Advancing Urban Passenger Transport Reform

in the

Europe and Central Asia Region

UPT Reform

Case Studies

version 1.0

CIE Consult

November 2003

Version Control

	Project
	Advancing Urban Passenger Transport Reform in the Europe and Central Asia Region

	Client
	World Bank

	Document type
	Report

	Title
	UPT Reform – Case Studies

	Version
	1.0

	Date
	30th November 2003

	Author
	Brendan Finn

	Control
	No restrictions


Table of Contents 

51
Purpose and Scope of this Document


51.1
Origins of the Document


51.2
Reform of UPT in the ECA Region


61.3
Structure of this supplementary document


72
Case Study A : Example of Area Contracting : Adelaide, Australia


72.1
Adelaide


72.2
Institutional Framework


82.3
Ticketing and Integration of services


92.4
PTB Passenger Transport Board


92.5
Public transport supply


102.6
Network Planning


122.7
Operators


132.8
Procurement of services


142.9
The Tendering process and Documents


162.10
Selection Criteria and Marks


172.11
Evaluation and Selection Process


182.12
Contracts and Monitoring


202.13
Experience with tendering in Adelaide


202.14
Information sources


213
Case Study B : Example of Regulated Competition over large network : London, UK


213.1
Introduction


213.2
The Market


233.3
Barriers to entry


243.4
Contract Types and Incentives


263.5
Trends in London Buses Costs and Subsidy


273.6
Conclusion


284
Case Study C : Example of transition approach to citywide tendering : Copenhagen, Denmark


284.1
Abstract


284.2
History of Copenhagen Transport


294.3
New Structure of the Industry


304.4
Characteristics of the present situation


304.5
Ensuring Competition


314.6
Further Steps ?


324.7
Conclusion


335
Case Study D : Example of competitive tendering for additional  services in Free-market environment : Leeds / West Yorkshire, UK


335.1
Leeds


335.2
Institutional Framework


335.3
The Regulatory Framework


365.4
Ticketing and Integration of services


375.5
Metro


395.6
Public transport supply


395.7
Network Planning


405.8
Operators


415.9
Procurement of Services


425.10
The Tendering process and Documents


435.11
Selection Criteria and Marks


435.12
Evaluation and Selection Process


445.13
Contracts and Monitoring


455.14
Experience with tendering in West Yorkshire


465.15
Information sources


476
Case Study E : Example of Regulated Competition : Gothenburg, Sweden


476.1
Background


486.2
Allocation of Risks


486.3
Responsibilities related to the provision of Public Transport Services


486.4
Clauses related to the Execution of the Contract


496.5
Comments - evaluation


517
Case Study F : Example of Negotiated Contracts : Oslo, Norway


517.1
Context of Oslo


517.2
Public Transport Offer in Oslo


527.3
Organisation of the UTP in Oslo


557.4
New Structure for Oslo Sporveier


577.5
Lessons learned from Oslo


598
Case Study G : Example of impacts of Regulated Competition : Helsinki, Finland


598.1
Context of Helsinki


618.2
Public Transport in the YTV Region


628.3
Procurement of the public transport services in YTV Region


668.4
Public Transport Offer in Helsinki City


698.5
Organisation of the UTP in Helsinki


708.6
Procurement of Services


718.7
The Tender Process and Documentation


718.8
Selection Criteria and Marks


728.9
Evaluation and selection process


728.10
Contract signing and administration


738.11
Experience with Competitive Tendering in Helsinki


738.12
Experience with Bid Prices


758.13
Other issues


758.14
Lessons learned from Helsinki


78Annex H : Case Study :  Competitive Tendering in a CIS country in the process of reform :  Bishkek, Kyrgyzstan


798.15
Context


798.16
The Tender Evaluation Scheme


858.17
Worked Examples


899
Case Study I : Draft EU Regulation on Passenger Transport


899.1
Context and Status of the Regulation


899.2
Objectives and Scope of the Regulation


909.3
Key points of the Regulation


919.4
Cases where Direct Award is permitted




1 Purpose and Scope of this Document

1.1 Origins of the Document

This document is a supplementary document to set of main four Reports within the Project ‘Advancing Urban Transport Reform in the Europe and Central Asia Region (ECA Region).  

This Project is sponsored by the Irish Government and administered by the World Bank within a cluster of actions designed to assist reform within the Urban Passenger Transport (UPT) sector in the ECA Region. 

The main output of the Project is the set of four reports prepared by CIE Consult which review the ECA urban passenger transport sector, and which could form the basis of guidance to city officials and transport practitioners. The set of four reports is 

a) Reform Options Report : Considers and compares models for the organisation of the urban passenger transport with applicability to the ECA Region. Includes international experience and case studies.

b) Administrative Structures Report : Analyses the functions, authority issues, organisational structure options, reporting and oversight relationships within the models for UPT.

c) Administrative Procedures Report : Provides an in-depth examination of possible procedures required to administer the reformed structures under the different models for UPT. Provides details on how to administer competitively bid contracts. 

d) Transport Services Contract Report : Considers contracts for the provision of transport services, taking into account international and local best practice. 

This document contains a set of Case Studies which are of common interest to all four reports and provide useful reference material. It is logical to provide them in a single supporting document rather than to repeat them in each report, or to fragment the elements of the Case Studies across the four reports.

1.2 Reform of UPT in the ECA Region 

The World Bank has prepared a comprehensive strategy for addressing urban transport  matters in the Europe and Central Asia (ECA) region.
  This strategy articulates a broad set of principles that will help countries in addressing their urban transport policy agendas and investment priorities, and also serves as a basis for guiding the Bank in providing assistance to these countries.  The strategy has five pillars including: (a) preferred policies, (b) institution building, (c) investment options, (d) knowledge-related activities, and (e) partnerships and linkages.  

The current urban passenger transport crisis within many ECA countries is given prominent attention within the urban transport strategy.  For a number of reasons, urban passenger transport services have declined in recent years and governments are financially hard pressed to address this problem. While the urban transport strategy document is useful, it is necessarily a general document and cannot delve into the specific steps needed to implement appropriate urban transport policies and investments.  To address this limitation Bank and ECA region policy makers agree that a top priority should be the development of  more precise “how-to-do-it guidance” in addressing the current urban passenger transport malaise.

The primary objective of this assignment is to review Urban Transport reform options  for World Bank sponsored urban passenger transport reform programs in the Europe and Central Asia (ECA) Region with a focus on advancing practical implementation of that portion of the Bank’s ECA Urban Transport Strategy.  
While the objective is to review best practices in urban passenger transport reform throughout the ECA region, it is recognized that this assignment cannot possibly lead to conclusions based on a “one-size-fits-all” approach, nor can it take into account all of the nuances and varying laws and regulations among all of the ECA countries.  For this reason a case study review approach using the extensive documentation and experience gained to date in Russia will be used as the foundation of this investigation.
   

The ultimate high-level goal of this investigation will be the achievement of safe, socially responsible and sustainable Urban Passenger Transport in the selected European and Central Asian (ECA) cities that elect to participate in future World Bank sponsored programs of urban passenger transport reform.  This assignment is meant to provide guidance to Bank operations and is meant for Bank’s  due diligence purposes and not for beneficiary use.

1.3 Structure of this supplementary document 

This report contains in-depth descriptions (5-14 pages each) of 8 Case Studies, selected to illustrate the concepts, diversity and experience. The selected cities are : 

· Adelaide, Australia

· London, UK

· Copenhagen, Denmark

· Leeds/West Yorkshire, UK

· Gothenburg, Sweden,

· Oslo, Norway

· Helsinki, Finland

· Bishkek, Kyrgyzstan

The case studies on Copenhagen and Gothenburg first appeared in the proceedings of the UITP Conference “Contractual Relationships between Authorities and Operators” held in Vienna in February 2003. They are reproduced with the kind permission of UITP, which can be accessed at www.uitp.com 

In addition, an commentary is provided on the draft EU Regulation on Passenger Transport (COM 2002 (107) Final). 

2 Case Study A : Example of Area Contracting : Adelaide, Australia

This Case Study has been prepared by Mr. Brendan Finn based on direct interview with the Passenger Transport Board for South Australia and a review of relevant literature.

2.1 Adelaide

Adelaide is the capital city of the state of South Australia. The city has a population of about 1.1 million in a low density urban area. The core has a gridiron pattern and includes the financial and administrative centres, at low density for a major city, while the rest of the urban area is low-density sprawl. The city has suffered serious recession during the 1990’s and had not really recovered (e.g. in property value terms) prior to the latest economic downturn in 2001. The city is not experiencing population growth or economic expansion pressures, and thus is stable in many urban pattern respects. 

For the rest of South Australia, there are 5 or 6 reasonably sized towns in the broad catchment area of Adelaide. Otherwise, South Australia is very sparsely populated with the outback not more than 1½ hours drive from the city. 

2.2 Institutional Framework

The primary legal basis for the public transport is the Federal Transport Act of 1994. This confers the rights and obligations for public transportation to the State, and this is vested in the Ministry for Transport and Urban Planning. 

The Public Transport Board (PTB) is part of the Ministry for Transport and Urban Planning. The Board of the PTB consists of 5 to 6 members appointed by the Minister, meets monthly, and takes strategic level decisions. The PTB is responsible for all of South Australia, although given the low population elsewhere in the state, it mostly focusses on Adelaide. 

The executive arm of the PTB provides the professional, administrative, integration and promotional services for public transport throughout South Australia, but again focusses very much on the Adelaide region. 

The PTB has the power to enter into contracts, to own property, and to procure transport services. However, under the Transport Act 1994 it is not allowed to operate transport services. The PTB has complete authority concerning the network.

Transport operators require permission from the PTB to provide services. In practice, public transport services are highly unprofitable. Hence, an operator needs to have a contract with PTB to participate in the integrated ticketing scheme. Under this scheme, the operator will accept the integrated ticketing, all revenues are returned to PTB, and the operator provides services under a gross cost contract. 

There appears to be provision for non-supported services under a “Regulation 4A exemption”. These services are not protected. The PTB will consult with incumbent contracted operators before granting such a permission, but is not obliged to consult with other Regulation 4A operators. 

Transport SA (South Australia) is a public agency which also reports to the Ministry for Transport and Urban Planning. While Transport SA mainly deals with roads and general transport, it also has a role in the public transport. Following the separation of TransAdelaide operations from the PTB, the public assets (buses, depots, the O-Bahn) were vested in Transport SA. Subsequent to the tendering process, the operators lease these assets from Transport SA, and the assets remain in public ownership.

The 5 or 6 towns in the proximity of Adelaide have town services which are under permit to the PTB, which covers ⅔ of the cost. 

The PTB regulates the long-distance transport services in the state. Schools transport is normally provided by the schools themselves, or under the Department of Education.

In the rural areas, there are some community transport networks. These are done on a voluntary basis, but PTB pays for the local transport co-ordinator. 

Adelaide City Council only covers the central grid and North Adelaide – the total metropolitan area consists of many local councils, and there is not a single Greater Adelaide authority. There are no formal links between PTB and the councils, although there are working relationships. These are mostly at the planning level.

2.3 Ticketing and Integration of services

Fare levels are set by the Government of South Australia. The PTB makes recommendations to the Minister for Transport and Urban Planning, who brings them to Cabinet for approval. In practice, the political pressure is there to keep the fares as low as possible, and a 7% fares increase a few years ago resulted in a loss in patronage. However, the Ministry for Finance have imposed requirements in relation to financing, so this acts as a counterbalance. 

Ticketing is integrated across the Adelaide metropolitan area. This is owned and operated by PTB, and branded as “Metroticket”. All services in the Adelaide area (except some Regulation 4A services) are operated under a gross cost contract to PTB, and hence all fares, ticketing and pricing decisions are taken by PTB at their own risk.

Metrotickets can be purchased at licenced ticket vendors, on the bus or tram, or at vending machines on board the train. Tickets are magnetic Edmonton size, using Crouzet equipment which was installed in 1987. All of the equipment is owned by PTB, and given to the operators providing contracted services. Tickets must be inserted into the validator on boarding. 

There is effectively a common flat fare across the entire Adelaide public transport system, referred to as a “Zone” ticket. There is also a “2 section” ticket which is valid for trips of about 3 km. These tickets are available as Multitrip, Singletrip or Daytrip, with Peak/Interpeak variants. Multitrip is intended for transfers, and provides 10 trips at a price saving of approximately 30% compared to the standard fare. This allows unlimited transfer within the metropolitan public transport network for up to two hours to time of last boarding. They cannot be bought on vehicle. Singletrip tickets allow transfer for the Zone variant, and no transfer for the 2 Section variant. 

Concessionary fares are available for pensioners, unemployed persons, full time students and certain other categories. Primary and secondary school students are entitled to a Student fare. (There is no direct reimbursement to the operators for the concessionary fares, since the services are procured under gross-cost contract).

There is a substantial level of integration in the network design, and PTB endeavour to retain this even though the network design is now the function of the operators. There are five designated Park’n’Ride sites – four at rail termini, and one at Tea Tree Plaza Interchange on the O-Bahn – and numerous parking facilities at commuter rail stations 

2.4 PTB Passenger Transport Board

Until 1974, public transport in Adelaide had been provided by 16 private bus companies, as well as a tram company and South Australian railways. All of these systems were then integrated under the State Transport Authority.  

Prior to 1994, the STA was the transport authority and operator, thus acting in the classical style of municipal/state public sector operator (similar to a UK PTE prior to deregulation). Following the 1994 Transport Act, the PTB  was established and the executive arm provides the professional, administrative, integration and promotion functions for passenger transport in South Australia. In parallel, the operating services were transferred to TransAdelaide, which was spun off as a publicly-owned operating entity. Therefore, PTB can best be considered as retaining all of the other functions, and thus similar to the transport authorities in Helsinki, London etc.

PTB’s main relevant activities are : 

· Regulates transport services, including buses, taxis, charter buses, trains and trams

· Co-ordinates all of the public transport in South Australia, and particularly in Adelaide

· Prepares, evaluates, manages contracts, makes payment and administers all of the tendered services. 

· Develops, manages, and promotes the integrated ticketing system, handles the distribution of tickets, and the creation of new fare products

· Develops, produces, distributes and updates passenger transport information

· Markets and promotes public transport

· Sources and distributes the finances for the public transport services

· Funds concessionary and other fare schemes

· Reporting to Government and other agencies

Within the Contracts Unit of the PTB, the staffing is : 

· Contracts Manager 

· 2 Planners 

· 5 Contract management staff

· 2 staff with financial expertise (administration of payments, reporting)

2.5 Public transport supply

Public transport in the Adelaide Metropolitan area consists of three service types/modes :

· City bus

· Commuter Rail

· Tram

There are approximately 1,150 kilometres of bus routes, utilising about 800 buses from 4 contracted operators on 149 routes. The assets are publicly owned and leased from Transport SA. (Operators had the option to supply their own buses, but all the winning bidders preferred to lease from TransAdelaide).

To the north-east of the city, there is a 12.6 km. guided busway – the Adelaide O-Bahn – which links the city centre to the north-east suburbs along a two-track exclusive right of way along the course of the Torrens rivers. This allows buses to travel at speed of up to 100 km/h. There are just two intermediate stopping points. At Klemzig station, passengers can interchange with other buses. At Paradise Interchange, buses can exit/enter the busway, and there are also feeder routes that allow interchange. The O-Bahn terminates at Tea Tree Plaza Interchange, where routes continue to their final destination, and where there are some feeder interchanges. 

The commuter rail network consists of 120 km. of broad gauge rail with lines to Gawler, Noarlunga (branch to Tonsley), Outer Harbour (branch to Grange) and Belair. The Adelaide train station is on North Terrace on the northern periphery of the CBD. There is designated Park’n’Ride at four key stations, and parking facilities provided at numerous other commuter rail stations. 

The Glenalg tram line operates over 10.8 km. of tram line linking the southern suburb of Glenalg with the edge of the CBD at Victoria Square. It is more a curiosity that a substantial contributor to the public transport of Adelaide. 

2.6 Network Planning

Responsibility for planning of the network has now passed to the operators, although PTB remains the transport authority and can ultimately veto any proposal.

Prior to 1994, the STA was both the transport authority and operator, and hence carried out all of the network planning for its own operation. Following the separation of the operations to TransAdelaide, PTB continued to carry out the network planning. 

In the first round of tenders in 1995/6, some of the franchises were won by private operators. They were then theoretically in a position to plan and adapt their services, but in practice this remained tightly controlled by PTB and was considered one of the failings of the first round of tenders. 

In order to allow the first round of tenders to be offered as areas, the cross-city routes were discontinued, and the network was effectively re-planned and set by PTB prior to the call for tenders. In the second round of tenders, some of the areas were combined and many of the cross-city routes were restored.

In the second round of tenders, PTB again carried out the network planning, and defined the routes in the call for proposals. Operators were free to propose alternatives, but in practice any such changes were minor. Thus, the new tenders all began with a set of route specifications within an overall network that was very much defined by the PTB. 

Since award of the areas to the private operators, the operators are obliged within their contract to review at least 20% of their routes every quarter. This does not require them to actually make any changes, but they must at least review the routes for adequacy. PTB encourages transferring of resources from under-utilised routes to routes which have greater demand or potential. While in the first year there has relatively little change, the PTB have now become more receptive to the concept and the operators are starting to find that they are allowed more freedom. 

Again, in practice, it appears that the operators have exhibited different patterns, and that this is very much dependent on the people and the skills within their organisation. Torrens Transit has a very competent planner, and have started to propose quite significant changes. By contrast, SERCo has been very slow to come forward with proposals for changes. 

PTB are entitled to direct the operators to make changes. There is already a formula in the contract to take into account any additional mileage, and since the contract is gross cost, the revenue risk lies with PTB anyway. PTB have been allowed to retain the savings from the competitive tendering process, and hence they have some budget for expanding the services. 

PTB still has two planners on their staff who were planners when the function was at PTB, are very experienced, and understand the impact of changes. They continue to assess both the proposals from the operators, and emerging travel needs. 

Routes do not have a formal licence. The contracts for the area franchises describe : 

a) the boundaries of the area

b) other operator services allowed in the area, and any applicable restrictions

c) the routes

d) the timetables as of contract start

Minor changes to timetables do not require a formal process, but need to be notified to PTB for timetable and other public information purposes. 

More significant changes (e.g. add/delete route, change route alignment, significant service level change) must be submitted to PTB for approval. The approved changes are then reflected in a contract variation. 

At the time of tender (mid-1999) the bus fleet comprised 76.5% rigid buses, 17% articulated buses and 6.5% midi buses, and includes 17% fully accessible buses. The majority of the fleet is diesel powered, with 14% powered with compressed natural gas.  The fleet had an average age of 12 years and a maximum age of 22 years.

The baseline figures for the contract areas as issued in the RFP were : 

	Contract Area
	Total Patronage 1997/98 Financial Year
	Estimated Annual Total Revenue Kilometres
	SPECIAL EVENTS REVENUE KILOMETRES

	East West
	14,879,181
	10,147,000
	2,600

	North South
	12,234,197
	8,986,000
	8,500

	Outer North East
	7,669,058
	6,986,000
	16,000

	Outer North
	5,542,586
	5,255,000
	3,200

	Outer South
	4,365,009
	4,537,000
	2,000

	Hills
	1,221,264
	990,000
	600

	TOTAL
	45,911,295
	36,902,000
	33,000


2.7 Operators

Bus services in Adelaide are provided by 4 operators following the second round of tendering. 

The area franchise does not allow new operators to enter the market through any intermediate process, except if it should happen that a franchise is terminated early and re-tendered. 

Interestingly, in the second round of tenders TransAdelaide, the public sector operators that previously had almost 80% of the market, failed to win any of the contracts and consequently has had to wind up its bus business. 

	Operator
	Market Share

2000
	Contract Area

	SERCo
	56.9%
	Outer North

North-South

Outer North East

	Torrens Transit Pty. Ltd. 
	28.6%
	East West

City Free

	Australian Transit Enterprises Pte.
	10.4%
	Outer South

	TransitPlus
	4.1%
	Hills


The operators were described in the 2000 report to the Government as : 

· Australian Transit Enterprises Pty Ltd : A consortium of three private companies, already providing bus services in South Australia (Hills Transit), Western Australia, Queensland and Victoria – with over 1,000 buses in operation. ATE will trade as SouthLink Pty Ltd.

· SERCo Australia Pty Ltd : An Australian subsidiary of SERCo Group plc, a listed United Kingdom company, which provides bus, train and transport information services in Australia, USA and UK.

· Torrens Transit Pty Ltd A subsidiary of the Swan Transit Group, a consortium of four family trusts, which is a provider of bus services in Western Australia (25% of Perth urban bus operations – 227 buses). Proponents have had considerable experience operating in Queensland and New South Wales.

· TransitPlus : An incorporated Joint Venture between TransAdelaide and Australian Enterprises Pty Ltd.

SERCo had already won two of the five contracted areas in the first round of tenders, amounting to about 19% of the buses. This UK group did not have prior experience of public transport operations, but had a good track record in their core businesses in defence, workshops and maintenance. It appears that they have taken very well to the management and operations of public transport, and have implemented a very good customer care regime. The PTB are certainly satisfied with the performance of SERCo, and say that it is reflected very strongly in the customer satisfaction and feedback. Interestingly, many of the staff that they took on for the new contracts were formerly with TransAdelaide, so the public are giving positive feedback on the same staff under new management.

TransitPlus, effectively a public-private joint venture, had won the small Hills franchise in 1995, and retained it in the second round of tendering. 

2.8 Procurement of services

2.8.1 Basic Principles

PTB procures bus services on a gross cost basis through a competitive tendering process. Services are procured on an area basis, in which the winning operator has exclusive operating rights, except where other operators are allowed to bring a service into or through the area on a pre-defined basis (with or without restrictions on pick-up/set-down).

2.8.2 Stage 1 tendering

A first stage of tenders was offered in 1995/6 in two rounds, amounting to about 43% of the bus supply across five of Adelaide’s 14 areas at the time. TransAdelaide won 3 of the 5 (24%) and SERCo won 2 (19%). The remaining 9 areas were offered on a negotiated basis, 8 with TransAdelaide and 1 with TransitPlus. It was foreseen that these would be tendered out on subsequent rounds, but a major review of the process was undertaken and no further awards were made until 1999. The first stage, the issues, and the resolution are well described in Bray and Wallis (2001).

2.8.3 Changes made for Stage 2

Following an detailed consultation process, major amendments were made to the scheme. The principle changes being : 

· The 100 bus limit on a contract area was removed

· Provision was made to allow a near-automatic renewal for a second five year period, to allow time for investment recovery and for innovation

· The incentive portion of the contract payment was reduced

· The complexity of the bidding process was reduced, and it was structured as a call for proposals rather than a precise call for tenders

· The number of areas was reduced to 6 plus one route from 10 plus four routes, and cross-city services were restored

In 1999, the second stage of tendering was implemented. All services, including those contracted out in the first stage, were put out to tender in a single action. This is described below. The services were awarded during 1999, and were implemented in April 2000.

2.8.4 Statutory Principles

The Passenger Transport Act 1998 made amendments to the basis for procurement. This required the PTB to take into account four principles, and to demonstrate clearly that they had achieved these :

a) service contracts should not be awarded to allow a single operator to obtain a monopoly, or market share that was close to a monopoly, in the provision of regular public passenger transport services in metropolitan Adelaide

b) sustainable competition in the provision of regular passenger services should be developed and maintained

c) the integration of passenger transport services should be encouraged and enhanced

d) service contracts should support the efficient operation of passenger transport services and promote innovation in the provision of services to meet the needs of customers

These principles formed part of the basis for the evaluation and selection of operators. 

2.8.5 Procurement Basis for Stage 2

Services have been procured on a gross cost basis. A total of 7 contracts have been let. Payment is made on the basis of a fixed sum plus a patronage payment plus a service payment. The formula is defined in the contract. The patronage payment provides an incentive for the operator to assist in initiatives that will grow the level of public transport usage. The service payment relates to any agreed changes in the volume of service provided. 

Assets (buses, depots) are leased from Transport SA. The option was provided in the second stage for the operators to provide their own assets, but all winning bidders opted for lease of public assets. Shortly after the contracts commenced, the Australian Government introduced a Sales Tax. Since this had the impact of adding transaction taxes to the lease, it was decided to remove the lease payment, and offset this in the contract payment. Thus, the operators are currently using the assets without explicit charge.

2.8.6 Renewal of Contract

Services have been procured on the basis of a five-year contract. The operator has the right to renew the contract for a further five years, subject to performance. The operator has a six-month window from the end of the fourth year to advise PTB of its intentions. It can :

a) Choose not to renew, in which case a new tender will be called

b) Ask for a one-year extension – time to consider

c) Request a five-year rollover If Key Performance Indicators have been missed, then the PTB can refuse the request.

If the operator requests a rollover, the PTB will then enter into negotiations on price. If the operator seeks an increase in price, the PTB can refuse this (indexation is already provided for in the contract). If the renewal is on the same basis, PTB cannot look for a decrease in price. However, if there have been innovations PTB can seek a reduction in price. If agreement is not reached, then it can be sent for binding arbitration.

2.9 The Tendering process and Documents

The second stage of tendering involved the total metropolitan area. It was parcelled as six areas of differing bus requirements, plus the city free service. 

In advance of the second stage of tendering, PTB generated a database of potentially interested parties. As well as Australian firms, they obtained information from UITP and other international sources of companies that provided bus services under tender, especially those that operated on an international or multi-regional basis. In addition, the first stage had attracted substantial international interest, to PTB generated additional inputs to the database.

PTB wrote to all of the companies in the database to advise them of their intention to proceed. When the second stage commenced formally, PTB advertised in the Australian press, and wrote again to all companies on the database. 

In all, 27 expressions of interest were received (including the three incumbent operators) with a few international bidders. These expressions of interest were reviewed by the Project Evaluation Committee (PEC) and it was decided that they should all be allowed to move to the next phase. On 17th June 1999 the Request for Proposals was issued to all 27 who had expressed interest. The Request for Proposals was issued on a CD Rom and included the following : 

Part A

Proposal Instructions


Part B

Contract Requirements


Part C

Draft Schedules for Payment Arrangements


Part D

General Specifications of the PTB Contract


Part E
A1 
 East West Area Specifications



A2  
North South Area Specifications



A3  
Outer North East Area Specifications



A4  
Outer North Area Specifications



A5  
Outer South Area Specifications



A6  
Hills Contract Area Specifications



A7 
City Free Route Specifications


Part F

Government Supplied Bus & Depot Information


CD Rom Disk 1 
Includes all above information:




including Proposal Forms & Tables (Excel format)


- bus stops & shelters locality

CD Rom Disk 2
 Includes:




- timetables (Excel format)



- Passenger Transport Act 1994



- Passenger Transport Regulations

Attachments:
PTB Annual Report




The Creative State (Booklet & CD)




Business Franchise Act information


Additional data on assets (buses, depots) were made available in late-June and inspection visits to the premises were organised in the first week of July. While operators were free to propose their own assets, in fact all winning bidders opted to use the public assets on a lease basis from Transport SA. A style guide was also issued subsequent to the initial CD ROM.

Subsequent to the issue of the RFP, briefing sessions were held in open session for the operators. These focussed on the structure of the competition, the expectations of PTB and what they wanted from both the bid and the company, the pricing approach, the payment formula. There was an open Q&A session. 

Interested bidders could also ask questions subsequently, on the basis that all questions and answers would be published and distributed to all. A few confidential questions were allowed, but always checked with the Probity Officer first. 

The Request for Proposals was issued on 17th June 1999. Proposals were required to be submitted by 3rd September 1999, with a start date for services of 24th April 2000. Winners were notified in January 2000, which effectively allowed 3 weeks for negotiations, and 3 months to prepare for start-up of services. 

Respondents must provide the following when submitting their Proposals:

· 1 original, marked ORIGINAL on every page
· 2 copies, marked COPY 1 and COPY 2 on every page
· 1 unbound copy, marked COPY 3 on every page
The Proposals are also to be provided in electronic format (CD or disc) using Microsoft Office 97 software products. Where there is a discrepancy the information contained in the Original is taken as being correct. 

Proposals had to be delivered by 4.00 pm on 3rd September 1999 by hand or post, and sealed and market Strictly Confidential.

2.10 Selection Criteria and Marks

The selection criteria is described as follows in the RFP :

“The primary criterion for evaluation of each Proposal is the extent to which, in the PTB’s opinion, it offers value for money.  In considering the extent to which a Proposal offers value for money, the PTB will not limit itself to the prices and service levels offered but will also have regard to other relevant factors including but not limited to:

a) the Respondent’s capacity (both financial and operational) to meet efficiently and without interruption, the needs of the PTB, TSA and passengers (both existing and potential);

b) the extent to which the Respondent proposes or has the capacity to improve the quality of the Services and their cost-effectiveness to the PTB; and

c) the extent to which the Proposal enhances the performance of the PTB’s statutory functions and is consistent with the policy expressed in subsection 39(3) of the Act.

The information sought by the PTB for evaluation is grouped into the following 11 categories.  Noted against each category are the sections of Part A of the Request for Proposals which specify the information required.  The information being sought could be considered equivalent to a Business Plan.

a) Corporate Operations and Experience (Section 7.8)

b) Operational Plans (Section 8.1)

c) Service Development Plans (Section 8.2)

d) Customer Service, Safety and Security Plans (Section 8.3)

e) Infrastructure Plans (Section 8.4)

f) Management Plans (Section 8.5)

g) Implementation Plans (Section 8.6)

h) Contract Price (Sections 7.6)

i) Corporate Structure and Financial Capacity (Section 7.8)

j) Economic and Industry Development Proposals (Section 8.7)

k) Any Special Conditions set by the Respondent (Section 8.8)

Respondents must provide the information sought for all but the last two categories listed.  Categories (j) and (k) are optional.

Whole of Government factors to be considered in the evaluation: There will be a broad whole of Government assessment, involving factors such as the total cost to the Government resulting from each Proposal.

2.11 Evaluation and Selection Process

A total of 16 companies submitted bids, covering 87 proposals for the various areas.

The evaluation and selection process was quite complex, and a number of mechanisms were put in place to both get the best result and to ensure fairness in the process. The three main mechanisms were : 

a) Appointment of a Project Evaluation Committee (PEC), including external members, to advise PTB and oversee the process

b) Appointment of a Probity Officer

c) Establishing five different strands for the evaluation, none of which had sight of the information in the other strands

The five strands were : 

· Service design

· Customer service

· Infrastructure and security

· Implementation and management

· Finance and corporate capability

The evaluation and selection phase took about three months. It was carried out in four phases 

1) Preliminary evaluation and compliance review

2) Detailed evaluation of the qualitative characteristics and the financial aspects of the proposals conducted by the five evaluation teams. These processes were undertaken independently of each other to avoid any possibility of ‘non-price’ and ‘price’ characteristics potentially influencing the respective assessments of members of the Evaluation team.

3) The PEC used the advice of the five evaluation teams to undertake a ‘value for money’ assessment for all contract areas which integrated quality and price attributes.

4) The Board received the recommendations of the PEC. In addition, the PTB took into account any significant economic or industry development, whole of Government factors, or other relevant factors in its determination of the companies with which PTB would enter into negotiations. As it happened, whole of Government costs did not alter the recommendations.

In addition, an independent consultant was retained to undertake a benchmarking study to compare bid prices with efficient benchmark costs for private bus services. 

The recommendations were then approved by the PTB Board on 4th January 2000, and referred to the Minister and to Cabinet on 27th January 2000. Note that section 39(3b) of the Passenger Transport Act 1994 requires that the PTB provides a report to the Minister within 14 days of awarding a contract for the provision of passenger transport services in Adelaide.

A debrief was available to any operators who requested it. The process seems to have been well accepted by the bidders. There was only one objection, and that came from an operator who thought that there would have been a “best and final offer” phase, and hence had kept a little bit in reserve. 

Three operators were ‘put aside’ due to poor performance or proposals, but were not actually eliminated or disqualified. This meant that PTB could have gone back to these proposals if necessary.

2.12 Contracts and Monitoring

2.12.1 The Contract

The contract process was relatively straightforward. The conditions of contract and the basis for the service was already well understood from the proposals. The basis of payment was well understood, and the network was already defined. 

There were no big issues on the table, and the main issue was defining the values of the KPI’s for the individual operators. There was some discussion on indexation.

The contract includes all aspects of the service specification, the performance regime, the payment regime, quality standards, and obligations on both the operator and on PTB, as well as the administrative dimensions and the provisions for termination. The contract also contains the mechanism and the basis for extension for a second five-year period. 

2.12.2 Monitoring

The operators have obligations to self-report many dimensions of the service provision :

· There is a pre-defined set of data to be provided on a monthly basis to PTB. 

· Key Performance Indicators (KPI’s) are reported to PTB on a quarterly basis.

· An annual report must be provided

PTB also collects performance measures by two main methods :

a) A set of independent checkers monitor the quality and provision of the contracted services. They use GPS hand-held units to record information.

b) Customer satisfaction ratings are taken covering both service delivery and perception of personal safety

Monthly meetings are held with contractors on a one-to-one basis. These are formal minuted meetings at which issues and concerns are raised and operators are required to provide resolution to these issues. 

There is, apparently, some frustration on the part of the operators on the grounds that the PTB officials cannot make commitments and lack autonomy or decision-taking powers. They have to get off-line clearance through the various layers of bureaucracy, and hence the meetings are not between two peers who have the authority to resolve matters or give undertakings.

Monthly meetings are also held with all of the operators together. These tend to focus on issues such as the measurement of the KPI’s, and whether they are truly independent and fair. These do not seem to be as useful as the one-to-one meetings. 

The main requirements under the contract are defined in the KPI’s (see below). However, the PTB feel that they if there is anything with which they are dissatisfied, they can instruct the operators to fix it.

The contracts allow for penalties if standards are not met.  These include:

· financial penalties for non-delivery of specific services including late and early running

· forfeiting the right to renew the contract

· contract termination for significant or repeated failure to perform satisfactorily
2.12.3 Key Performance Indicators

A set of 12 Key Performance Indicators have been defined and the target values are fixed in the contract. The target values can be different for the Right of Renewal, and Termination. They must meet a minimum of 9 of the 12 to avoid termination, and 10 of the 12 to exercise their right of renewal.

	Performance Area
	Performance Indicator:
	Test

	Delivery of passenger Services 
	Customer satisfaction:

· Percentage of customers satisfied with service delivery
	1. *

	
	On-time running of passenger services observed by PTB auditors:

· % Early

· % Late

· % Not Operated
	2.

3. *

4.

	Customer & Public Safety
	Percentage of customers surveyed who feel safe on services supplied by Contractor
	5. *

	Fare Compliance
	Rate of fare evasion observed by PTB auditors
	6.



	Management of Infrastructure
	Percentage of ‘C Certificate’ inspections passed within 7 Business Days of initial presentation of vehicle
	7.

	
	Percentage of services which meet the Utility Standards  in PTB service quality audit
	8. *

	Timetable Production and Distribution
	Percentage of timetable alterations provided to the PTB in the prescribed format at least 10 days prior to a minor change or 1 month prior to a major change
	9.



	Quality Assurance
	Achievement of Quality Assurance status equivalent to ISO 9002
	10.

	Service Review and Improvements
	Community interaction undertaken by Contractor

Six months after Start Time, Contractor adherence to Service Development Plan – measured by the percentage of services reviewed, and implementation of service innovation and enhancements
	11.

12.




2.13 Experience with tendering in Adelaide

The experience with tendering in Adelaide has been very successful in terms of achieving the initial objectives. There was a genuine interest from a wide range of operators. PTB is satisfied that the bids were truly competitive. The operators understood the direction of the exercise and responded with good proposals. The operators also felt that the process was good, fair, and reflected the concerns that they had in the first stage in 1995.

The outcome has satisfied PTB, at least in the initial stages. They have succeeded in getting competent operators and in restoring the cross-city linkages. After an initial period in which there was little service change, at least Torrens Transit is starting to make substantial innovation in its route proposals. Service quality and customer care is high, and there is very positive feedback especially regarding SERCo in relation to their staff training. This is particularly interesting considering that these are essentially the former TransAdelaide staff about whom there had been dissatisfaction.

The operators have chosen to date to use the publicly-owned mobile and fixed assets on lease basis from Transport SA, rather than to introduce their own. This is slightly surprising, since the contract is now available to 10 years (after exercising renewal rights) and this should have been a sufficient duration to allow full use of new assets. It is unclear whether the public sector will continue to invest in new assets for use by operators, or whether all new assets must be the operators’ investment. The removal of the lease charge (and offsetting contract payment reduction) may reduce the incentive to operators to invest.

A very significant impact has been the loss of all services by TransAdelaide, and its subsequent closure of its bus business. This involved many layoffs, and associated redundancy payments and transition payments. The payments associated with the first stage were about A$37 million, and in the second stage are expected to eventually come to A$80 million. This reflects the more generous package available, and the cost of closing down the bus operations.

The annual cost of services (excluding bus and depot leases) is A$82.8 million, and this is estimated to provide a A$22 million saving per annum compared to the previous arrangement. Cost per bus-km. has dropped from A$4.85 in 1992, through A$3.25 in 1997 after first stage tendering, to about A$2.95 in 2001.

2.14 Information sources

1) Structured interview with PTB on Friday 5th October 2001. 

2) “Service Contracts : Report of the Passenger Transport Board to the Minister for Transport and Urban Planning.”, PTB, 2000

3) Bray, D. and Wallis, I. (2001) “Competitive Tendering for Bus Services : The Improved Adelaide Model”. 7th International Conference on Competition and Ownership in Land Passenger Transport, Molde, Norway, 25-28th June 2001.

4) Request for Proposal, PTB, 1999 – 2 No. CD ROM set

5) “The Metroguide – your complete guide to the Adelaide Metro public transport system” PTB, 2001

3 Case Study B : Example of Regulated Competition over large network : London, UK

This Case Study is based on a November 2001 paper entitled ‘Bus Service Contracting in London’ by Claire Kavanagh, Performance Director at London Buses.

3.1 Introduction

In Autumn 1984, the London Regional Transport Act changed the framework under which London Transport (LT) was to provide bus services in the capital. The Act also advocated a tendering regime by empowering LT to invite private operators to submit tenders to carry out services as specified in an ‘Invitation to Tender’.  In 1985, LT set up London Buses Ltd (LBL) as a separate, wholly owned public sector bus operation and it also set up the Tendered Bus Division of LT, which began the process of competitively tendering bus services.  Subsequently in 1988, LBL divided up its bus operations into 12 operating companies in preparation for their future privatisation. 

Initially, competition for bus routes was between private bus operators and the LBL operating companies.  The initial contracts were developed on a gross cost basis. That is, the operators were paid the full operating cost of the services and LT retained the fares revenue. 

The competitive procurement of bus services and use of independent operators gradually increased between 1985 and 1994 and the new LBL operating companies had to adapt to a more commercial environment with the effect that costs were driven down and productivity increased.

In 1994, the subsidiary companies of London Buses Ltd were privatised and by January 1995, 11 London Transport owned companies had been successfully sold; four as management buy-outs and seven sold to private companies.  (One had been disbanded.)  At the time of privatisation the subsidiary companies held both gross cost contracts won by tender and their remaining routes not yet tendered; the latter were on a net cost basis.  (The net difference between the operating cost and the estimated revenue was paid by LT to the company or, where revenue exceeded cost, from the company to LT.)

By 1995, half the London bus network had been tendered and was being operated under contract.  Contracts had been won in roughly equal proportions by independent operators and LBL companies.  By August 2000, all routes had been successfully tendered and are now operating under contract to London Buses (LB).

London Buses is the subsidiary company of Transport for London responsible for securing bus services following the 1999 Greater London Authority Act.  London Buses is responsible for determining the structure and frequencies of the routes together with the level and structure of bus fares. Current contracts are usually 5 years in length, which means that approximately 20% of the bus network is tendered each year.  The London Bus network is currently valued at nearly €1,300m.

3.2 The Market

3.2.1 Market Consolidation

The merging of operating companies into large groups over recent years has significantly reduced the number of owners of bus companies operating in the London area.  Market share data is analysed regularly on a London wide basis and shows a steady market consolidation, from 10 large groups (with 91% of the market) and 13 smaller companies in 1995 to 6 groups (with 90% of the market) and 16 smaller companies in January 2001, see Table 1.

Table 1:   LB Market Share by Group 

	Operator/Group
	Market share at 6 Jan 1995

(%)
	Cumulative

(%)
	Group
	Market Share at 2 Jan 01 (%)
	Cumulative

(%)

	Stagecoach
	17.2
	17.2
	Arriva 
	20.3
	20.3

	Cowie
	17.2
	34.4
	Go-Ahead
	16.9
	37.2

	London General
	9.7
	44.1
	FirstGroup 
	16.9
	54.1

	British Bus
	9.0
	53.1
	Stagecoach
	16.4
	70.5

	Go Ahead
	7.9
	61.0
	Metroline (Delgro)
	11.8
	82.3



	CentreWest
	7.8
	68.8
	London United (Transdev)
	7.5
	89.8



	London United
	7.2
	76.0
	13 Other Operators
	10.2
	

	Metroline
	6.2
	82.2
	Total
	100.0
	

	MTL Group
	5.1
	87.3
	
	
	

	Capital Citybus
	3.4
	90.7
	
	
	

	Thamesway
	1.3
	92.0
	
	
	

	London Buslines
	1.0
	93.0
	
	
	

	13 other groups/ companies
	7.0
	100
	
	
	

	Total  
	100
	
	
	
	


Market share based on LB contracted annual mileage.

3.2.2 Competition in the market

Markets for bus services are local rather than national.  Thus local markets are of greatest concern when reviewing competition.  Within London 35 local bus markets have been identified on the basis of passenger perception and local area geography. 

The heavy traffic congestion in London, results in relatively slow journey speeds and the need for crew changes and breaks means that it is difficult for operators to operate a route efficiently and reliably if they do not have garages reasonably close to a route.  This means that companies based in one area of London cannot easily compete in another area.

Analysis of local market shares, based on scheduled mileage in year 2000, shows that there are 10 areas where a company’s share exceeds 60% and another 10 where a company has a share between 50%-60%.  Thus over half of the 35 areas have companies with market shares above 50%. 

It is interesting to note that the EU competition authorities become concerned if one company controls 40% or more of a market, or two companies control 80% or more.  The European Court has stated that dominance can be presumed in the absence of evidence to the contrary if an undertaking has a market share persistently above 50%.  The UK does not have market share thresholds for defining dominance, although there is a 25% (combined) share threshold below which anti-competitive agreements would not normally have an appreciable effect and the 25% share threshold used to define a monopoly or complex monopoly under the 1977 Fair Trading Act.

The figures for local market share are also well above the US Department of Justice trigger point for challenging mergers.

The conclusion is drawn that the operating companies do have significant market power and that they have an economic incentive to act in a monopolistic way, particularly by under-providing on quality to save costs.

Another consideration is the size of route being tendered.  Larger routes, above 15 peak vehicle requirement (PVR), require a larger input of capital (for buses), larger garage space and management resource to manage the staff and control the route.  This, therefore can rule out smaller companies and restricts the number of competitors.

3.2.3 Tender Bids

The number of tender bids per tender has also been declining along with the consolidation of the market (see figure below).  In 1995 there was an average of 6 bids per tender.  This has reduced to 2.5 bids per tender in 2000.  It should also be noted that usually fewer bids are received for larger routes.  Those routes requiring a PVR of over 15 vehicles, had on average 2 bids per tender in the first half of 2000 and many only received one bid, although recently the number of tender bids for larger routes has increased.  Routes with a PVR of 15 or less had an average of 3.1 bids.

3.3 Barriers to entry

It is recognised that there are barriers to entry to the London market. They are: 

· access to appropriate garages, 

· the tendering programme – the geographical spread of routes and timescale of five years to tender the whole network

· management skill and experience of bus/coach operations, (particularly to operate larger routes)

· ability to recruit and retain drivers.  

· access to capital

Access to suitable garages is a major barrier to the London market, particularly in inner London. Land prices are prohibitively high in many locations and planning permission may be difficult to achieve.  However, since July 1994, a number of small, new garages have opened to service LB routes. It is recognised that it can be more difficult to open large garages and this may have an impact on the scale of entry into the London market or expansion within it. 

Entry to the London market tends to be on a gradual basis over time and the nature of the Tendering Programme, with approximately 20% of the network being tendered each year, (peak vehicle requirement of about 1,200 buses) facilitates incremental growth.  This reduces the risk to London Buses but leads to proportionately higher overheads for new operators who may have spare capacity at a garage, that will take time to fill.

Of particular importance is the necessary management experience to manage large contracts, which require 7 days a week, and sometimes 24 hour service.  There is also an administrative requirement to provide London Buses with regular contractual performance data.

For the last couple of years, there has been a general shortage of bus drivers in the London area.  As the economy has improved, operating companies have found it increasingly difficult to retain drivers.  Some operators have put this forward as a reason for not bidding for new work.  Significant factors influencing the availability and retention of drivers include wages, driving conditions, employment terms, shift patterns, working practices and company culture.  From 31st March 2001 Transport for London has started to pay a bonus to drivers, which will increase their wages by an average of €32 a week.  This is expected to improve recruitment and retention.

Normally the operating company needs to secure the buses with which they will run a route.  The company therefore needs either access to capital to finance purchase of buses or to have sufficient credit rating to be able to hire them.  Smaller companies are usually perceived as a higher credit risk, so finance is more expensive with a resulting impact on their tender price.  Smaller companies will also have a smaller credit limit, so it is therefore difficult for them to bid for large routes and/or expand quickly.

In conclusion while it is possible for new entrants to enter the market, constraints on garages, driver availability and other resources and the nature of the Tender Programme make it particularly difficult for large scale entry, other than through the purchase of an existing operator.

London Buses has a policy of encouraging new companies to the market to encourage competition.  Since 1995, there have been 15 new entrants to the London Market, two of which are no longer working for London Buses.  New companies will continue to be encouraged into the market, but they must be able to demonstrate the ability to deliver the required quality of operation.  In addition, London Buses is actively considering increasing the supply of bus garages, through the acquisition of suitable premises for onward leasing to operators.

3.4 Contract Types and Incentives

3.4.1 Gross Cost Contracts

The initial contracts were developed on a gross cost basis.  The operators were paid the full operating cost of the services and LT retained the fare revenue. In 1985, the percentage of scheduled bus mileage operated was poor, therefore the contracts allowed for deductions for any scheduled mileage which did not operate and which was within the operator’s control (e.g. due to non availability of staff or mechanical breakdown). Contracts could also be terminated on the grounds of poor performance but they did not include any additional financial incentives for good quality of service.

3.4.2 Negotiated Net Cost Contracts

At the time of privatisation, the subsidiary companies were allocated those routes which they ran at the time on a net cost basis.  As the price was agreed between LT and the subsidiary company, based on the difference between operating cost and estimated revenue, the contracts were called “Negotiated Net Cost” contracts.  Again, these contracts allowed for deductions for mileage not operated which was within the operator’s control. 

The last negotiated net cost contract expired in February 2001.  The routes involved have all been tendered and have been let either as Tendered Net Cost contracts or Gross Cost contracts.

3.4.3 Tendered Net Cost Contracts

In 1996, Tendered Net Cost contracts for bus routes were introduced to provide a revenue incentive for operating companies.  They were used for the majority of routes.  These contracts also allowed for deductions for mileage not operated, which was within the operator’s control.  The retention of revenue growth was the only financial incentive for operators.  By implication this also meant that revenue growth (which was occurring because of economic growth and network and marketing initiatives undertaken by London Buses) was not available for investment in the network. 

In the years from 1994/95 to 1999/2000, passenger numbers increased by 12%, but the quality of service as measured by punctuality of buses markedly declined (see below).  There is no discernible difference in performance between the net and gross cost contracts.  Off bus (Travelcard and Bus Pass) revenue has to be allocated to different operators and changes made to the agreed revenue, where service changes are implemented during the life of a contract.  Surveys are expensive to administer and contain a degree of inaccuracies that smaller companies find difficult to manage.  In June 1999, London Buses decided not to let any more Tendered Net Cost contracts and reverted to Gross Cost contracts and begun developing a new form of contract which would include incentives for delivery of quality.

3.4.4 Quality Incentive Contracts  (QIC)

In order to provide greater incentives for operators to provide better quality services, London Buses has developed Quality Incentive Contracts (QIC).  Operators will be paid for the quality of service they deliver as well as volume.  The main features are as follows: 

· Bonus payments will be made for performance above target, deductions will be made if targets are not achieved. 

· Contract extensions of 2 years will also be available if performance is above the set standard.

· The current system of deductions for lost mileage is retained.

· Fare revenue will be retained by London Buses to fund incentive payments and for investment in the network.

· The major measure of quality will be reliability as this is of most importance to passengers. ‘Softer’ customer satisfaction measures reflecting the passengers’ whole experience of the journey will also be taken into account, and will affect the contract extension provision.

3.5 Trends in London Buses Costs and Subsidy

The public subsidy required  for the Bus Network and for London Buses as a whole (including infrastructure and operating services) is shown in Table 2 below.

Table 2:  LB Financial Performance                               (€ million)

	
	
	
	
	
	
	Actual
	
	
	
	
	 
	

	
	
	90/91
	91/92
	92/93
	93/94
	94/95
	95/96
	96/97
	97/98
	98/99
	99/00
	00/01

	Bus Network subsidy 
	
	
	
	-44
	-32
	-11
	49
	53
	46
	6
	-32

	
	
	
	
	
	
	
	
	
	
	
	

	L subsidy:
	-179
	-187
	-173
	-105
	-98
	-54
	-19
	0.0
	-19
	-65
	-105

	
	
	
	
	
	
	
	
	
	
	
	

	Subsidy:
	
	
	
	
	
	
	
	
	
	
	

	  € / Km
	0.64
	0.66
	0.58
	0.34
	0.32
	0.17
	0.06
	0
	0.05
	0.18
	0.29


LB subsidy includes all revenue and vehicle costs but excludes capital investment.

In 1997/98 LB broke even, after several years of competitive prices and a reducing loss.  Since then costs have been increasing above the rate of the inflation and the loss has started to increase. In 2000/01 the  loss was €105 million. The increase in subsidy from 1989/99 was in part caused by the expansion of the bus network, the introduction of new vehicles and additional vehicles to improve reliability, increased traffic congestion, as well as increased expenditure on improved passenger information, eg. Countdown, increased maintenance volumes in respect of Advanced Vehicle Location system and increased Revenue Protection.

Tender prices started to increase significantly faster than inflation at the end of 1996.  Further increases became apparent following the switch from Gross cost to Net cost contracts in 1997.  The main reasons for the increases in unit prices are considered to be the following:-

· Net cost tendering transfers revenue risk to bus operators and it is apparent that an element of this is being built into tender prices.

· The volume of tendering has doubled since 1995 and quadrupled since 1994, in line with the programme set out during the privatisation process.  The increasing volume of tendering has meant the opportunity to bid on a marginal cost basis is reduced and operators are bidding on a full or average cost basis.

· The introduction of a significant number of new, more accessible vehicles, incorporating new features. 

· Knock-on effect of increased operators’ costs (for example labour costs have risen to attract more drivers and overcome staff shortage problems.)

· Uncertainties concerning fuel prices, including possible taxation changes.

· Reduction in the number of operators bidding as a result of merger activity.

· A general reflection of the increasing pressure on bus contractors to improve overhead recovery and profit and or the need to counter-balance earlier loss making contracts.

One reason for the big increases in recent contract prices is the existing low price of some contracts.  Early on in the tendering process (1990 – 1996) operators bid relatively low prices to gain a foothold in London and achieve a significant market share.  As contracts with low prices are re-tendered, there is an increase in cost, as tenders are priced to cover costs as well as provide a return on investment and resource.

In addition the public companies, quoted on the stock exchange, are under pressure to produce returns for their shareholders and investors. Previously Arriva, Go-Ahead and Stagecoach had stated that their targets were 15-18% operating profit.  This is a higher level of operating profit than has previously been generally achieved and puts pressure on contract costs.  Currently the larger operating companies achieve a pre-tax profit margin of around 9%.

3.5.1 Farebox ratio

The London network is valued at nearly €1,300 million.  In the year to March 2001, it received a subsidy of only €135 million.  The passenger revenue accounts for 88% of income, if concessionary fare payments by London local authorities are counted as revenue.  If concessionary fare payments are considered as subsidy, then the paying customer accounts for 71% of income received.

3.6 Conclusion

In London since 1985, there has been a significant reduction in costs and subsidy, and increased service provision. Passenger numbers have grown by 18% since then, which is in contrast to a general decline in the rest of the UK 

Since 1995, there has been significant consolidation within the London (and British) market, to which London Buses has responded by encouraging competition and entry of new operators to the market.  Since 1996, a variety of factors has caused tender prices to increase and service quality to decline.  LB has responded by testing alternative contract arrangements and developing incentives to encourage operators to provide a consistently better quality of service. Given the dynamic nature of the economic, social and political environment in which bus services are provided, it is important that London Buses responds flexibly to market conditions and promotes competition and new initiatives in order to secure bus services offering the best quality and value for money.

4 Case Study C : Example of transition approach to citywide tendering : Copenhagen, Denmark

This Case Study is the Presentation titled “Competition in Copenhagen” made by Mr. Johannes Sloth, Managing Director, Greater Copenhagen Authority – HUR at the UITP Conference on Contractual Relationships between Authorities and Operators in Vienna on 24-26th February 2003. The original material can be sourced through www.uitp.com 

4.1 Abstract

Having been exposed to tendering for 12 years, Greater Copenhagen Authority is presenting its experience with tendering, as well as how to maintain competition in a tendered bus market. Tendering is successful in Copenhagen. Greater Copenhagen Authority has saved the taxpayer approximately €400 million and has increased quality remarkably on the buses. Tendering has enabled each partner to focus on his part of the production. The important issues now are how to develop the tendering model and how to make sure that the market remains as competitive as possible. 

However, it is important to stress that tendering is NOT the goal, but a possible tool to reach a better situation. It proved to be a good solution in Copenhagen - but in other cities in-house production might prove just as efficient as tendering. Three essential aspects must always be fulfilled : 

1. More satisfied customers

2. High efficiency – low production costs

3. Continuous product development - motivation within the industry

4.2 History of Copenhagen Transport

Today public transport in Copenhagen is provided by three different organisations, one organisation responsible for each transport mode. DSB (Danish Railways) is responsible for the S-Trains and regional trains (commuter trains), Ørestad Development Corporation is responsible for the Metro, inaugurated late 2002, and Greater Copenhagen Authority – HUR (Until 2000 Copenhagen Transport HT) is responsible for the procurement of buses. Metro and bus services are tendered, and operations are carried out by private operators. All three modes operate under one common fare system.

To fully understand the Copenhagen tendering model in the public bus market, one has to take a glimpse of the history of the company. Copenhagen Transport, HT, was established by law in 1974. Until 1990, 80% of the transport service in the area was carried out by Copenhagen Transport as in-house production, whereas the remaining 20% was produced by small individual private operators on a gross-cost contractual basis.

During the early 1980’s, Copenhagen Transport faced increasing problems. The level of quality as well as patronage decreased, strong unions initiated strikes, and fares increased despite falling fuel prices. All as results of weak political and company management. At the same time, private operators started claiming that they were able to operate routes cheaper than Copenhagen Transport. In this spirit, Parliament – under the leadership of the liberal conservative government then in power – considered tendering the bus services of Copenhagen Transport. This would reduce costs, but it remained obvious that regional and urban transport still needed to be managed and co-ordinated centrally. 

Customers were to benefit from one seamless systems, and not from a patchwork of overlapping ones. The solution was to allow Copenhagen Transport to remain as the central planner and manager of bus services in the Greater Copenhagen region, introduce competition, but without operating buses itself. In 1990, the Copenhagen Transport Act was passed in Parliament, stating that at least 45% of bus services had to be subject to tender within the next five years. Public companies and Copenhagen Transport were not permitted to make bids. 

In 1990, Copenhagen Transport was divided into two separate divisions. An administrative one and one which was in charge of operations, the so-called “BusDivisionen”. The private operators remained, but their lines had to be tendered. Results came quickly. Operational costs decreased by 20-30% between 1990 and 1994. The bus fleet was renewed and quality output improved. At the same time, a clear business strategy – ‘Vision 2005’ – was established. Patronage increased and the financial situation of Copenhagen Transport was improved remarkably. 

In 1995, a revised Copenhagen Transport Act was passed. All bus operations were to be tendered by 2002, and public operators were to be allowed to compete on routes on an equal footing with the private operators. BusDivisionen became an independent limited company, although it was still owned by the five public owners of Copenhagen Transport. Simultaneously, it changed its name to Bus Danmark a/s. Since then, a clear allocation of responsibilities has been put in place. Since 1995, Bus Danmark has won several tenders. In 1999, Bus Danmark was sold to the British operating company ‘Arriva Ltd.’.

Considerable gains from tendering of the bus operations were made. This is both in terms of  increasing number of patronage, due to the increased quality, and due to considerable lower operating cost. The subsidy levels decreased dramatically. The financial gains were divided into two parts : 50% of the gains were spent on the improvement of the transport services- services for the disabled and general investments, 50% was returned to the taxpayers by lowering the subsidy level. 

4.3 New Structure of the Industry

The opening of the market gave new-coming operators the opportunity to enter the market. In Copenhagen, 15 small private operators existed when tendering was initiated in 1990. Twelve years later there were only seven left of which the three largest operating companies, all internationally owned, operated more than 90% of the total bus volume. The remaining companies were either bought by the large international operators, or ceased operation. However, a remarkable merger was made when a number of small local companies faced the fact that they would not be able to survive alone, and therefore decided to merge their companies into one new company called City-Trafik a/s. This company still exists, but with a new major shareholder, French VIA-GTI (49%). Some small operators still exist, but they tend to operate in the outskirts of the region where they have specific knowledge of the market. At the latest tendering round, the small operators increased their market share slightly on the periphery of the Greater Copenhagen area. This is, however, not to be conceived as a tendency towards more pluralistic conditions, but rather as a consolidation of the position of the small operators outside the city centre.

10-15 years after tendering was introduced, the structure of the industry is quite different from what it used to be : fewer, larger, and more internationalised companies dominate the market. 

4.4 Characteristics of the present situation

Even though the number of operators has diminished, there is no evidence of excessive profit making which would indicate the use of monopoly power. Operators – still – make almost no profit according to the results of the latest years. Nonetheless, the concentration of the industry has tended to diminish the competition for the supply of tendered services :

· The incumbent operator often has unique access to strategic resources such as bus garages or specialised vehicles – especially in the city centre where bus depots are scarce

· The number of bids per tender is relatively small

· The choice of operators at a network level is limited

Competition exists in the Greater Copenhagen Region, but there is a risk that the level of competition could fall with only three large operating companies. However, it is important to stress that there is absolutely no reason to believe that price cartels are being formed.

4.5 Ensuring Competition

Measures to promote a competitive environment for service tendering nonetheless exists even though the number of potential operators is tending to decrease. These measures can be split up into the following two aspects : 1) supply of services, 2) quality

4.5.1 The supply of services

Experience shows that tendering authorities need to arrange tenders and contracts in such a way that they promote competition and encourage new entrants into the local supply market. Possible options to be considered relate to : 

· The scale of the service contracts that are tendered : smaller contracts may well appeal to smaller, local operators. In Copenhagen, all tenders are made on the basis of individual routes or small packages of routes.

· Contract length : a balance needs to be struck between long contracts which may ease the competitive pressure and short contracts which give rise to insecurity and lack of commitment. Contracts in Copenhagen endure for 6 years plus an option of 2 additional years.

· The ownership of strategic assets : if the ownership of assets such as garages or special vehicles is transferred as a  result of privatisation, a barrier to enter the local market is created. Experience shows that retaining some bus depots in the public sector may be a good way to ensure the entrance of potential new-comers.

· Vehicle procurement : A ‘buy-back guarantee’ can be established by the authority in case the operator loses the tender. Greater Copenhagen Authority decided to offer such a guarantee when double-decker buses were procured for the first time in the beginning of 2001. A ‘buy-back guarantee’ may lead to lower contract prices, since part of the insecurity for the operator is provided.

4.5.2 The Quality of Service

Before a contract is awarded, a public transport authority can set up certain measures favouring companies who perform well. Good performance has traditionally been one of the strengths of the smaller operators.

Since 1993, Greater Copenhagen Authority has made use of the so-called ‘value analysis model’ before selecting its operators. Price constitutes 45%, quality 35% and rolling stock 20%. By applying this model it becomes possible to supplement the basic financial offer with a number of soft parameters before entering a contract. It allows operators to get a higher price for a contract e.g. if they have a modern fleet, or if they have many elderly employees. This last parameter is included in the contracts to neutralise differences in the wage levels. Social dumping does not exist since operators cannot compete on wage levels. In 1999, the previous quality performance of the operator was added as a parameter in the model.

When evaluating the bids, these soft parameters are assigned a monetary value, which goes into the final analysis of the bid. These are al measures to encourage competition on other aspects than pure price competition. 

Once operations start being executed, the best possible service quality to the passengers must be delivered. In both places, actual number of kilometres operated, service reliability and various measures of service ‘ambience’ are monitored.  

Quality is in focus, both before the selection of an operator, but also in daily operation (bonus system). The consequence is that an operator can only remain in the market if he delivers high quality. 

Contracts embodying performance incentives are the norm in Copenhagen. Operators are measured by customer surveys on a number of parameters (cleaning, staff behaviour, temperature, etc) – a penalty (max. 1.5% of the contract sum) applies if they do not fulfil certain criteria – a bonus is added if they perform better than prescribed (max 1.5% of the total contract sum). The level of bonus may change if the level of performed services (number of cancelled trips) is above/below a certain level. Each operator can maximally obtain 5% of the total contract sum.  These quality surveys ensure a constant focus on quality. 

4.6 Further Steps ?

Public transport authorities must work continuously to make service tenders as attractive as possible for new entrants. Tendering material should be promoted and procedures made as accessible as possible. Public transport authorities need to bear in mind that bidding is very resource intensive for the operators – especially if they do not win !

Common rolling stock standards – at a national if not international level – is an element that could extend the group of potential bidders. 

Authorities may consider introducing a maximum limit on the market share. It would create the opportunity for potential new measures to be taken by the authorities to avoid future monopolies. However, this would not solve the problem of high contract prices, if there were no available operators willing to bid. Where only two operators remain, and one exceeds the maximum level, the other may benefit. 

In such a situation, as a last resort, public transport authorities could consider re-establishing an in-house operating division, which could then bid competitively for route contracts, as has been done in London and Stockholm. This would, however, not be allowed in Copenhagen under the current legislation. 

In Copenhagen, it is currently being discussed with the operators how to develop our contract model further. A partnership must be created, where some of the traditional competencies of the authority could be considered handed over to the operators e.g. the right to adjust the timetables. The partnership model focuses on less control and more development made by the operators themselves. These aspects could lead to a better performance for the customers.

4.7 Conclusion

Tendering has been a success in Copenhagen. Tax payers have been saved money, investments have been initiated, and quality on-board buses have increased over the years.

Experience from Copenhagen shows that authorities can promote competition for service contracts and create performance incentives, even though the structure of the bus industry has changed remarkably during the last 10-15 years. Key lessons appear to be that : 

· Tendering is a tool – not the goal - to improve quality and efficiency in public transport

· If tendering is applied, a learning process must be initiated to ensure that the tendering conditions are changed and improved on the basis of experience all the time

· Choice of operator is not only a question of price, but also a question of high quality. Previous performance etc. must form a large part of the selection criteria

· Quality of the performed bus service should be measured all the time. High quality gives extra payment. Likewise the operator is encouraged to invest in rolling stock and in the education of drivers. Only motivated drivers can deliver high quality. 

· Tenders must be made in small packages of bus lines. This enables new and small operators to make bids and enter the market.

· Length of contract must be balanced carefully. They must give the operators enough time to depreciate rolling stock and the education of drivers. But they must also be short enough to make the operators constantly alert. 

· Particularly when many operators are operating in one network, gross-cost contracts with performance incentives seem to be the most appropriate. Net-cost contracts look attractive, but are difficult to practice. There is no evidence of a better product or economy when net-cost contracts are applied. 

Specific policies for maintaining competition which appear worth considering include : 

· Marketing offensives towards potential operators by the transport authority

· Standardisation of rolling stock requirements

· Maximum market-share thresholds

· Re-establishment of in-house operating companies if supply competition falls too much

Promoting competition is a difficult issue. The potential options are relatively few. However, maintaining a competitive environment is critical if tendering is to continue to be successful in delivering cost effective operations and high quality customer services. Public monopoly proved to be bad in the 80’s, but getting a private one could end up being even worse. 

So far we have succeeded in fulfilling the three main objectives. More satisfied customers, high efficiency (low production costs) and continuous product development. If a public authority decides not to tender bus services, it must ALWAYS test and benchmark its results and outputs with other partners and colleagues. The system should not become a routine. We are always in competition and should do our best always.

5 Case Study D : Example of competitive tendering for additional  services in Free-market environment : Leeds / West Yorkshire, UK

This Case Study has been prepared by Mr. Brendan Finn based on direct interview with the West Yorkshire PTE (Metro) and a review of relevant literature.
5.1 Leeds

Leeds is the primary city in the West Yorkshire metropolitan area. The total population of the West Yorkshire area is about 2 million with 714,000 inhabitants in Leeds and 464,000 inhabitants in Bradford. The other main population centres are Calderdale, Kirkless and Wakefield. The West Yorkshire area thus has a mix of cities, substantial urban centres, towns, and rural areas. 

5.2 Institutional Framework

West Yorkshire was one of the Metropolitan Counties formed in the UK in 1974 as part of a reorganisation of local Government. The West Yorkshire area includes the areas of Leeds, Bradford, Calderdale, Kirklees and Wakefield. During the Thatcher years, elements of the structure and power base of the Metropolitan counties were deconstructed.

A fundamental element of the Metropolitan Counties was the creation of Passenger Transport Authorities. These were political level bodies, with representation from the constituent areas of the Metropolitan County. The West Yorkshire Passenger Transport Authority (WYPTA) is a public body comprising 22 councillors nominated by the five District Councils of Bradford, Calderdale, Kirklees, Leeds and Wakefield.

A brochure issued by WYPTA states :  “WYPTA is charged with meeting the public transport needs of the people who live and work in West Yorkshire”. However, their ability to do is quite constrained (see below) compared to cities such as London or Helsinki.

WYPTA executes its transportation functions through a Passenger Transport Executive . This was formerly known as West Yorkshire PTE, but is now called Metro. Metro is a full time public agency which receives its direction and authority from WYPTA. Prior to the 1986 deregulation of the British Bus Industry, WYPTE carried out all of the planning of the passenger transport in the Metropolitan County, and the principal operator was an operating division of WYPTE. Following deregulation, WYPTE was required to divest itself of its operating divisions, and to operate as a neutral party within the open market. 

5.3 The Regulatory Framework

The basic regulation for passenger transport is the UK Transport Act 1985, although a number of other instruments also are influential.

5.3.1 The Open Market

The basic principles is that the market should have freedom to provide services on a commercial basis (i.e. for profit and without subsidy, with the operator carrying all revenue risk), and that the public sector should not carry out any action that would interfere with the workings of the commercial market. Thus, operators are free to operate services as they choose. 

An operator is required to have a formal operator’s licence. This certifies that the operator is fit to carry out the function of providing passenger transport services. Subject to being so licenced, it is entirely their own decision :

· to enter or exit the passenger transport market

· to commence, modify or withdraw from any route

· the level of service offered

· the type, quality and quantity of vehicles (subject to general vehicle requirements)

· the tariffs charged, and any promotions offered

· to operate in direct or indirect competition with any other operator or service

5.3.2 Registration of Services

Operators are required to register routes with the Traffic Commissioner. They are required to do this when they commence a route, alter it, or withdraw from it. There is a standard form which the operator fills in and sends to the Traffic Commissioner. Licences are not issued, the registration is sufficient. 

Registration must be done not less than 42 days (6 weeks) before the change takes effect. This minimum period allows for some stability in the market place, and gives some warning to customers, authorities and other operators. Minor changes do not need to be notified, and where there are extreme circumstances (e.g. road closures, disaster, response to school term unexpected demand) then the 42 day period may be waived.

It is the responsibility of the operator to carry out the registration for tendered services (see clause 2.21 of the General Contract).

In West Yorkshire, operators are required to also send a copy of the registration documents directly and immediately to Metro. This is necessary both for the production of timetables, and to allow them to assess the impact on any tendered services or requirements. 

5.3.3 Services at the Command of the Authority

The authority is prohibited under the Transport Act from carrying out any actions that would interfere with the functioning of the commercial market. However, it is allowed to intervene where the market has chosen not to provide services, but only in a manner that does not abstract from the commercial services. 

Basically, the Authority is required to examine the passenger transport requirements after the market has registered all that it chooses. If the authority feels that there are gaps in the service, then (subject to available budget), the authority identifies services which it is willing to support financially, and offers these on the basis of an open competitive tender. This process is described in detail below.

Services offered for tender have no protection or exclusive operating rights. Any other operator is free to operate commercial services in competition with part or all of the supported service. Further, if a commercial route is implemented in competition with a tendered route, then the authority must immediately cease financial support to the tendered route. In practice, this happens only occasionally, and most typically immediately after the tender is awarded and before services commence. 

The authority has freedom and certain responsibilities to provide support activities (information, common ticketing schemes) and interventions for public transport (bus priority, terminal facilities) but must do so in a neutral fashion. Further, they are required to do so in a manner that does not place other operators at a disadvantage. This has seriously hampered the effectiveness of authority interventions since they require consensus from operators, and can be baulked by an objecting operator.

5.3.4 Traffic Commissioners

The Traffic Commissioner provides the main regulation of the bus operators. Operators are required to register themselves as operators with the Traffic Commissioner for the area. They are then required to register all services which they operate, as well as all changes to these services, not less than 42 days before the change. 

The Traffic Commissioner basically regulates the ‘fitness to operate’ dimension. The TC has substantial powers to examine the practices and performance of operators, and to place restrictions on the operator’s licence. Based on the reports of the Enforcement Officers and of substantiated complaints, the Traffic Commissioner has the power to :

· Withdraw an operators licence entirely

· Restrict the size of the licence (number of buses in operation)

· Impose fines

· Put conditions on the licence

· Require the operator to deregister routes

Basically, these measures are in response to the performance of the operator in terms of safety, reliability and operating practices, and are designed to ensure that the operator behaves in a sound manner. 

It would be reasonable to state that the operators have far more fear of the Traffic Commissioner (who can seriously constrain their business) than of Metro (who could terminate a contract which is a small part of their business).

5.3.5 Office of Fair Trading

The Office of Fair Trading (OFT) regulates the ‘fairness’ dimension. It is basically concerned with identifying and correcting any anti-competitive behaviour, either in the form of collusion or of unfair aggressive practices. The main impact of the OFT occurred in the earlier years of deregulation (1987-1990) when there was extreme competition, irregular practices, blatant damaging of competitors, and destructive competition. Nonetheless, the OFT still has a role to play since there are now six big companies who can collude with each other to avoid having to compete, yet block entry or expansion to other firms.

The OFT has substantial powers to fine offenders, to require them to desist from practices, or even to withdraw from or reverse market actions. 

5.3.6 Monopolies and Mergers Commission

The Monopolies and Mergers Commissions can intervene where it considers that a monopoly is being formed contrary to the public interest, or where a merger would allow such a situation to occur. They have extensive powers to prevent mergers and acquisitions from proceeding, or to require the break-up of entities that they considered have reached an unacceptable monopoly position. 

5.4 Ticketing and Integration of services

The primary initiative for fares, ticketing and integration lies with the operators. This is considered to be a key commercial dimension, and so Metro do not have the right to impose tariffs, fare structures or ticketing schemes on the operators. 

However, as long as they respect the rights of the operators and do not undermine their business, Metro are free to take certain initiatives. These are :

a) A travel card scheme in which the operators can choose to participate

b) A standard fares schedule on tendered services

c) Concessionary fares

5.4.1 The Metrocard and other common fare products

The Metrocard is an unlimited travel pass with the following variants : 

· Bus only for the whole county of West Yorkshire

· Four variants of rail zone combinations, and including countywide bus

· Time – weekly, monthly, quarterly and annual

· Student variant, priced at about 58% of the full adult version

The Metrocard scheme is managed, operated, marketed and distributed by Metro directly. Operators choose whether to participate in it (in practice, they all do). 

Other fare products include :

· the MetroRover for unemployed people allowing them half-price travel; 

· DayRover tickets with variants for family, bus and rail, bus or rail only, concessionary

5.4.2 Fares on tendered services

Metro provides a schedule of tariffs as part of the call for tenders for contracted services. This is a detailed stage-based set of maximum tariffs, differentiated by adult/child, and by peak/off-peak. The schedule of tariffs forms Schedule 4 of the Tender and becomes part of the contract. 

Operators are free to offer alternative tariff structures in their tender response, and this will be evaluated as any other variation.  

It appears that fares on subsidised services cannot be lower than the lowest commercial scale applying the area of operation, nor higher than the commercial scale prevailing in the area.

5.4.3 Concessionary Fares

Metro sponsors a Concessionary Fare scheme for elders, various categories of handicapped, and some other categories of users. This is a standard, published scheme, and is available to both contracted and commercial services. Total contribution for all services in 2001/2 is budgeted as £21 million. 

5.4.4 Integration of Services

Passenger transport services are not formally integrated. This is not possible under the current interpretation of the Transport Act, since it creates a favourable alliance of operators, and could be seen as anti-competitive. Equally, bus operators are not permitted to manage their services so that they provide a complementary set of services (e.g. two operators on the same route agreeing to operate at regular intervals), since that would be considered as collusion. 

Nonetheless, Metro does make efforts to integrate the modes, by providing bus terminal/stop facilities at rail points, bus stations and common stops, supporting park’n’ride facilities, and integration of soft modes (cycling, walking) with public transport.
5.5 Metro

Metro is the transport authority for the West Yorkshire area, although its role in determining the quantity and specification of services is constrained as described in section 3. WYPTA provides Metro with the authority to carry out its functions (see section 2 above regarding WYPTA’s authority). Metro is the professional executive arm of WYPTA.

5.5.1 The role of Metro

Brochure materials describe the role of WYPTA and Metro as : 

· Pay for over 20% of local bus services

· Specify, pay for, develop and monitor local rail services in partnership with the SRA, Railtrack (now Network Rail) and train operators

· Administer and support a comprehensive concessionary fare scheme for the elderly and disabled people, students, young people and schoolchildren

· Provide stops, shelters and most bus stations in West Yorkshire

· Encourage and administer integrated county-wide prepaid ticketing schemes

· Promote equal access to public transport for all

· Co-ordinate activities to achieve better integrated public transport services

· Provide travel and tourist information in printed form, by telephone and on the internet at http://www.wymetro.com 

· Develop varied and innovative ways to combat congestion and encourage public transport use – through the example Bus Quality Corridors and Partnerships, Guided Bus, the Leeds Supertram scheme and the Travelwise initiative

5.5.2 Funding Metro’s activities

Metro’s activities are funded by WYPTA, which raises money through a levy on the District Councils and through direct Government grants for particular projects. The Districts receive part of their costs from Government grants and raise the remainder from the Council Tax. 

The budget of WYPTA for 2001/2 is £113 million, and is sourced as follows : 

Passenger Transport Levy

47.9%

Government Grants


31.5%

Income received


18.0%

Contributions from reserves

 2.6%

The funding is spent as follows :

Rail support



31.1%

Concessionary fares


18.6%

Subsidised services and accessbus
14.7%

Prepaid tickets



13.8%

Financing of capital


 7.2%

Development and other support

 6.9%

Passenger services


 6.5%

Pensions



 1.2%

Approximately £15 million is spent on subsidising tendered services, and approximately £21 million on concessionary fares. While these budget headings are controlled, the nature of the expenditure is very much under the control of WYPTA and is administered by Metro. 

A further £50 million is made available to the rail franchise. While Metro does determine the service levels, they are effectively a conduit of the funds from Central Government. 

5.5.3 The Structure of Metro

Metro has three main departments, each with a Deputy Director General reporting to the Director General :

· Projects (includes Guided Bus, SuperTram)

· Corporate Services

· Transport Services

The Transport Services has three divisions : 

· Transport Services 
· Marketing  

· Policy

The Transport Services is the most relevant division for the ECA Region and UPT Reform. This manages and supports the following activities : 

· Tendered bus services

· Rail services

· Timetables

· Concessionary fares

· Prepaid tickets

· Schools transport

· Operator performance

There is a total of about 90-95 persons involved in the division. 

· This includes about 30 data collectors (prepaid ticket usage, passenger levels, fare collection performance). 

· There are about 10 people involved in contract performance monitoring. 

· A group of 5 people involved in operator liaison at district level. These people have a lot of network knowledge. They deal with customers, local authorities, and operators. They also deal with the traffic and highway authorities on minor traffic matters. 

· These people link with the Value for Money (VFM) team – effectively the Tendering Team. This tendering team also have a lot of network knowledge. The two teams lead to the tender needs being derived.  

5.6 Public transport supply

Public transport consists of the following service types/modes :

· Scheduled bus services (city and rural)

· Regional rail services

· Accessbus 

Bus is the dominant mode of public transport both within Leeds and throughout the West Yorkshire county. Total local bus journeys for 1999/2000 were 199.4 million, are forecast at 200 million for 2000/2001 and 2001/2002, with a target of 206 million for 2004/2005.

Bus services consist of four main strands : 

a) Scheduled general services provided on a commercial basis by operators

b) Scheduled general services provided by operators under contract to Metro

c) Schools services provided under contract to Metro

d) Special services (AccessBus) provided under contract to Metro

Leeds has three busway sections, the first opened in 1995 and the most recent in January 2002. Bus operators were required to fit the needed gear such as guidewheels, and training drivers. 

Rail services are provided under a concession franchise by the Strategic Rail Authority (SRA). The specific service levels are determined by Metro, but the contract and management is the responsibility of the SRA.

A tram service is planned – Leeds SuperTram – which would provide 28km of low-floor tram services on 3 lines, with Park’n’Ride and interchange with the bus and rail stations. The CPO for Line 1 was awarded in December 2000. 

5.7 Network Planning

The first level of initiative for service planning lies with the operator. They have an absolute right (subject to fair trading and practices) to determine which markets and market segments they will contest, the nature of the service offer, and at what price. The collective market offer (subject to non-collusion) takes absolute precedence over any desire on the part of the authorities regarding the overall service offer. Thus, the authority is not in any position to develop a network.

Nonetheless, Metro is permitted to support services where they consider there is a need, and where it does not undermine or abstract from commercial services offered in the open market. In practice, this means that after the operators have decided what they wish to offer commercially, Metro can then step in and offer financial support for non-commercial services.

It is a specific attribute of the British bus industry that operators will register services for specific times of the day and days of the week, and even at trip level on what they consider to be commercially viable. In particular, they decide not to register services in the early morning, the off-peak, evening, weekends, etc. They will take into consideration whether any competitor would find it worth their while to enter the market just for those particular trips, knowing that the incumbent could then also operate in those times as well. Equally, they may take a calculated gamble that Metro will feel obliged to sponsor some or all of the non-registered times due to public need, and thus have some additional income.

In any case, Metro reviews the service need taking into account the registered commercial services, their own knowledge, feedback from communities, and Value for Money criteria. They form an opinion on service requirements, and identify routes or specific services on routes that meet Value for Money. 

The process is more “intuitive” than “modelled” in the sense that there is not a high level travel demand model used to determine the optimal network and to derive the routes and service levels. There is not a formal network review process by Metro. In practice, the operators don’t tend to change services without talking to Metro first, so in this sense there is a two-way dialogue and a reasonable relationship.

Most of what’s there is included in the Bus Strategy. Every County must produce an annual Bus Strategy as part of the local Transport Plan process, and it covers a rolling 5-year period. 

Some aspects of the network approach are historic. The pre-1986 network has been preserved, by and large. As it happened, deregulation followed a previous 5-year period of optimisation of the network, as the WYPTE tailored the services to the identified needs. Following deregulation, Metro were anxious to preserve this network as much as possible. It appears that there was no major initiative from the private sector to generate an alternative network, and thus the route structure remained intact (even if there was competition and changes in frequencies etc. on the individual routes). 

Metro succeeded in maintaining this network through supporting the non-registered elements for about 5 years after deregulation. In the early ‘90’s budget pressures required them to cut about £2 million of support out of the tendered services. There was stability for a further 5 years until 1998 when a further £3 million had to be taken out over a period of 3 years. Since they had time to manage this, they were able to mitigate the effects. It also coincided with contracts of 3-year duration coming up for renewal.

5.8 Operators

Bus services in West Yorkshire are provided by over 40 bus operators, all of which are in the private sector. The market entry/exit mechanism allows new operators to enter the market as they please (subject to having an operator’s licence) and they can either register commercial services as they please or compete for tendered services. 

Despite the large number of operators, one operator is dominant, there are only two large operators, and three operators have about 95% of the market share among them. 

· First Bus is the dominant operator, having about 70% market share. This entity contains the legacy of Yorkshire Rider, the former operating division of WYPTE. Having passed through Badgerline, it is now part of the First Bus group. In 1996 it had about 3,200 buses. 

· Arriva has about 20% market share. This entity contains the former NBC operations. 

· Keithley and District has about 5% market share, with about 80 buses

5.9 Procurement of Services

Since 1986/7 the primary right of initiative lies with the operator who is free to register, operate and withdraw from commercial services as it sees fit, subject to any restrictions on its operating licence.

Metro can then procure services which it considers are required to meet the mobility needs of the people, providing that such actions do not undermine commercial services or abstract revenue from them. Metro procures services on a competitive tendering basis. 

In all, about 80% of all mileage is operated commercially, with about 20% of mileage tendered. The distribution of tendered services closely mirrors the market share of commercial services. 

Equally, about 80% of service have some tendered elements – early mornings, inter-peak, evenings, Sundays, and even certain days in the rural areas. For routes which are part commercial and part supported, the incumbent on the commercial part usually wins the tendered part. 

Typically, where a route is tendered on an all-day basis, it goes to a smaller operator. This reflects that there is probably no commercially viable element to the route that would have interested the larger operators, and the route is probably small and without potential for efficiencies.

Tenders are typically :

· for the individual route

· for part days on routes

· of 3 to 5 years duration

· net cost, the operator carries the revenue risk

Tenders are advertised in batches. There are 12 big batches, and as the contracts are 3-5 years in duration, typically 2 or 3 of these batches come up for renewal each year. In addition, some smaller batches are advertised from time to time in response to changes in the commercial registrations or new travel patterns which require changes to the supported services. Schools transport is also advertised on an annual basis.

The batch is developed and specified by Metro staff. They review the existing services and current tendered services against Value for Money criteria to see how they have been performing, analysing operator ETM data using the Transform package. They will typically support the overview with some more detailed surveys, and then review the ideas in open session with the relevant people in the area. They now review area tenders as part of a block, and can look again at whether they would do network changes at the time of the renewal. The end of this process identifies the trips wanted for the tender, thus creating the batch.

The batch consists of a set of items to be tendered. This would typically consist of time periods for a route (weekday early mornings, weekday evenings, weekend) and occasionally an entire route. 

Bidders are free to bid for individual items, or they may offer a reduced price for operation of combinations of items.

It usually takes about 16 weeks from first advertisement of the tender to operation of the services.

There is a formal approval process through which the proposals are presented first to the Metro Board, and then to the PTA for approval. However, they typically proceed with the  first notification to operators seeking their interest in bidding for the batch in parallel to the approval process. 

Note that procurement of services under contract does not confer any protection on the service. On the contrary, if a commercial service is registered on the route, then Metro must terminate its support for the tendered service. This happens occasionally, although usually immediately after the contract award. This could be that the incumbent on the commercial section has gambled on getting some subsidy support as well, when a competitor wins the tender process, he decides to operate it all commercially after all (or at least the bits he lost). Alternatively, an operator (not necessarily the incumbent) may wish to obstruct a competitor or new entrant getting a foothold in the area.

The Transport Act 2000 and its associated instruments are likely to give the transport authorities far greater powers to procure services, to protect corridors that they procure, and to continue to fund them even if operators register commercial services. 

5.10 The Tendering process and Documents

a) While the approval is awaited, Metro circulates to operators that there is a batch of tenders coming up. This is notified to people on a tendering list. Anyone can be placed on the list on request, and Metro makes efforts from time to time to encourage operators to sign-up to the list. At present, the list has about 180 entities. 

b) The initial letter gives them an indication of the timescale, and asks whether they would be interested in participating in the tender. They return a simple pro-forma and will then automatically receive the formal notification. This allows the operator to identify which routes, times of day etc. they would be interested in bidding, so that the operator will then only receive the documentation in which they are interested. 

c) When approval is received, the formal invitation to tender is issued. This is a standard document which the bidder must complete. For those who responded initially, the material is tailored to their response. However, entities that did not previously reply are entitled to receive documentation if they wish.

d) The documentation includes the formal invitation to tender, instruction to bidders, tender process and evaluation procedures, the tender form, and the specification of the services. They do not normally send out standard conditions of contract, details of concessionary fare scheme, penalty/contract performance scheme etc. These are sent out separately from time to time to reduce the mound of documentation (since the operators have them already) but they are always available on request. 

e) Metro holds periodic seminars with operators to present the approach, explain how to fill in the form etc. 

f) The explanatory notes provide detail on what information must be submitted. In particular, it identifies the total responsibility on the bidder to have properly calculated the price, to register the service(s), to satisfy themselves on the actual mileage on the revenue potential of the route. It also explains the process of offering variants or combinations of tenders.

g) The service specification includes the exact route and stopping places, departure and intermediate point times, and any connections with other services. 

h) The vehicle specification is extensive, but in fact describes a very basic bus specification by world standards. Nonetheless, it could be a useful instrument if the standards are raised.

i) The only things that the operator has to describe is the price for each item bid, and a brief description of the vehicle type used.

j) The operator can also add appendices to describe variants offered and/or combinations of items which are offered at a reduced price. 

k) The process normally allows two weeks for the operator to respond to the initiative, and a further two weeks to identify which services they want to bid. There is then 2-3 weeks allowed to submit a bid, followed by a further 2-3 weeks to appraise and award the bids. Contracts typically start 6-7 weeks after award. 

5.11 Selection Criteria and Marks

The selection process is based very strongly on price, although there are certain reasons why the lowest price might not win the contest : 

a) The operator’s previous record, if any, in terms of compliance with legislation or reliability of service

b) The combined size of tenders submitted compared with an operator’s resources

c) The type and quality of vehicles offered. 

Metro is also free to consider variants offered by operators against the best performing standard bid, and they may select a higher price variant where they feel that there is a clear value for money case. Normally, there is a flexibility of up to 15% above the best standard bid price. 

5.12 Evaluation and Selection Process

The evaluation and selection phase normally takes 2-3 weeks. 

There is no pre-qualification process. Anyone is entitled to obtain documentation and submit a bid, although obviously anyone without an Operator’s Licence will be immediately disqualified. 

All bids are submitted on a  single envelope basis. This must contain : 

a) The pro-forma bid including price 

b) Four standard schedules covering the route, service levels, vehicles and tariffs

c) Annexes containing details of any variant offered 

d) Annexes containing details of any offer for reduced price for combinations of services

e) Copies of their PSV Operators Licence / Community Bus Permit and their Certificate of Insurance

Omission of some of this documentation can lead to the bid being disqualified. 

Envelopes are opened and there is a formal recording of the contents and the bid. Bids which do not satisfy the conditions or which fail to provide needed documentation are disqualified. The lowest price bid that conforms to the specification is identified. Metro has the authority to reject a lowest price bid for poor past performance by the operator, or where they have good reason to believe that the operator does not have the capability to deliver the services. The operator’s bid is binding. 

Variants are compared to the best conforming offer, and Metro has some freedom to accept a higher priced bid where they are satisfied that there is a Value for Money case. 

Metro can also do a ‘sanity check’ on what has been offered. They can ring the bidder and follow up in writing where they feel that there may be errors. The operator may respond in writing within 48 hours. Metro cannot identify the specific concern, but simply ask the operator to look again at the bid. If there is a tied bid, then Metro can offer the tied bidders to make a re-bid. 

Metro identifies the preferred bid. They take a judgement on whether the result is acceptable in cost terms and operational aspects, and whether to recommend to PTA that this or any bid should be accepted. They may have some post-bid negotiations with the operator. In particular, they may negotiate the price where there have been few bidders. 

Metro goes to the PTE Board and PTA for approval to accept the various winning bids, and to proceed to contract. The non-winners are not informed at this stage. The winners are informed verbally, subject to approval. Following approval, they write to formally confirm the acceptance of the bid. The availability of information on the bids is announced (highest/lowest price, number of tenders, name of successful tenderer) but the information itself is not published – it’s available on request. 

5.13 Contracts and Monitoring

Following approval, the contract is drawn up, and the winner is invited to sign it. Since the general conditions of contract, production schedule, quality parameters, basis for calculation of payment, and vehicle requirements were already committed in the tender documentation, and the price has been bid, then there is not any scope for negotiation of the conditions.  Any post-bid negotiations on price have already been done prior to approval, so contract signing should therefore be a formality.

There is a formal set of conditions of contract, most of which is fairly standard. The operators must self-report and there are penalties for both failing to report, and for under-reporting failures or defects. Reductions are applied to the contract price for either lost trips or late trips.  Operators are required to notify Metro where the service is insufficient. Metro staff are entitled to board the vehicle for monitoring purposes.

Contracts can be terminated for serious breach. Metro can issue warnings for poor performance, and can terminate the contract on a third warning event in a 12-month period. The contractor may terminate the contract with 3 months notice, or Metro with 6 months notice on a number of described grounds.

In addition, there is a performance regime which attracts penalty points and financial penalties. This is fully described as an annex to the contract. Penalties accumulate on a rolling 12-month period, and trigger warnings. This is wide ranging and includes such items as the display of notices, vehicle conditions, cleanliness, failure to pick up passengers, reliability, customer care, and operation of the route. 

Metro have 12 people on the contract monitoring side. There are 4 tender monitoring officers who act as incognito passengers, and assess the service performance according to the criteria defined in the contract. If they identify any fault, they provide a note to the driver and this is followed up within 2 days by a written notice to the operator. The operator must then respond with an explanation, and penalty points are applied unless there is a satisfactory explanation. There is a financial penalty of £20 per penalty point. Typically about £10,000 per month is applied in penalties. 

There are also 6 Quality Surveyors who operate off-bus and make observations on punctuality, trips operated etc. If a trip doesn’t run, there is a deduction from the contract price for the lost mileage. If it is not reported but observed, then the penalty is doubled. 

Note that while an operator might ultimately have the contract terminated for poor performance, this does not have a very significant impact on their business. However, ongoing poor performance can cause them to run foul of the Traffic Commissioner with very serious consequences such as restrictions on their operator’s licence including the number of service vehicles they can run. 

It is noted that in the last 2 years a lot of effort has been made by the operators in improving punctuality and reliability. Operators are going for smaller rotas led by senior drivers so that they have a better capability to function as a collective on the street and reduce operational problems. Some of the operators are now using GPS to monitor services, and Metro are now introducing GPS in Denby Dale as part of the Rural Bus Challenge funding initiative. 
5.14 Experience with tendering in West Yorkshire

At this stage, there is very little real competition in West Yorkshire, and this mirrors the experience elsewhere in the UK outside London. There has been very little on-the-road competition for year, since it is ultimately destructive. The operators have consolidated, and with First Bus having 70% of the market, any newcomer or existing operator (e.g. Arriva) would have to be willing to take them on over a sustained period of time. 

The tendered services offer a useful, but ultimately minor portion of the revenue stream for the operators – the budget for Concessionary Fares is just as significant – and for part routes it almost invariably goes to the incumbent operator.

At this stage, the average number of bids per regular service tender is around 1.2 – 1.3, although for schools services it is genuinely competitive at about 5 bids per contract. 

In some cases, there is genuine competition, but more typically the other bids (where they are made) are just done for form’s sake. They tend to be more expensive with little expectation of winning, but there is always the possibility that the incumbent will make an error either on price (getting greedy) or on documentation and be disqualified. 

West Yorkshire is now facing a significant uplift in bid prices. The industry norm was about 17% in cash prices (remember, renewal after 3-5 years, hence general inflation anyway) but this year it has been 22%. They had foreseen this uplift, but hadn’t budgetted for it. Nonetheless, they went back to the PTA for supplementary funding and got it. Hence, nothing had to give  this time in terms of the level of supported service as a result of the price uplift. 

5.15 Information sources

1) Structured interview with Metro on Thursday 24th October 2001. 

2) “Working Together for Public Transport” – WYPTA brochure

3) “Information for Tenderers – Explanatory Note” - Metro

4) “Form of Tender” – Metro

5) “General Conditions of Contract for the Provision of Public Passenger Transport Services” – Metro, March 1998

6) “Contract compliance for tendered bus services” – Metro, December 1997

7) “Quality Partnership Agreement – A629 Wakefield Road, Huddersfield” – Metro, September 1999

6 Case Study E : Example of Regulated Competition : Gothenburg, Sweden

This Case Study was made by Mr. Ragnar Domstad of Västtrafik (the authority with responsibility for Gothenburg) in the proceedings of the UITP Conference on Contractual Relationships between Authorities and Operators in Vienna on 24-26th February 2003. The original material can be sourced through www.uitp.com 

6.1 Background

In the City of Gothenburg there was a planning department, Gothenburg Spärvägar (GS), which was responsible for planning and operating public transport until 1989. In the Greater Gothenburg area (outside Gothenburg) there was a parallel organisation for public transport called Gothenburgsregion LocalTrafik AB (GL). In 1989, GS became a shareholding company in order to make it easier to prepare for competition. The Planning Department including information, marketing and finances for public transport formed a temporary secretariat. A new city department Trafikkontoret (TK, Traffic and Public Transport Authority) was formed in 1991. One department was called Stadstrafiken (Public Transport Authority) and the staff was transferred from the temporary secretariat to TK/Stadstrafiken. There was another department for the infrastructure including tracks for trams, roads, stops and terminals. The first tenders for bus services in the city started in 1992 with start of operation in 1993. Some years later, tenders also started for GL. 

In 1998, a new county called Västra Göteland in West Sweden was formed, consisting of three former counties. In 1999, a new public transport authority called Västtrafik was therefore formed for Västra Göteland. Due to the great area it covers, four subsidiaries were formed and one is Västtrafik Gothenburgsområdet (VTG, West Traffic, Greater Gothenburg Area). The staff from Stadstrafiken and GL make up the staff in VTG. The City of Gothenburg is not responsible for public transport any more.  One business area within VTG is called Stadstrafik and is responsible for Public Transport in Gothenburg and two suburbs. 

Västtrafik is responsible for bus, tram, ferry and train traffic (commuter train, regional train, and some seats on intercity train) in the county, and all four types of transport exist in the Greater Gothenburg Area. The ticket system is also integrated and tickets can be used on all types of public transport. 

The legal framework can be read in a publication from Svenska Localtrafikforeningen (SLTF, national public transport association) and can be downloaded from their website www.sltf.se (click on Publikationer and you will find Public Transport in Sweden – Co-ordination and Competition. )

In Gothenburg and the Greater Gothenburg Area, ⅓ of the bus production has been out for tender at a time. Usually, the contract is for operation in a geographical area or around a transfer point. The average duration of the contract is for 5 to 7 years. In order to let smaller bus operators participate, the tender is usually split up into smaller packages. However, approximately 45 operators in West Sweden have joined in a limited company called Buss i Vast (Bus in the West). If they win, the contract is given to Buss i Vast and not to the operators that will do the actual operation.

The tender documents have to be ready so that the call for tender can be made about 1 ½ years before the operation.  The reason is that the contract has to be signed about a year in advance so that the operator can purchase new buses. Operations in Sweden all start in either the first week of January when the schools start, the middle of June when the schools end, or the middle of August when the schools start. This means that operators in all counties have to purchase buses for those three dates. SLTF have now published a bus specification called Bus 2000 in order that an operator that loses a contract should be able to use the bus in another part of Sweden i.e. they must have the same specification for all buses. 

6.2 Allocation of Risks

The operators are paid monthly by vehicle-kilometres operated / timetable km. Usually there is a marginal price for changes of operationup to ± 20%. Therefore, we don’t have to negotiate changes in the price due to smaller changes.  The operators usually take over a risk of 25%. 

In the latest tender, we evaluated the material from the operators with a distribution of the weight : 45% for price and 55% for quality. For that purpose we have an evaluation table, and the operators have to answer a number of questions. 

6.3 Responsibilities related to the provision of Public Transport Services

The authority decides for the route network, headway, quality, fare and ticketing system, information and marketing/promotion. The authority also gets the revenue for the advertising on the outside as well as the inside of the vehicles. The operators are responsible for generating detailed timetables.

The buses are owned by the operators that are also in charge for safety. The newer trams in the city are owned by Trafikkontoret/Traffic and Public Transport Authority (they are leased). Ferries are owned by the operator.  Trains are owned partly by VT and partly by the national railway. VT is also a member of a train vehicle pool for authorities – for regional trains.

The authority owns the ticketing system and other devices belonging to ticketing, radio system and vehicle computers (for monitoring and passenger information). Maintenance is done through the operators. 

We have functional requirements for the vehicles – in the future we will use Bus 2000 as mentioned above. Also requirements on the staff – they will have to know the route network, be service-friendly and they have to wear a uniform of the company. This autumn, we will test a special training for bus drivers that will lead to certification of bus drivers for VT. This certification is meant to be a requirement in the future.

In Gothenburg, the infrastructure is owned by the city through Trafikkontoret. In municipalities outside the city, the infrastructure is owned by those municipalities and in some cases the Western district of Vägverket, the National Road Department.

6.4 Clauses related to the Execution of the Contract

Contracts have a validity of 5 years with an option for the authority to continue up to 10 years. A price index is used and it includes the consumer price index, fuel, and labour costs.

A number or reports have to be handed in every month by the operator in order to be able to monitor the operation. We also have a number of working groups with the operators, such as working groups in the area of safety/security (including members of the police) graffiti/vandalism, but also to follow up general questions.

After some years of tendering, we found that the operators needed incentives because they were paid without having to care for getting more passengers etc. One type of incentive that has been used therefore is a revenue incentive.  We measure the number of boarding passengers through our ticketing system. On buses, all passengers have to board through the front door and the driver supervises the validation of magnetic tickets. Almost all passengers have a type of magnetic ticket that has to be validated at all transfers – also monthly and annual passes. We also have environmental incentives. Even though we probably have the toughest requirements on exhausts and fuel in the world, the operators can get an incentive if their NOx and particulate values are better than in our requirements (usually 2-3 years ahead of Euro standards). We tried once a quality incentive, but it was hard to measure, so we have discontinued that incentive.

If a trip is not carried out and the operator is to blame, there is a penalty. A somewhat smaller penalty is applied if the trip is carried out to 90%. We also have penalties for vehicles that do not meet the requirements. As we have the daily newspaper Metro on board, a penalty is imposed if the driver has not put any papers on board in the special rack in the morning (the operator as well as the driver gets paid for having Metro on board). It seems as if penalties play an important part form the operators’ point of view – they seem to look at this year’s cost of penalties and try to get better. 

If the quality requirements are not met, the operator is given a chance to get better and has to show a plan of how to meet the requirements. If the operator fails to a number of times, we may cancel the contract and go out for a new tender. 

Subcontracting is allowed, but VT has to approve the subcontractor. Subcontracting is fairly unusual in Gothenburg, but the operators sometimes ask another operator to run single runs on their behalf. They have also helped each other when there have been staff problems and vehicle problems in connection with change of operators. Subcontracting is used, however, if there is a big work for the tram systems and no operator has enough buses and staff for the replacement services. In that case, one operator gets the contract and the rest of the operators are subcontractors. 

6.5 Comments - evaluation

The city-owned operator GS got a possibility to prepare 3-4 years for competition, so that they could adjust to the new rules, get lean management etc. At the first tender with the start of operation in 1993, the price in the city was reduced by 45% compared to the price in 1989. In the next tender, the price was reduced by another 5%. These reductions are extreme. Reductions of 10-20% are otherwise usual in Sweden. Due to much higher fuel costs a few years ago and also rising labour costs, we have negotiated some contracts about the rice index. In the beginning it was just the consumer price index that didn’t take into consideration (as separate factors) costs for labour and fuel. In the latest contracts, prices have gone up considerably and in some parts of Sweden there have been 30% higher cost recently. In Gothenburg, the price is still lower than before the start of tendering in 1992/3. 

After a few years we found that incentives were needed. We regulated almost everything and there was nothing to make the operators play an important part in the total picture. We have tried different models for incentives  - see above – and have now come to the conclusion that we want to stress the importance of quality compared to price, so quality has the weight of 55% and price 45% in our evaluation of tenders. 

We had few complaints about the way we performed our evaluations and we had no legal procedure against us. Once, there was a very good quality operator (best quality in the region) who had made mistakes when they calculated the price and they went bankrupt. We had to take a fast decision to split up the operation among the next two operators. They took over the staff and vehicles, and the passengers didn’t notice much the change of operator. If we had to decide to go out for tendering once more, we would have been delayed by about a year and we would have had very large problems. Other operators were in agreement about our decision and we could prepare for a new tender without any great pressure.

In some European countries it is a great issue that a new contractor has to take over staff and vehicles, at least for a year. It has been estimated that approximately 20% of drivers look for another job every time there is a change of operator. In Swedish labour unions there is a rule that the person who was the last one to be employed has to be the first one to leave at poor times when the staff has to be reduced. Some authorities, including VT, engaged themselves in helping the operators to start a bus driver school although it is not the responsibility of the operator. This gave the authority a good reputation with the operators. 

If there is a problem with the tram system, we used to have a possibility to send out a number buses at fairly short notice. After tendering started, the number of spare buses is very low. If we want to have a better reserve, we have to pay the operators for having those extra buses and drivers. 

As can be understood from this description, we have had to meet many problems during the 10 years of tendering. We have been fairly flexible and have tried out new methods and as a whole, despite the changes we have had to make, we have been successful.

7 Case Study F : Example of Negotiated Contracts : Oslo, Norway

This Case Study has been prepared by Mr. Brendan Finn based on direct interview with Oslo Sporveier and a review of relevant literature.
7.1 Context of Oslo

Oslo has a City Government. There is a City Parliament of elected members. The Mayor is Chair of the Parliament, but does not have a powerful executive role. 

The City Executive Board is the real executive power, and the leader of the City Board is the key figure in the City. The City Board has a number of Commissioners. Currently, there is no real majority in the Parliament. Alliances must be formed, so ‘fractions’ can cause problems to get things implemented. 

The population of Oslo Municipality is 510,000 people. There is not a strong hinterland outside the Municipality boundary. Car ownership is about 370 cars per 1,000 inhabitants.

7.2 Public Transport Offer in Oslo

Public transport in Oslo consists of the following main modes :

· A metro line operated by Oslo Sporveier

· A tram network operated by Oslo Sporveier

· A city bus network of which 60% is operated by the Oslo Sporveier and the rest by private operators

· Ferry lines

· Regional bus services of Stor-Oslo Lokaltrafikk and operators under contract to them

· Regional rail services operated by the national rail 

· An express rail line to the airport operate by a private concession

Currently passenger carryings are about 165 million per year.

In general, the Metro provides the access from the outer suburbs, and the trams provide the infill and the inner city coverage.

The Metro network has five lines providing quite extensive coverage of the urban area, of which one is daytime only without Sunday service. It operates in a broadly east-west axis on a common trunk through the city centre, but well diffused on each side of the city, having four separate branches at either end. Services operate at 15 minute intervals in the peak hours and daytime, and at 30 minute intervals in the evening.

Metro line 3 extends beyond the Municipal boundary. It is also foreseen that the outer part of the line will be converted to tram, interchanging with the Metro closer to the City. This will reduce the overall length of the Metro line. It appears that the decision is linked to both the cost of upgrading the Metro and to the issues over who pays for the, being within the Akershus county.

The Tram network consists of 8 lines operating at 20 minute intervals throughout the day, except for two that do not have evening or Sunday service. These provide quite good coverage of the inner city area, and especially of the core city. The Trams are being given a quite substantial upgrading, especially in terms of rolling stock. They are also being used as a more direct instrument of urban transport policy.

There are 26 main bus lines, operating mostly at 15 minute intervals in the peak, at varied intervals in the daytime, and mostly at 30 or 60 minute intervals in the evening. 3 of the routes are daytime only with no Sunday service, and one is summer-time only.

Regional rail services are operated by the National Railways on four main axes to/from the city, which in turn branch to offer services in eight principal routes. In addition, there is an express rail service to the new airport which has been constructed and is operated by a private entity.

There are two year-round ferry service which serve the islands and the far coast, operating at hourly intervals. Two other ferry services operate in the summer season. 

The main ticket types available in Oslo are as follows : 

	Ticket Type
	Price (NOK)
	Details

	Single
	22
	Travel with unlimited transfers for 1 hour from the time stamped on first validation; sold from drivers and vending machines

	Flexi-Card
	135
	Multi-journey coupon card offering 8 single tickets; can be used also when 2 or more people are travelling together. Sold by drivers, at Metro and railway stations, and at kiosks

	24 Hour pass
	50
	Day-card allows unlimited travel within the City of Oslo limits for a period of 24 hours from first validation. Sold by drivers, vending machines, Metro and railway stations, and at kiosks

	7-day pass
	160
	Unlimited travel within the City of Oslo boundaries for 7 days or one month from first validation. Available at Metro and railway stations, and at kiosks. Not available from drivers.

	Monthly pass
	620
	

	Family discount
	
	On Saturdays and Sundays, adults using a Flexi-Card or a 24-hour pass can bring up to 4 children (under 16) free of charge


These tickets and prices are designed for the network within the boundaries of the City of Oslo. This actually covers all of the tram network, virtually all of the bus network, and most of the Metro network except for the outer parts of Line 2 (3 stations) and Line 3 (11 stations).

The penalty for not having a valid ticket is NOK 750.

7.3 Organisation of the UTP in Oslo

The authority for transport lies with Oslo City Council and is vested in the Municipality. 

Oslo Municipality has given Oslo Sporveier the responsibility for co-ordinating the operations and buying the services in the market. It has a total monopoly to do this, and for the moment there has been no competition to them.

While there is some co-operation with the surrounding County, in practice Oslo Municipality is quite large with much undeveloped space and forest. It appears that Oslo does not consider that there is a need to integrate closely with the counterpart agency Stor-Oslo Lokalstrafikk.

Oslo Sporveier is 100% owned by the Municipality. It is an integrated administrative and operational company in so far as it plans the service, operates trams and buys bus services in the market. Oslo Sporveier has a total staff of about 2,300 people including the daughter bus company (there are about 500 more people in the private bus companies). The administration has a total staff of about 100 persons.

Oslo Sporveier needs a subsidy to operate, and received this from Oslo Municipality. Oslo Sporveier “decides the tariff,  in co-operation with the Board”. Oslo Sporveier decides the transport supply, also in co-ordination with the Board. 

During 2003-4, they are making a new organisation which will change the relationship between the Municipality and the company. Among the reasons for this is to create a more competitive market.

At the moment, the relationship is political. Oslo Sporveier proposes the budget and the subsidy to the Board. There may be a ‘discussion’ and negotiation phase. Then Oslo Sporveier must meet the plan and the budget.

At present, the overall budget of Oslo Sporveier is €300 million of which €100 million is subsidy.

Oslo Sporveier is the owner of the infrastructure (except 50% of the Metro), the rolling stock, the depots, the tramway traction, and a substantial amount of property. It has complete control of it, and may choose to dispose of it as it wishes. For example, they currently have a program to sell off surplus property. 

Much of the infrastructure and lands are of historic ownership. Originally the public transport – including rail and tram lines -  was developed by private firms who acquired the properties and developed the infrastructure. As elsewhere, over the years these operators fell into financial difficulties. They were eventually merged and then taken over by the Municipality along with their properties and assets which had typically been run down. All of these were then vested in Oslo Sporveier.  

Oslo Sporveier has a daughter company which operates about 60% of the bus service in Oslo. The sale of this company had been on the agenda. Oslo Sporveier did not get the kind of price offer that they wished for, so they did not proceed with the sale. They appear to have had mixed feelings about the sale. They were willing to sell the company if they got a good price which they could then have used for reinvestment in the Metro, thus improving the public transport offer. 

At the same time, Oslo Sporveier say that they want to retain the company since they fear that a foreign multinational monopolist or even just 2 0r 3 companies could cause serious cost problems for them. Since Norway and Oslo are small markets, there is no guarantee that they could ensure real competition to keep prices reasonable. 

The City do not see this as a potential problem, and they are not afraid of foreign company domination. The contracts will be for 5 to 7 years. They will structure the competition so that there is the opportunity for companies to enter the market. The current political direction is that this would be a good thing, although there are different opinions. 

Besides, even though Norway is not a Member State of the EU, they do have a treaty with the EU which regulates the competition process. So, even if they were afraid about the consequences, they cannot prevent it or set things up to work outside the EU regulations. 

There is an arms-length relationship between Oslo Sporveier and the daughter company, and there is a service contract between them.

At the moment, the balance 40% of the bus services are operated by private operators under old territorial concessions. While the specification of the services has been changed over the years, the allocation of the concessions seems to have been retained. The private companies have gross-cost contracts with Oslo Sporveier.

It is now foreseen that all the bus services will be opened to competition, and the daughter company will have to compete on the same level as the private companies. The new competitive process will be handled by a body outside Oslo Sporveier. 

At present, the specification of the services for both the daughter company and the private operators is done by Oslo Sporveier. 

Regarding service quality and quality of rolling stock, in previous times the private operators were clearly better than Oslo Sporveier with superior condition rolling stock. However, the daughter company is now working in market conditions, has been able to generate funds for investments and has renovated the fleet.

The Metro is an aging system. It’s a big challenge to bring it back to the expectations of the customers. They are now buying new Metro cars. 

The Municipality is not satisfied with the current situation, which is why they are looking for the re-organisation to be done. 

The City that decides on the fare levels and on the subsidies. The challenge for Oslo Sporveier is to make a plan for the supply which will work within the financial frame that they are provided. 

Oslo Sporveier would like to move away from ‘political signals’ about the network and that instead the process should be formalised, negotiated, and then end up in a written contract.  All parties seem to concur that they will achieve that status in a short time.

7.4 New Structure for Oslo Sporveier

In the re-organisation, expected to take place by end-2003, this will change quite radically as shown below. It will have the objectives as follows : 

· Customer-oriented

· More satisfied customers

· Cost-efficient and flexible

· Financially sound – now and for the future

· Transparent and with clear responsibilities

· Motivated employees, willing to change

The revised structure will be as follows : 



















Under the new arrangements, all the transport operating companies – regardless of form of ownership – will be separate from Oslo Sporveier and will need to enter into Service Contracts which will define the services to be provided and the financial aspects. 

The new Metro and tram companies – Oslo T-Bahn and Oslo Sporvognsdrift – will be devolved in much the same way as the daughter bus company is currently organised. They will buy maintenance and infrastructure services from the divisions within the Mother Company. This will be based on Service Level Agreements. 

These new operators will be responsible for : 

· detailed timetable planning

· traffic control

· quality of service

· safety

To begin with, they will be obliged to purchase these services from Oslo Sporveier Mother Company. However, after 1-2 years they will be free to seek other suppliers of the services. This is obviously not so practical for the infrastructure, and it is not clear what are the possibilities for providing the maintenance work for the tram and the Metro. The main challenge is that there are not any other operators of tram or Metro in Norway so there are not facilities or skills readily available. However, the rail company have facilities outside Oslo which might be adapted and provide an option.

Within the Group Centre, the internal structure would be like this : 











The main motivations for the restructuring of the Oslo Sporveier organisation and relationship is a mix of three factors, with greater emphasis on the first two : 

a) Ability to plan and deliver services in the new market environment and procurement mechanisms

b) To achieve improvements in service quality and passenger increase 

c) To reduce costs and increase efficiencies

The new operator contract has the following characteristics : 

· Revenue model creates a strong link between performance and reward

· More passengers will give the operator more money, but within a framework decided by the purchaser

· Increased degrees of freedom on marketing and communications, but this must work within the overall strategy of Oslo Sporveier

· Quality incentives will be used to increase customer quality

· Dependent on reliable passenger data

The means are already in place for gathering reliable data. There is a unit within Oslo Sporveier for this purpose. Counting is achieved both through manual counts and with passenger counting units at doors. Opinions are obtained through a structured interview program. 

By mid-2004 there will be a new electronic ticketing system based on smart cards. This will require validation on each entry to a bus, tram or metro. The detailed specification has been prepared and the tender process has been launched and they are ready to buy. The system will have stored value and will have the capacity to be used for micro-payments. 

7.5 Lessons learned from Oslo

The lessons learned in Oslo can be summarised as : 

Current Framework

· The City of Oslo has a City Parliament and vests the transport authority in the Municipality

· The Municipality has vested the responsibility for planning and procuring the transport services in a limited company wholly owned by it, Oslo Sporveier

· The Municipality sets the tariffs and budgets, Oslo Sporveier must work within this financial framework

· Oslo Sporveier direct operates the trams and metro

· Oslo Sporveier operates 60% of the bus network through a daughter company which has an arms-length contract

· The balance 40% of bus services are operated by private operators through negotiated gross-cost contracts; the allocation of work is based on historic franchises but the services are specified by the authority
· The quality of the Oslo Sporveier daughter company bus services has increased substantially since it was formed, and is now rated higher by customers that the private bus operations
· Oslo Sporveier owns all the assets (except for part of the Metro infrastructure) and is free to organise, manage and dispose of the assets as it pleases
· Customer satisfaction in Oslo is low within the BEST benchmarking framework; this is especially linked to the aging Metro, but also to the cost of tickets
· Subsidy is currently at about €100 million, being about 33% of the operating costs
· The Metro provides the main means of transporting people from the outer suburbs, while the tram network provides the infill and the inner city movement
· The Metro requires substantial reinvestment to upgrade it; within this upgrading it is foreseen that two sections will be converted to LRT
· Substantial reinvestment in the trams has been made, and continues
· Oslo Sporveier were willing to sell their daughter company to raise finds for the Metro reinvestment; however, they did not get a sufficiently high price so they did not sell
· Oslo Sporveier prefer to keep their daughter company because they fear to be at the mercy of 2-3 foreign companies who could dictate prices; the Municipality does not share that view
Emerging Framework

· The Municipality has expressed that it is not satisfied with the current arrangements

· A new organisational framework is being developed which is basically a restructuring of Oslo Sporveier

· This re-organisation is taking place ahead of the political position paper on the financing of the sector and the relationship between the Municipality and Oslo Sporveier

· Oslo Sporveier will have the primary role of being the Purchaser of public transport services for Oslo, including planning, specification and managing the finances

· Oslo Sporveier will continue to own the infrastructure and rolling stock for the Metro and Tram, with separate maintenance and asset management division

· The Metro and Tram operations divisions will be spun-off into new arms-length companies, for the moment owned by Oslo Sporveier

· All operators, regardless of forms of ownership, will enter into service contracts with Oslo Sporveier as the Purchaser

· All bus companies will compete on an equal footing through a competitive tendering process

· The contracts will place a high incentive to increase passenger numbers, service quality and customer satisfaction

· The Metro and Tram companies will procure the use of the infrastructure and the maintenance from the Oslo Sporveier divisions, on the basis of a Service Level Agreement

· They will be obliged to use the Oslo Sporveier services for the first 1-2 years, but then they will be permitted to procure maintenance services from other sources, although the possibilities are expected to be limited

· Electronic ticketing will be introduced using smart cards in 2004; part of the motivation is to be able to record accurately the usage of the services

8 Case Study G : Example of impacts of Regulated Competition : Helsinki, Finland

This Case Study has been prepared by Mr. Brendan Finn based on direct interview with YTV (Helsinki Region Authority)  and a review of relevant literature.
8.1 Context of Helsinki

8.1.1 Municipalities and Demographics

The Helsinki Region is the main economic and population centre of Finland, as well as being the centre of Government. It consists of 12 municipalities and has an overall population of 1.187 million persons and a workforce of 625,000 persons.

Within this region, four of the Municipalities (Helsinki, Espo, Vantaa, Kauniainen) have formed the Helsinki Metropolitan Area Council. This is the core metropolitan area covering about 25% of the area of the region, over 80% of the population, and over 85% of the employment. 

Helsinki is the core and historic urban area. Espoo and Vantaa are rapidly growing ‘new towns’ which contain much of the dynamic and new industries. It is clear from the ratio of inhabitant to jobs that there is a very large transportation need from these municipalities into the Helsinki Metropolitan Area. It is also the case that there is much movement between Helsinki, Espoo and Vantaa.

8.1.2 Organisation of Helsinki Metropolitan Area Council (YTV)

Helsinki Metropolitan Area Council (YTV) is a Municipal Organisation under public law. It was established by law in 1970, and revisions have been made to the law to reflect the changing role and responsibilities. The most recent revision has been in 1996. Among other things, the Act determines the member Municipalities, the powers of YTV, and the financing arrangements.

The law has basically moved responsibilities from the individual municipalities to YTV. The highest level of authority for YTV is the Regional Assembly, which consists of elected representatives of the 4 municipalities in the ratio of Helsinki (11), Espoo (5), Vantaa (5) and Kauniainen (1). The Regional Assembly main functions are to : 

· Approve the Budget and Financial Plans – it has all powers in this matter

· Approve the Annual Accounts

· Decide on discharge of liability

· Elect the member of the Executive Board

· Nominate the Executive Director

· Confirm the rules of ordinance

The next layer is the Executive Board. This is a political organ with members elected and approved by the Regional Assembly. The members are fixed to represent the Municipalities as Helsinki (7), Espoo (3), Vantaa (3) and Kauniainen (1). It is also required by law that the political representation is proportionate to the results of the most recent local elections. Each member has a nominated deputy. The Executive Board is chaired currently by the Vice-Chairman of Helsinki City Council, a politician. (Until 1990, the Mayor of Helsinki City Council, an appointed official, had always had the Chair. The Mayors may sit in the meetings as ‘experts’ but without voting rights.

The Executive Board is responsible for : 

· The YTV administration and its finances

· Monitors legitimate and good administrative practice

· Prepares issues for decision by the Regional Assembly

· Uses voting rights for issues which are not within the power of the Executive Director

The YTV administration has a permanent executive of about 260 people. There are five Departments reporting to the Executive Director

· Transport Department (62 people)

· Waste Management Department (132 people)

· Environmental Office (15 people)

· Planning (6 people)

· Central administration (48 people)

8.1.3 Activities of YTV

The Mission Statement is that YTV ‘will provide Helsinki Metropolitan Area with first-class services’ in the areas of traffic and public transport, waste management, air pollution control, and development planning. The waste management and the public transport are statutory duties. The activities can be summarised as : 

· transport authority for regional transport services and procures both bus and rail services; it also organises the co-operation among the member Municipalities on public transport

· operates the waste collection, management, treatment and disposal services for all of the YTV region. It direct-collects about 200,000 tonnes of waste per year, and handles a further 670,000 tonnes of received waste (including soil). 

· Carries out monitoring, research, planning, training and information services for air-pollution control. It operates an extensive network of pollution monitoring stations with real-time monitoring

· Carries out surveys, research, planning and preparatory services for development in the YTV area. It doesn’t produce the actual development plans for the Municipalities, but provides them with ‘visions’ to help them produce their detailed plans.  

To achieve this, especially in the areas of waste management and public transport, YTV defines the services to be provided and normally acts as a purchaser of services from the private sector. Over the recent years, YTV has also taken on the role of providing contract-based services for many of the neighbouring municipalities at their request.

The financing of YTV is a combination of revenues and contributions from the Municipalities. YTV generates revenues from waste handling and transport fees, and from ticket sales for the public transport. 

The waste handling activities are self-financing and do not require any taxpayer contribution. Total turnover is about €30 million per year.  All users are charged, including both industry and households.

The public transport does require support. The municipalities pay the balance/deficit. This is allocated on a dual mechanism : In the first part, it is according to the consumption of the services; in the second part it is allocated according to a distribution that is more or less proportionate to the population. The total budget for YTV for 2003 is about €170 million. 

The regional transport service incomes cover approximately 70% of the expenditure. Mostly, the subvention is designed to lower the cost of the transportation tickets, rather than to subsidise individual lines. For FY2001 the financial dimensions of the regional public transport were : 


Ticket sales revenue 
FIM 380 million
(€54 million)


Operating costs

FIM 585 million
(€84 million)


Subvention

FIM 210 million 
(€30 million)

Of the expenditure, this was split approximately €51 million for purchase of bus services and €33 million for purchase of rail services.

The Transport Department of YTV has a staff of 62 persons and carries out the following functions : 

· Plans and procures regional transport services

· Promotes regional transport 

· Provides travel information

· Develops and maintains the ticketing and travel card system

· Organises the ticket control

· Plans and designs traffic and transport systems

· Conducts traffic surveys

There is no single body with absolute authority for the public transport in the Helsinki Region. Each of the four Municipalities is the authority for the services in its own area. While YTV arranges the competitive tendering for Espoo and Vantaa (also procures) and this helps to co-ordinate things, they are still free to determine their own services. YTV plans and determines the inter-municipal services. This means that without exact co-ordination there can be 2 or more services along the same section of route over-lapping each other. 

8.2 Public Transport in the YTV Region

YTV is responsible for the regional public transport services within its area. The Municipalities are responsible for the services which are entirely within their own boundaries. Long-distance travel (rail and bus) operates outside the YTV framework. All other public transport services are the responsibility of YTV. This is mostly the services which operates between Municipalities, and those which link the Greater Helsinki Region with the YTV area.

In practice, Espoo, and Vantaa have now delegated the competitive tendering of the public transport services to YTV, and Vantaa also the procurement. Thus, YTV has a double account for the transport – the services for which it is the statutory authority, and the services where it acts as the Agent for Municipalities. This has the effect that there is a very consistent approach across all of the Helsinki region, except the Helsinki City area, and even here there has been an effort at harmonisation.

YTV plans, specifies and procures the public transport services.  In this contract-based system, all revenues are returned to YTV, and they pay the operators for the production of the services. Rail services are purchased from VR, the Finnish Railways through a service contract. Bus services are procured through open competitive tendering.

Until 1986, bus operators were licenced for their own routes, being a mix of public and private operators. In practice, this gave the operators long-term concessions and an exclusive right to run services in a given area or on a particular route. From 1986 through to 1994, operators were given protected contracts with YTV. This change coincided with the introduction of the regional tariff. 

The new Passenger Transport Act came into force in 1991 which gave transport authorities the right to tender for public transport services. YTV was the first authority in Finland to tender for bus services. Tendering began in 1994 and was completed in 5 stages through to 1996. In parallel to the YTV activity (and outside of its authority) Helsinki began tenders in 1997 and is 98% complete by end 2002. Espoo had all services tendered by 1998, and Vantaa by 1999.

By volume, the total public transport bus provision in 2000 was as follows :  


YTV services

33.3 million kms.


Helsinki city

34.0 million kms.


Espoo


 8.8 million kms.


Vantaa


 7.1 million kms.


Total


83.2 million kms.

The fare system is now almost entirely converted to a smart card based system – TravelCard, started in 2001 – which contains stored value (own-account, not a bank-based electronic purse). At January 2003, about 70% of customers use smart cards; by summer 2003 it is aimed that 100% will use them. This system supports the integrated tariffing and ticketing system for all the YTV region. 

8.3 Procurement of the public transport services in YTV Region 

YTV procures all regional bus and rail services for the YTV area. In addition, it organises the competitive tendering of the bus services for Espoo and Vantaa as their agent. Operators cannot operate local and regional services independently.

8.3.1 Tendering of Bus Services

The tendering model for buses is as follows : 

· YTV set the routes, the timetables and the service requirements

· YTV defines the vehicle types and quality standards

· A gross-cost contract is used

· All revenues are given to YTV

· Direct payment is made for the contracted bus operations

· A public call for tenders and bidding process is used, conformant with EU requirements and with the Finnish Act on Public Procurement (1994)

· Competitive tenders are made for either a route or for a block of routes

· Tenders are awarded on the basis of objective evaluation criteria; 87% of the marks are for the cost, 11% for properties of the specified bus fleet, and 2% for having a certified quality system

· For the cost, the full 87% is awarded to the lowest conforming bid, and all others conforming bids are awarded marks pro-rata

· The contract period ranges from 2 to 5 years, with 5 years being the normal duration. Shorter contracts are offered where network and/or infrastructure changes are foreseen. Average duration is 4 years.

A two-stage process is carried out for the tendering. In the first stage, applicants who for one reason or other fail to conform with requirements or who are expected to be unable to meet fulfil the tender specifications are rejected. Outside consultants are engaged for this task. In general, most applicants pass this stage.  

In the second stage, the marking scheme is applied to select the winning bid. The principles for selection have not changed much over the period of competitive tendering, although the price element was originally set at 75%. Raising it to 87% was agreed by both authority and operators. The reduction of the quality mark was offset by raising the minimum requirements for fleet and for quality. 

Each contract has a fixed price basis with three components. It is specified in the tender documents that the bidder should make his offer according to this structure. Prices are adjusted quarterly by the cost index. The three components are : 

Bus Days, the number of vehicles in daily operation – reflecting investment in vehicles

Driver Hours, total active hours in route operation – reflecting the personnel costs

Kilometres, driven on planned route operations – reflecting the running cost

YTV are now a little concerned that there is not sufficient incentive for the operator on the quality dimension, since they are paid on a gross-cost basis. While general standards can be defined, it is difficult to specify in absolute detail all the attributes of quality and that should lead to a very positive customer perception and willingness to use. For this reason, YTV are considering different forms of stimulus for the operator.

An overview of the tendering impacts is as follows : 

· Cost savings were high for the first two rounds, around 30%

· Subsequent rounds show a price increase, so that savings are now about 20% compared to pre-competition

· Operators made no profit with the tendered contracts, so a further increase in prices is expected

· Competition has survived (3-6 bids per contract)

· There is now a high fleet renewal rate, the average age of buses under contract is 4.5 years compared to 6.5 years before competition

· Buses are conforming to the YTV specifications – low floor vehicles are now over 50%, suited to city operations

· Passenger satisfaction has stayed at a high level  due to new buses, increased services and low fares. Customer satisfaction surveys are carried out twice per year, this increased significantly following the introduction of competitive tendering. The CSS shows that the satisfaction level has stayed at or above the 1995 level, but the early results of tendering were a temporary peak.

· The savings in contract prices allowed tariff levels to be reduced. The 30-day regional ticket was 370 FIM in 1994, and 325 FIM in 1997, and back to 340 FIM in 2000. 

· The transport deficit has also been reduced, both in volume and as percentage. Revenues covered 61.5% of costs in 1991 but had increased to 67% by 2000

8.3.2 Market Share by Operator

The market share by operator in 1994 and in 2002 is shown in the following table 

	Operator
	Share in 1994
	Share in 2002
	Operator Type

	HKL
	26
	32
	Owned by Helsinki City

	STA group
	11
	17
	Owned by Helsinki City

	Concordia
	24
	26
	Foreign multinational

	Connex 
	22
	16
	Foreign multinational

	Koiviston Auto
	10
	2
	Finnish nationwide operator

	Pohjolan Liikenne
	3
	4
	Owned by Finnish Railway 

	Small companies
	4
	3
	Local private operators


Notes : 

1) Concordia Bus Finland Oy Ab (formerly Stagecoach) is formed around the former Espoon Auto Oy. The 1994 figures includes the Espoon Auto Oy market share plus those of any other acquisitions.

2) Connex group (formerly Linjebuss) is based on Vantaan Liikenne Oy plus other local acquisitions. The 1994 figures includes the Vantaan Liikenne Oy market share plus those of any other acquisitions.

Over the period since the competitive tendering began, four main features are shown : 

a) The publicly owned entities HKL and STA have increased their market share quite significantly. This is because they were previously restricted to operate within the Helsinki Municipality area, and now they compete for services in the greater YTV area. 

b) The foreign multinationals have built up their market share through acquisition. They have had mixed results, with Concordia improving a little bit, and Connex losing over a quarter of their market share.

c) Finnish private operators have almost withdrawn from the market, down to less than a third of their previous market share. 

d) Despite the long tradition of private transport operation Finland and the open competition, no Finnish operator has made a significant entry to the market.

8.3.3 Competitive impacts on bid pricing in YTV

The evolution of the average cost per bus-kilometre in Finnish Marks is as follows : 

	Year
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001

	Bus-km

cost
	14.8
	14.3
	12.8
	10.6
	9.6
	9.6
	10.8
	11.1
	11.4


It can be immediately seen that the price per bus-kilometre dropped rapidly from the introduction of the competitive tendering. It floored at 9.6 FIM in 1997-8 when the prices were clearly too low to be sustainable, and rose again in 1999. While 2001 is a little higher again, it is now stabilising and still leading to a saving of about 20% taking into account inflation factors. 

From the discussion with YTV, the following information was gathered : 

a) The introduction of competitive tendering forced the operators to bid competitively. 

b) As operators started to lose some contracts, they responded by bidding aggressively

c) The floor price of 9.6 FIM per bus-km was clearly too low and not sustainable

d) Finnish private operators, who are successful but of moderate size and without unlimited resources, were not interested to participate at the new market price. However, when the prices rise enough, they will step back into the market

e) While some continued to submit bids, they were unwilling to lower their prices to what it would take to win the bid – hence, they have effectively stayed away from the market at unprofitable prices

f) Finnish national operator Koivisten Auto’s share of the market dropped from 10% to about 2%. This was due to the company choosing not to compete at low price, rather than an inability to win tenders

g) Local operator Korsisaari (c. 100 buses) also withdrew from competing for tenders at these prices, except for a few routes that particularly suited it.

h) The market has been effectively left to the public sector operators HKL and STA, and to the foreign multinationals Connex and Concordia 

i) The competition has been, and remains hard, and profit margins are low. 

j) The new stabilising price of 11.4FIM is not just a reaction and uplifted prices. The quality has also increased, so the additional support cost has been passed through to quality improvements.

k) The savings have been maintained. Whether they will do so in the future depends on how the markets are responding. 

l) Stimulating the markets and competition are the key to maintaining effective prices.

8.3.4 Issues and ongoing development

One of the most sensitive issues is personnel. This has been critical to the success (or not) of the tendering process. The core issues are the salary levels, the transfers when contracts are lost/won, and the working conditions.

There was a serious strike in 1998, and following this the so-called Lonka Agreement was drawn up between employer and employee organisations to safeguard retention of employment benefits for drivers transferring from one operator to another. Since then, there has been no excessive striking despite the high union rate among the workforce. In part, this has been because the number of jobs has increased due to increased service levels and requirements for additional service buses. Also, there has been a reasonable level of protection for workers, thus avoiding the type of competitive pricing such as in the UK which was achieved by driving down the salary levels and skills of the labour force.

Public Transport Offer in Helsinki City

Helsinki City has a total population of 555,000 people (10% of the national population) in an area of 686 sq. km. of which only 185 sq. km. is land. This gives an overall density of 3,000 per sq. km. of land. 

The public transport offer in Helsinki consists of 4 main modes within the Municipality : 

· Urban Bus

· Tram (began 1900)

· Metro (began 1982)

· Ferry

In addition, there is a very substantial volume and diversity of transport linking Helsinki City to the neighbouring municipalities of Espoo, Vantaa and Kauniainen. This consists of regional bus services and regional rail services. These are operated under the authority and under contract to YTV.

Also, there is a very substantial volume of regional bus and rail services, long-distance rail, and inter-city bus services linking Helsinki to the rest of Finland. These are subject to the national regulation for transport.

The Metro and Tram are operated exclusively by HKL, who also operate about 50% of the bus services. The remainder of the bus services are operated by a mix of private and public companies of whom the main ones are STA, Concordia and Connex.

Utilisation of transport by modes within the Helsinki city boundaries in 2002 was : 


Bus
97.4 million boardings


Metro
56.1 million boardings


Tram
54.9 million boardings


Ferry
 1.5 million boardings


Total 
210 million boardings

Since 1991, total boardings have risen from 185 million with increases in each year except 2001. 

Public transport’s share of all trips entering the Helsinki core city area (the Peninsula) in the peak period 0600 to 0900 has remained constant at about 70% (63% for the whole day). In the same period  - 25 years - the number of cars entering the city has remained constant. It has not increased despite the general increase in car ownership and wealth. 

HKL considers this to be a highly significant result and that it proves the effectiveness of the combination of measures to maintain the attractiveness of the urban public transport.  This is very important for the achievement of the City’s transport policy as it allows the traffic to circulate and the city to function effectively. 

The dimensions of the HKL services in 2001 were as follows : 

	Rolling Stock
	Total
	Passengers

(million)
	Line-kms

(millions)
	Seat-kms

(million)
	Drivers
	Lines

	Buses 
	399
	56.2
	15.9
	1,207
	853
	98

	2-axle
	323
	
	
	
	
	

	Articulated
	76
	
	
	
	
	

	CNG-fuelled
	29
	
	
	
	
	

	Low-floor
	213
	
	
	
	
	

	Trams
	109
	57.3
	5.52
	657
	302
	11

	4-axle
	17
	
	
	
	
	

	Articulated
	82
	
	
	
	
	

	Low Floor
	10
	
	
	
	
	

	Metro twin-car
	54
	52.8
	11.7
	2,344
	97
	2


Note : This only includes the HKL buses, which are about 50% of the volume.

Over the period 1985-2001, the volume of the tram services has remained more or less stable. The volume of the Metro has doubled from about 1.1 billion seat-km to about 2.2 billion seat-km. This has reflected the extension of the Metro and the strengthening of the services. The bus volume (all operators) has decreased from about 3 billion seat-km. to about 2.6 billion seat-km. This still means a quite substantial increase in the volume of the transport. 

The Metro line was opened in 1982, and increased in stages. A second branch was added in 1998 so that the system now has 16 stations. Headways range from 2.5 to 12 minutes in the peak, and 10-30 minutes in the off-peak. New train models have been gradually introduced along side the older models in 2001. 13 of the stations have interchange with bus services, and 5 with the tram services. 

Trams have been operating in the city since 1900, and there are currently 11 lines. Headways are about 8 minutes in the peak and 10-12 minutes in the off-peak. There are 242 tram stops of which 215 are raised and 188 are roofed. When trolleybuses were discontinued in 1985 it was intended to also discontinue the trams. However, for both public reaction reasons and a gradual understanding of their transportation value, they were retained. Rolling stock is of mixed age with units as old as 1959. However, there is now a substantial reinvestment with a further 40 new trams on order. 

The table below describes the finances of HKL for the years 2001 through 2004. A decision has been taken to reduce the support funding to the public transport since Federal Government has reduced overall funding allocations to Helsinki City which in turn has decided to reduce subsidy to HKL as part of rebalancing its finances. 

HKL has decided to manage these subsidy reductions by increasing the tariffs and by reducing the overall transport supply. It is foreseen that staff numbers will be reduced through natural wastage and possibly also some incentivised early retirement. They foresee a reduction of abut 220 staff .

For the reduction in production, HKL has three means of implementing this : 

a) For the Metro and Tram where there is direct operation, they can reduce production as they consider appropriate – it is effectively an internal matter

b) For existing bus services, HKL is entitled to reduce the production by 10% in any one year, and 20% of the global contract value. Of course, it is also possible to negotiate further reductions.

c) For new contracts and those facing renewal, HKL can downsize the volume in the new contract, or simply not renew.

	Year
	2001
	2002
	2003
	2004

	Expenditure 
	194
	201
	206
	208

	Ticket revenues
	86
	89
	94
	100

	Subsidy
	96
	98
	93
	89

	Total Helsinki income
	182
	187
	187
	189

	Other income (YTV area)
	12
	14
	19
	19

	Subsidy %
	52.9
	56.6
	49.8
	47.1

	Cost / px-km (€)
	0.19
	0.20
	0.19
	0.19


All figures in € million except where stated

The average public transport journey in 2001 had a cost of €1.21 to produce. Of this, the customer paid €0.57, and the taxpayer €0.64 as a subsidy. Fare-dodging is estimated to increase ticket costs by 1.7%.

The single ticket price was held at €1.50 from 1992 until 1998, increased to €1.70 from 1998-2001, and was increased in 2002 to €2.00. Prepaid version with TravelCard is €1.40, giving a 30% reduction. The single ticket (and 10-journey tickets) allows unlimited transfers across the network over a 1-hour period. A tram-only ticket is available at €1.50 (€1.00 prepaid).

Over the same period the monthly ticket has evolved from €28 to €33 by 2001 and is now raised to €38. There are also 10-journey tickets (€12.80 in 2002), Annual tickets (€330 in 2002) and various tourist tickets.

Season cards account for 78% of the travel, and 55% of the revenue. Value tickets account for 10% of the travel, and 17% of the revenue. Single tickets account for 12% of the tickets and 28% of the revenue.

Customer satisfaction with passenger transport services is comparatively high in Helsinki. The international Benchmarking initiative BEST, covering 8 leading cities including Barcelona, Copenhagen, Geneva, London, Manchester, Oslo, Stockholm, and Turin, shows that Helsinki has the highest rating for both ‘Value for Money’ and ‘General Satisfaction’. This rating has been maintained and even improved with the roll-out of competitive tendering. 

8.4 Organisation of the UTP in Helsinki

Helsinki City Transport (HKL) is the transport authority for Helsinki. It is part of the Municipality of Helsinki. All HKL employees are Municipality employees. 

HKL has a political board of 9 members to which the HKL Group reports. Mr. Matti Lahdenranta is the Executive Director. The structure of HKL is split into ‘HKL Enterprise’ and ‘Production’. The organisation of HKL is shown in the following diagram















HKL Bus is an operating company at arms-length. This is necessary since it competes in open competitive tendering with other operators of varied forms of ownership for service contracts with the HKL Group. Each of the production units has its own balance sheet so that it can act on the same basis as the private operators. 

Total staff is 1,930 of which 1,191 are drivers, 408 are maintenance staff, and 331 are supervisors, ticket inspectors and office workers.

8.4.1 Service planning

Planning of the network is carried out exclusively by HKL. There is a close link between the transportation and the land use planning processes. A Mass Transport Development Plan is prepared every 4 years (current one is 1999-2002) which includes the policy, targets,  infrastructural items, product and quality strategy, financing strategy, and an action programme. This requires approval by the Helsinki City Council. Specific services are planned within the framework of this Plan.

There is close co-operation between HKL and the City, and many of the HKL planners formerly worked for the City Planning Department. There is also collaboration with residents’ organisations and other interest groups. There are 37 persons in the Planning Unit.

YTV carries out large scale surveys every 4-5 years to provide fundamental data about travel patterns and mobility requirements. HKL carries out quality surveys, in-service monitoring and other surveys to determine the adequacy of the network and whether either new corridors are needed, or whether some fine-tuning of routes, schedules, capacities are required. Maximum passenger load counting is done every month. It appears that the network is relatively stable, although new elements are added. For example, a new peripheral route of 27 km. length with 5 minute peak/10 minute off-peak frequency is being introduced. This will have a knock-on effect requiring 6 other routes to be modified.

HKL carries out the high-level route specification, and presents it to the Public Transport Board (PTB) for approval. The PTB considers the proposal and makes its decision, including the budgetary implications. If the proposed route is approved by PTB, HKL does the detailed level specification including routing, stops, number and type of vehicles, timetables, and quantity of service in bus-kms.

HKL then puts the route out to tender through the competitive tendering process.

All initiative for routes lies with HKL. Operators are welcomed to give inputs, but there is no obligation on HKL to take these into account. Also, an operator can propose a route which HKL could consider and bring to PTB for approval. Even in this circumstance, such a route must be put to competitive tender. Thus, there is no basis for the operator to take the initiative, or to have first right of refusal on their own proposals.

8.5 Procurement of Services

HKL procures bus services through a competitive tendering process. The first round of tendering was carried out in Helsinki in 1997-8. Around 20-30% of services are contracted out each year on a rolling basis. All bus services in Helsinki are now contracted out. The service provision basis is different for the metro and for trams. This was not discussed in detail at the meeting.

Tenders are sought for the provision of services typically once a year. This clusters together all of the new routes approved by PTB, as well as routes which are due for re-tender. HKL could seek tenders for an individual route if they wished, but this is not normal practice for them. The upside of this approach is that the authority can allocate the needed resources for the specific exercise in a planned way, and then return to their other tasks. From the operator’s perspective, they can also dedicate themselves to the tender preparation once a year and also return to their core tasks after that.

Services are procured on a gross cost basis. All revenues accrue to HKL, while the operators are paid the agreed basis for the provision of the services. 

The tender rounds are made up of “lots”. Each lot can consist of a number of routes. Bidders may bid for the individual lot, and may also offer a price for a combination of lots. However, bidders are not allowed to sub-divide lots. 

The lot sizes vary. The purpose of this is to ensure that operators of different sizes are in a position to compete, and in particular so that the market remains open for small operators. However, experience to date has been that small operators are not putting in bids even for the small lots. 

It usually takes a year from publication of the tender documentation to commencement of services. This consists of a 2-month bidding period, 2-3 months for selection and notification of decision, contract signing, and about 6 months to allow the operator prepare to start (get/train drivers, procure buses etc.) or continue with the services. 

8.6 The Tender Process and Documentation

HKL announces each round of tenders in the Official Journal of the European Union. They used to announce them in the Finnish papers as well, but haven’t done so for the last few rounds. They also inform the bus operators associations. Usually about two weeks after the announcement and availability of documents, they hold an information seminar and give contact persons within HKL to assist with information or queries.

HKL produces a set of tender documents which covers all of the service lots. These are contained in a ring-bound folder with the following main sections :

· Full details of the competition and how it is organised

· How to prepare a tender, including a pro-forma bid form

· How to submit a tender 

· The selection process

· The selection criteria and marking process

· General conditions of contract for the service provision

· The production specification for each lot – route, timetables, bus kms., bus type, hours of service (first bus, last bus, variation by day type), running boards

· Operational specification – ticketing, information, etc.

· Quality specification – reliability, comfort, cleanliness, customer care

· Bus specification (characteristics for the bus type e.g. city bus, articulated bus)

· Means of calculating kms., hours, buses, price etc.

Bidders have typically two months to submit a conforming bid. Bidders can make suggestions for variations, but only in the pre-bid phase. They must submit a conforming bid.

8.7 Selection Criteria and Marks

The marking process is based on three factors which total 100 marks :

a) A total of 86 marks is awarded to the conforming bidder with the best price. All other bidders are assigned marks on the basis of (the best price divided by their price) times 84 – i.e. pro rata to the best price.

b) A total of 10 marks are allocated to a basket of 11 quality criteria. For some criteria, there are negative values for acceptable but not preferred options. The average score for these criteria is 4.60, up from 2.17 in the early stages. 

c) A total of 4 marks are available, 2 marks each for certification to ISO 9002 and ISO 14001 relating to quality and environment standards respectively. All 5 operators are certified for one of these, and 4 of the 5 are certified for the other. Thus, 4 operators always get the 4 marks, and 1 operator always gets 2 marks. 

8.8 Evaluation and selection process

The evaluation and selection phase normally takes 2-3 months. 

All bids are submitted on a two-envelope basis. The first envelope contains the technical, quality and non-price information. The second envelope contains the pricing information, should be sealed, and remains unopened until the information in the first envelope has been examined.

The technical and non-price is examined to assure that a conforming bid has been submitted. If the bid is non-conformant or ambiguous, HKL (at their own discretion) may go back to the operator for clarification (e.g. if an error has been made). The credibility of the bid and of the bidder is established, and the non-price marks are awarded at this stage. These are formulaic, and have already been published in the tender documentation. Thus, a bidder can calculate his own marks in advance. 

A bidder can be excluded in this phase, in which case price envelope is returned unopened.

For the remaining bidders, the pricing envelopes are opened, and the associated marks are calculated. The total marks are calculated and the winner is the bidder with the best marks. The winner and all other bidders are notified immediately.

8.9 Contract signing and administration

The contract is drawn up, and the winner is invited to sign it. Since the general conditions of contract, production schedule, quality parameters, basis for calculation of payment, and vehicle requirements were already committed in the tender documentation, and the price has been bid, then there is not any scope for negotiation. Contract signing should therefore be a formality.

At the moment, operators must self-report. On a monthly basis the operator must for one weekday, one Saturday and one Sunday, report every departure and the maximum passengers on the bus. From next year, smart cards will be introduced, and the needed data will be generated by the revenue collection system.

In addition, there is a “highway patrol” which has a manual system for checking and makes reports. 

HKL can reduce payments to the operator for non-performance, for using the wrong bus type etc. This is covered by a defined formula which is included in the contract. 

For small things, HKL will write to the operator identifying the issue and asking for both an explanation and for the proposed mitigating actions.

For more serious matters, or for ongoing quality/performance problems, HKL invite the operator to come in and talk to them, and to explain how they are going to correct things. In these cases, HKL don’t usually “make papers” – they are a means of communicating to the operator a significant level of concern, and it is expected that the operator will listen carefully and make a serious effort to rectify the situation. 

HKL has the right to terminate the contract. To date, they have not had to do this, nor even to issue a serious threat to an operator that they would do so.

Overall, HKL feel that it is working well. The Quality Index has gone up, there are newer buses, and there are more low floor buses. 

8.10 Experience with Competitive Tendering in Helsinki

The experience with the tendering in Helsinki is that the bids come from the 5 operators who are currently providing services. There has been one bid from an operator in Turku, which was unsuccessful. The largest private operator in Finland has not put in any bids for services in the HKL area. Also, even there are some lots small enough to attract small operators, such operators do not submit bids.

The average number of bids per lot is 3.5. There are three companies who usually bid, and one of the Helsinki operators (the HKL operating company) bids for every lot. The other two companies are more selective in their approach. Over the cycle of 140 lots, there have been 9 lots for which just 2 bids were received, the remainder having at least three bids.

When the process started, the bid prices went down substantially compared to the previous level of financial support, and in only 2 cases has the bid price exceeded the original support requirements. 

Also in the first phase there was a large variation across the bid prices. Since then, it has very much stabilised, so that the range of bid prices is now quite close. This means that the quality criteria (although only accounting for 10% of the marks) start to become more significant since the spread across the 86% for price is now small. Nonetheless, there have been only 3 cases where the winner didn’t have the cheapest price.

It is worth noting that there are protections for employees of the incumbent operator, such that displaced staff are assured jobs at the winner at the same pay and conditions. This reduces the scope for the bidders to come in on a low-cost basis using cheaper labour, and therefore tends to equalise across the cost of labour.

HKL is satisfied that there is true competition, and that there is not any form of collusion among the bidders.

8.11 Experience with Bid Prices

The bid price experience has evolved with the following steps (the experience has been similar in the adjoining Metropolitan Area : 

a) Pre-1992, services received direct subsidy through the Municipality. Index 100.

b) In 1992, serious discussions took place and the municipal operator agreed to cut their costs and achieve efficiencies. This basically bought some time before the implementation of Competitive Tendering (CT). Costs were now 92 compared to the 1992 Index. Discussions continued about CT.

c) In 1994-5, a very small part of the network was opened to a tender. The lowest bid came in at 62% of the 1992 Index cost. Other offers were typically in the 80-85% range. 

d) While virtually all of the network continued to operate at the 92% cost, this low winning bid set a ‘benchmark’ and caused quite a shock in the industry. It wasn’t clear whether everyone would need to bid that low to win the contracts (often just to keep what they were already operating). However, what was clear was that some operators were willing to take the work at an extraordinarily low price, far below what operators had traditionally thought their costs could be.

e) By 1996, about 5% of the total production had been opened up for competition. All companies knew that the 62% price was too low to be sustainable, let alone profitable. Nonetheless, winning bids were coming in at the 65-70% mark, and gradually this was being established as the market price. 

f) As the bulk of the network was let out to tender, the prices gradually eased up towards the 75% mark by 1999, and started to reach the 80% mark in 2002. This reflected the industry reaching a sustainable price, but still one that had a very low profitability.

g) Although the prices have been gradually rising, they are also stabilising at this new level, so that HKL has achieved a saving of over 20% compared to 1991 prices, about 15-18% compared to the pre-competition prices. 

h) The question now is what happens to the prices. As long as competition is keen, they will not rise much more. If genuine competition weakens, prices will rise.

In 1995 there were 5 significant players in the competitive game. Of those, 4 are still there, being HKL, STA, Concordia and Connex. No new players have entered the game. All the small players have gone, either withdrawn or bought up. 

HKL have kept their operating company as a counterbalance to the private operators, especially the foreign operators. They do not want to find themselves in a position where the market becomes dominated by 1 or 2 foreign operators who form a monopoly or duopoly and then dictate the prices to HKL. The current balance is OK for them.

They don’t want to see prices at unreasonably low levels. It is obviously detrimental to the quality and to the investment, and HKL do want to have good quality services which are attractive to their customers and which help to meet transportation policy objectives. 

Also, very low prices risk financial instability, and possible default by operators so that contracted services cannot be fulfilled. This apparently occurred in Stockholm. (Note : this certainly did occur in Gothenburg where an operator won a contract after miscalculating the price – he forgot to allow for the extra cost of weekend salaries. When he defaulted, Gothenburg had to let a new contract at short notice, and ended up paying a higher rate. Of course, there are also costs associated with organising an unplanned tender.)

To counteract the risk of default, when HKL award a contract they check the previous 4 years financial records, and require the operator to put in place a Bank Guarantee equivalent to one months payment. When the contract starts, the operator is paid a month in arrears and the Bank Guarantee is released.

8.12 Other issues

Two other relevant items were mentioned : 

a) The administrative burden of the Competitive Tendering is not heavy. For the entire bus services of Helsinki, it is estimated at 3 persons. 

b) HKL have been examining the possibility of using Competitive Tendering or other market processes in the Metro and Tram services. They do not currently have any plans to take such actions. It was not made clear whether they are not motivated to do so, or whether following examination they have concluded that there is currently no value-adding solution available to them.

8.13 Lessons learned from Helsinki

Helsinki offers an interesting two-layer case of the Metropolitan Council and the individual Municipality with overlapping authority. (described as Case Study on Helsinki Region in Administrative Structures Report).

The following lessons are identified :

Procurement of Transport Services 

· Only bus services have been opened to competitive tendering

· Competitive tendering has been successfully introduced for bus services and many routes have now been tendered for a second or third time

· Tenders are offered in clusters once or twice per year in both YTV and HKL area, rather than on an ad-hoc basis

· The transport authority carries out all network planning, and specifies the detailed service, the vehicle specification and the quality standards

· Tenders are offered on a gross-cost basis with all revenues being returned to the authority

· Operators are paid on a production basis according to clear formula

· Contracts are typically for 5 years, although shorter contracts are offered where changes are expected to the network (say due to new infrastructure or new tram line)

· Operator’s financial records and capabilities are examined carefully to reduce risk of default

· The administrative burden of competitive tendering is considered to be quite light

Experience of Competition

· After an initial high level of bidding, there is still typically about 4 bids per contract

· Operators bid very aggressively in the early years, leading to reductions of cost by over 30%

· Early contracts won through aggressive bidding was basically below-cost, and not sustainable

· Prices have gradually lifted, and appear to be stabilising in 2002-3

· The price lift includes increases in the quality 

· Cost saving compared to pre-competition is 15-20% without loss of quality or number of jobs

· The foreign multinationals Connex and Concordia entered the market through acquisitions; they have had mixed experiences

· The publicly-sector HKL and STA are the market leaders

· The incumbent Finnish bus operators have more or less withdrawn from the market at the low prices, and other Finnish operators have chosen not to enter it

· While competition remains strong, there is still concern (especially at HKL) about how to continue to stimulate it

· Generally there has not been a high level of strikes; however there was a serious one in 1998 which led to an agreement between employer and employee organisations about the protection of workers employment benefit when transferring between companies

· This has avoided competition based on staff salaries, thus preserving reasonable pay and conditions; however, security of employment is not assured and remains a concern

· YTV and HKL feel there is less driver training and maintenance, and a higher turnover of staff

Service Quality

· The bidding process has favoured quality over excessive cost reduction

· The more recent tenders have increased the percent of marks for price, but have also raised the quality requirements

· There has been substantial investment in vehicles, so that the average age has reduced and more low-floor buses have been introduced

· Fares have fallen in YTV due to the cost savings which were passed on to the customer, whereas in HKL area they have been gradually rising

· Customer satisfaction has been high

Helsinki Municipal Area Council (YTV)

· The YTV structure provides an effective working mechanism for the Metropolitan Area

· It is established by law, and there would not have been the collaboration among the Municipalities without this law

· The financing basis for YTV is well developed and quite stable

· YTV sees it role to determine the service needs, and then procures them from the market

· YTV has established an effective transport planning department

· Competitive tendering is used to procure both bus and regional rail services

· YTV operates both the ticketing system and the revenue protection

· Due to political decisions, the waste management services are more or less self-financing, whereas the public transport is supported

· The subsidy level at YTV for public transport is about 30%

Helsinki City Transport (HKL)
· Bus services are procured by competitive tendering, whereas tram and metro services are operated directly

· HKL has retained a subsidiary bus company which is the dominant operator in Helsinki

· HKL has established an effective Planning Department which plans and procures the bus services

· Subsidy level in Helsinki is 56%, but will reduce to 47% by 2004 due to budget constraints

· HKL has followed a low-tariff policy in order to attract people from cars; this means that HKL effectively subsidises the customer’s ticket rather than the operator

· Public transport share of peak-hour entry to the core city has remained steady at 70% between 1979 and 2001; this is considered to represent a success of the tariff and quality strategy

· Helsinki transport is considered by its customers to provide best ‘value for money’ and ‘general satisfaction’ with the BEST benchmarking of 8 top European cities

· HKL currently does not have any plans to introduce market mechanisms for either tram or Metro

Annex H : Case Study :  Competitive Tendering in a CIS country in the process of reform :  Bishkek, Kyrgyzstan

This case study is taken from a World Bank supported mission of technical assistance to the Government of Kyrgyzstan, carried out by CIE Consult. The criteria and marking schemes were developed by Mr. Richard Meakin.

Context 

This case study is taken from a World Bank supported mission of technical assistance to the Government of Kyrgyzstan, carried out by CIE Consult. 

One action line of this project developed a reform program for the passenger transport in Bishkek, Osh and Jalal-abad. This included a revision of the basis for procuring bus services in the three cities, and a revision of the pilot program for competitive tendering.

The material included in this annex presents the revised criteria and marking scheme. It is offered as an example of a practical scheme where competitive tendering is being introduced in an environment of  operators of mixed ownership, fleet sizes, operational capability, organisational form, and financial capabilities. This is similar to the conditions of many cities of the CIS where the public sector fleet has deteriorated, and where the private sector consists of many operators with mixed type and age of vehicles. 

The criteria and marking are practical, and intended for use where there is little reliable data available to either the bidders or the evaluators, and where the various participants have not yet gained much experience in these processes. 

The scheme was developed by Mr. Richard Meakin.

8.14 The Tender Evaluation Scheme 

8.14.1 The Primary Criteria 

The Consultant developed a set of evaluation criteria and a marking scheme that reflect both policy objectives and current market conditions.  The scheme has three variants depending on which parameters are to be fixed, and which are to be subject to bidding. 

The 'biddable' parameters in the three schemes are summarised in the table below.  

	Scheme
	Parameters Subject to Bidding

	1
	Tariffs, Service and Quality

	2
	Royalty payment, Service and Quality

	3
	Quality


In all three schemes the route, stops and running times (differential speeds for big buses, medium buses and minibuses) are fixed. 

In Scheme 1, tariffs and level of service are the primary criteria, accounting for nearly 60% of the marks.

Scheme 2 has the same weightings as Scheme 1, but tariffs are fixed, and the amount of royalty payment offered is the subject of bidding.  

In Scheme 3 all the service parameters, including tariffs, (or royalty payment) and level of service are fixed, and bids vary only in terms of the quality of vehicles, supporting facilities and staff.  

It is recommended that initially, Scheme 1 be adopted. Scheme 2, where fares are fixed and the proportion of turnover offered as a royalty payment is biddable, seems inconsistent with an environment where user affordability is an important issue. If, as is proposed, the franchisees are to provide the funds to meet the costs of the PTA, this should be raised by a levy on franchisees based on  the number and size of buses, or kilometres operated.  Scheme 3, where all service parameters are fixed and the award of franchise is based on the quality of resources offered, is not practical in the first few years of tendering because insufficient data is available on potential demand or viability.

8.14.1.1 Bus Size

In some tenders it may be necessary to specify a range of bus sizes appropriate for the route. It has been stated above that this will have the effect of reducing the number of potential bidders, especially if big buses are specified. 

Where bus size is not specified in the route requirements, the capacity advantage of big buses will still be reflected in the marks as a component of 'peak hour capacity', and 'type and age of buses'. Big buses will lose marks for lower 'peak frequency'. 

8.14.2 The Proposed Marking Scheme

The proposed criteria, together with their weighting in the marking scheme are shown in the table below.

Table   The Proposed Evaluation Criteria and Marking Scheme

	Parameter
	Scheme 1
	Scheme 2
	Scheme 3

	
	Marks
	Weighting

%
	Marks
	Weighting %
	Marks
	Weighting

%

	Route
	-
	fixed
	-
	fixed
	-
	fixed

	Stops
	-
	fixed
	-
	fixed
	-
	fixed

	Running time
	-
	fixed
	-
	fixed
	-
	fixed

	Royalty payment
	-
	fixed
	40
	28.6
	-
	fixed

	Tariffs
	40
	28.6
	-
	fixed
	-
	fixed

	   Peak frequency (bph) 

   Daily trips                    

   Daily operating hours          

   Peak hour capacity     

Sub-total: level of service 
	14

6

6

14

40
	10.0

4.3

4.3
10.0

28.6
	14

6

6

6

40
	10.0

4.3

4.3

10.0

28.6
	-
	fixed

	Type and age of buses
	25
	17.8
	25
	17.8
	25
	41.7

	   Depot, office 

   Maintenance arrangements

   Professional manager 

Sub-total: supporting facilities
	5

10

5

20
	3.6

7.1

3.6

14.3
	5

10

5

20
	3.6

7.1

3.6

14.3
	5

10

5

20
	8.3

16.7

8.3

33.3

	% drivers having:

   current medical cert 

   bus experience 2yrs +

   training course  

Sub-total: drivers' experience
	5

5

5

15
	3.5

3.6

3.6

10.7
	5

5

5

15
	3.5

3.6

3.6

10.7
	5

5

5

15
	8.3

8.3

8.4

25.0

	Total
	140
	100.0
	140
	100.0
	60
	100.0


'fixed' = parameter fixed in 'Route Requirements'
% = maximum weighting of parameter in the marking scheme

The principles that underlie the scheme are described below. 

8.14.2.1 The Weighting of Criteria

It is evident that that the marking scheme must reflect policy objectives, particularly the primary importance of a high level of service and low tariffs. In the proposed scheme these two primary criteria each carry nearly 30% of the total marks. Secondary criteria are the type and age of buses, supporting facilities and experience of drivers, and together they account for about 40% of marks.

The relative weightings of the five grouped criteria: (i) the proposed level of service ii) the proposed level of tariffs, (iii) the quality and type of vehicles, (iv) the supporting facilities and (v) the experience of the driver/operator are in the ratio of 8,8,5,4,3.

8.14.2.2 Equal access to new entrants, small operators and large established operators.

In the Consultant's proposed marking scheme, the advantages in the tender process that a large incumbent operator would enjoy have been reduced or neutralised by adjusting the weighting of the criteria, and deleting some criteria. 

Large fleets need management and depot and office infrastructure, and bids without them will be penalised. Small fleets may be managed and maintained informally without losing marks.

Drivers will earn maximum marks with 2yrs experience, current medical certificate and training course. No extra marks will be awarded for drivers qualified above this level.

There may also need to be an audit procedure to ensure that bids by large companies, particularly those previously in the public sector, are based on full cost-recovery, and that they do not win routes by cross-subsiding or incurring deficits.

8.14.3 The Proposed Marking Formulae

The calculation of marks is based on the following formulae. 
8.14.3.1 The Basis of Marks for Tariffs

'Tariffs' that comply with the norm in the 'route requirements' attract 20 points. Tariffs 1 som lower and 1 som higher than the  norm attract + or - 20 points (i.e. score 40 marks or zero marks respectively)
	Fare Bid (som)
	Marks

	- 1.00

- 0.50

Scale Fare

+ 0.50

+ 1.00

+ 1.50
	+ 40

+ 30

+ 20

+ 10

     +  0

-  10


    eg:
On-scale fare scores 20 marks 

      


Fare bid 1 som below scale fare scores max 40    

Note: the scale fare is that specified in the 'route requirements'

8.14.3.2 The Basis of Marks for Royalty Payment

The recommended basis of a royalty payment is a percentage of revenue, so that it is sensitive to the level of demand, is likely to maintain its real value, and is relatively easy to verify. 

 A lump-sum amount of royalty would be simpler to collect, requiring no calculation, but would not be flexible to changing circumstances.

The recommended basis of marking is:

 


                   Amount of royalty bid % x 40 marks
Gross revenue

so that a royalty offer amounting to 10% of gross fare revenue scores the maximum of 40

8.14.3.3 Basis of Marks for Level of Service
'Level of Service' has four constituent components totalling 20 marks. 'Peak Frequency' and 'Peak Hour Capacity' account for 7 marks each, while the Total Trips' and 'Number of Operating Hours' reflect off-peak levels of service and are weighted lower, accounting for 3 marks each. A norm for each of the four parameters must be specified in the 'route requirements'

Bids of levels of service below the parameters set in the 'route requirements' are admissible. Marks are awarded pro-rata for bids above and below the norm, and are multiplied by two to increase their relative weighting to reflect their importance.

The following tables illustrate the calculation of marks for level of service parameters (+25%), (+50%) and (- 25%) compared with the norm in the 'route requirements'.

Table 9 (i):   Bid of Required Level of Service + 25% 

	Parameter
	Route Requirements

(a)
	Bid

(b)
	 Base

Mark*

(c) 
	Calculation

(c) + (b) - (a) x (c) x 2 

            (a) 
	Marks

	Peak Frequency per Direction (bph)

Trips per Day per Direction

No. of Operating Hours per Day 

Peak Hour Capacity (pax per hour)
	12

80

16

360
	15

100

20

450
	7

3

3

7
	7 + 3/12 x 7 x 2

3 + 20/80 x 3 x 2 

3 + 4/16 x 3 x 2 

7 + 90/360 x 7 x 2 
	  10.5

    4.5

    4.5

  10.5

	Total
	
	
	20
	
	30.0


* mark for matching the level of service specified in the Route Requirements

Table 9 (ii)   Bid of Required Level of Service + 50%

	Parameter
	Route Requirements

(a)
	Bid

(b)
	Base

Mark

(c) 
	Calculation

(c) + (b) - (a) x (c) x 2 

            (a) 
	Marks

	Peak Frequency per Direction (bph)

Trips per Day per Direction

No. of Operating Hours per Day 

Peak Hour Capacity (pax per hour)
	12

80

16

360
	 18

120

  32

720
	7

3

3

7
	7 + 6/12 x 7 x 2

3 + 40/80 x 3 x 2 

3 + 4/16 x 3 x 2 

7 + 90/360 x 7 x 2 
	  14.0

   6.0

   6.0

  14.0

	Total
	
	
	20
	
	40.0


Table 9 (iii)   Bid of Required Level of Service - 25%

	Parameter
	Route Requirements

(a)
	Bid

(b)
	Base

Mark

(c) 
	Calculation

(c) - (b) - (a) x (c) x 2 

            (a) 
	Marks

	Peak Frequency per Direction (bph)

Trips per Day per Direction

No. of Operating Hours per Day 

Peak Hour Capacity (pax per hour)
	12

80

16

360
	 9

60

  12

270
	7

3

3

7
	7 - 3/12 x 7 x 2

3 - 20/80 x 3 x 2 

3 - 4/16 x 3 x 2 

7 - 90/360 x 7 x 2 
	3.5

1.5

1.5

3.5

	Total
	
	
	20
	
	10.0


8.14.3.4 The Basis of Marks for the Type and Age of Buses
'Type and Age of Buses' accounts for 25% of marks. Marks are based on a composite formula which takes into account the size of the buses, and the proportion of their economic life remaining.

Bus types are assigned a 'Notional Life'. This forms the basis of a composite index of vehicle type, quality and age.  The 'notional life' of individual vehicle types are illustrated in the Table below.

	Type
	Pass. Capacity
	Examples
	n-Life

	Minibus
	18 or less
	CIS/China: RAF, GAZelle, Mudan

W. Europe/Japan: M-Benz, Toyota  
	10

15

	Midibus
	19 - 40
	CIS/ E Europe: KAvZ, TARZ 

W. Europe/Japan: *
	12

15

	Standard Bus
	40 - 70
	CIS/ E Europe: KAvZ, PAZ, LAZ,

W Europe/Japan: *
	15

20

	Heavy Bus
	over 70
	CIS/E Europe: Ikarus, LiAZ 

W Europe/Japan:  M-Benz, MAN
	15

20


  
* no buses in these categories are currently in use in the three project cities. 

Marks are calculated on the following basis:

av. remaining n-life in years  x 25 marks
       av bus  n-life in years

eg: All-new fleet scores max 25. Half life remaining scores 12.5 marks

8.14.3.5 The Basis of Marks for Supporting Infrastructure

There are four categories of supporting infrastructure: depot, office, formal maintenance system, professional management. The principle of marking 'Supporting Facilities' is that they are only required for large fleets. Small operators will not lose marks if they do not have full supporting infrastructure. 'Supporting facilities' account for 20 marks (14% of the total). Ten marks are awarded for maintenance facilities to reflect their importance for a large fleet, and five marks each are awarded for depot and office space, and employment of a professional manager. The formula has been devised to avoid disadvantage to small operators whose scale of operations are so small that they should not be required to have supporting facilities. This recognises that owner-drivers predominate in the minibus trade and they generally park and maintain their vehicles at home. The threshold at which such supporting facilities are required (at which bidders without them will be penalised in the marking scheme) is 12 minibuses, 4 medium buses, and 2 heavy buses. The threshold is 12 points on the following scale, taking into account the whole fleet operating under franchise, not only fleet offered for the current bid.

	Type
	Pass. Capacity
	Examples
	Points

	Minibus
	18 or less
	RAF, GAZelle, M-Benz
	1

	Medium Bus
	19 - 40
	KAvZ, TARZ 
	3

	Standard Bus
	41 - 70
	PAZ, LAZ
	4

	Heavy Bus
	71 or over
	 Ikarus, M-Benz, LiAZ
	6


Infrastructure required, and assessed to be adequate, scores 20

Operators not required to have supporting infrastructure score 20

Infrastructure required, and assessed to be inadequate, scores zero in each of the three categories that is deficient.
8.14.3.6 The Basis of Marks for Drivers Certification and Experience 

'Drivers Experience' accounts for 15% of marks and comprises three equally-weighted sub-criteria: 

i)   at least 2 years of driving experience, 

ii)  certificate of medical fitness,

iii) completion of a traffic training course. 

Marks are based on the % of drivers satisfying each criterion.   
8.14.4 Parities Under the Marking Scheme

It is very important that the weighting of each criterion in the marking scheme reflects its relative importance. To verify this, the parity between marks for different criteria are compared in the following Table 10. 

Table 10 - Parities in the Marking Scheme
The Equivalent Value of 10 Marks in Schemes 1 and 2

Tariff

A tariff bid 0.50 som lower, or higher, than the tariff in the 'Route Requirements'. (Scheme 1)
A royalty payment bid of 2.5% of revenue (Scheme 2)
Level of Service 

25% higher (or lower) peak frequency, daily trips, peak capacity, and daily operating hours than specified in route requirements.

Fleet Type and Age
4.0 years average fleet age (CIS minibus)

6.0 years average fleet age (CIS standard bus)

8.0 years average fleet age (western heavy bus) 

8.15 Worked Examples
The weightings and method of calculation of the marking formulae are demonstrated in the following worked examples :

WORKED EXAMPLES OF BID EVALUATION, BASED ON SCHEME 1

1. The Route Requirements in the Tender

(i)  Route, stops  


(specified) 

(ii) Running time, round-trip
bus 
60 mins 





midibus 
55 mins





minibus 
50 mins

(iii)Scale fare 


2.00 som

(iv) Level of Service


Minimum peak frequency  12 buses per hour


Peak hour capacity
360


Operating hours

12


Trips per day

30

2. Three Sample Bids 

Three sample bids have been evaluated below:

Bid 1.  Large buses, below-scale tariff, below required frequency, short operating hours.

Bid 2.  midibuses, scale tariff, required frequency and operating hours.  

Bid 3.  Minibuses, above-scale tariff, above required frequency and operating hours. 

	Route Requirements
	Bid 1
	Bid 2
	Bid 3

	Fare  2.00 som
	1.50
	2.00
	2.50

	Type of vehicles

Average age

Peak vehicle allocation
	LAZ

16 yrs

10
	KavZ

12 yrs

11
	RAF

10 yrs

18

	Frequency  

12 per peak hour

120 per day
	10 pph

88 pd
	12 pph

100 pd
	15 pph

140 pd 

	Daily op'g hrs - 06 to 21 = 15
	13
	15
	16

	Peak hour capacity- 360
	670
	336
	165


3. Marking the Sample Bids

Marking - Bid 1 

	Criterion
	Co-efficient
	Calculation
	Score

	Type & Age of bus
	25
	  3 x 25
 15
	5.0

	Tariff 
	20

(max 40)
	Scale - 0.5 som


	30

	   Peak Frequency

   Daily Trips


	14

6
	10 x 14
12

              88 x 6

             120
	11.7

4.4

	Peak Hour Capacity
	14
	670 x 14 
360
	26.1

	Daily Operating Hours
	6
	 13 x  6 
 15
	5.2

	Supporting Infrastructure

Depot, office 

Maintenance

Professional Manager
	5

10

5
	Yes

Yes

Yes
	5.0

10.0

5.0

	Drivers: Experience, Qualifications

Medical Certificate

% with 2yrs bus experience 

% done training course
	5

5

5
	100%

70%

60%
	5.0

3.5

3.0

	Total
	120
	
	113.9




Marking - Bid 2 

	Criterion
	Co-efficient
	Calculation
	Score

	Type & Age of bus
	25
	  2 x 25
 12
	4.2

	Tariff
	20

(Max 40)
	Scale
	20.0

	Peak Frequency

Daily Trips


	14

6
	12 x 14
12

            100 x 6

            120
	14.0

5.0

	Peak Hour Capacity
	14
	336 x 7 
360
	13.1

	Daily Operating Hours
	6
	15 x 6 
15
	6.0

	Supporting Infrastructure

Depot, office 

Maintenance

Professional Manager
	5

10

5
	Yes

Yes

No
	5.0

10.0

0.0

	Drivers: Experience, Qualifications

Medical Certificate

% with 2yrs bus experience 

% done training course
	5

5

5
	100%

80%

45%
	5.0

4.0

2.3

	Total
	120
	
	88.6




Marking - Bid 3 

	Criterion
	Co-efficent
	Calculation
	Score

	Type & Age of Bus
	25
	  0 x 25
 10
	0.0

	Tariff
	20

(max 40)
	Scale + 0.5 som
	10.0

	Peak Frequency

Daily Trips


	14

6
	15 x 14
12

            140 x 6

            120
	17.5

7.0

	Peak Hour Capacity
	14
	165 x 14 
360
	6.4

	Daily Op'g Hours
	6
	16 x 6 
15
	6.4

	Supporting Infrastructure

Depot, office 

Maintenance

Professional Manager
	5

10

5
	n/a

n/a

n/a
	5.0

10.0

5.0

	Drivers: Experience, Qualifications

Medical Certificate

% with 2yrs bus experience 

% done training course
	5

5

5
	100%

50%

50%
	5.0

2.5

2.5

	Total
	120
	
	77.3


4. Result

	Criterion
	Bid 1
	Bid 2
	Bid 3

	Type & Age of Bus
	5.0
	4.2
	0.0

	Tariff
	30.0
	20.0
	10.0

	Peak Frequency

Daily Trips
	11.7

4.4
	14.0

5.0
	17.5

7.0

	Peak Hour Capacity
	26.1
	13.1
	6.4

	Daily Op'g Hours
	5.2
	6.0
	6.4

	Supporting Infrastructure

Depot, office 

Maintenance

Professional Manager
	5.0

10.0

5.0
	5.0

10.0

0.0
	5.0

10.0

5.0

	Drivers: Experience, Qualifications

Medical Certificate

% with 2yrs bus experience 

% done training course
	5.0

3.5

3.0
	5.0

4.0

2.3
	5.0

2.5

2.5

	Total
	113.9


	88.6


	77.3


Bid 1 has the highest marks because it has scored highly on the two primary criteria: tariffs and  peak hour capacity. 

Case Study I : Draft EU Regulation on Passenger Transport

The EU has produced a draft regulation which will regulate the procurement of urban public transport services which require financial support form the public purse. 

When the Regulation is adopted, all EU Member States (including the 10 States joining in 2004) will need to incorporate its provisions into their National Law as part of the process of conforming with EU Regulations and Law. Therefore, any consideration of public transport organisation and practice in European cities must take the EU Regulation into account.  

8.16 Context and Status of the Regulation 

The regulation is currently entitled “Amended proposal for a Regulation of the European Parliament and of the Council on action by Member States concerning public service requirements and the award of public service contracts in passenger transport by rail, road and inland waterway”. It is referenced as COM(2002) 107 final and dated February 2002. (8)

The award of public service contracts for passenger transport services is currently regulated by Regulation 1191/69 as amended by Regulation 1893/91. Relevant also are the Council Directives 92/50/EEC, 93/36/EEC and 93/37/EEC which define the requirements for procuring goods and services by public bodies with public funds.

The substantial version of the regulation issued in September 2000 was considered by the European Parliament in November 2001 when the Parliament requested many amendments to the 2000 draft regulation. The current draft – COM(2002) 107 final – has been prepared by the Commission in response to the Parliament’s decision. It accepts some of the recommendations, includes the spirit of others, and rejects some of the amendment. 

It is now awaited to bring the Draft Regulation back to the European Parliament.  However, the issue of whether to include heavy rail within the Regulation is still unresolved. Certain Member States demand that it is included, others that it is excluded (2-3 Member States on each side) and it seems necessary to resolve this issue before bringing the Regulation back to Parliament for voting. 

8.17 Objectives and Scope of the Regulation

The Commission states its objectives as :

a) To stimulate more efficient and attractive public transport, through use of controlled competition and other measures

b) To promote legal certainty for authorities and operators

It is also intended to create an international market for the provision of public transport services. 

The Commission is aware that many transport operators are now providing urban transport services in more than one Member State, and an increasing number of operators are seeking access to the markets both within their home State and in other Member States. In many countries, the market is closed either through the existence of a publicly owned monopoly operator receiving direct subsidy, or through restricted access to the market for preferred operators. 

This situation is contrary to the European requirements for an open market for goods and services. It can be challenged in the Courts, and currently there are a number of actions being taken, typically at local level. The European Commission from one side wishes to bring conformity to the sector, and from the other is worried that the matter will be increasingly resolved through the Courts, creating a patchwork legal framework based on judgements and precedents rather than on a well structured framework designed for the industry. 

It should be understood clearly that the primary motivation of the Regulation is the proper functioning of the market, not transportation. Having said that, the Commission has then attempted to incorporate good principles for the provision of public transport services, and practical means of working which take into account the diversity of transport authorities, operators, environment, ownership forms, and historical context.

Nonetheless, the Regulation should be viewed from the perspective of Procurement and Transparency principles, not from the transportation planning or social equity principles.

Thus, the philosophy of the Regulation can be summarised as follows : 

a) Urban passenger transport services which receive financial support should be subject to normal procurement regulations

b) There is not sufficient justification to reserve this function and to deny the market to competent bidders

c) The market to supply urban transport services is now international, and so it must be open in a fair way, and without discrimination

It is worth noting that the Commission strongly recommends “Controlled Competition” and the research which it has carried out (especially ISOTOPE project (1)) indicates that this provides a better achievement of objectives than on-the-road competition.

It is also worth noting that the Commission requires a clear separation of the procurement and operating functions for the purpose of transparency. Where these functions remain under the common ownership (such as in a Municipality) then there must be safe mechanisms to ensure that the procurement processes do not favour its own operator. Inevitably, this is only possible where there is a formal separation.

8.18 Key points of the Regulation

The main points of the Regulation can be summarised as follows : 

· An obligation is placed on the Transport Authority to “aim to” secure adequate public transport services

· Transport services supported by public money should be procured by competitive tender

· Financial support must be through contracts for services rendered, not block subsidy

· Processes must be open, fair and non-discriminatory

· Contracts should not exceed 8 years for bus, 15 years for rail and inland waterway

· Procurement according to the Regulation must start within 4 years of the Regulation coming into force, and all applicable services must be so done with 8 years

· There are very strong requirements on transparency

· The Regulation allows full diversity in organisational models, as long as the procurement principles are respected 

It should be noted that privatisation or change of form of ownership is not either an objective or a requirement of the Regulation.

As previously mentioned, it is unlikely that fair and transparent processes can be achieved where the operating company is a budget unit of the unit which carries out the specification and procurement functions. This will inevitably requiring restructuring of such entities so that there is a sufficient degree of separation. But is should be remembered that this is a necessary step to meet the procurement requirement, and it is not the intention of the Commission to require changes in ownership or even the relative share of the market. 

It should also be noted that financial support can continue, as long as it is clearly reasonable payment for the services being provided under the service contract, and that there are opportunities for competent operators to have competitive offers genuinely considered. The Commission will not tolerate abuse of the procedures to provide block subsidies or to otherwise provide high levels of support to public or private entities. 

It should be noted that the Regulation does not make any preference on the level of participation of private operators in the market. All it asks is that the opportunities are there and that the procedures are fair and non-discriminatory. If the public sector retains or wins most of the market share in a fair competition, that is perfectly acceptable.

Finally, it should be noted that the Regulation allows safeguards for the Authority both to ensure quality of service, and to avoid the formation of monopolies. These are not requirements, but rather they are permission to authorities to construct their procurement strategies and selection criteria so that a desirable outcome is achieved. Again, the main point to be observed is that it should not be done unfairly, and should be transparent. 

8.19 Cases where Direct Award is permitted

The Commission allows for certain cases where it is not required to go through a competitive tendering process, and can instead make a direct award for the contract. In general, this is to avoid wasting the time and resource of authorities by holding competitive processes where they are not appropriate. 

The following is a summary of the cases where direct award is permitted : 

· For all modes, where the individual contract value does not exceed €1 million, or the total network value does not exceed €3 million. Note that the Regulation explicitly prohibits breaking up the contracts to avoid having to tender !

· For Light Rail, if direct award would lead to public money or assets being used more efficiently. In this case, it must be justified (and again on renewal) and there should be an opportunity for alternate proposals to be submitted and considered.

· For Metro, if either the size or the unique operating characteristics give the incumbent operator such an advantage that alternates are not really possible

· For heavy rail, if national or international rail standards could not be met in any other way

The Regulation does require that where direct award is used, then :

· It must be justified

· Opportunity must be given for alternate bids

· Value must be reasonable; it cannot be used as a means of giving hidden subsidies
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