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The exisiting (old) EU regulation

on Public Transport Services
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...a PSC is nothing new: EU regulation 1191/69 (4)

= Public Service Contracts for passenger transport were already defined under EU
regulation1191/69 as adopted10 yearsago.

Article1.4 - EU Regulation191/ 69

4. In order to ensure adequate transport services which in particular take into account social and
environmental factors and town and country planning, or with a view to offering particular fares to
certain categories of passenger, the competent authorities of the Member Statgsonclude
public service contracts with a transport undertaking.

Article14 - EU Regulatiod191/69
Public service contracts

1.“A public service contract' shall mean a CcoO
Member State and a transport undertaking in order to provide the public with adequate transport
services (....).

2. A public service contract shall coveter alia, the followingooints:

a) the nature of the service to be provided, notably the standards of continuity, regularity, capacity
and quality;

b) the price of the services covered by the contract, which shall either be added to tariff revenue
or shall include the revenue, and details of financial relations between the two parties;

c) the rules concerning amendment and modification of the contract, in particular to take account
of unforeseeable changes;

d) the period of validity of the contract;

e) the penalties in the event of failure to comply with the contract.
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...a PSC is nothing new: EU regulation 1191/69 (5 )

The purpose of Regulatidii9/69was mai nly to set rules fo

compensation” as in the sixties, subsidice
scale.
»"The old regulation stated “may” concl ude

However, one may assume that the financial compensation and subject of the public
service obligation should established in the form of a agreement or PSC.

Public Service Obligations were already developed ndé@years ago in France.

Public Service Obligations are common in many public sectors.
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...a public service obligation for airlines.... (6

Public service obligation imposed in respect of scheduled air services between Aurillac and Paris

(Orly) (2007/C 289/12)
1. This obligation replaces the obligation publisheificial Journal of th&uropean Unio 27 of 3 February 2005.

2. The new public service obligation is as follows:

Frequency

The minimum level of service provided must be:

T two return trips a day from Monday to Friday, year-round except public holidays,
T one round trip on Sundays fifty times a year.

The services must be non-stop between Paris (Orly) and Aurillac.

Type of aircraft used and capacity provided
Services must be operated with a pressurised turboprop or jet aircraft having a seating capacity
of at least 30.

Timetables

On days where at least two return trips are required, timetables must be such as to enable
passengers to make the round trip within the day and to spend at least seven hours in Aurillac
and at least eight hours in Paris.

Continuity of public service
Except in cases of force majeure, the number of flights cancelled for reasons directly
attributable to the carrier must not exceed 3 % of the number of flights scheduled in any year.
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Public Service Contracts
and the

new EU regulation 1370/2007
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Defintions new EU regulation 1370/2007 (8]

= Y| Jdzéekvide O 2 V' U Ndrtidei2(d)

means one or more legally binding acts confirming the agreementbetween a

competentauthority and a public serviceoperator to entrust to that public service

operator the managementand operation of public passengertransport services

subjectto publicserviceobligations

dependingon the law of the Member State, the contract may also consistof a

decisionadoptedby the competentauthority:

- takingthe form of anindividuallegislativeor regulatoryact, or

- containing conditions under which the competent authority itself providesthe
servicer entruststhe provisionof suchservicegdo aninternal operator.

= WJdzo £ A O & SNIaiideRep ot A GA2YQ

means a requirement defined or determined by a competent authority in order to
ensure public passenger transport services in the general interest that an operatol
if it were considering its own commercial interests, would not assume or would no
assume to the same extent or under the same conditions without reward.
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Defintions new EU regulation 1370/2007 (9]

= public service contracts and general rules C article 3 (1)

Where a competent authority decides to grant the operator of its choice an
exclusive right and/or compensation, of whatever nature, in return for the

discharge of public service obligatioftsshall do so within the framework
of a public service contract.
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EU regulation 1370/2007 @

Article4 Mandatory content of public service contracts and general rules
1. Public service contracts and general rules shall:

(a) clearly define the public service obligations with which the public service operator is to
comply, and the geographical areas concerned;

(b) establish in advance, in an objective and transparent manner,
(i) the parameters on the basis of which the compensation payment, if any, is to be
calculated, and
(i) the nature and extent of any exclusive rights granted,

in a way that prevents overcompensation.

(c) determine the arrangements for the allocation of costs conneaii#ial the provision of
services

Key points:

= emphasis on compensation and costs

= geographical areas and exclusive rights

* no reference to obligations the Authority is to comply to
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EU regulation 1370/2007 (11,

Article4 Mandatory content of public service contracts and general rules

2. Public service contracts and general rules shall deterthm@arrangements for the allocation
of revenue from the sale dickets which may be kept by the public service operator, repaid
the competent authority or shared between the two.

Key point:
= A PSC should determine revenue allocation for contract parties
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EU regulation 1370/2007: contract duration P

Article4 Mandatory content of public service contracts and general rules

3. The duration of public service contracts shall be limited slvall not exceed 0 years for coach
and bus services arib yearsfor passenger transport services by rail or other trhelsed
modes. The duration of public service contracts relating to seweoales of transport shall be
limited to 15 years if transporby rail or other trackbased modes represents more thaf %
of the value of the services in question.

4. If necessary, having regard to the conditions of asset deprecidhierduration of the public
service contract may bextended by a maximum &% ( .... ) .

Key points:
» PSC duration maximuf© years for bus services aidé years for rail services
= QOption for extension up to a maximum 5@%,
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EU regulation 1370/2007 (13

Article4 Mandatory content of public service contracts and general rules

5(..) Where competent authorities require fj

social standar ds, (shallistte dtaff concerised ang give ganspaventt

details oftheir contractual rights and the conditions under which employaesdeemed to
be linked to the services.

7. (...) Public ser viircaransparent maaner vhetremhaad iflso to whdti
extent, subcontracting may be considered.

Comments:

= Competent authorities

- could require to comply with social standards
- shall indicate if subcontracting may be considered
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EU regulation 1370/2007 (14

Article4 Mandatory content of public service contracts and general rules

6. Where competent authorities, in accordance with natidena) require public service
operators to comply with certain qualistandards, these standards shall be included in the
tender documentsand in the public service contracts.

Key points:

*" The i nclusion of quality standards i
and policy of competent authorities.

. Public Service Contracts — An overview Guido Bruggeman “;’_—L:glc



EU regulation 1370/2007 (15

Article7 Publication

3. In thecase of a direct award of public service contracts faransport by rail, as provided for
in Article5(6), the competentauthority shall make public the following information within
oneyear of granting the award:

(a) name of the contracting entity, its ownership and, if appropritiie,name of the party or
parties exercising legabntrol;

(b) duration of the public service contract;

(c) description of the passenger transport services t@pé&dormed,;

(d) description of the parameters of the financial compensation;

(e) quality targets, such as punctuality and reliability and rewards and penalties applicable;

(f) conditions relating to essential assets.
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Overview PSC requirements EU regulation 1370/2007 (16)

Wh at

i s the upcoming EU regulation ac

m PSC shall include mandatory:

4.1 (a)
4.1 (a)
4.1 (bl)
4.1 (b2)
4.1 (c)
4.2
4.3-4.4
4.5

4.6

4.7

7.3

A public service obligations with which the public service operator is to comply
A the geographical areas concerned

Athe parameters on the basis of which the compensation payment is paid
Athe nature and extent of any exclusive rights granted

A arrangements for the allocation of costs connecteith the provision of service
Aarrangements for the allocation of revenue from the sal¢ickets

Aduration of the contract

A complicance with social standards (optional)

A quality standards (optional)

A subcontracting

A publicationin case of direct award (including quality targets)

There is no mandatory requirement to include quality standards if a PSC is awarded through a
public tender
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New EU regulation: some remarks @

= Good news: no subsidy anymore (we call it compensation !)

= The best thing of the new EU regulation is maybe that the Wbéddzo & A Ré& Q
not exist anymore !

= Whatever EU regulations require, it is a matter of sound governance and best
industry practice to have a clear PulfierviceContract in place.

=t 1s difficult to I magine that 1 n t
place

= The new EU regulation is not fully clear about the mandatory requirement to
Il nclude quality standards i n PSC’s,

* The specific requirements for PSC’s
legislation
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Basic principles

Public Service Contract
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Definition Public Service Contracts (19)

= A Public Service Contract defines tights and obligations
of both Transport Authority and Transport Operator.

As is common with contracts:

Transport Autority Transport Operator

...l will make payments CONTRACT = | will deliver services

under the contract if you under the contract if you
deliver the service as make payments as
agreed.... agreed....

= A Public Service Contract definrgg/ments to be made and
services to be delivered under such contract
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What is a PSC? (20)

A Public Service Contract is signed between a

Transport Authority and a Transport Operator and defines:

= rights andobligations of both parties (who is responsible for what?)
= quantity andquality of services delivered under the contract

= compensations payments to the operator for delivering of services under the contract

as well as

= use and ownership dfssets (infrastructure and rolling stock)
=  monitoring

= management (execution) of the agreement (PSC)

Note: a common used alter nralésandtaskst or “ r i g h
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al Ay (0L 2F t{/ Qay NIxaji |

Contract type Bearer of risk

Cost risk Revenue risk
Management Contract Authority Authority
Gross Cost Contract Operator Authority
Net CosiContract Operator Operator
Quiality Incentive Contract Operator Authority

A In practice many risks are often shared, resulting in numerous forms of hybrid contract
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al Ay

GeL)S 27

t {/ Qay O2YLISy ®

Contract type Compensation payments and revenues Operator

Management Price per Price per Revenues from Bonus
Fee kilometre passenger fares and Malus

Management Contract X (x)

Gross Cost Contract X (x)

Net Cost Contract X

Net Cost Contact X X

Quality Incentive Contract X X

AThere is a clear trend to introduce (financial) incentives for operators related to the
operational performance of these operators.

A Reasons for quality incentives contracts are:
- limited number of Net Contracts due to uncertainty revenues (outside influence)
- disadvantage of gross contracts (no incentives for operators to deliver quality)
- Increased attention for quality of services

-growi ng

experience with PSC’s

. , , , . SPUTNIC
Public Service Contracts — An overview Guido Bruggeman mmrs



Why to have a PSC in place? (23)

= clear definition of public transport services to be delivered

= clear defintion of compenpensation payments to be made to the operator
»mclear distintinction of tasks and re
= continuation of payments (long term fixed contract) to operator

= fixing budgets for public transport

"t 0o ensure value for money’
» transparancy
= minimise political interference in daily operations and management

= access to financing (of investments) for Operator

Regardless national and EU legislation
and

Regardless of the operator

a PSC should be always in place !
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Traditional financing structure

Revenue from fares

Transport
Company

\, |

Passengers

City
Loan



Financing under a Public Service Contract

Loan

g

Transport
Company

Bank (EBRD)

x

Payments under

Public Service Contract

Passengers

A

Direct Support Agreement

Municipality

Revenue from fares

A PSC enables transport operators access to financing for investments
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Contents of

A Public Service Contract
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Rights and obligations under a PSC (27)

An example of rights and obligations under a PSC.:

_ Transport Authority Transport Operator

Rights A to define the quantity of services A to receivecompensation payments for
A to define the quality of services services delivered
A to set tariffs A to submit proposals for improvement of
A to monitor services delivered services (in terms of demand and efficiency

Obligations A to paycompensation to the transport A to deliver publidransport services (quantity)

operator forservices delivered A to comply with quality standards

A to provide and maintain infrastructure: A to adhere to the tariff and ticketing system
1 stops A to provide information about:
1 bus lanes I passenger numbers

Ll

serviceslelivered (quantity)
services delivered (quality)

1 priority traffic lights
A to co-ordinate passenger information

Ll

and marketing 1 complaints
A to implement policies and make 1 turn-over (ticketssold)
investments 1 financials

A not to interfere in daily operations of
the operators

There are many ways to devide rights and obligations among parties

A clear description of rights, obligations and taks of both parties is key to a PSC
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Basic elements of a PSC (28)

Preamble
I. SCOPE
II. RIGHTS AND OBLIGATIONS OF THE TRANSPORT OPERATOR

lll. OBLIGATIONS OF THE AUTHORITY
IV. EXECUTION OF AGREEMENT

APPENDICES

The main contract is in principle fixed for duration of the contract.
Appendicesare updated on a regular basis.
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Preamble PSC (29)

= A preamble is a nice way make statement about the intension of the PSC

PREAMBLE

This Agreement for the provision of Public Transport Services is intended to
foster improvement and further development of passenger transport in [name
City] and the surrounding communities. It is designed to enhance service
delivery and financial performance, and ensure value for money for the City
and its citizens.

The contracting Parties intend that this Agreement shall contribute to public
transport in [name City] and the surrounding communities offering an
attractive alternative to individual motorized traffic, and promote tourism,
environmental protection, energy savings, traffic safety, and the quality of life.
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|. SCOPE OF AGREEMENT (30)

A Scope

A Activities of the Company
A Subcontracting

A Financial Responsibilities

A Overall Transport Planning
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Il. RIGHTS AND OBLIGATIONS OF THE TRANSPORT OPERATOR Q

A Public Transport Services
A Venhicles

A Safety

A Service Quality

A Tariffs

A Tickets Sales

A Information

A Marketing Activities

A Control of Passengers

A Customer complaints
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lll. RIGHTS AND OBLIGATIONS OF THE TRANSPORT AUTHORITY Q

A Payments for Transport Services
A Control of Legal and Contractual Obligations
A Transport Infrastructure and Traffic Control Measures

A Customer Complaints
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IV. EXECUTION OF AGREEMENT (33)

A Duration

A Management of the Agreement
A Information

A Control and Audit

A Invoicing and Payments

A Amendments to the Agreement
A Force Majeure

A Arbitration

A Termination
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Appendices PSC (34

Appendices

Public Transport Reference Service Plan (Template)

Public Transport Operational Plan (in foreg)utes, intervals, operation times

Tariffs Public Transport

Measures and objectives to improve speed and punctuality (traffic flow quality)

Vehicle standard requirements

Service Quality Standards (direct performance)
Customer Satisfaction Index (survey)

Incentives and penalties

©l® N ok WD RF

Calculation of compensation payments to be paid by the City to the Company
10. Price Indexation Formula

11. Assets made available to the Transport Operator
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Quality incentives for operators (35)

Three methods, often combined:

= Direct performance measures

= Mystery shopping surveys

= Customer satisfaction surveys

Quality Incentive Contracts were developed by London Transport as the
Transport Authority was not satisfied with the delivered quality of services

under Gross Contracts (payment per vehicle kilometer).

Operators could gain substantial bonuses when meeting certain quality
standards.

In London there is even a ranking of transport operators.

Quality aspects are described in EBB16
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Direct performance measures : example

)

Penalties for direct performance (examples)

Cancelled trips 200EUR/Trip Company/City

Cancelled trips not reported to the City 500EUR/Trip Company/City

Deviations from the requirement for clee 200EUR/busaand day =~ Company/City
buses(interior and exterior)

98% of passengerstraveling with valid 50% of the lost Company
ticket revenues

Delays >3 minutes from departure 100 EUR/Trip Company/City
provided thebushas arrived in time at

terminus.

Absence of line and/or destination sign 100 EURper busper Company/City
the front of thebus day

Absence of timetables and route maps (100 EURbusstop City/Company
bus and trolleybus stops and day

Company

City

(random inspections
City

(random inspections
City

(random inspections
City

(random inspections

City
(random inspections

City
(random inspections
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Customer satisfaction Index : example

Customer Satisfaction Survey

Customer Satisfaction Contracted quality from | Contracted quality from
2008 2010

A Realiability 7.0
A Safety 7.0
A Information 7.0
A Conduct of drivefdriving) 7.0
A Customer approach 7.0
A Cleanliness 7.0
A Complaints handling 7.0

For each Quality Index Category of the Customer Satisfaction Index, the following incentives and/or

penalties will apply:

7.5
7.5
7.5
7.5
7.5
7.5
7.5

In case the value of a quality index category in higher than the contracted value of Appendix 5, the City will

pay an incentive to the Company in the amount of EUR 25,000 for each 0.1 point difference;

In case the value of a quality index category is lower than the contracted value of Appendix 5, the Company
will pay a penalty to the City in the amount of EUR 25,000 for each 0.1 point difference.
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Gross contract with bonus - malus

38

2A

2B

3A

3B
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Gross Contract

Gross Contract
with Bonus result

Gross Contract
with Malus result

Gross Contract
fixed compensation
covers costs

Gross Contract
fixed compensation
covers costs

BREAK EVEN

H B X

1. Fixed profit margin

2A. Extra profit with bonus
2B. No profit after malus
3A. Profit only with bonus
3B. Loss as result of malus

costs

fixed compensation (gross)
bonus

malus

profit

loss
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SATTFAOMZ GASE 6AGK AYLI SYSy i@

= National legislation (outdated, inconsistent, too detailed)

» Lack of (professional) competence and/or experience Transport Authority

= Lack of political understanding (°1c¢c
= Afraid for long term commitment

* Procedure for tendering and contract award

» [Indexation of compensation formules (labour, materials, fuel)

= Definition and monitoring of quality

= Bonus and malus arrangements
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Contact @

Guido Bruggeman

Independent Urban Transport Consultant
Prinsengrach#t64 hs

1017KG Amsterdam

The Netherlands

Phone: 81 20 624 64 82

Email: guido.bruggeman@planet.nl
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