bus services through two rounds of tendering; and,
b. Stage 2 occurred during 1999 – 2000, this tendered out all Adelaide services, and included the re-tendering of services previously tendered in Stage 1 under two year contracts.

2.1.2
Economists and academics alike paid particular interest to the ‘Adelaide Model’ of tendering and contracting. This was due primarily to the government’s attempts in a heavily subsidised market to provide incentives and bonuses to contract operators to improve bus services, and consequently allow the Government to achieve patronage increases on public transport (Wallis and Bray, 2001).
PUBLIC TRANSPORT IN ADELAIDE
2.2.1
Demographics. Adelaide is a low-density city with a population of approximately 1.124 million people living in a metropolitan area expanding some 100 km north to south and generally 15km from east to west. Adelaide has a low population growth rate of 0.4% and a high car ownership rate of 0.53 cars per individual. The road system in Adelaide is relatively uncongested when compared with the other major capital centres in Australia. 
2.2.2
In 1950 journeys per capita were 240, by 1970 this number had declined to 90, it is currently at 42. For the 2004-05 period bus services accounted for 80.8% of public transport trips, carrying 37.48 million passengers using a fleet of about 820 buses over 1300 km of bus routes. The public transports market share is approximately 20% of travel into the central business district, and 5% for all passenger trips in metropolitan Adelaide (DETI, 2005).
2.2.3 
The Adelaide bus system also features a 12km busway operating on the Northeast O-Bahn, which is the largest “full-scale operational guided busway in the world”. The busway carries seven million patrons per year with about 108 buses being used for services on the busway and it’s service zones (Bray, 2002).
DEPENDENCY ON BUSES

2.3.1
The Adelaide public transport system includes five train lines which service a total of 81 train stations. This system provides 19% of public transport trips, carrying 8.90 million passengers using a fleet of 94 diesel-electric railcars. Adelaide once had an extensive tram network, but now it only as a single 12km track from the CBD to Glenelg remaining. The majority of the line is on a dedicated corridor through the Western suburbs. The State Government consequently relies heavily on it’s bus system to meet its community service obligation.
2.3.2
Adelaide’s public transport services are heavily subsidised (Wallis and Bray, 2001). The fare system has been integrated into a multi-modal system with a flat-fare structure. Fares are calculated based on distance travelled and whether the fare is during the peak or off-peak period. The average fare per journey is $2 (DETI, 2005).

THE CONVERSION TO CONTRACTING

2.4.1
In 1994, under the Liberal Government led by Dean Brown, the Passenger Transport Act (1974) (PTA) was passed. The PTA created a Passenger Transport Board (PTB) with the role of funding, planning, and regulation of public transport services in South Australia. The STA was converted to TransAdelaide (TA), the new TA was now a statutory operating body no longer for policy making, only policy implementation. 
2.4.2
The PTA required the tram, bus system and train system to be operated under service contracts to the PTB, and it also mandated the continuance of the common fare structure and ticketing system across the Adelaide metropolitan area. These reforms split the STA into the PTB, which coordinated and funded the public transport system, and TA, which actually operated metropolitan buses, trains and trams. The formation of TA was a prelude to competitive tendering and the introduction of private operators into the Adelaide public transport network. All government assets (including the North-East O-Bahn Busway, bus depots, and buses) were transferred to Transport South Australia, which was an independent government agency responsible for managing assets.
STAGE 1 TENDERING AND CONTRACTING: THE ORIGINAL MODEL

3.1.1
The Government’s policy was to progressively introduce competitive tendering for the provision of public transport services, starting with bus services. Other significant features of the Act were:
a. a maximum term of five years for any contract;

b. a maximum limit of 100 vehicles for any contract; and,
c. a phase-in provision to guarantee TA the opportunity to control at least 50% of the services up to March 1997.

3.1.2
The latter two provisions were aimed at providing short term protection for the TA, and to prevent any operators from gaining a monopoly. The Government wanted smaller operators to be able to compete in the tendering process.
3.1.3
The PTB developed a CTC model for provision of bus services; there were certain issues that needed to be addressed, notably:


a.
ensuring a smooth transition from a government monopoly to a competitive private market;

b.
the CTC model needed to ensure the market was contestable and maintainable;

c.
reversing the decline in patronage, and increasing patronage figures in the longer run; and,

d.
determining a policy regarding the future use and ownership of government assets valued at $440 million.
CONTRACT FEATURES
3.2.1
Area Based Contracts. The Adelaide metropolitan area was divided into ten areas, in each area the bus operator would have exclusive operating rights. 
3.2.2
Range of Contract Sizes. The 100 bus maximum in the PTA was implemented with the ten contracts ranging in size from 10 to 94 buses.
3.2.3
Contract Duration and Renewal. Contracts were to be two years long to start with. Contracts were aimed at being increased to two and half years, and then to five years, with the aim of establishing a long-term contracting cycle.
3.2.4
Service Development – Roles and Responsibilities. The system that was developed for service specification and development was:

a.
a set of minimum standards was introduced, tailored to the metropolitan area and the specific area;

b.
tender bids were required to meet at least three minimum service standards; and,

c.
contractors were expected to finance service innovation through revenue from additional patronage.

3.2.5
Funding Basis. It was envisaged that operator payments would comprise two components:

a.
a fixed monthly sum, which was the basis for the tender price; and,

b.
a patronage-related amount, calculated according to the change in patronage from the base year, at a rate of $0.50 per passenger boarding plus $0.10 per passenger kilometre. The incentive equated to roughly 50% of contract payments.
3.2.5
Asset Ownership and Use. The Adelaide bus fleet and the bus depots were to be leased to operators as part of the contracting process which offered opportunities to smaller operators to enter the market, but prevented operators from offering alternative solutions.
THE TENDERING AND EVALUATION PROCESS

3.3.1
The tendering process was open to all parties. The overall objective was to select operators who would provide the best value for money. The bids were reviewed by a Tender Evaluation Committee (TEC), headed by an independent chair and assisted by a panel of experts. The evaluation process included:
a. commercial checks on the financial viability of tenderers;
b. assessment of the tenderer’s previous performance of service delivery;

c. a trade off was conducted to compare between lowest cost and best service tenders; and,
d. the preparation of detailed tender report.

3.3.2
Tender Evaluation Criteria. There four main criteria which were used for the main tender evaluation:

a.
service quality;


b.
competency;


c.
demonstrated financial capacity of tenderer; and,

d.
base tender price quoted.

THE TENDER RESULTS

3.4.1
Stage 1 consisted of two rounds of contracting, which was completed in 1996. There were five contracts available, 2 were awarded to Serco who had no previous contracts in Australia, and three were awarded to TA. The savings were apparent immediately with savings of up to $14.9 million annually. The savings were due to a reduction in staff numbers and pay rates compared with the previous model (Wallis and Bray, 2001).
STAGE 2 TENDERING AND CONTRACTING: THE REVISED MODEL

4.1.1
The process was recommenced in April 2000, with the new contracts to be 5 years in duration with an option to renew if the performance was satisfactory. The new selection process was now conducted over two stages; the aim was to avoid the perception that selection was driven by cost. Operators were to conduct internal reviews and implement service changes.

4.1.2
Payment. The variable payment rate linked to changes in patronage was reduced, and a ‘input-related’ variable payment rate was introduced for agreed service changes. Penalties were introduced substantially for the early or late running of buses. During the first year of operation, operators were not accountable for patronage declines. Future incentive payments were to be calculated using a base year which was to be the first year of operation.
STAGE 2 CONTRACTING RESULTS
4.2.1
There was a substantial increase in interest from operators for the new contractor model with four times as many operators supplying tenders from the previous model (Wallis and Bray, 2001). The new model was more competitive than the previous one in terms of both price and quality (Gulibon, 2006) with four operators winning contracts.
RESULTS OF COMPETITIVE TENDERING
4.3.1
Guilibon asserted that the threat of competitive tendering or the implementation of it has a substantial effect on controlling bus costs. After the implementation of the CTC in Stage 1 costs were reduced significantly. During 1997 costs were reduced due to budgetary cuts and the TA anticipation of the contracting process. Costs then fell marginally at the commencement of Stage 2 in April 2000, and fell considerably in 2001. After adjusting figures for the time value of money, it was estimated that the initial savings from the Stage 2 contracts was approximately $24 million.
4.3.2
During the period 1994 – 2001, annual bus service costs fell by an estimated $60 million, equating to a saving of 33%. During this time routes were expanded meaning bus kilometres increased by almost 8%, whilst overall bus cost per kilometre had dropped by 38%. Guilidon also notes that during this period tram and train costs hardly changed in real economic terms.
4.3.3
The 38% reduction in costs per kilometre is consistent with data from cities such as Montreal (Cox, 2004), Toronto (Association, 2004), London (Cox, 2004), Copenhagen (DeLibero, 1997), Stockholm (Gulibon, 2006), Helsinki (Venna, 1999), Melbourne (Alam and Pacher, 2000), and Perth (Gulibon, 2006). It has also been observed that during the period that costs were significantly reduced, service quality had not deteriorated (see 6.5.2 for a counter-argument).
AN ALTERNATIVE MODEL

4.4.1
The Adelaide experience with CTC has shown that the mere threat of its introduction can reduce costs. The issue then is: can we do better? Hensher argues that CTC is less effective than PBC in terms of securing maximum social surplus to the community given the total surplus available (Hensher and Stanley). This paper will now address the viability of an alternative option.
THE BENEFITS OF PERFORMANCE BASED CONTRACTS
5.1.1
The focus of CTC is to significantly reduce costs to the government, rather than focussing on the provision of better services to the community (Hensher and Stanley). History has shown that CTC can reduce costs, as illustrated in Adelaide, but it not necessary to achieve savings in costs. The Nordic Road and Transport Association reported in 2000 that about 80% of publicly served routes in Denmark and Sweden are open to tender; compared with only 7% in Norway in 2001 (Carlquist and Froysadal, 2001). However, “there is no indication that public transport operations in Norway are less cost-effective than those in other Scandinavian countries and the level of subsidy is much lower” (Hensher and Houghton, 2002a, ITE, 2000).
5.1.2
CTC provides opportunities for large operators to gain a monopoly, or a small number of operators to gain an oligopoly and form a cartel. This view is supported by Preston’s (2001) review of CTC in Europe which provided a tendency for a private monopoly to replace a public monopoly. This issue has recurred in a number of locations throughout the world. This finding is supported by examples such as Santiago, Chile (Thomson, 1992) where collusion amongst the few operators lead to price fixing. It has been argued that the centralised ownership of train and tram franchises in Melbourne has lead to a greater chance of the government regulator being captured by the monopolist (Alam and Pacher) and is facilitating increasing contract prices (Hensher and Stanley).
5.1.3
The Adelaide transport system is operated by three operators Swan Transit, Transit Plus and Australian Transit Enterprises which may provide the conditions for an oligopoly or monopoly to form leading to escalating contract prices.

5.1.4
PBC has developed into a practical alternative to CTC in places such as Norway and New Zealand due to the fact that:


a.
competitive tendering inevitably focuses on cost reduction, however governments are becoming increasingly aware of the external costs which also need to be considered (Hensher and Houghton, 2002b);


b.
every geographical location is different, and PBC takes into consideration history when determining a starting point for the first period optimal service and subsidy levels;
d. PBC aims to allocate subsidies optimally on a system-wide basis, rather than on an individual case by case basis as would be done under CTC; and,

e.
CTC suffers from what is referred to as bilateral governance (Larsen, 2001) where the relationship turns into a principal-agent form rather than one of partnership. PBC shares the risks and rewards between the government and the operator.
5.1.5
The Scandinavian experience suggests that the good bus operators are much closer to the customer and therefore have far greater market knowledge than what a regulator would.  This knowledge is more than just patronage data from electronic ticketing; it includes intimate local knowledge based on outcomes of previous service changes (DeLibero, 1997).
5.1.6
PBC utilises this experience and local knowledge to structure contracts with incentives so that the community can receive a better service. In Norway to ensure the incentive scheme is effective there is a requirement to grow patronage above the minimum service level (MSL) patronage by an agreed percentage (ie a growth target) or face having the contract subject to competitive tendering (Carlquist, 2001). The MSL needs to be reviewed on an ongoing basis, to ensure that base levels above which incentives will be paid are appropriate for a particular contract zone.
5.1.7
Under PBC arrangements, contractors are offered a subsidy per vehicle kilometre for the provision of MSL and an incentive in the form of a subsidy per passenger trip for passenger numbers above the trip numbers associated with the MSL, in return for delivery a service level that is aligned between the obligations of the government with the commercial restrictions of an operator.

5.1.8
PBC does not dictate the details of specific service levels as a CTC would, but instead encourages the operator to build on their knowledge of the market to move service levels to those that deliver the best value for the subsidy dollar (Hensher & Stanley). Competitive tendering is market driven at the time of initial bidding, but often leads to the wrong set of incentives (Hensher & Stanley, Alexander). The market will not guarantee the optimal level of subsidy that can be derived from using a social surplus maximisation model in which profit maximisation and external benefits are both taken into account. Competitive tendering focuses too heavily on the individual contracts for a zone, it has no mechanism to ensure that the incentive payment support sums to the optimal subsidy commitment across a broader metropolitan area. PBC on the other hand is much better because it takes advantage of the market, the obligation on delivering value for money spent from government payments in the form of the optimal subsidy and external benefits.
THE HORDALAND MODEL
5.2.1
Hordaland is a county in Western Norway which includes the city of Bergen. It has a total population of approximately 450,000. It is one of three counties in Norway using PBC for public transport provision. There are three major operators in Hordaland delivering an estimated 24 million kilometres per annum and carrying 35 million passengers per annum. One services the urban areas, whilst the other two serve the rural areas on the main routes into Bergen. The total annual deficit of this service provision is 170 million Norwegian Kroner (AU $34.8 million). 
5.2.2
The contracts are formulated based on the assumption that the operators have the best understanding of the market and therefore are in the best position to design the most appropriate route system. Notwithstanding, the contracts must therefore then provide the necessary incentives and subsidies in order to ensure that the system is operated effectively. The contracts acknowledge that a profit maximising firm, when making a decision will make decision based only on accounting costs weighing up the marginal implications of costs and fare revenue. This misses two important economic costs from a social surplus perspective:

a.
the benefits to potential public transport users from an improved service level (these are essentially an externality to the operator); and,


b.
the benefits to society from reduction in car use, pollution and congestion.

5.2.3
The remuneration of the operator is dependant on the level of service provided, and the total number of passengers (Johnson et al, 2001). The remuneration is based on two parts, the fare box revenue which the operator keeps and the subsidy system to cover some of the total costs. The operator is given a financial incentive for product development. The quality requirements are framed by the government regarding price, service and accessibility. Incentives are provided to ensure that service levels are welfare effective. Incentives are provided in relation to routes such as such bus routes and other social necessary routes (Carlquist and Fearnley, 2001). Equally importantly, incentives are offered for increasing frequency and vehicle kilometres, this is aimed at improving services to current patrons and attracting new patrons (Carlquist, 2001). A vehicle kilometres revenue payment will not encourage operators to run empty buses. Of particular note, peak hour passengers are targeted, when the marginal economic costs of congestion and pollution are higher. 
5.2.4
The entire subsidy in the Hordaland Model is performance based. Key features are:


a.
there are specific rates for subsidies per route kilometre, per vehicle hour for peak hours and off-peak;

b.
the rates vary between operators depending on the proportion of urban versus rural kilometres;

c.
there are minimum standards for service quality with regards to fares and accessibility;


d.
there is a customer satisfaction survey involving target levels, which if not meet the contract may be cancelled;

e.
contractors have latitude in planning, development, fare pricing and frequency levels; and,

f.
contactors have the capacity to withdraw routes if required except for school bus services, however overall kilometres can not be reduced without consent.
THE TRANSFUND NEW ZEALAND MODEL

5.3.1
Transfund New Zealand developed a Patronage Funding policy for public transport that provides direct incentives for patronage growth. Funding to the New Zealand regions from the Central Government is based on:

a.
matching base funding levels to a designated base year;


b.
a proportion of the cost for approved initiatives; and,


c.
a patronage incentive.

5.3.2
The model is based on the two principles of the Hordaland Model, user benefits and economic costs of transport. Wallis provides that the externality components of the benefit are based on reduced congestion, plus an allowance for safety and environmental benefits. As a consequence allowances vary depending on the zone, time of day and environmental benefits. Consequently, payments are higher in more congested zones such as a CBD than for an off-peak increase in patronage in an area with little congestion. The aim of this incentive is to direct funds to where public transport improvements will reduce road congestion (Ministry of Transport, 2005).
5.3.3
The values of the externality benefits in the New Zealand model are outlined by Wallis and Gale (2001) as follows:


a.
safety and environmental benefits are typically in the range of 8-13 cents per marginal passenger kilometre, across all centres and peak / off-peak; and,


b.
congestion benefits vary depending on the zone reflecting the congestion issues, and are only significant during peak times.
5.3.4
The benefits to current patrons from service improvements was expressed as a linear function of the generalised cost per passenger of travel by public transport, determined as: 
G=$2.65+$0.48 x trip length

5.3.5
Dividing this function by the elasticity of demand with respect to this generalised cost produced the relevant benefit estimate. Elasticity vales were put at -1.0 for peak periods and -1.5 for off-peak.
COMPARISON OF THE TWO MODELS

5.4.1
The two models both provide examples of PBC systems which provide remuneration based on the delivery of service goals of the respective governments. Both models have frameworks committed to social goals of generating benefits to current patrons and reducing external economic costs to society.
5.4.2
The New Zealand model includes the economic benefits of improved services but does not appreciate the issue of defining a MSL that Hensher recommended may be required when recognising the community service obligations of public transport. 
THE ADELAIDE CONTRACTS ANALYSED
6.1.1
This section of the paper will now assess the current Adelaide CTC regime in the light of the PBC model. The performance of the Adelaide contracts will be compared with the Hordaland and Transfund models. It shall conclude with a summary of recommendations for improving contract performance and ultimately providing a better service to the Adelaide metropolitan area.
6.2.1
External Costs Targeted. The current contracts are aimed at ‘increasing current demand’ by providing services in a manner which is ‘cost efficient, effective and innovative in ways’. Each Adelaide contract in Schedule 5 (Financial Arrangements) aims at increasing patronage. The contacts do not mention external costs such as traffic congestion and pollution. The examples of Hordaland and Transfund provide a brief introduction of the external costs targeted and this is later reflected in the varying subsidies offered in the remuneration sections of the respective contracts.
6.3.1
Government and Contractor Relations. The State Government and the bus contractor are in a relationship of principal and contractor (Section 5 of the Contracts – Relationships Between The Parties). Therefore nothing constitutes them as partners in a joint venture. However the parties are committed to a common interest of increasing demand. The contract expresses (under Section 5 – Common Interests) that the agreement is to be one of perfect fairness and utmost good faith and as if they were partners. To determine whether the relationship is one of bilateral governance or partnership, the contract must be assessed to determine whether the rewards and risks are shared. The current contracts state that the contractor must provide the Services at its own risk and without risk to the Minister. PBC requires the relationship to be one of trust and partnership to be a success. The government should have as much responsibility to support patronage growth as the operator.
6.4.1
Remuneration.

a. Patronage Increases. The Adelaide contract for the Outer North Area provides incentives for patronage increases (Schedule 5 – Financial Arrangements). The Minister and the contractor(s) in each contract are committed to increasing patronage by two percent each year based on patronage data in the base year. This is an improvement on the previous contracts procured in February 2000 which provided bonuses based on an increase on the previous month’s performance. The Hordaland and Transfund models contrastingly do not set target service levels of patronage as the Adelaide contract does, but rather have a minimum service level which if not achieved allows the Government to end the agreement. Contractors have the freedom to increase performance by an unspecified percentage (Wallis and Gale, 2001).
b. Peak / Off-Peak Adjustments. The current contracting arrangements do not break patronage incentives down into separate allocation rates for peak and off-peak. Consequently, patronage increases may be beneficial for the contractor but may provide little external benefits to society. The Transfund model targets benefits primarily to peak times in selected zones and routes that have congestion issues. The Hordaland model provides different rates for the urban zone depending on off-peak or peak timings.
c. Urban / Rural Adjustments. The Contract between the PTB and TransitPlus Pty Ltd does not distinguish the Revenue Vehicle Km payment for kilometres on urban stops as compared with rural stops. The contract area services areas such as Aldgate, Heathfield, and Stirling. The Hordaland model adjusts the revenue-km subsidy through two components – subsidy rates per vehicle km and per vehicle-hour. This then accommodates for the inherent differences between congested urban conditions and non-congested operations on expressways.
d. Fare Box Revenue. Under the Hordaland model fare revenue is kept by the operator and forms part of the remuneration.  Under Section 19 of the Adelaide contracts (The Ticketing System and Fare Collection) all fares collected belong to the PTB. The benefits of the Hordaland model are that it provides additional incentives to prevent fare evasion and fare fraud. Under the Adelaide model the contractor has an obligation to minimise fare evasion, however the Hordaland model would most likely provide a greater incentive for operators to prevent fare evasion.
6.5.1
Performance Benchmarking. The performance benchmarks (Schedule 11 – Performance Benchmarks) of the Adelaide Contracts are agreed between the operating parties by March 31st each year. Customer satisfaction is measured by an independent annual survey, and by the number of complaints received per 10,000 boardings. 

6.5.2
In 2004-2005 Annual Report of the Department of Transport (DOT), it is reported that complaints represent 0.01% of initial boardings (DETI, 2005) for the reporting period. This figure is artificial as the Department of Transport does not take customer complaints over the phone; a complaint to the Adelaide Metro InfoLine is referred to the bus operator’s number. If a complainant wishes to report an incident with the DOT it must lodge a formal complaint, a process which takes 7-10 working days. This process works to conceal the true number of issues that occur during the year.
6.5.3
The Adelaide contracts however have a detailed schedule for measuring performance; customer satisfaction is determined by the number of complaints and commendations per 10,000 boardings. These figures are reported by the bus contractors monthly to the PTB. This allows manipulation of true figures to give false ratings of customer sentiment within the community. The punctual running of passenger services is reported by the contractor monthly depending on whether the service is:
a. on-time;
b. early;

c. late; and

d. not operated.

6.5.4
The only control mechanism to ensure representations about the punctuality of service operation are true are service quality audits conducted by the PTB.  The effectiveness of these audits is unknown as the information is not released in the financial reports. 

6.5.5
Both the Adelaide and Hordaland models use customer satisfaction surveys to measure performance. The annual reports from Hordaland do not specify the nature, content and regularity of the customer survey used. Hensher has developed a monitoring system centred on a service quality index (SQI) that can separate out service quality issues that are directly under the control of the operator and those that the operator has little if any control over (Hensher and Stanley, 2002).
CONCLUSIONS
7.1.1
Under the CTC model Adelaide public transport costs decreased, leading to overall savings of 38 % this does not necessarily mean that social performance has been increased. Many of these costs were reduced prior to the CTC being fully implemented as the TA attempted to lower costs. The evidence from the Adelaide CTC experience has been consistent with other international experiences in its ability to lower costs and produce savings. 
7.1.2
CTC however does not increase performance to the community overall. Cost reductions are reflected as a success in the Annual Reports but they do not provide better services to the community. PBC provides an alternative that has the best prospects of achieving a system wide value for money outcome. This is achieved by rewarding bus operators in two parts, firstly for meeting the required minimum service level, and incentive regimes that reward operators for patronage increases. Whilst the current Adelaide CTC contracts reward the operator with incentives for general patronage increases, how effective is an increase on a weekend or public holiday in a non congested area, compared with a week day peak period increase in patronage to the CBD?
7.1.3
The current contracts do not align the State Government’s social obligations and intended policy outcomes with the operators. The contracts make general statements about reducing costs and improving efficiency, but the policy objectives are not clearly stated. With broad policy objectives and limited incentives, the contracts will not provide maximum social surplus. They will merely provide a regime to lower costs.
7.1.4
PBC with clearly defined policy objectives provides the best prospects of successful achievement of the Government’s intended policy outcomes. PBC facilitates the development of co-operative partnership relationships between government and operator in service delivery, whereby both parties share the risks and rewards involved in spending the taxpayers contribution to achieve maximum benefit, while the community’s transport services are made more sustainable long term. The partnership and trust relationship are crucial to the success of PBC’s. The non-operator has as much responsibility to support patronage growth as an operator.
7.1.5
The Hordaland and Transfund NZ models provide a valuable start towards the development of a PBC remuneration system that reflects the policy objectives of governments. A framework which integrates the ideas for the two models (with some variations) has been developed in Australia (see Hensher and Houghton, 2002b) which aims to optimise service delivery and subsidy provision.
7.1.6
PBC has emerged as a practical contracting regime with much strength that can improve the overall performance of Adelaide bus contracts. Under a transparent partnership between the regulator and the service provider, a PBC offers a most effective way of delivering transport services, ensuring over time that the allocation of subsidies is determined optimally from a system-wide perspective, not an individual contract basis as per the current Adelaide CTC model.
RECOMMENDATIONS TO THE SHADOW MINISTER FOR TRANSPORT
	Adelaide CTC Model
	PBC Recommendation

	Targeting External Costs

· Current policy objectives are not clearly defined


	Targeting External Costs

· Formal framework required to determine key issues with Adealide system that must be improved

	Government / Contractor Relations

· Principal (Govt) and Contractor relations
· Risks are borne by the operator
	Government / Contractor Relations

· PBC requires a relationship of trust and partnership to be successful
· Government has much responsibility to support patronage growth as the operator

	Remuneration

· PTB owns all fare revenue

· Incentives for general patronage increases

· No differentiation between incentives for peak/ off-peak patronage increases

· No alteration of subsidy for urban / rural adjustments
	Remuneration

· Operator owns fare revenue

· Patronage increases should be aimed achieving policy objectives

· Off-Peak / peak rates must be differentiated

· Subsidy must be tailored to the nature of the operating environment

	Performance Benchmarking

· Customer complaints to operator
· Formal complaint process is lengthy and works to conceal true attitudes
· Service quality and punctuality benchmarks exist but are only reviewed by PTB audits and annual survey
	Performance Benchmarking

· Customer complaints to the operator via the Adelaide Metro Infoline
· Complaint process should be overhauled to speed up the process
· Efficiency of the PTB audits is unknown – a formal review process should be considered.
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