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Introduction

The World Bank, financed through the PPIAF, is preparing a practical toolkit to support national and city policy makers to develop procedures to implement contracting, regulating, institutional and financing options to secure a more market based approach for engaging the private sector in providing urban bus transport services.   As part of the program it has commissioned studies to describe and analyze urban public transport arrangements in a number of cities which have already recognized a need or desire for reform. The purpose of such analyses is to identify the specific causes of the deficiencies of urban public transport in different locations and circumstances so that the toolkit can suggest proper and appropriate regulatory and institutional solutions. This study of the public passenger transport sector in Sri Lanka is one of those basis studies.

This report is based on two missions to Sri Lanka, undertaken by the consultant. The first was undertaken on behalf of the World Bank in 2001 to advise on a request from the GOSL for assistance in the financing of an institution to supervise a proposed privatization  of  6 of the 13 publicly owned cluster companies, under terms which required the maintenance of the existing staff  and service structures of the companies, but provided initially for no subsidy or guarantees. The report of that mission  criticised  the  proposed privatization plan as fatally flawed, and likely to cost even more money to the budget without significantly improving service. In particular it was argued that the problem was not an insufficiency of buses, to be solved by a government guaranteed investment in the privatized public companies but a failure to properly organize the resources already in the sector. GOSL was therefore advised that the solution would have to be found in a much more comprehensive  regulatory reform which recognized that bus transport in Sri Lanka was already a predominantly private sector business. 

Since that time, the general trends observed in 2001 have continued.  The public sector share of total service has fallen from one third to less than a quarter, while the budget burden has increased further.  The output capability of the cluster companies has further diminished. However, as a result of the election in November 2001, a new government was formed which indicated that it did not see the solution to the problems of the sector in terms of the aborted privatization.

The second mission, funded under a World Bank Public Sector Reform Loan, was commissioned by the Secretary to the Ministry of Finance of the new government, through the National Council for Economic Development. The general purpose was to identify possible solutions to the problems of the public bus transport sector as presently perceived in Sri Lanka.  Particular attention was to be given to lessons that might be learned from international experience.  The Secretary of Transport, Dr Jayaweera and the Chairman of the National Transport Commission, Professor Kumarage, were instrumental  in facilitating  the work. A list of those consulted during the two missions  is appended as Annex 4 to the report
1 Political context

1.1 Geography and demography

Sri Lanka is an island of 65,610 km2, divided into 9 provinces, lying at the southerly tip of the Indian sub-continent. Occupied by the Portuguese in the 16th century and the Dutch in the 17th century, the island was ceded to the British in 1802. As Ceylon it became independent in 1948; its name was changed in 1972. It has a population of 19.6 million of which 25% are under the age of 14. 650,000 of the population live in the capital, Colombo. It is ethnically and religiously mixed; 74% are Sinhalese, while 18% are Tamil, mostly living in the northern provinces. 70% are Buddhist, 15% Hindu, 8% Christian, and  7% Muslim. Over 90% of the population are literate Tensions between the Sinhalese majority and Tamil separatists erupted in violence in the mid-1980s. Tens of thousands have died in an ethnic war; a peace process begun in 2001 continues to hold.  
1.2 Constitutional structure 

The republic is a parliamentary democracy but with a democratically elected president with very extensive presidential powers. The President is considered to be both the chief of state and the head of government, with the right to chair cabinet meetings. There are two main political groupings, the conservative United National Party (UNP), and its electoral allies SLMC and CWC which polled 46.8% of the popular vote at the 2001 general election, and had an overall parliamentary majority of 3 in a Chamber of 225 seats, and a left of center radical Peoples Alliance (PA) and its ally EPDP which polled 38% of the popular vote but only had 79 seats. In the election held in April, 2004, brought about when the President dissolved parliament, a leftist alliance led by the President’s party the Sri Lanka Freedom Party (SLFT)  took 45.6% of the votes and 105 seats in the assembly of 225, which enabled it to govern subject to the support of the Tamil National party, which had 22 seats. The separation of powers, between a President of one party and a Prime Minister of an opposing party which occurred before the 2004 elections has from time resulted in some curious policy anomalies. 
Under the 13th amendment to the constitution responsibility for intra-provincial transport was delegated to the provinces. Each province has a minister of transport (often performing ministerial functions much broader than transport) with a chief Administrative officer directly managing the implementation of responsibilities in the transport sector. Formally those responsibilities include the issue of permissions to operate to all operators.  

1.3 Existence of a private sector in other public utility sectors

There is a large state sector in both manufacturing and service sectors, including ports and  railways. Formally there has been a commitment to divestiture or reform of these state owned enterprises, but progress has been slow. Colombo Gas company was privatised in 1989, but electricity is still supplied exclusively the Ceylon Electricity Board. A recent ADB loan to improve electricity supply was accompanied by a commitment to separate regulation from production and to separate the production facilities in separate generation, transmission and distribution companies.

Perhaps the most relevant experience for the transport sector is that of the reform of the telecommunications sector. An early attempt to partially privatise the sector in 1988-9 was abandoned due to union opposition. Nevertheless, regulation was separated from production in 1991 and a new regulatory agency established. Surprisingly the center-left coalition government of 1994 felt obliged to consider reform because of the fiscal burden of the sector and in 1996 competition was established by the licensing of two new fixed loop service providers to compete with the state enterprise.  In 1997 partial ownership and management responsibility for the state enterprise was transferred to the multinational NTT, and in 1999 steps were taken to reduce the state ownership share in the company to less than 50%. Under the n ew competitive situation there has been a remarkable expansion in connectivity, though system performance and tariffs have improved less rapidly. This experience suggests the merit of  preparing and introducing regulatory reform before privatisation, both because of the importance of having a proper regulatory arrangement for private participation and because it appears to be a more secure path through which to face organized union opposition.

In one sense that is the policy which has been pursued in the bus sector through the introduction of the permission system for private sector operators after 1982 and by the creation of the National transport Commission in 1991. But that was a very incomplete and inadequate regulatory reform, as the formal requirements for all operators to operate under permissions from either the NTC or the provincial councils was ignored with impunity by the   cluster companies.  Moreover, the abortive privatisation effort of 2001/2 was to take place before the effective reform of the regulatory arrangements. Partly as a result of the bad experience with that effort, and the widespread belief that it was inherently corrupt, there remains much opposition to privatisation. The Sri Lankan railways have continued to escape privatization despite imposing a very heavy budgetary burden.
1.4 History of the bus sector in Sri Lanka

The history of the Sri Lankan bus industry is complex. Bus services were privately provided in Sri Lanka until the creation of a  state owned monopoly, the Ceylon Transport Board, in 1958. During the twenty years of its existence CTB was subject to stringent government control of fares in the absence of any consistent fares support policy. While the Treasury deficit financed the operating deficits of the Board, in the absence of adequate finance the condition of the fleet, and hence the quality of service, gradually deteriorated. Management of the company became increasingly politicized, resulting in overstaffing, weak staff discipline, and loss of many of the more competent managers. By 1977, state support had reached 12% of operating costs plus depreciation.

In 1977, the newly elected UNP government adopted a general policy of introducing a market economy in the formerly state controlled sectors. Under the provisions of the 1978 Regional Transport Boards Act, the operations of the CTB were divided into regional companies, and the CTB was given the power to issue permits to private operators to supplement the services of the RTBs.   This process was taken further by the 1982 Private Omnibus Act, which created a separate department of government, the Department of Private Omnibuses, with powers to issue permits, sanction the creation of associations of private operators, and to regulate operations. 

In 1987, under the 13th Amendment to the Constitution, responsibility for intra-provincial transport was devolved to the provinces. Under the provisions of the Conversion of Public Corporations or government Owned Business Undertakings into Public Companies Act of 1987 the state owned RTBs were split into 94 “peopleized companies” with a majority of the shares of the company being transferred to employees. Under increasing pressure from the emerging private sector the deficits of the public sector continued to increase so that by 1991 they amounted to 40% of operating costs plus depreciation. In an attempt to avoid this budget burden the 1991 National Transport Commission Act legislated that no permits to operate bus transport services were to be issued to state or provincial owned companies, abolished the DPO, and passed the regulatory functions to the NTC. 

While the scale of deficit financing was reduced, the government was forced to continue to give financial support to the peoplized companies in order to maintain services. On the election of a new government in 1994 committees were set up to advise on fares (the Dheerasinghe committee) and on the performance of the peoplized companies and the NTC (the Tillekeratne committee). The former recommended the introduction of a formula based regular fare adjustment procedure.  The latter recommended a restructuring of the industry to secure economies of scale and better management . The NTC Act was accordingly amended in 1996 to consolidate the  peoplized companies into 11 “cluster companies”, and to require that as from March 2003 no permits should be offered to private companies with less than 50 buses. The Vavuniya Peoplized Transport Service Ltd continues as a separate company, and the Northern Regional transport Board, which had not been peoplized was converted to a Bus company.

Throughout the decade of the nineties the government continued to support these cluster companies by the provision of new buses and other forms of support. As late as December, 1998 the Gunaruwan Committee appointed by the Minister of Transport and Highways on Bus Transport Policy viewed the public sector as the core of the system and recommended subsidy and investment mechanisms to allow its share of the market to increase from 50% to 65% by June 2000 through a an investment plan involving the purchase of at least 300 new vehicles per month for a period of 3 years.  In the event the market share has fallen to 25% and there has been no significant investment in new vehicles. Although the Gunawaran Committee did suggest some fiscal sources for the investment, given the general fiscal situation of the country that plan was never likely to be achieved.
1.5 Central government policy on private supply in public transport

Since 1978 governments of all persuasions have maintained a system of issuing permits to private operators of service on a vehicle by vehicle basis. This system has become an important source of patronage, and permissions offered without regard to the real transport supply needs.

In contract, attitudes to privatisation of the remaining public sector companies are aligned on predictable lines.  In late October 2002, after a public tendering procedure, the conservative Government of Sri Lanka agreed the sale of a 39% stake in six of the thirteen Regional Transport (bus) Companies, with a combined fleet strength of 5,427 buses, a total turnover of Rs. 4.4 billion and a workforce of 23,824 persons. The invitations to bid required that the winning bidder should maintain the existing services and employment on the then current terms as well as engage in a major re-investment. There were to be no subsidies or guarantees. The remaining 7 RTCs were expected to go up for sale later on. The intention was that the management of the companies would be handed over entirely to the private sector, with the relationship between the private sector operators and their public sector co-owners governed by the management contracts. 

Although several groups showed interest by obtaining the bidding documents, by the completion of the preparation period only one bidder emerged from a local business man who had in 1992 bought the maintenance facilities of the old state company and supplied maintenance services to the cluster companies. It was asserted in a press release that the bid was supported by a major British company with former Prime Minister John Major as one of its directors. However, it appeared from the statements of that company, Mayflower, that they were not either an equity stakeholder in the proposal or an operating company, but were simply associated as a proposed supplier of vehicles.

There was considerable local objection to the local bidder. Some assertions circulated that he had cannibalized vehicles and sold off state assets to his own benefit.  A government inquiry had been held into these allegations, but no report – either with confirmation of refutation of the charges –was published.  Moreover, it was argued that he had no operating experience or skill.  In order to ward off these concerns the bidder then engaged IBIS Consulting, a London based bus consulting firm, as the management contractor. 

In the event the bidders asked for a period of exemption from the introduction of competitive tendering, and the draft management agreement which the bidders were required to initial as a condition of bid gives offers five years security against putting their services out to competitive tender. However, as the RTC companies for which sale had already been agreed accounts for less than 20% of services, it could still have been possible to go forward with the design of a competitively tendered franchising arrangement. 

In the event, the bus privatization was challenged in court and the government agreed to re advertise. However the second time, they went a step further and agreed to grant direct operational subsidies at the rate of Rs 2.5 bn; Rs 1.5 bn and Rs 0.5 bn for the first 3 years to cover operational losses. The 39% share price of the sale was only Rs 1.3 bn. (the exchange rate is approximately 100Rs = $1) The President (who is from the opposition party) called for independent advice and challenged this in Cabinet and the process was stalled for several months. In the meanwhile she also dissolved the government in December 2003. The elections were held in April 2004 and the government lost its majority.
The new, left of center, central government position on private supply of public transport is somewhat anomalous.  It has to recognise that over three quarters of services are now provided by the private sector. It is also aware of the very large budget deficit associated with the remaining 25%.  But, responding to the abortive attempt to privatise, the new government declared that it would not privatise the companies. The President has therefore set up a special commission to find ways of improving the efficiency of the public undertakings. The current Minister of Transport has gone further than that and has declared the intention to re-invest in public transport fleets until they match the private sector in size. In the current situation, after the tsunami, such an investment is unlikely to be forthcoming. 
1.6 Local government policy and willingness to reform

Provincial councils have the constitutional responsibility to regulate all public transport services within the province. In practice, as with the role of the NTA for inter-provincial services, the cluster companies have ignored the formal requirement and continued to operate such services as they wish, without permissions. 
The willingness to reform appears to vary significantly between provinces, partly according to their political affiliations. Recently some provincial authorities have attempted to develop joint timetables for both public and private sector buses.  Even where that has been done, however, the failure of the cluster companies to fulfil the slots allocated to them has undermined the efficiency of the joint timetable. It would appear that even some of those who have traditionally taken advantage of the patronage possibilities of the private permissions systems there is an increasing awareness of its disadvantages and a willingness to move to a more formal franchising arrangement.
2 Economic conditions

2.1 The national economy
Traditionally the Sri Lankan economy was heavily dependent on exports of tea. In 1977, Colombo abandoned statist economic policies and its import substitution trade policy for market-oriented policies and export-oriented trade. Sri Lanka's most dynamic sectors now are food processing, textiles and apparel, food and beverages, telecommunications, and insurance and banking. By 1996 plantation crops made up only 20% of exports (compared with 93% in 1970), while textiles and garments accounted for 63%. GDP grew at an average annual rate of 5.5% throughout the 1990s until a drought and a deteriorating security situation lowered growth to 3.8% in 1996. The economy rebounded in 1997-2000 with average growth of 5.3%. But 2001 saw the first contraction in the country's history, due to a combination of power shortages, severe budgetary problems, the global slowdown, and continuing civil strife.
2.2 Income levels

The GDP at purchasing power parity was $73.7 billion in 2003 with average annual per capita income in purchasing power parity terms of $3,700. The lowest 10% of households by income consume 3.5% of GDP and the highest 28%.  The Gini coefficient is 34.4 and 22% of the population live below the poverty line. In 2003 the rate of inflation of consumer prices was 6.3%.
2.3 Public transport fares 

Public transport fares are formally set by the Minister of Transport (for inter-provincial services) or the provincial governments (for intra-provincial services). These are now both based on advice from the NTC.

The standard fares are graduated on a fare stage basis. The stage length is approximately 2 kilometers in lowland areas and 1.7 kilometers in hilly areas. Air conditioned services and express services operate at fares of 2.0 and 1.5 times the basic fares. Fares are low by international standards. After the revision in October 2004, the “step-on” fare, valid for one stage, was 4 rupees, with a gentle taper for subsequent additional stages. A summary of the effective fares for different distances are shown in Table 1
Table 1: Fares for trips of Different distances, November, 2004

	Distance (kms)
	Lowland fares (Rs)
	Hill area fares (Rs)

	
	Basic
	Express
	A/C
	Basic

	1
	4.0
	6.0
	8.0
	4.0

	5
	7.0
	10.50
	14.0
	7.0

	10
	10.0
	15.0
	20.0
	11.0

	20
	14.0
	21.0
	28.0
	16.5

	50
	27.0
	40.5
	54.0
	32.0

	100
	47.0
	70.5
	94.0
	56.5


Note.  1Rs is approximately 1 cent US
2.4 Percentage of income spent on public transport

Direct statistics on the proportion of income spent on transport are not available.  But some deductions can be reached from the statistics on fares and incomes.  For an income with an average income per capita, making 5 daily return trips to work per week of 10 kilometers he would only spend 50 US dollars per year on the work journey. This would be less than 1.5% of his income. This would rise to nearly 5% of income for a person with an income only one third of the national average. For a daily commute equal to the national average estimate trip length of 17.4 kms  this would rise to 70 US dollars, just under 2% of income. These relatively low figures are consistent with the views expressed by the consumer representative bodies that it was service quality and reliability, rather than fares, which were the most serious problems for bus users.

3 Public transport patronage

3.1 Passenger numbers 

Bus passenger kilometres per capita have been increasing steadily over a long period, from 500 passenger kilometres per capita in 1958 to just under 2000 in 1983. After a period of decline until 1986 the growth continued to reach nearly 2300 PKM per capita in 2000. The average trip length in 2004 was estimated to be 17.4 kms.
It is estimated that in 2003 the public sector buses carried 1125.7 million passengers and the private sector carried 1717.1.  But that relationship has been changing very rapidly and it is estimated that the private sector now carries about 75% of all passengers.
3.2 Ticket types

Fares are the separate responsibility of the NTC (for inter-provincial services) and the Provincial governments for intra-provincial services. In practice the provincial governments have followed the fare policies and levels of the NTC. Full fare scales are finely graduated on a distance related basis. Season tickets are sold at a discount of 35%. For public sector services, students, including both school and university students can buy a monthly ticket at a rate equivalent to only about 10% of what would be the full fare for 42 journeys per month. As all season tickets are sold at a discount of 35% this means that in principle there is a subsidy of 55% of the full fare payable on student trips. While many do buy the tickets the number of journeys made on these tickets varies considerably by location according to the proportion of services actually provided by the cluster companies and their reliability. 
3.3 Passenger load factors

Accurate statistics are not available for loadings of either public or private sector buses. The estimates coming from University of Moratuwa are that the average load factor of public buses had increased from 50% in 1958 to in 105% in 1996, falling again to 85% in 2001.  Since then it has risen again and is estimated to be 105% in  2003 when that of the private sector buses was 150%. While the absolute numbers are difficult to interpret, the trend of increased load factors – and crowding – is clear and indisputable.
3.4 Social Service provisions

The main social services formally provided for are the maintenance of certain designated unremunerative routes and the provision of bus services to schoolchildren on season tickets at fare levels only about 10% of the full fare. The education pass subsidy is channeled through, and distributed by the SLCTB, as is the wage subsidy and any capital subsidies on through vehicle purchase. The unremunerative route subsidy, though in practice only applying to services operated by the cluster companies is channeled through the NTC.  The NTC also has a budget for the procurement under competitive tender of some specific school student services.

In practice, some unremunerative services are being provided by the cluster companies on routes other than the designated unremunerative routes.  These would include some evening services as well as some rural services not on the designated list.  Under present arrangements, however, neither the cost nor the extent of such services is known.  Moreover, the security of such services depends on operational decisions made by the management of the cluster companies quite independent of any guidance or instruction from the designated authorities (NTC and the provinces) and without any clear policy guidance from SLCTB.  Given the low mileage operated by the private sector companies and the high costs of the cluster companies it is in any case likely that the most cost effective supplier of such subsidized services might be a private rather than a public company, 

SLCTB have calculated a cost of 619 million rupees per annum for education trip concessions. The Ministry of Education pays an annual sum of 225 million rupees in compensation, suggesting an under compensation of 384 million rupees. However, consumer representatives have pointed out that cluster company crews, incentivised by the fact that they are allowed to keep a proportion of their takings, often refuse to pick up schoolchildren where they could fill their bus with full fare paying passengers. Moreover, as only about one quarter of the services are provided by the public sector, and their scheduling is uncertain children are often forced to pay the full fare. There is no information on the proportion of trips by pass holders which actually use the public sector services, but it has been estimated to be as low as 15 to 20% in urban areas. It is likely to be much higher in rural areas, and particularly on unremunerative routes where there is no private sector service.

Because of the weaknesses in the subsidy system, and its applicability to only a quarter of the services operated, many schools have pressed for school only services.  NTC has a budget for the procurement of such services in the next financial year. In Colombo, the problems of schoolchildren has given rise to the development of a fleet of vans believed to be between 3000 and 5000 carrying schoolchildren for payment believed to average about 1000 rupees per month. Little is known about this sector, which contributes to urban congestion and carries children without insurance cover.
4 Structure and organisation of urban public transport

4.1 Organisational structure

Bus services in Sri Lanka are provided by about 9000 private owners of 18,000 vehicles, which provided for 76% of passenger trips, and 13 publicly owned “cluster companies” which carry 24%. In addition to the total current operational fleet size of approximately 22,500, there are a further 6,500 vehicles registered but not operational in the public sector.
The responsible authorities for strategic management of the sector are the National Transport Commission (NTC) which is responsible for inter-provincial services and general policy advice to the Minister, and the Provincial Councils, which are responsible for intra-provincial services. The NTC falls formerly under the Ministry of Transport, to which it regularly reports, but acts as a quasi-independent regulatory body.
In the provinces there is a Provincial Transport Authority falling within the Chief Ministers office. Appointment of the PTA falls usually in the responsibility of the Chief Minister acting as Minister of transport for the province. The PTAs usually have a board and a general manager.  On the whole they are highly politicised and poorly staffed.

4.2 Legal basis for organisation and jurisdiction

The relevant statutes are described below, and their implications discussed.

The Motor Traffic Act, 1951, as amended
This act, together with its amendments, contains the basic provisions for the licensing of vehicles and drivers, insurance, behavior on the road etc.  Most of the provisions of nthe act apply to all classes and users of vehicles. All buses require the specified licenses, which can only be granted to carriers with the appropriate permits issued under other legislation (below). Certificates of fitness are also required for all vehicles. The CTB and RTBs were originally exempt from the requirement for a stage carriage permit, though this provision was repealed under the NTC Act (below), and given the right of self certification of vehicle fitness.  
The Motor Transport Act, No. 48., 1957
The Motor Transport Act, 1957  nationalised the existing bus sector in Sri Lanka, and established the Ceylon Transport Board with the duty of “providing efficient regular omnibus services in Ceylon” in co-ordination with rail services. To that end it had the power to acquire all the necessary assets under terms of compensation specified in the Act, subject to an appeals tribunal. The Act also established a separate fares Board to advise the Minister on the approval of fare adjustments proposed by the CTB. The Motor Traffic Act was amended to terminate (with minor and temporary exceptions for Colombo Municipality) the grant of permissions to other operators. 
The Transport Board Law, 1978
This act repealed the Motor Transport Act, 1957, establishing a Sri Lanka Central Transport Board and nine Regional Transport Boards basically to perform the same activities as the former CTB, but under a decentralized structure.  The new SLCTB was to be responsible for general planning and advice to the regional transport boards, co-ordination of services, import and purchase of motor vehicles and spares and civil engineering services. The Regional Transport Boards were to be responsible for the provision of services. Under this Act the SLCTB had powers to purchase construct, manufacture or repair equipment for the purpose of the regional boards. It is under these powers that major workshops have remained to this day under the direct control of SLCTB.
The Private Omnibus Services Act, No. 44., 1983 and amendment, 1985.
This act created a Director of Private Omnibus Transport, with powers to issue permits to operate bus services to private companies for a duration of three years, and to set fares and other conditions of operation of the private bus operators. All private operators were required to be members of the appropriate District Association which was required to lay down service schedules and enforce them, to appoint stand keepers, checkers and other control staff to ensure the disciplined operation of the private sector buses.  A National Federation was established to co-ordinate the activities of the District Associations, and to make recommendations to the Director concerning changes of route suggested by the District Associations. The amendment reduced the period of the permissions from three years to one and required all permit holders to be members of a district association which would keep record of those in the sector.
The Conversion of Public Corporations or Government Owned Business Undertakings into Public Companies Act, No. 23, 1987.

This act provided for the conversion of the government owned Regional Transport Boards or parts of them into commercial companies incorporated under the Companies Act of 1982. with the share capital of the companies allotted to the Secretary for the treasury on behalf of the state..
The 13th Amendment to the Constitution
The 13th Amendment to the constitution was concerned with the general devolvement of governmental powers to the provinces. Among the subjects reserved for the new provincial councils in List 1 of the ninth Schedule of the Amendment was “Regulation of road passenger carriage services within the province and the provision of intra-provincial road transport services”. 
The National Transport Commission Act,  No. 37.,1991    

This Act created a National Transport Commission to advise the government on national policy relating to omnibus services, to monitor the quality and availability of services, to prescribe the form and conditions to be attached to the issue of permissions by Authorized persons (the provincial councils for intra-provincial services and the NTC itself with respect to inter-provincial services).  It also gave to the NTC the function of ensuring the provision of services on unremunerative routes by entering into competitively tendered contracts, and to liaise with government departments in respect of the provision of student services on concessionary rates.

The preamble to the act stated that it was the policy that all services should be provided by the private sector, but specifically provided, in section 18, that this should not exclude the grant of permissions to the peopleized companies. However, it did not exempt the peopleized companies from the need to obtain permissions, and specifically provided for the winding up of any peopleized company which failed to provide the services for which it was authorized over a period of three months.(section 45) 

The National Transport Commission (Amendment) Act No. 30 1996.

This act provided for the creation of new cluster companies by the amalgamation of  peopleized companies, and specifically provided that the cluster companies, should, like their predecessor peopleized companies be eligible to receive permissions, notwithstanding the state shareholding in the companies. The act specified that, after five years from the date of a relevant ministerial order, permissions would only be issued to companies with 50 or more vehicles, and provided for the minimum size of vehicle permitted to be set at 40 seats, on subsequent ministerial order. The first provision was dated by an order to commence the period on 1 March 1998, but revoked in February 2003 before it could come into effect..
4.3 The public sector operators
The public sector consists of 13 companies.  11 of these were formed from the amalgamation of the 94 peopleized operating companies, in turn formed by the corporatization of the former state owned Regional Transport Boards. The remaining two are a more recently formed company and a remaining peopleized company which did not join the other clusters. They are formally independent legal companies. The Regional Transport Boards and the Sri Lankan Central Transport Board, which was formerly the holding body for the regionalized state operations remain in existence though having virtually no residual  duties.  The peopleized companies were originally structured with 50 % of their shares owned by the government and 50% by the employees. Subsequent government direct provision of capital has been embodied in increased public sector share ownership.  90% of the shares are now owned by the state, with the state shareholding administered through the Secretary of Finance who can appoint (and dismiss) members of the boards of the companies, with the concurrence of the Minister of Transport. The responsibility for administering the state interest has recently been transferred to the State Enterprise management Agency, SEMA 
Although the SLCTB was originally the parent company of the regional operating companies, on peopleization into independent legal entities, and subsequent amalgamation of these into cluster companies, SLCTB ceased to have any legal standing in the management of the operating companies.  However it has remained in operation, and has been the channel through which compensation for student fare concessions and financial contributions to the cluster companies pass.  It also produces comparative statistics for the cluster companies and acts as an advisory body to the cluster companies on policy matters. SLCTB retained management responsibility for the workshops which were not privatized, and which are operated on budgetary contributions from central government.  The services of these main workshops are provided free of charge to the cluster companies and form part of the budget burden of the public sector operations. SLCTB has a total staff of 4000 and an annual budget of 480 million rupees.

The reality of current operations of the public sector differs from the legal position, as described above, in some important respects, namely:

· The cluster companies operate without permissions as required by sections 8 (k) and 21 of the NTC Act in respect of inter provincial services and equivalent requirements for intra-provincial services. This also frustrates the legal requirement for the companies to operate the permitted services on pain of winding up, as specified in section 45 of the NTC Act. 

· The cluster companies receive subsidies for provision of unremunerative services without facing the competition required by section 8 (j) of the NTC Act. Similarly education subsidies are paid directly to the SLCTB rather than through the liaison between the Department of Education and the NTC as specified in section 8 (h) (ii) of the NTC Act.
4.4 The private sector operators
The private sector consists of about 9000 private vehicle owners of about 18,000 vehicles. For the most part these vehicles are operated by employed drivers and conductors receiving about 500 rupees per day each, but often also a share of the fare revenues. They typically operate on the basis of a single shift, which explains the current unwillingness of the private sector to operate evening services.

Permissions are issued to private sector operators by the competent authorities. The relevant statutes give discretion to the authorities – deriving originally from the Private Omnibus Services 1983 Act, but inherited by the successor authorities – to grant or refuse an application for a permission in the light of the need for the service, the appropriateness of the route, the extent to which the needs are already adequately served and considerations of co-ordination with other modes.  In practice many authorities, encouraged by their political leaders, have issued permits as an instrument of political patronage.  Only recently have some of the authorities begun to limit the number of permissions issued and to use their discretion to secure larger and better vehicles. This requires a strong initial commitment to the principle of need and steadfast commitment to it.
According to the relevant statutes all services should be provided under permissions, either from the NTC (in the case of interprovincial services) or the relevant provincial departments (in the case of intra-provincial services). There is no exemption contained in the relevant statutes applying to the cluster companies. In 2001 a Ministerial directive clarified the legal position that cluster companies should obtain permissions from the relevant authorities, But this directive has been ignored by the cluster companies and not enforced by the responsible authorities. The companies have thus continued to operate services which were in operation at the time of the statutes, and have instituted some amended service without obtaining permissions. The cluster companies, though not legally exempt from regulations controlling vehicle conditions and staff qualifications have also self administered controls over crew and vehicle standards.

There is a general perception that political intervention has led to an over issue of permits to private operators, to the extent that two control mechanisms on the use of vehicles are now employed, namely:

· Permissions limit the number of days per month on which vehicles can be operated, and in some cases the number of trips per day that a vehicle can perform

· Marshals control the dispatching of vehicles to try to ensure a fair distribution of the available business between operators. There is a suggestion that the marshals  are sometimes subject to corrupt or criminal influence.
4.5 Vehicle purchase, finance and insurance

For nearly ten years the public sector bus companies have not been able to finance replacement of their vehicles. Such replacements as have occurred have therefore been effectively financed by direct government investment. The addition of these investment costs to the capital of the companies has been the basis on which the public ownership share of what are ostensibly private companies has risen to an estimated 90%. 
The private sector vehicles are either financed by the operators out of their own resources or are lease financed.  Five year term loans for the purchase of buses can be readily obtained obtained in Sri Lanka.
The NTC Act requires all vehicles carrying passengers for hire to have an appropriate permission, one of the conditions for issue of which is evidence of insurance.

4.6 Staffing and skills analysis

The public sector bus companies have traditionally received in company training, for drivers, conductors and for despatch and management staff. Private sector operators, being typically very small and fragmented, have had no such training arrangements. A small training establishment for the private sector has recently been established in the Southern Province.
4.7 Facilities and equipment

There are seven major workshops owned by the SLCTB. Three other workshops, which were privatized in the nineties are no longer in operation. These workshops undertake works for the cluster companies, but are directly financed by the budget.  The private sector maintains its vehicles entirely either by operating staff or through commercial repair and maintenance shops.
Bus terminals exist in many small towns and villages. Some are owned and operated by SLCTB. Most belong to the provincial authorities. In principle all operators pays for the use of the terminals: in practice it appears that the cluster bus companies do not pay for these facilities.
4.8 Financial environment

The public sector services receive a number of explicit and hidden subsidies, the estimated size of which is shown in Table 2. In addition to the explicit subsidies shown in the accounts of the companies, the cluster companies have had the benefit of direct purchase of tires, and some other parts on the Ministry of Transport budget. These should be added to the accounting losses of the companies in estimating the total cost of the public sector buses to the economy.

Table 2. Subsidies to the Cluster companies, 2004
	Subsidy Item
	Source of subsidy
	Estimated Value, 2004 (m.

	
	
	

	EXPLICIT SUBSIDIES
	
	

	Wage subsidy
	Ministry of Finance budget
	1,280

	Uneconomic routes 
	Ministry of Finance budget
	  188

	Scholar fare passes
	Ministry of Education budget
	  196

	Costs of SLCTB
	Ministry of Finance budget
	   480

	Direct tire purchase 
	Ministry of Transport budget
	    45

	HIDDEN SUBSIDIES
	
	

	Unpaid permission fees
	Provincial Councils/NTC
	    25

	Unpaid terminal fees
	Provincial Councils
	    25

	Depreciation and operating loss
	Ministry of Finance asset value 
	8,200

	
	
	

	Total Real budget burden
	
	10,389

	Total Explicit Subsidy
	
	  2718


The argument presented for sustaining this burden is the extra social service provided by the public sector buses.  This is addressed later in this report.
4.9 Role of the informal sector

Most of the private sector is non-corporate, and operates under permissions given to individual vehicles to operate on specific routes described above. The informality of the sector gives scope for tax evasion, and in principle results in different tax burdens on the two sectors. In practice the cluster companies have also failed to pay the taxes due in recent years. Nevertheless, this is a problem that would have to be resolved in any attempt to introduce direct competition for franchises between the sectors.
5 Service supply characteristics

5.1 Operational characteristics

Public and private sector operators operate in different ways and under different constraints.  The public companies operate vehicles usually on a two shift basis, with two crews, while the private sector typically operates on a single shift basis. Partly as a result of this, and partly because, with an excess of private bus permissions granted,  the use of the private buses is restricted in various ways, the average mileage per day per vehicle is about 200 for the public sector, but only about 130 for the private sector
In most provinces the operational arrangements consist of the use of limitations contained in the permission on the number of days on which a particular route permit can be used, or the number of turns for which it is valid, together with on-the-road allocation of turns by marshals, originally appointed by district associations under the 1983 Act but now operating very much as a law unto themselves. This system is generally acknowledged to be associated with corruption and mafia like activities.

More recently some authorities (the NTC, the Southern and Western Provincial Councils) have introduced combined timetables for all operators, with the timekeeping undertaken at the stands by employees of the authority.  That appears to work well in a few main terminals where it is practiced but would require a very large public authority staff to implement comprehensively. It should be observed, however, that there is a great deal of redundant labor in the public sector engaged in less productive activities than ordered scheduling.
5.2 Monitoring and enforcement

There is very little effective monitoring  of on-the-road behavior of operators, either private or public.  The formal consumer representative organizations appear to be weak and, by their own admission, often unable to obtain redress, particularly from the cluster companies.  NTC operates a complaints “hotline” advertised through the media, and does appear to get some success in obtaining penalties on bad behavior.  But there is still a general perception that behavior of operators is extremely undisciplined.
5.3 Bus routing and scheduling 

The bus routes are determined by the regulatory authorities – the National Transport Commission for inter-provincial services and the Provincial councils for intra-provincial services. Either or both cluster companies and private operators can be assigned to a particular route. In total in 2003 the cluster companies were in principle operating on 3704 routes and the private sector on 2116.  The explanation of this disparity in number of routes operated, given that the private sector operates over three times as many vehicles as the cluster companies is twofold:

· The cluster companies have a historic timetable requiring over 9000 vehicles, which they still profess to serve. They insist on retaining the right to operate these services although they do not have the permissions that the legal provisions indicate are necessary to operate services. In practice, however, they are now operating only about 3,500 vehicles on any day.  Not all of the routes on which they have a supposed timetable requirement are necessarily operated and most routes are obviously receiving a service of only about one third that of the historic timetable.
· The private sector companies have no incentive to operate on unremunerative routes as they are not eligible for subsidy. In contrast, there is a formal arrangement for the cluster bus companies to receive formula based subsidy for operating routes which have been formally declared as unremunerative routes.

While the cluster companies have a formal company timetable to which they do not adhere the private sector operators, because of their fragmentation are assigned to a route on which, in most provinces there is no formal timetable. The normal arrangement is that individual operators are allowed a specific number of turns per day and the dispatch of private sector vehicles is controlled by marshals. Dispatch from terminals occurs either when a vehicle is full or, in some cases on a regular interval.
The complete separation over the regulation of the private and public sector fleets mean that intervals between services are often uneven and unpredictable. During the last two or three years the NTC and the Southern Province have drawn up integrated timetables including both cluster and private vehicles, and control  the dispatching according to timetable. The NTC system covers  30 main inter-provincial services. Within these timetables the cluster companies claim, and are usually allocated, slots according to their traditional timetable requirement rather than their actual operating capability. The predictable non appearance of their buses is covered by the maintenance of a private sector reserve which fills in on demand. While this is a sub-optimal arrangement in terms of vehicle utilization it does allow a scheduled service to be maintained.

The success of the arrangement in the Southern Province has led some other provinces to be interested in a similar arrangement.  The Western Province also has combined timetables on 12 main routes and has has contracted the NTC to prepare combined timetables for a further 70. However, this desirable development was being resisted by the cluster company trade unions, with the support of the Minister of Transport, as it was seen to be the thin edge of a wedge of unacceptable reform.

5.4 Income and expenditure statements

The private sector buses operate on a commercial basis, without subsidy except for a very tiny amount of subsidy being paid on contracted services in the Southern Province. They also pay taxes.  

In contrast, the public sector companies showed an accounting loss, before depreciation, of 4,738 million rupees and after depreciation of 6,206 million rupees in the last full year (2003).  Those figures are expected to increase to 6,557 million and 8,200 million respectively in 2004 based on performance in the first three quarters. In addition, the costs of the SLCTB add a further 480 million to the budget burden of the public sector buses. Only one third of costs before depreciation are projected to be met by fares in 2004.

The publicly owned bus sector, comprised of the SLCTB and the cluster companies imposes charges on the budget in several main ways:

· They receive payment for the provision of season tickets to students at 10% of the normal ticket price. A flat sum of 20 million rupees per month is paid by the Ministry of Education in compensation.  

· They receive compensation of 200 million rupees per annum, channeled through the NTC for the provision of defined unremunerative services

· They receive “compensation for salary increases” amounting currently to 158 million rupees per month, or approximately 1900 million rupees per annum.

· The services of the SLCTB owned workshops, which are provided free of charge to the cluster companies.

· In addition to the costs of workshops, the administrative costs of the Board are met directly from a budget allocation. Taken together these items amount to about (500) million rupees per annum.

· Where vehicles are provided through budget allocations they are not charged as costs to the companies. 

The private sector operates without direct government subsidy, but does not carry any of the social obligations of unremunerative services or passenger categories.

The rapid deterioration of the situation of the cluster companies is shown in Table 3 which compares the accounting data or the companies between 2001 (actuals) and 2004 (estimates based on results to date).

Table 3.  Cost and revenue structures for the Cluster Bus Companies, August 2004
	
	2001
	2003
	2004

	REVENUE
	Million rupees

	   Waybill
	5,841
	4,801
	3,901

	   Season ticket sales
	  230
	  221
	  201

	   Special hires
	  212
	  156
	  144

	   Season ticket reimbursement
	  225
	  226
	  196

	   Uneconomic route subsidy
	  294
	  228
	  188

	   Salary increase subsidy
	  581
	  940
	1,280

	   Other
	  195
	151
	  147

	   TOTAL REVENUE
	7,576
	6,719
	6,047

	EXPENDITURE
	
	
	

	   Salaries
	2,566
	3,105
	3,416

	   EPF and ETF
	  381
	462
	  507

	   Other fixed costs
	  520
	629
	  692

	   Fuel
	3,241
	3,921
	4,313

	   Other materials
	1,284
	1,554
	1,709

	   Overtime
	  432
	  523
	    575

	   Other variable costs
	1,044
	1,263
	1,390

	   TOTAL COST
	9,469
	11,458
	   12,603

	Loss before depreciation
	1,893
	4,738
	6,557

	   Depreciation
	1,170
	1,467
	1,644

	Loss after depreciation
	3,063
	6,206
	8,200


6 Vehicle related data

6.1 Vehicle ownership

The fleet size and characteristics of use of the private and public sectors are shown in Table 4. It shows that both for the private and public sectors the daily utilization of vehicles is far below the 90-95% which might be expected in a well managed sector.  For the private sector this is explained by the fact that there has been such an over issue of permits that use is now being artificially restricted, which for the public sector it reflects the impact that the cash flow problem has had on vehicle maintenance.
Table 4. Public and private fleets

	
	Public sector
	Private sector

	
	Jan-June 03
	Jan-June 04
	Jan-June 03
	Jan-June 04

	Fleet owned
	8580
	8408
	16438
	16727

	Average operated per day
	4778
	4067
	11499
	11708

	Operated kilometers
	172.6
	139.3
	274.7
	279.7

	Total passenger kms
	9044
	7313
	14380
	14647

	Load factor
	105
	105
	150
	150

	Average vehicle utlization
	199
	189
	132
	132


These statistics show the public sector share of passenger kilometers falling from 39% to 33%. It is estimated that this fall has continued so that by the end of 2004 the public sector share was under 25%
6.2 Constraints on supply of sector inputs

The private sector obtains its inputs, including vehicles and spares, in the private market. No specific constraints on inputs were observed. The public sector, in contrast, though formally commercial has relied on government grants not only for new vehicles but also for spare parts and tires. Between 1992 and 1997 the public companies obtained 4586 vehicles in this way. As financial burden has become more apparent these supplies have been less forthcoming so that the public sector supply has been seriously constrained by its inability to finance its own supplies.
6.3 Fleet inventory

The average size of the cluster bus company vehicle is about 50 seats. That of the private sector may be somewhat smaller.

Because of the bus acquisition from public funds during the nineties, the registered public sector vehicle fleet has an average age of about 7.4 years. Very old vehicles are not prevalent so that the standard deviation of the age distribution is relatively small. The distribution of the registered fleet in June 2004 is shown in Table 6. The average age of the operational fleet is almost certainly lower as the newer vehicles are more likely still to be in roadworthy condition.

Table 6 Age distribution of cluster companies registered fleet. June 2004

	Age range
	0-5
	5-10
	10-15
	Over 15

	Number of vehicles
	3013
	3583
	867
	974


In contrast, the private sector has a very wide age distribution of vehicles. Table 7 shows the age distribution of vehicles for non air conditioned vehicles in the private sector fleet in the Western  Province in 2004, having an average of 16.4 years and a large standard deviation.
Table 7  Age distribution of non-airconditioned private  buses in Western Province, 2004

	Age range
	0-5
	6-10
	11-15
	16-20
	21-25
	26-30
	31-35
	36-40
	 41+

	Number
	898
	597
	1463
	637
	1022
	456
	161
	103
	160


6.4 Fleet maintenance

The cluster bus companies undertake first line maintenance activities of a traditional kind on their own premises. The record of non-availability of fleet suggests that this is not very effective, probably due to the unavailability of the necessary materials because of cash flow problems. SLCTB still has 7 major workshops in operation.  These workshops perform major repairs for the cluster companies, without charge. The cost of the workshops is covered in the annual subsidy payment to SLCTB.
The private sector, being very fragmented, has no such company facilities.  Maintenance and repairs are therefore done either by the operators themselves by the roadside, or through commercial private garages.  The incentive to keep vehicles on the road is high, so, despite the inadequacy of the formal arrangements, the availability of private sector vehicles, and by implication the standard of vehicle maintenance is actually better than that of the cluster companies.

6.5 Vehicle operating costs

Declared operating costs per vehicle kilometer for the public sector fleets rose steadily from 14.76 rupees in 1994 to 37.83 in August 2004.  In August 2004 direct payments to labor amounted to 14.35 Rs per bus kilometre out of a total cost without depreciation of 33.99 Rupees.  Of this 6.10 rupees per kilometre was paid by government as a “salary increase subsidy”.  Fuel, oil and lubricants accounted for a further 11.46 rupees per kilometre.  
7 Regulatory arrangements and institutions

7.1 Entry to the market

As explained earlier, The NTC Act, 1991 requires that no vehicle shall provide stage bus services except on possession of the relevant permission, issued either by the NTC or a provincial council.  This applies both to private and public sector buses although the cluster bus companies have continued to operate without acquiring permissions. 
The fact that these permissions have been used as an instrument of political patronage means that they have tended to be granted in excess of real needs.  For that reason the NTC recently decided that no further permissions would be granted for inter-municipal services except in the special conditions of a competitive tender for new services. Existing permit holders are also now becoming concerned that there is an excess supply and are trying to resist the issue of new permits on routes on which they operate.  Hence entry to the market is beginning to slow down and the size of the permitted fleet to peak. However, if the cluster bus companies were to again receive grants from government for vehicle purchase the effective fleet available could again increase.
7.2 Fare determination and adjustment
The relevant authorities, the Minister on the advice of the NTC and the provincial Ministries of Transport, have the rights to control fares.  Until late 2000, fares control was exercised on an ad hoc basis in response to requests from operators for fare increases. This was always a controversial issue, and because of the complexity of the fare structures any decision took a long time to administer and implement. In 2000 the private sector operators themselves supported the development by the NTC of a fares adjustment mechanism embodied in the report of a Ministry of Transport Committee on Fares Policy, of August 2001.  .

The aim of the fares policy revision was to take the issue of fare adjustment out of the arena of political negotiation and progressively to better reflect costs in the fares structure.  A number of existing anomalies were to be addressed, including differences in the fixed element (the “step-on fare”), gaps in the fare table, inconsistent fare stage lengths and imperfect reflection of the structure of costs in the initial fare table. The output of the committee was a computerized fare adjustment formula reflecting changes in the main cost elements.  Over a period of time this would iron out the initial anomalies as well as giving an automatic application to individual routes. New fare tables, of a very simple and easy to understand kind can be printed out for immediate display and application.  That appears to have been appreciated both by passengers and by operators.

The same fare structure is applied to private and public sector operators on any specific route. It is calculated from 12 inputs, and calculated on the costs of a “reasonably efficient’ publicly owned operator (not allowing for gross overstaffing) with average daily vehicle mileage attainable by the public sector operator (but typically not attainable by private sector buses). The fare levels thus do not guarantee profitability for an actual cluster company operational cost structure or for an efficiently scheduled private operator. Although they can in principle be enforced only for routes run on NTC permissions in practice they are adopted also by both the provincial transport departments for their permitted services and be the cluster companies for services run without permissions.
7.3 Subsidy mechanisms

One of the main arguments for the maintenance and refurbishment of the cluster companies is the fact that only the cluster companies carry concessionary fare passengers or provide unremunerative services.  Although both of these categories of obligation are the subject of direct compensation SLCTB argues that this is inadequate. It argues that the real revenue loss of carrying the students, calculated by multiplying the number of season tickets by 90% of the full fare, is over 50 million rupees per month and that the “undercompensation” for this obligation thus amounts to about 370 million rupees per annum.  Similarly they argue that the actual losses on provision of unremunerative services amounts to 444 million rupees compared with a compensation payment of 200 million.  Taking these two items together SLCTB argues that there is an under compensation of about 620 million rupees per annum, which forms the justification for the continued maintenance and further support of the cluster companies.

There appear to be three major weaknesses in this position. 

First, the calculated undercompensation for students is based on the assumption that, if the concessionary fare were not offered the cluster companies would receive the full fare from all of the students presently using the season ticket.  This is highly unlikely to be the case, as, if students had to pay the full fare many of them would actually choose to use private sector buses which are available (and usually more frequent) than the public sector buses.  As private buses provide about 75% of the service, the lost revenue would thus only be about one quarter of that calculated by SLCTB.  The lost revenue calculated on this basis is thus 155 million rupees per annum, which is actually less than the compensation actually paid! 

Second, even on the SLCTB calculation, the total appropriate compensation amounts to 1065 million rupees, compared with a total subsidy to the cluster companies (adding up the five categories in section 4.2.1 above) of  2850 million rupees – a lost revenue to  cost ratio of only 0.37.  On the less favorable figures implied by the paragraph above this ratio falls even further to 0.21.  

Third, and most critically, if the objective is to achieve specific outcomes in terms of maintenance of services or subsidy of selected classes of passenger,  the proper question to ask is whether  the most cost effective means of achieving the outcome are being employed. Given that the cost per vehicle kilometer private sector vehicles would be substantially lower than that of the public sector vehicles if both were operating the same daily mileage, the cost per unremunerative route mile or subsidy cost per student trip would be reduced substantially if private sector suppliers were used rather than the existing public sector supplier for producing these services.

In practice, the average miles per vehicle of the private sector are at present substantially below those of the public sector, as a result of the regulatory constraints on private sector miles per vehicle offered. As shown below, this could be completely remedied by the introduction of a competitively tendered franchising system, which would reduce the costs of the private sector (by increasing vehicle utilization) and of the public sector (by enforcing reductions of costs in order to survive).
7.4 Effects of unions 

The cluster bus companies have very strong, politicised, unions, supported by the current Minister of Transport. The effect of the union strength is that the cluster companies are very heavily overstaffed. Moreover, promotions within the cluster companies have been treated as a form of political patronage, with the result that far too large a proportion of staff are now designated in junior management categories. There is also a very strong protection of job descriptions with the result that, despite having a total of around 10 staff per available vehicle, there are often insufficient available staff currently designated as drivers or conductors to ensure that all available vehicles are actually run.  The consumer organizations also complained that complaints to management about performance or behaviour of staff rarely resulted in any direct action because of the union strength.

Not surprisingly, the unions appear to be very resistant to reform. Attempts to develop integrated timetables containing both public and private sector buses have only been introduced in a few routes on the basis of the cluster companies being able to have as many slots as they consider consistent with their historic timetable, and not consistent with their current operational capability.  More recently, the Unions have opposed any further extension of the combined timetables unless or until the public sector companies have re-established a fleet size comparable to that of the private sector, which would be capable of operating the historic timetable.
The private sector is do not have traditional unionised labor.  However, there are route associations of the incumbent operators which have on occasions opposed the introduction of new operators on already overprovided routes, and have been able to withdraw all services in support of their grievance.
8 Perceived problems and their causes
8.1 High and increasing budget burden 
This is exclusively the consequence of the continuation of uncontrolled deficit financing of the publicly owned operators. While the specific subsidies discussed in (iii) below are part of this, the majority arises from a general wage payment subsidy which allows the continuation of excessive levels and inappropriate structure of staff in the public companies.  The continued existence of the SCLTB and RTBs, which have no significant continuing function exacerbates this.
8.2 Poor operator behaviour
Bus passengers are dissatisfied by operators’ behavior in a number of ways, including:

· “Lingering” and “racing”, which have been mainly associated with the private sector, but are now beginning to apply also to public sector operations as the crew obtain part of their income through a share of the farebox revenues

· Failure to pick up schoolchildren when there are full fare passengers to serve, which is exclusively a problem of the public sector buses which have almost exclusive rights and responsibilities for concessionary fare passengers. Only in the Southern province are there some concessionary fare arrangements for children operated by the private sector; these arrangements work well and have been very much appreciated by the schools.

Both of these aspects of behavior are symptomatic of a bus sector which lacks effective discipline.  In the private sector this stems from the fragmentation of ownership and the competition between vehicles on the road.  In the public sector it reflects a lack of  effective management control over operations on the road. Consumers representatives who were consulted stated that it was in fact easier to get response to flagrant breaches by the private sector through the control exercised by the relevant authorities in permission renewal and withdrawal powers than through approaches to management of the public companies operating without permissions.

Overloading is also rife, though this again appears to be more common on the private than public sector buses. Crews are often untrained and both driving behavior and behavior of conductors towards passengers is a source of frequent complaint.  The private sector buses do not usually issue tickets. Failure to operate scheduled services is predominantly a problem of the public sector, but is generally hidden by the availability of excess capacity in the private sector

In both public and private sectors the solution must be to introduce incentives to improved behavior.  The introduction of a franchising system would do this effectively by putting conditions of behavior within the franchise contract. This would put the contract, and hence the livelihood of the supplier and his staff, at risk on evidence of persistent failure to perform to contract.
8.3 Poor targeting of subsidies
This includes the payment of school transport subsidies from the Ministry of Education exclusively to the public sector operators for services which are generally not provided; and the exclusive channeling of unremunerative service subsidies also through the public companies without any role being performed by the relevant authorities (the provincial councils and the NTC) and without adequate independent audit of the subsidy claims. The essential cause of this poor targeting is the special position which the cluster companies retain as the only channel for subsidy for public services combined with the inability of the regulatory authority to exercise any effective discipline on these companies.
8.4 Low levels of safety

Accident rates associated with buses are high.  There is a public perception that this is primarily a problem with the private sector buses, associated with racing for patronage. The cause of this problem is the combination of a very fragmented ownership of the private sector, the constraints on vehicle use which limit the number of turns that any vehicle has to obtain revenue in a particular day, and the absence of any effective monitoring of behaviour on the road.
8.5 Poor service accessibility

One of the perennial sources of concern over the operations of the sector has been the maintenance of service on unremunerative (mostly rural) routes.  It is particularly common for the private sector to be criticised for their unwillingness to maintain services on such routes. The fact that the public sector is in receipt of such massive subsidies, explicitly because of the role it plays in providing unremunerative services tends to be ignored, and the value for money of the public sector support to the cluster companies is not often publicly questioned. The essential cause of poor service accessibility is thus the combination of sole reliance on the public sector to provide subsidised services and the decline of its capability to perform that function.  It could be overcome by moving to the competitive tendering of subsidised services which would allow the private sector to supplement the public sector supply.
8.6 Inefficient operating procedures

The “tour de role” despatching arrangements and the restrictions on the use of private sector vehicles have the effect of producing both poor utilization of private sector vehicles and a poorer quality of service to the public than would otherwise be possible. It could be overcome by the combination of sensible restraint on the issue of further permissions and the integration of all services in planned, combined timetables.  Competitive tendering would facilitate both of these objectives.
8.7 
Inappropriate ownership or company size

The private sector is currently extremely fragmented, with most vehicles being owned by a single vehicle operator.  Despite the requirement for permitted vehicles to enter into a route association – which gave rise to the system of despatch marshals that exists in many places – this ownership structure makes it extremely difficult to plan and implement services effectively.  It results from the individual vehicle nature of the permission system. The introduction of combined timetables has improved service in some areas, but is far from universally practised.  Consolidation of the operators into strong association and eventually into companies could be achieved through a route based competitive tendering system as recently suggested by the consultant to the government.
8.8. 
Lack of empowerment of transport users

Transport users remain relatively weakly organized and represented, despite efforts made recently by the NTC in setting up the complaints hotline.  The ultimate reason for this is that the channels of redress are so weak, particularly in having any impact on the union dominated public companies, that even going through a consumer representative organization may not secure any redress or improvement. The conversion of all operations onto a route contract basis, with a single operating manger being responsible for performance on a route, and some effective penalties associated with the contracts, could improve this situation.  Competitive tendering would further increase the leverage to secure response to consumer demands.
9 Options for reform

9.1 The generic options and instruments

The generic solutions suggested to meet these problems by the consultant were as follows:

· Commercializing operations and eliminating deficit financing of the selected state operators will reduce the budget burden. 

· Ensuring that all operators supply services under contractual agreements with the relevant authority, which will be rendered invalid in the event that they fail to meet their contractual obligations, will enable the authorities to require and enforce responsible behavior.
· Channeling all social subsidies through the relevant authorities which have the duties to secure the provision of services (the NTC in the case of inter-provincial services and the Provincial Councils for intra-province services) will enable better channeling of available finance for support of social services.

The instruments for the achievement of these solutions are as follows:

· Enforcement of current legal provisions, including the requirement of all operators to have permissions from the relevant authorities, and the withdrawal of those permissions from operators who do not properly implement services under them.

· Introduction of competitive tendering of franchises on a progressive basis, gradually extending to all services on a route basis.
· Assistance to all parties (public regulatory authorities, public and private operators) to adjust to the requirements of the more commercial regime.
9.2 Reviving the public sector

The public sector cluster bus companies have some advantages in terms of physical premises. Most units have adequate garaging facilities and there are seven major repair workshops, operated by SLCTB, which have a capacity to accommodate a much larger fleet than presently exists. The declared strategy of the recently appointed Chairman of SLCTB involves an ambitious refurbishment strategy, including the development of a Central Stores Complex, making the existing workshops fully operational, and enhancing the fleet and ticket control systems. He also wishes to use the assets of the Board to develop new income generation projects. None of these ambitions were accompanied by a costing either in capital or operational cost terms, and there is no budget line allocated for them. 

While adding vehicles might spread the staff overheads, and reduce costs per vehicle kilometer, the fact that, despite a total staff complement of nearly 10 per vehicle operated, even the present available fleet is not fully deployed suggests severe management problems within the sector.  Moreover, for the sector as a whole there are more than sufficient vehicles due to the low average daily operating miles of the private sector. Dr Jayaweera, then Director of Planning of the Ministry of Transport, and more recently Secretary to the Ministry, estimated in November 2002 that the bus requirement of the country was then only 12,400, compared with the 23,600 actually existing. Public sector investment in new vehicles would thus simply further exacerbate the general problem of oversupply of  in the sector and be wasteful to the economy.  There appears to be very little incentive to efficiency in the public sector, and making further investments without addressing the critical questions of regulatory mechanisms and incentives to efficiency would probably reduce rather than increase the incentive to manage economically.

It would therefore appear that any reconstitution of the public sector, which constitutes about one quarter of the supply of bus services would be at the cost of the other three quarters. While it is certainly desirable to try to address existing deficiencies in the management and operational capability of the existing public sector it would almost certainly increase the budget burden further without bringing about any significant improvement in the efficiency of either the public or private sectors.

The specific problems of the public sector companies are formally being addressed by the transport sector cluster within SEMA, which has the brief of finding ways to improve the performance of the companies and reducing the demands of the sector on the budget. A Committee has also been established by the President of Sri Lanka to advise on the measured necessary to improve the performance of the public sector operations. But some brief observations can be made.

First, the cluster companies have claimed ever-increasing subsidy on the basis of their performance of certain ever-diminishing social duties which are not undertaken by the private sector. Because there has been no explicit attempt to measure the extent and value of the social service performed  there has been no self enforcing limit on the drain on resources involved in meeting them. The cluster companies in fact appear to have an incentive to maintain the pretension that they can fully perform all necessary social service duties by maintaining a skeleton presence on all routes, and thinking in terms of a TTR which was calculated years ago when there was a much smaller private sector presence. A much more focused attention to performing well over a more limited range of services would probably improve the efficiency of their operations.  

Second, the main disadvantage of the public sector is that it is already grossly overstaffed, and has operating costs substantially in excess of revenues, even before depreciation.  If, as a matter of public policy, or law, it is decided to keep the redundant staff in public employment, then this might best be done through a shell company, with no operating responsibilities.  For example, if experienced managers could be appointed with the  power to retain only the staff deemed necessary for operations, excess staff of the cluster companies could be transferred to the books of the regional transport boards or the SLCTB.

Third, it appears likely under present conditions that any attempt to improve the efficiency of the companies will be frustrated by the power of the transport unions to secure deficit finance for inefficient operation. One of the factors which has contributed most to increasing the efficiency of the public sector in other countries has been the introduction of some competitive pressures. That has involved formally constituting the companies as commercial companies subject to the bankruptcy constraint under normal company law. That does in fact appear to be the legal situation under the Conversion of Public  Corporations or Government Owned Business Undertakings into Public Companies Act, No. 23, 1987., though a succession of government subsidies has prevented the emergence of commercial discipline into the companies. 

It is therefore desirable that:
· the future role of the public sector should be part of a general strategy for improving the efficiency of operations and resource utilization in the sector as a whole, and not as part of a plan to re-establish a dominant public sector at all costs.

· all social services for which the cluster companies claim support should be identified and fully compensated, but only on the basis of open competitive tendering of  the services required 

· the government should assist the restructuring of the cluster companies to allow them to operate commercially in the market without the encumbrance of redundant staff and assets. All staff cost subsidies should be transferred to a shell company in which the redundant staff, including that of the SLCTB and the RTBs should be vested.

· the cost effectiveness of  any plans to refurbish the public sector companies by further capital grants or operating subsidies should be subject to very careful  scrutiny in the context of its role in a broader sector strategy.

9.3 Derestricting entry

Some of  the perceived problems, such as overcrowding at particular times and locations, are a result of the way in which the current regulatory system works.  In most provinces private buses do not operate to managed timetables, despite the operation of “marshals” ostensibly appointed by district associations under the provisions originated in 1983.  But vehicles are not fully deployed due to the restrictions put on permissions and through the dispatching procedures used to ensure an equitable distribution of revenues between those who are in operation.  Complete deregulation might lead to a greater concentration of vehicles at the times and locations where demand is highest. But it would also tend to exacerbate the problems of behavior discussed above.  Experience in other countries where there has been complete deregulation, such as Lima Peru, is that increased unregulated supply may be secured at a high cost in terms of service quality and behavior. Moreover, the experience of quasi-legal self regulation as in the minibus market in apartheid South Africa, is that it tends to be associated with violence and mafia type control.  Because that is already perceived to be a serious problem of a similar kind in Sri Lanka, complete deregulation is not advised here.
9.4 Commercial operations supplemented by tendered social services
A more constructive approach, which would appear to be consistent with the present structure of the private sector in Sri Lanka, is that being progressively adopted in the Southern Province.  This involves the combination of three elements:

· Preparation and implementation of a joint timetable within which all operators are included and the schedules rotated to ensure a fair distribution of the more profitable and less profitable slots.

· Restriction of the number of permissions issued to the number of vehicles necessary to run the required services.

· Identification and direct subsidization of  social services.

There are some limitations of this system which would need to be overcome:

· Where only the unremunerative services are tendered the authorities require a source of funds to support purchases; at the moment the explicit subsidies are not available to the authorities but channeled directly to the public sector operators. This can, of course, be overcome if the competent authorities are able to auction the rights to provide the profitable services.

· With a fragmented operating structure the system needs a great deal of supervision and monitoring. The Southern Province PTA has shown that this can be done at the major terminals (for example at Mathara) but it is much more difficult to achieve for dispersed locations and on the road

· The rotation of turns between operators in order to equitably distribute revenue makes less efficient use of capacity than would a scheduling of services by a company not subject to this constraint.

· So long as the cluster bus companies claim slots in the timetables which they are failing to fill, the regulator needs to maintain a larger pool of spare vehicles than is really economic.

· It does not encourage the development of management skills in the private sector which are found in all of the better private sector operated systems in the world.

For the above reasons it may not be desirable for this arrangement to be the ultimate objective for Sri Lanka, but it does promise significant improvement over the present situation in most provinces, and may be a sensible step in the development of a longer term strategy.
9.5 Comprehensive competitive tendering 

Given the nature of the problems in Sri Lanka, and the aspirations of government to take control of the balance between fares, service quality and budget cost, some form of franchising arrangement appears appropriate.  The consultancy study undertaken in 1999 by W.S.Atkins in association with the University of Moratuwa for the Colombo Urban Transport Study recommended the introduction of a system of Transport Provision Contracts (TPCs), to be accompanied by the restructuring of the private sector in minimum sized fleets of 50 vehicles in order to accommodate reasonably large route contractsd for which the private sector could compete.
In principle, the size of the package put out to tender could be as small as an individual vehicle. That would make it very similar to the existing permission system with the exception that the number of permits would be limited to the number required to operate the service with full vehicle utilization and the selection of the providers would be subject to competition. It would involve the least structural change for the private sector. 

In the context of the application of a combined timetable in which all vehicles, private and public, are assigned specific slots to operate, the Southern Provincial Passenger Transport Authority has already experimented with contracting for some specific services, namely:

· School services. This has been done by identifying those schedules which are appropriate to serve the main educational establishments and allocating to a single operator who is required to carry students at half fare and not to carry full fare passengers. The rights to these services is restricted to operators already within the schedule on the route. 14 routes have so far been treated this way.  Two have been put to competitive tender and 12 negotiated on the basis of payment by the authority of the estimated fuel costs for those trips. For one of the tendered schedules the operator actually pays a premium, while for the other the subsidy cost payable, 1000 rupees per month, is much less than the fuel cost. $ of the existing six private operators on the route bid that schedule. This system has been much appreciated by the users, compared with the previous arrangement where children could obtain passes at a nominal 10% of the fare with the public bus company.
· Unremunerative late evening services have also been tendered in some cases to the private sector.  The contracts cover only one return trip per route, and the general principle followed has been to award a contract so long as the best bid costs not more than the estimated cost of the fuel.

·  “Office services” , which are the most remunerative slots in the schedule have been auctioned in the case of 13 vehicles.  In one case a contract covers 4 buses, making a total of eight trips.  This generates extra revenue for the authority.
· New permissions have also been auctioned for a “once-for-all” payment. This practice was discontinued immediately before the recent election, but is to be  re-introduced.  The authority is also considering  going to auctions for five year permissions, to be retendered on conclusion of the period.

The Southern Province has thus used both positive and negative tenders to secure unremunerative social services partly financed by profitable services, and appears to have been successful both in respect of securing the objectives of the process and its stability. 

It would, in principle to extend this approach further, tendering all permissions, with the management of operations in the hands of the authority. Certainly the introduction of a timetable, and the limitation of the issue of permissions to the number appropriate to a route improves the efficiency of operation, the quality for the customer and the cost for the authority. But the use of the single vehicle as the unit of contract has some disadvantages.

· It does not encourage the development of a professional disciplined industry

· It needs a large enforcement effort, not only in terminal dispatching (which appears to have been done effectives in terminals such as Mathara or Ambalangoda), but on the road.

Though this may not be the long term objective, various aspects of this approach, may have an important role to play in the phased approach towards a area or route b ased franchising system. .

At the other extreme the package might be all of the services in a city or an area.  This has the advantage of reducing the need for co-ordinating effort, but requires relatively large companies with high management skills to implement.  Because the initial structure of the private sector in Sri Lanka is very fragmented, it would probably limit the number of competitors and be resisted by the bulk of the small scale operators presently in the market. It is not recommended for that reason. 

In between the extremes is the option of franchises issued on a route by route basis.  The contract would specify the route and the required frequency or timetable and it would be the responsibility of the management of the franchisee to ensure that service was performed to contract. Because some routes would require very few vehicles it would give scope for operators of different sizes, with larger operators able to win several contracts and to grow as they display their relative efficiency in performance to contract. It is likely, however, that for the majority of routes a number of vehicles would be required in excess of the size of current ownership structure.  Hence even a route based franchising system would require the creation of companies or associations of operators. 

For those reasons a decision to introduce a route based contracting system would need to be associated with a strategy to assist the development of companies or legal associations with accreditation to bid for contracts.  It would also probably be advisable to have a carefully phased plan for the progressive introduction of franchising so that experience could be gained and transmitted. 
9.6 Drivers  of reform

The major drivers of reform at the end of 2004 appeared to be 
· a relatively small group of politicians and officials, including the deputy Minister of Transport, the Secretary to the Ministry of Transport and the Chairman of the National Transport Commission, all appointed by the President and apparently having the confidence of the President.

· Some of the more ambitious private sector operators who see the existing arrangements as frustrating any attempts to develop a professional private sector.
9.7 Obstacles to reform

The main obstacles to reform are the various groups who have a vested interest in the old arrangements.  These include:
· The Trade Unions in the cluster companies which, although relatively small in terms of total employment in the industry have high political influence. They appear ed at the end of 2004 to be strongly supported by the Minister of Transport

· Some of the private sector operators who feel threatened by the competitive tendering arrangements 

There are, however, some encouraging features. In at least one province (Southern), and in the NTC, attempts are being made to limit the overcapacity of the sector and to organize the capacity available more effectively through the introduction of comprehensive timetables. For those authorities, allocations of permissions to operate are also being based on assessed need rather than as an instrument of political patronage.  Fare adjustments are now made on the basis of a predetermined adjustment formula and not by political negotiation. The evidence seems to be that the problems are already less intense in the parts of the sector where these policies have been pursued.

The position of the President in all this is somewhat complex.  While she intervened to prevent the abortive privatization in 2002, and appears to have recognized the needs for reform through her appointments to the posts of  Secretary to the Ministry of Transport and Chairman of the NTC, she needs to maintain the support of her ministers, including the Minister of Transport who has argued for the re-establishment of the old SLCTB and a major re-investment in the public sector fleet.
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Annex 2  Summary of Consultant’s Proposals for Reform in 2004.
A number of defects of the existing situation have been demonstrated, including:

· Low average daily kilometrage of private sector vehicles due to nature of permission system

· Public sector imposing high budget burden due to very high labor cost 

· Subsidies poorly targeted

Consideration of possible regulatory reforms has shown that all of these can be addressed through the introduction of a system of competitive tendering of route based franchises. Within this system the existing legally competent authorities would have the responsibility to ensure provision of an adequate, efficient and economic supply of services, both for remunerative and unremunerative activities, through the exercise of their powers to contract with suppliers of services from either the private sector or the cluster companies.  The achievement of this outcome should be stated as the objective of a reform of the system.

The essence of a franchising system is that all relationships between the competent authorities and suppliers of service are put on a contractual basis, with services provided under specific transport service contracts. Transport Service Contracts governing the operation of public transport services are a proven mechanism used in many countries and have been demonstrated to be effective in controlling and stabilising the level of operating revenue support needed for public transport services.  The separation of publicly-owned operators from direct inclusion in the budget and the strengthening of the competent authority’s capability to plan and monitor the public transport network supports the introduction of such contracts. The Transport Services Contract system can also include incentives to improve productivity that can be measured by service outputs and resource inputs, and could include:

· Increasing the proportion of total fleet in peak passenger service;
· Increasing revenue earning vehicle-km per day per vehicle;
· Increasing revenue earning vehicle-km per driver;
· Reducing the ratio of number of staff : peak vehicle numbers;
· Increasing fare paying passenger numbers per revenue earning vehicle-km
· Increasing the number of passengers transported per day per staff member employed.
· Increasing service reliability, vehicle comfort and cleanliness, and customer opinion
As  radical change is inevitably difficult, a very clear and consistent policy framework will be required.  It was suggested that this should contain (i) a statement of policy vision; (ii) a step by step introduction of the changes; and (iii) a timetable for the changes.

The statement of policy vision
It is recommended that the statement of policy vision should include the following:

· Depoliticisation of the management of the sector. The first step should be a clear statement that the current institutions of the industry should cease to be used primarily as an instrument of political patronage. That would include a commitment to issue operating permits only to the extent determined by the responsible authorities on technical grounds and the selection of operators through an objective system of merit.
· Commercialization of operations. Associated with the depoliticisation of the regulatory system, it should be clearly stated that all operators, including any remaining in the public sector would be required to act commercially, receiving subsidy only through winning subsidized contracts from the responsible authorities (the NTC and the Provincial Councils)
· Responsibility of the legal authorities for procurement of services. All services operated should do so only on a commercial basis and/or on the basis of a contract with the responsible authorities.
· Procurement of services by competitive tender. In the long term all services should be procured by the competent authorities on competitive tender.
· Restructuring of the industry. In the long term services should be provided by efficient and independent commercial corporate management units of the necessary size and competence to enter into contractual arrangements taking on the responsibility for the proper performance of the contractual obligations.  This would imply an end to the deficit financing of any remaining publicly owned companies and a consolidation of the fragmented private sector into larger operating units.
The steps to reform

It is well understood that these changes cannot be achieved overnight, and will require a phased introduction.  The steps in the introduction of reform might include the following;

· Publication of the strategic vision as set out above. This should be accompanied by a clear “road map” of the processes of reform so that all operators, public and private, can clearly see what changes are necessary in order to survive and prosper in the new order

· Enforcement of the existing law on permissions.  All operators must have valid permissions under current law for their current operations and must be subject to the loss of those permissions where they fail to operate them. In the event that the public sector companies are given permissions allowing them a greater freedom to transfer vehicles between routes than the private sector, the total number of permissions that a company should be allowed to retain should be limited to the number of vehicles that it had regularly put on the road at the peak during the previous three months.

· Preparation of an institutional structure for the new regulatory regime by each competent authority. This should indicate the internal arrangements proposed for implementation of the new system; the number and categories of staff required; the relation between the new arrangements and the existing arrangements and the perceived training needs for staff.

· Rerouting of the subsidy provisions. On the submission of adequate institutional plans by the competent authorities, all subsidy for unremunerative routes and educational services to be channeled through the competent authorities, with services provided by those authorities on the basis of the best value for money.

· Preparation of a route network plan. Each competent authority should be required, as a condition for receipt of the subsidy finance and the powers to tender services, a route network plan and proposed operating schedule for that network. This network plan should be applied to existing permission holders (including the public sector companies to the extent of the vehicle output levels which they can demonstrate to have achieved in the preceding period).

· Pilot competitive tendering. An initial set of services should be selected for competitive tendering by the competent authorities. These might include new services, school contract services, unremunerative routes, and unremunerative time of day services.

· Publication of draft contract documents. This should be done after consultation with the various stakeholders about the details of the provisions. The documents published should include a draft invitation to tender, and a draft contract (or set of contracts in the event that a framework contract/specific contract structure is used)

· Publication of a plan for the completion of the tendering process. This should indicate the time period within which various tranches of service would be put out to competitive tendering.

· Conversion of permissions into contracts. This should involve the conversion of existing permissions into contracts with units of appropriate size for the ultimate implementation of  route franchises. The terms of the initial contracts should be negotiated by the competent authorities with the operators, within the financial capability of the authorities. All negotiated contracts should be of limited duration, to be replaced at their termination by tendered contracts.

· Completion of the first round of tenders. This should be planned for the completion of the five year plan period 
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