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The competitive pricing procedures - key features

Table 5 (at end of the paper) presents a summary of the key features of the
Competitive Pricing Procedures now adopted by Transit NZ and applied by the
tendering authorities in the initial tendering round recently completed (Transit New
Zealand, 1991). Against each procedure, it also summarises for comparison the
requirements specified by the UK Government in the UK Transport Act 1985 and
the associated regulations and tendering code of practice The following paragraphs
summarise and comment on some of the most important {and controversial) aspects
of the NZ procedures, to supplement the material in the table.

Competitive tendering requirements: The NZ procedures (Table 5, item A) stipulate
that the competitive procedures for the award of subsidies to passenger transport
services are normally to involve competitive tendering (CT), except in the specific
case of concessionary fare payments (see below). In the UK, the Transport Act
itself (Section 89) specifies the general requirements for competitive tendering.

Expedited procedures and exemptions: Aside from the case of concessionary fare
payments, the UK legislation allows two other main exemptions from the CT
1equirement:

+ *‘De minimis’ case, for small amounts of service. The NZ procedures allow the
use of expedited CT procedunres for such situations (item R).

- Where urgent action is required to retain or replace an existing service, or to
meef an unexpected requirement. The NZ procedures allow exemption from all
CPP requirements for up to 2 months in such cases (item T); and allow for use
of expedited CT procedures for contracts of up to 6 months (item R)

Specification of services and fares: The CPPs are generally more specific about what
should/should not be included in the request for tender {RFT} documents than are
the UK Government’s regulations/code of practice.

The CPPs require the RFT to specify:
- 1outes, termini, minimum frequencies and minimum capacities by timne of day;
- fares to be charged (actual or maximum);
- which requirements are mandatory, which are optional

The service and fare specifications should be consistent with those set out in the
authority’s Regional Passenger Transport Plan  Unlike in the UK, there is no
requirement in the NZ procedures for fares on tendered services to have regard to
commercial fares in the same area, so as not to adversely affect commercial
services. This is a significant difference between policies in the two countries, on
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which further comment is given below.

Vehicle specification: The CPPs merely require that tendering authorities should not
include in the RFT "any specifications that have the effect of unreasonably limiting
competition, or which favour one operator or category of operator over another (for
example, specification of modes, vehicle sizes, vehicle age or vehicle features)”.
This is broadly similar to the UK guidelines in this regard (item E).

In the event, a number of tendering authorities have adopted mandatory
standards for maximum vehicle age, maximum step height etc (but not such as to
unduly limit competition); and have given further recognition to tenders that
improve on these minimum standards, through trade-offs between vehicle features
and price (refer discussion in next section).

Tender size: The UK requirement relating to maximum tender sizes is very broad,
only requiring that authorities should bear in mind that competition may be
inhibited if they invite "tenders for such substantial packages of services that only
one or a very limited number of operators have the resources to respond” (UK
Code of Practice on Tendering). In practice in the UK {outside London) maximum
tender sizes appear rarely to have been a significant issue, as most of the services
to be tendered have been evening, weckend or rural services, or sometimes
additional peak (worker, school) services: these have generally involved one or two
vehicles at most, and hence most tender packages have been naturally small.

In NZ, maximurn tender size is a major issue if competition is to be encouraged,

ooas

-~ the majority of services have been subject to the tendering process, particularly
in the major cities (rather than the small minority tendered in the UK};
- the tendered services in the major cities include routes (or route groups)
requiring up to 35 peak buses;
.;:5 - in any region there are relatively few medium/large operators and distances
: between urban centres are large, compared with the UK.
. The CPPs therefore stipulated the maximum size for individual tenders in
. precise terms. The actual CPP specification is in terms of seat kilometres and peak
- seats in service, so as to give a fair yardstick for vehicles of different capacities
- (item H gives a simplified version applicable to standard size (40 seater) buses).
"-_'-In practice, the requirement to have no more than 12 buses in service at any time
:1s usually the limiting factor on RFT size in the major regions.
However, it was recognised that operators may be able to provide services more
economically by combining together the services of several RFTs. Therefore a
. Drovision was made to permit tendering authorities to issue combined RFTs

87



Wallis

comprising up to 3 individual RFTs which cover adjacent areas and which have a
common expiry date (item I). Howevet, so as not to discourage smaller operators,
authorities still had to accept bids for the individual RFTs within the combined
package

In the event, the issue of maximum tender size and combined tenders has proved
one of the most interesting and controversial points in the application of the
procedures, as discussed in later sections

Contract revenue type: gross cost or net cost (subsidy) basis: There are two basic

systems for tenders:

+ "(gross) cost" bids, in which the operator bids on the basis of the full costs of
operation and passes all revenue to the authority; and

+ "net cost {or subsidy)" bids, in which the operator bids for a payment to cover
the difference between gross costs and revenues, and 1etains the revenue.

There are also a number of variants possible on these basic systems,

In the UK, the Government has not imposed any restrictions on the system to
be adopted. The majority of tendered services (outside London) use net cost
contracts, with a minority using gross cost or other types of contract. Some
authorities invite tenderers to submit on either or both bases.

In the development of the CPPs, our review of international experience and
evidence did not lead us to conclude that there were compelling advantages in
general to adopting either the gross cost or net cost basis as the best means of
achieving Transit NZ’s CPP objectives; 1ather both approaches had advantages and
disadvantages and the balance between them would depend on the specific situation
being faced. Therefore the CPPs do not require adoption of one approach or the
other. However, two specific provisions were inserted in the CPPs on this topic
(item K):

« Each RFT is to specify whether gross or net (or other type) of contract is
required, and all tender bids have to adhere to this specification. (If this
provision were not included, it was considered that tender evaluation would be
substantially more complex).

« If net contracts are adopted, then the RFT is to include recent passenger counts
and composition data (This was included so as not to give the incumbent
operator an undue advantage in bids for net contracts).

These CPP requirements and their interpretation have been another
controversial part of the tendering process, on which further comment is provided
later in the paper.

Tender evaluation: The CPPs specify in reasonable detail the procedures to be used
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in evaluating tenders and require that the RFTs stipulate how tenders will be

evaluated, particularly in terms of the specification of mandatory and optional

factors and the basis of trade-offs hetween optional factors and price (item M)

CPP provisions include:

- The RFT shali specify mandatory evaluation factors, to which all tenders must
conform to be given further consideration

« The RFT shall also specify optional evaluation factors, including their public
policy objectives and the basis to be used in evaluating the public benefits arising
from such factors

+ Tenderers may submit tenders not meeting all aspects of the primary service
specification, but to be eligible they also have to submit a tender conforming to
the primary specification (item L).

+ The lowest-priced conforming primary specification tender shall be preferred,
unless the tendering authority determines another tender is preferable in the
public interest because either:

- the demonstrable public benefit from optional factors in the other tender

exceeds its difference in price from the lowest-priced tender; or

- the saving in price from a lower-priced alternative tender exceeds the

demonstrable loss in public henefit assoctated with it.

+ If only one conforming tender is received, the tendering authority may negotiate
with the tenderer on price (item O). Negotiation is not permitted in other cases.
The UK legislation requires that the successful tender should be selected "solely

by reference to what in (the authority’s) view is the most effective and economic

application of the funds at their disposal for the payment of service subsidies”

(Transport Act 1985, S89(7)) The UK Act amplifies this policy by noting factors

which the tendering authority may take into account in making this judgement,

including "any matter appearing to be relevant to determining whether the
particular service ... would be effectively provided by (the tenderer)"

In essence, it appears that the overall thrusts of the CPP requirements and the
UK legislation are quite similar. In each case the emphasis is on the most cost-
effective provision of service (not necessarily the lowest cost provision). While the
CPPs are more specific about the treatment of optional evaluation factors in the
tender selection process, similar judgements would be needed under the UK system,

Preference to particular operators:  The UK legislation states the tendering
authorities have a duty not to inhibit competition between operators and potential
operators, and in this regard indicates that awarding all (or a substantial majority)
of contracts in an area to the same operator may be contrary to this duty. The
legislation/guidelines contain no other provisions which either favour or disfavour
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particular operators o1 categotries of operator.

The original CPP Manual went to considerable lengths to avoid favouring
particular operators or categories of operator (ie to achieve the ‘level playing-field”)
However, as noted ecarlier, the new Minister of Transport was persuaded that
certain transition provisions were desirable before it would be appropriate to
introduce the truly level playing-field. In November 1990, the Minister directed
Transit NZ to include transitional provisions in the CPPs to allow regional councils
to give limited preference to existing operators in the award of contracts. In
essence these provisions were (item N):

« For contracts let before July 1992, preference may be given to the existing
operator of a service provided his tender bid was not more than 25% above the
lowest-priced bid.

+ For contracts let in the period July 1992-Tune 1993, preference may be given to
the existing operator provided his tender bid was not more than 12.5% above the
lowest-priced bid.

» These transitional provisions are not mandatory: it is the decision of each
regional council whether or not to adopt them, and whether to adopt the fuIl
preferences (25%/12.5%) or lesser preferences.

- If these provisions are adopted, they shall be applied equitably and not to favour
particular operators. (However, the Ministry of Transport later advised that the
provisions could be applied selectively, although not in such a way as to favour
one existing operator but not others.)

- Where these provisions are adopted, initial contracts may be awarded for terms
of up to 5 years (rather than the 3 years maximum originally specified in the
CPPs).

Potentiaily, application of these transitiomal provisions could give existing
operators very substantial protection from meaningful competition for contracts
until 1997 or 1998, that is for 6-7 years after ‘[’-day. Depending on how regional
councils chose to use these provisions, many of the potential benefits of introducing
a competitive regime might not eventuate until 6-7 years later than the previous
government had intended. Later sections describe how regional councils have used
these provisions and the results that have emerged.

Contract duration: The original CPP Manual specified a maximum contract
duration of 3 years, and a normal minimum of 1 year, with contract expiry dates
reasonably spaced between this minimum and maximum. This 3 years maximum
duration compares with the 5 years maximum specified by the UK Government
(and compares with 6 years previously adopted for school service contracts in NZ.).
The CPP team considered that a relatively short maximum contract peried was'
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appropriate initially, in view of the likely limited degree of competition in the initial
tendering round and the desirability of encouraging more competitors in the market
within a 1easonably short time period. Such a short maximum contract period was
of course opposed by a number of the existing operators.

The Ministerial directive (above) introduced contracts of up to 5 years in cases
where preference was to be given to existing operators. While most regional
councils did not intend to make use of this preference to existing operators, several
of them believed that lower priced tenders and administrative savings might be
achieved with longer coniracts In the light of these views, Transit NZ decided it
would be fairer to allow contracts of up to 5 years in all regions in the itial
tendering round, but with the 3 year limit being applied in subsequent rounds (item

1.

Service varigtions: In developing the CPPs, it was considered important that the
formalities of the contracting process should not inhibit future adjustments of
services in response to changes in demand. Thus a provision was included which
allows services to be varied by up to 25% (in terms of contract value) without
cancelling the contract and re-tendering (item V). However, it was also considered
that such service variations should be covered by a standard formuia in the contract,
rather than by negotiation of a variation in the contract price without a well-defined
basis. Thus RFTs are required to contain a service variation clause, with tenderers
specifying their variable price rates (per bus hour, bus kilometre, peak bus etc) for
any variation in level of service. It remains to be seen how this works out in
practice.

Price indexation Here again it was considered that the basis of adjusting contract
prices for future cost and fare changes should be spelt out in the RFT and
incorporated in the contract, rather than being the subject of negotiation part-way
through the contract.

On the gross cost side, Transit NZ has developed an index which may be applied
for indexation of operator costs. It is intended to be applied annually, except in the
case of fuel where it may be applied quarterly if substantial price fluctuations occur.

For net (subsidy) contracts, indexation of the revenue side is difficult, and has
not been specified in detail in the CPP Manual. Desirably procedures are required
that could be applied throughout the contract life (and without further negotiation)
to cover situations of:

- general increases in fares;
- fare system restructuring;
- underlyingincieases or decreases in patronage (which have occurred rapidly over
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the last few years).

No such satisfactory procedures have yet been developed (by either Transit NZ
or individual 1egional councils) and it appears likely that revenue allowances in net
contiacts will be renegotiated annually with each operator (or with representatives
of all operators in a region).

Concessionary fares: This is another area of the CPPs which has not yet been fully
1esolved, and has been affected by legislative changes since the completion of the
consultancy woik on the CPP Manual

The original Transit NZ Act exempted from CPP requirements any payments
relating to:

« any standard fare system for passenger services; and

- any system of reduced fares for specified group(s) or nsers of passenger services.
While there was no definition of a ‘standard fare system’, it was subsequently

realised that these exemptions could potentially be used by a regional council to

avoid any competitive tendering procedures and maybe to retain the existing non-
competitive system in large measure. Therefore these two exemptions were
removed by an amendment to the Act. One result of this amendment was that any
concessionary fare payments would then be subject to CPPs; and further, unless the

CPP requitements were amended, they would be subject to the competitive

tendering process.

In February 1991 and then again in June 1991, Tramsit NZ published
amendments to the original CPP Manual to cover concessionary fare schemes. In
effect, the amended policy means that concessionary fares can be subsidised without
being subject to a competitive tendering procedure, provided that certain
requirements are fulfilled (Fulfilment of these requirements is taken to constitute
a competitive pricing procedure, complying with the Transit NZ Act).

Aside from various transition provisions, the main provisions in the amended
policy are:

+ The tendering authority (regional council) is to specify the groups of passengers
eligible for concessionary fares. Concessionary fares are defined to be any fares
that are less than fares paid by non-eligible groups.

» Concessionary fare schemes are to be developed through meetings between
representatives of the tendering authority, public transport users eligible for
concession fares and the operators involved.

+ These meetings are to decide on the mechanisms for delivering concessionary
fares and the amount of fare concession applicable to eligible groups on each
service,

- Any concessionary fare scheme is to be equally available to all operators of
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contracted and commercial services, but participation is not mandatory in the

case of commercial services.

At this stage, the CPP provisions regarding concession fares are very general,
and may be contrasted with the much more detailed regulations and guidelines
issued by the UK Government for concessionary fare schemes. In particular, the
CPP provisions are not specific in regard to:

- the basis of recompensing operators for offering fare concessions (there is no
stipulation equivalent to the UK requirement that operators should be ‘no better
and no worse off’);

- the extent to which ‘disabled transport’ services and similar services may be
funded under this heading;

+ how concessionary fates are to be funded {between central government and
regional/local governments).

Currently, regional councils are only just starting to get to grips with the
ramifications of policies for concessionary fares, as they have largely been pre-
occupied with the tendering process over the last few months. The concessionary
faie policies have limited impact on contracted services, greater impact on
commercial services. The late introduction of the policies has meant that operators
have to date largely registered commercial services without any expectation of
recompense for offering fare concessions; and indeed some authorities have
suggested no such recompense will be forthcoming (the CPP provisions do not
specity any basis for recompense). In other cases, tendering authorities may be
faced with making payments which will provide a ‘windfall gain’ to commerciaf
operators who were alread‘y offering the concession.

It is clear that further review and evolution of policy in relation to concessionary
fares in NZ is still to occur, over the next year, and will be linked in with the
further development of subsidy policy by Transit NZ (refer paper by Fiona Knight).
In the short term it appears certain that concessionary fare funding will compiise
a very much smaller proportion of total passenger transport funding than is now the
case in the UK

. Tendering process and issues

. This section of the paper summarises the key features of the tendering approach
- and process adopted by the regional councils (within the framework of the CPPs
© described above) and discusses some of the particular issues that have emerged in
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the process.

Tender ‘packaging’

The services to be tendered by the regional councils throughout New Zealand from
1 July 1991 were divided into over 500 RFT ‘packages’: 87% of all RFTs were for
the three most-populated regions (Auckland, Wellington, Canterbury).

While the CPPs stipulate the maximum size of individual tenders (in terms of
peak buses and bus kilometres pa), the regional councils were otherwise free to
‘package’ services in amy way they wished While the basis adopted differed
somewhat between 1egions, most councils took a broadly similar approach:

- to first divide services on a corridor (or area) basis;

- to further sub-divide services in each corridor by day/time period, particularly
s0 as to separate out those periods of low demand, which would be appropriate
for operation by smaller vehicles.

As an example, in Wellington setvices were split on the following basis:

« By corridor/area - with any cross-corridor school services being grouped with the
most approptiate corridot, and corridors being defined so that no RFT would
involve more than the 12 peak bus limit and so that there would be a reasonable
distribution of tender size from this limit downwards (ie. 12-1 peak buses).

+ Within each corridor /area, split into:

- weekday

- Saturday

- Sunday.

(Given the lower service levels at weekends, a single Saturday or Sunday tender

might cover more than one weekday corridor, so as to achieve better vehicle

utilisation). :

+ As an exception to the general corridor principle, selected low demand services
{eg shoppers’ services off the main route network) were often the subject of a -
separate RFT, so as to encourage use of smaller vehicles.
In Auckland, the services were also split between weekdays, Saturdays and @ -

Sundays. Additionally, the late evening services (after 2000) on all days were = -
grouped into separate RFTs: this recognised that the demand in the evening is* -
substantially lower than at other periods and would maximise the opportunity for .

these services to be provided by small vehicles; and would also give the regional = -
council scope for cutting back these services if funding proved to be insufficient. -
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Service specification

The approaches of the different regions to the way services were defined in the
RFTs were reasonably similar, although some regions provided more detailed
specifications than others.

In Weilington, which is one of the best (and most successful) exampies, the
required services were specified in terms of the following:

» Termini

+ Suggested route (variations would be considered)

- Days of operation (eg school-days only, specific public holidays)
« By time period (eg. 0700-0900, 0900-1500):

- minimum frequency {or number of trips)

- minimum capacity

- special timing requirements {eg. to match school start times, to connect with

trains)
- Other desirable timetable features, eg:

- desirability of clockface departure times

- desirability of even headways on common route sections
- Special school service requirements (detailed routes, timings).

Also, for many services in Wellington, an illustrative timetable was provided,
which had been developed by the regional council to satisfy the service specification
in an efficient manner: the council considered that this would be a useful aid to
potential tenderers and would help to encourage competition (particularly from
operators unfamiliar with the present services), especially given the tight timescale
for the tendering process While tenderers were not required to conform to this
timetable, they have generally done so and this has considerably simplified both the
tenderers’ task and the regional council’s evaluation task

Aay tender bid adhering to the RFT service specification in all material respects
(but not necessarily to the illustrative timetable) was known as a ‘primary’ bid.
Additionally, operators were able to submit ‘alternative’ bids, which do not comply
in some material respect with the specification, but provide a servi¢e with broadly
similar functions (eg. involve a somewhat different route, or a lower frequency).
In such cases, the CPPs required the operator also to submit a conforming primary
bid (Table S, item L)

Fare specification

The general practice adopted for specifying fares in the RFTs was to provide a fare
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table (based on sections or zones travelled) for different classes of traveller/ticket
(eg. adult single cash, student monthly pass etc). All tender bids generally had to
adopt these fares or, in some cases with net tenders, these fares were to be taken
as a maximum (in a few such cases, tenderers did offer lower fares for selected
groups). Geneially the fare tables and section boundaries were based on the
current fares of the dominant operator in the area (with some adjustments for
inflation); in some cases where commercial services had been registered at
somewhat higher fares, these were followed for tendering purposes, so as to uy to
achieve consistency in a given area. Fares for concession groups were specified as
an integral part of the fare table, and there were no separate reimbursement
arrangements for these.

In some of the larger centres (Canterbury and Wellington in particular), the
advent of ‘deregulation’ has more-or-less coincided with moves from section-based
tickets valid on one vehicle only towards zonal /time-based systems with integrated
ticketing and maybe revenue-sharing arrangements between routes and operators,
These moves have been facilitated by the progressive introduction of electronic
ticketing machines (ETMs).

However, deregulation makes such new systems considerably more conplex to
institute and administer. As a result, the introduction of fully-integrated systems in
both Canterbury and Wellington has been delayed, for further consideration over
the next 12 months  (Issues of fares and ticketing systems in relation to
‘deregulation’ are a complex area and would warrant a separate paper: they are not
covered further here.)

Contract revenue type

The CPPs with respect to contract revenue types were desciibed earlier. As in the
UK, most NZ tendering authorities had a preference for net subsidy contracts, so
that the operator would bear the revenue risks and would have incentive to provide
a high standard of service, and so that regional council monitoring and auditing
requirements would be minimised.

However, a number of councils would have had difficulty in requiring net tenders
and complying with the CPP requirement to provide recent passenget count and
composition data: either such data was not available at all, or it was held by the
incumbent operator who was not prepared to release it (for obvious 1easons) In
the event, Transit NZ took a lenient approach to councils in this situation to enable
them to request net tenders, for example:

+ In Wellington, Transit NZ stated that it would be sufficient if the regional
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council stated the required capacity of the specified services, rather than their

expected (or past) patronage levels, Consequently the RFTs merely state that

the expected patronage on each service is consistent with the Council’s own
service guidelines (it could vary by a factor of 3 to 4, consistent with these
guidelines).

» In Auckland, the council’'s RFT documents generally provided aggregate
patronage data by ticket type for each operator based on the last full year’s
statistics, with no breakdown by route or RFT.

Given this lenient approach, all except two of the regions with significant
amounts of service to be tendered adopted net cost contracts as a general policy,
but with some gross cost RFTs being used for new or experimental services: a
summary of practices adopted is given in Table 6. The two councils which followed
different policies (Waikato, Manawatu-Wanganui} complied with the letter of the
CPPs and, given the unavailability of patronage data, initially selected gross cost
contracts despite operator preference for net contracts. Subsequently Waikato was
given approval by Transit NZ to adopt a procedure whereby contracts would be on
gross basis for the first 12 months, then be converted to a net basis in accordance
with a pre-specified formula.

Contract duration

The CPPs specified that contracts would normally be of between 1 and 5 years’
duration, but with each region having to adopt a spread of durations of at least 2
years (Table S, item J) Table 3 summarises the actual breakdown of contract
durations in each region,

Of the 6 regions issuing 10 or more RFTs, 4 (including Canterbury and
Wellington) adopted the minimum duration approach, ie. contract durations in
range 1-3 years; while 2 regions (including Auckland) adopted the maximum
duration approach (3-5 years range).

Auckland adopted an interesting variant on the procedures cnvisaged under the
CPPs (which, T believe, resulted from a misinterpretation of these procedures): the
RFT document specified merely that the contract would be for 3-5 years; at the
time of actually awarding contracts the duration of each was then determined so
that 3, 4 and 5 year contracts were equitably spread amongst selected operators,
In this case it will not be possibie to draw any conclusions on the effects of contract
dutation on tender prices!
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Combined tenders bids

The CPPs specified that tendering authorities could issue combined RFTs
comprising up to 3 individual RFTs covering adjacent areas and having a common
expiry data. In developing the CPPs it was envisaged that this would provide a
balance between on the ome hand allowing operators to take advantage of
operational economies between services (through running etc); and on the other
hand not unduly complicating the tender evaluation process nor unduly advantaging
large operators over small operators.

In the event, some regional councils expressed interest (under pressure from
major operators) in being able to consider multiple combination tender {or group)
bids, in which the tenderer could offer a discounted price for a combined bid on
any group of RFTs nominated by himself. While this was not contrary to the CPPs,
it had not originally been envisaged. This approach was accepted by Transit NZ,
although with qualifications about being ‘mindful of the desirability of encouraging
competition’ (as required under the Transit NZ Act).

In the light of this acceptance, almost all regions permitted ‘group’ bids and the
combined RFT concept set out in the CPPs became largely irrelevant. Some
regions imposed specific restrictions on these group bids, eg. all contracts within a
group must:

- be of the same revenue type
- be of the same contract duration
- relate to the same time period (weekday v Saturday v Sunday, etc).

In the event, a large proportion of all RFTs were awarded through group bids
and some interesting consequences for the encouragement of competition have
arisen.

Tender evaluation procedures - optional factors

The CPP requirements in relation to tender evaluation were detailed earlier.
Tender evaluation factors may be considered in two groups - those that are
mandatory and those that are optional

The mandatory factors specified in the RFTs were similar in most regions and
relatively straight-forward. For exampie, those specified in Canterbury were:
+ Holding of current Passenger Service licence
- Arrangements for performance bond
+ Adequate public liability insurance and vehicle insurance
» Evidence of ownership/access to appropriate vehicles (including back-up
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vehicles)

« Vehicle conformance with minimum requirements (re age, etc)

« Adequate vehicle maintenance and driver training programmes.

The specification and treatment of optional evaluation factors was much more
difficult. The CPPs allow, but do not require, preference to be given to bids other
than the lowest-price (primary) tender provided that the demonsirable public
benefits of such a bid exceeds the extra price associated with it. It was thus
necessary for any region wanting to incorporate optional (non-price) factors in the
tender evaluation to rigorously specify such factors and incorporate them in a
suitable evaluation framewoik related to the public benefits they are likely to
produce .

In trying to define an appropriate evaluation framewotk (on behalf of
Canterbury Regional Council) we reviewed practice in this area in UK and USA
Certainly in the UK, we found that the approach of trading-off optional factors
against tender prices has rarely been adopted, or even considered 1t appears one
reason for this is the difficulty of establishing appropriate trade-off procedures: this
is very subjective for ail those factors where trade-offs tend to be most required (eg
vehicle age, environmental factors).

The approach finally adopted by Canterbury Regional Council, following our
advice, is given in Annex A This focuses on two of the Council’s public policy
objectives for public transport:

- to provide more attractive services, which would then be reflected in increased
patronage;

- to assist transport disadvantaged (especially elderly/disabled) users.

(Other policy objectives relating to environmental and safety issues are largely

covered through the mandatory factors).

With reference to Annex A, it might be noted that:

+ The relative weightings given to scores on each optional factor are essentially
subjective - the judgement of transport professionals,

+ The difference between a perfect score and a zero score on all factors has been
set at equivalent to a 5% difference in tender price - a decision of the Regional
Courncil. This means that a tender priced more than 5% higher than the lowest-
price primary tender can never be successful: typicaliy the difference between
two tenders in terms of optiomal factors would be equivalent to a price
difference of only 1-2%.

As a second example of treatment of optional factors, Wellington used an even
more sophisticated system, which gave weightings to the following aspects:

» Alternative fuel types - impacts on focal noise/pollution and global emissions
(greenhouse effect): up to 7.5% price differential
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+ Vehicle quality - allowing for 9 vehicle features (similar to Canterbury): up to

2.5% price differential
+ Level of service - particularly higher frequency (associated with smaller vehicles):

up fo 2.5% price differential
+ Road congestion - impacts of greater /lesser congestion, assessed using a regional

transport network model: up to 10% price differential.

It is apparent that, in theory, a tender up to 22.5% more expensive than the
fowest price primary tender could be preferred.

Auckland, the largest centre, was the only region to apply the Ministerial
Directive giving preference to existing operators for tenders let before July 1993
(Table 5). Auckland was the principal region from which the Minister of Transport
had been lobbied to introduce these transitional provisions Auckland’s declared
policy was to give the full 25% preference to existing operators in the initial
tendering round, but not to apply any other optional evaluation factors. In the next
section we comment on the results of this policy.

Outcome of the tendering process

Where are we now?

This first round of tendering/contracting in New Zealand is only just being
completed. Most RFTs were issued in March/April and tender evaluation largely
took place in May. Contracts are now (early June) being signed and operators
preparing, under considerable time pressure, for the new services to start on 1 July.
At the same time, several major municipal operators are negotiating new award
conditions with staff, involving substantial reductions in conditions and payments.
Regional councils are also rushing to finalise contracts, print and distribute
timetables and publicity material, organise telephone enquiry services etc prior to
1 July.

It is obviously premature to produce any definitive statements on the results of
‘deregulation’ in New Zealand, and this section does not attempt to do so. It does
summarise the results of the initial tendering round, to the extent that time has so
far permitted, and draws some tentative conclusions on the experience to date.
(Some further appraisal is proposed, but has not been completed at this stage).
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The extent of competition - overview

Table 6 shows (item C1) the distribution by RF1 of the number of tender bids
(excluding multiple bids from a single operator). The percentage distribution for
the three largest centres is as shown in the following table.

Christchurch, the main centre in Canterbury, is a metropolitan area of some
300,000 population, a substantial distance from other major population centres, and
where 98% of services are currently provided by the municipal operator. Not
surprisingly, the extent of competition was limited: the average bids per RFT was
122, and over thiee-quarters of the RFTs had only one bidder, generally the
existing operator.

The Wellington region has a similar population to Christchurch but has been the
base for a number of significant-sized operators (5 bus operators with over 10 buses
each), each hitherto operating in its own suburban territory. Consequently,
there was substantially greater competition, with an average of 2.12 bids per RFT
and with only 30% of RFTs having only one bidder.

At least as much competition might have been expected in Auckland as in
Wellington, as Auckland offers a larger market and has a larger number of bus
operators than Wellington. The actual extent of competition was most
disappointing: there was an average of only 136 bids per RFT and 70% of RFTs
itad only one bidder. Possible reasons for this are canvassed in the next section.

Table 2
Number of bids % of RFTs

Auckland Canterbury Wellington
0 - 2 -
1 70 76 30
2 26 20 42
3 3 2 17
4 1 - 8
5+ - - 3
Total bids 388 © 6l 280
Total RFTs 285 50 132
Ave bids/RFT 1.36 122 2.12
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Not surprisingly, these measures of the degree of competition are low by UK
standards. Typical UK figures for the average number of bids for tendered services
are (Transport Advisory Service, 1991):

English Shires 4.0
English PTEs 28
Scottish Regions 32
Welsh Counties 3.8
Total UK 35

Aside from any possible reasons connected with the nature of the tendering
process itself, the lower New Zealand figures will reflect the lower populations in
each centre, the greater distance between centres, the lower public transport trip
rates and the previous extent of near-monopoly by a single operator in several
centres,

The outcome in the major regions - winners and losers

Auckland: Auckland has the largest population of any region (¢.850,000). While
around 80% of all service were previcusly provided by the ‘municipal’ operator
(which, in fact, is owned by the regional council), there were three private bus
operators which together operated around 100 buses on urban route services plus
a number of other private operators in localised suburban areas. As noted above,
the extent of competition was very disappointing

A major reason for this is, | believe, Auckland’s decision to apply the Ministerial
Directive which enabled it to give a 25% price preference to existing operatoss,
This meant that the chances of an operator being able to succeed in winning
tenders in another operator’s territory were vastly reduced: not only would the
incumbent operator have all the normal advantages that go with incumbency (better
knowledge of the market, better revenue information, local depot premises ete), but
would additionally have a 25% price advantage. Not surprisingly, other operators
were discouraged from tendering!

A second reason for the lack of competition may well be that private operators
were concerned that, if they competed for services now provided by the municipal
operator, this operator would use its financial power to undercut them in their
traditional territory: faced with such a prospect, they were more inclined to not
attempt to expénd their services.

A large proportion of RFTs had only one tenderer; and a large proportion of
those with more than one tender were for relatively small evening/weekend services
where taxi operators were bidding against the incumbent private operator,
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The result has been that relatively few services have been awarded to other than
the existing operator, and the reduction in subsidies has been relatively slight (see
below). The following table summarises the share of subsidies going to each of the
main operator types for the 1990/91 financial year (pre-deregulation) and for
1991/92.

Table 3

Operator group % of total subsidies - Auckland region
1990/91 1991/92

Transportation Auckland 813 780

Corporation {*municipal’

opetator}

NZ Railways - Cityrail 9.7 104

NZ Railways - Cityline Bus 26 26

Private bus operators 6.0 77

Taxi companies - 05

Ferries s 0.8

Total 100.0 100.0

The changes in funding shares are relatively stight, and would hardly suggest that
the Transit NZ Act’s requirement for the CPPs to encourage competition has been
achieved. The amount of services provided by Transpoitation Auckland
Corporation (the high-cost ‘municipal’ operator) has reduced only marginally, with
the private bus operators and the taxi companies taking on some extra services.
The taxi companies are a new player in the field of providing fixed route services
and have had reasonable success in their bids: three taxi companies have together
won 13 RFTs (in all cases from existing private bus operators), but these are mostly
for shoppers services and for evening/weekend services and the total subsidy
involved is only some $225,000 pa.

The most controversial aspect of the Auckland tender evaluation has been the
treatment of group bids. These were permitted by the regional council, subject only
to the conditions that they should not cover the territory of more than one existing
operator, nor cover more than one time period. The municipal operator (TAC Ltd)
submitted group bids to cover all its services, incorporating up to 10 individual
RFTs in a single group and offering discounts of typically 10-209% off the individual
bid prices. It was successful in all its group bids, including 6 group bids for weekday
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services which together accounted for some $30 million pa subsidy, or 68% of the
total subsidy figure for the region.

The controversy has arisen because in a number of cases TAC Ltd’s bids for
individual RFTs were considerably more expensive than those of competitors, but
these competitors (who were generally small vehicle operators) did not submit
group bids and lost out on this basis. Some examples where this occurred are:

+ Tender A - TAC Ltd $32,625
- Taxi Company $ 9,777
- Shuttle Minibus Company $15,837

« Tender B - TAC Ltd $30.224
- Taxi Company $10,889

+ Tender C - TAC Ltd $564,763
- Shuttle Minibus Company $163.821.

In each case, the service was won by TAC Ltd as part of a group bid. While in
some such cases the regional council asked TAC Lid for a revised quote for its
group bid less the specific RFT at issue, I understand TAC Ltd’s general response
was for very little price reduction for the lesser service (a not surprising tactical
1esponse); and no RFT awards were changed as a result.

Not surprisingly, some of the smaller operators involved are unhappy with this
situation, and have lodged complaints with the Ministry of Transport and Transit
NZ. These bodies are currently examining the procedures used. While it appears
that the regional council’s approach is not inconsistent with the letter of the CPPs
(and indeed has been followed in other regions), it appears to be potentially anti- - .
competitive and particularly discourages smaller operators and new entrants. This
will be a major point to review in the CPPs before the next tendering round. =

It is estimated that Auckland’s public funding requirements for 1991/92 wiil -
show a saving of some $3.6M, or 7 5% off the 1990/91 figure (Table 6); there has .
been little change in services or fares. This saving is equivalent to a reduction in.
gross costs (as reflected in tender prices) of about 3.5% Such a small saving is -
disappointing. 1 believe it reflects first the effects of the regional council adopting.
the policy of preference for incumbent operators, and thereby discouraging
competition; second, the adoption of net tenders without the provision of revenue - -
for each RFT, thus further discouraging competition; and to an extent the problems'-
associated with the group bidding system i

Ironically, the policy of preference for incumbent operators proved almost--.'f
irrelevant in the tender evaluation process. In almost all cases, either the current:.
operator’s tender was not within 25% of the lowest competing tender, or the
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economies from a group bid were greater than the economies achieved by a
competing tender. The policy was only relevant to two RFTs, and was used in one
of these cases: the result in this case was to select the existing operator when his
price was $40 pa more than the competitor. Thus the direct costs of applying the
policy are only $40 pa! The indirect costs in terms of discouraging competition are
undoubtedly many times this.

Canterbury: As noted earlier the extent of competition in Canterbuiy was limited,
with only 61 separate operator bids for 50 RFTs. The main Christchurch Monday-
Saturday services (which account for the great majority of the region’s subsidy) were
split into 25 RFTs, each on a net subsidy basis and together involving about 130
peak buses There was only competition for 7 of these: 6 of these were won by
one private operator (without a curient Christchurch base), the other by a second
ptivate operator. In each case the loser was Christchurch Transport, the present
near-monopoly municipal operator: it was undercut by a substantial margin (at least
half) in each case, although its group bids were much more competitive. For maost
of the other RFTs, Christchurch Transport was the only bidder.

Since the initial tendering, there has been great local controversy about the loss
ot jobs at Christchurch Transport, and concein about the possible redundancy
payments that might have to be borne by ratepayers. There have also been further
developments:

» Christchurch Transport was given the opportunity through a negotiation process
to submit revised (lower) prices for those RFTs for which it was the only
tenderer, but for which its original prices were considered too high. These new
bids have now been accepted

« The successful private operators have turned down the offers of 3 of the 7 RFTs
they were to be awarded

+ Christchurch Transpoit proposed to make almost ail its staff redundant and
contract a limited number of drivers on a self-employed basis, as the only way
it could remain viable on a reduced scale given its revised tender prices.
However, following union negotiations, this proposal was withdrawn and the
required driving staff are to be employed under the general private operators’
award (under which average pay is around 20% less than under the municipal
operators’ award).

The end result is that Christchureh Transport will take up 20 of the 25
weekday/Saturday RFTs in Christchurch, but will be a substantially slimmed-down
operation under a new award structure, Most of the Sunday services have been
awarded to taxi companies.

One outcome is that the region’s annual subsidy bill of nearly $15M has been
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reduced by almost one-third, with only slight changes in services or fares. This is
equivalent to an average reduction in gross operating costs (as reflected in tender
prices) of almost 20% from the 1990/91 figures.

Wellington: As noted earlier, competition in the Wellington region was mote
extensive than in either Auckland or Canterbury, despite the adoption of net
subsidy tenders without provision of patronage and revenue data.

Inteiesting features of the results include:

As the tendering period was still open in Wellington when the initial
Christchurch tender results were made public (see above), in the light of
Christchurch Transport’s loss of tenders the major municipal operator
{Wellington City Transport) 1evised downwards its group bid for most of its
existing services. This was sufficient for it to retain these services (some of
which would otherwise have been awarded to a private operator new to the
region), with significant savings to the Council. Wellington City Transport is
carrently in the middle of award negotiations with its unions, in the attempt to
bring down its costs to a level consistent with its successful bid.

In the Hutt Valley, one of the major population areas of the Wellington 1egion,
there were several existing operators and the tender awards were such that many
routes were re-allocated between operators. The result will be extra positioning
trips and as many as 3 operators on some routes (2 of which had registered
commercially), These seem to be undesirable side-effects of the process, even
though it is resulting in reduced subsidy costs. (We understand that already some
of the operators involved are negotiating with each other about possible
swopping of contracts.)

There was very little competition for the ‘rail corridor’ tenders, to supplement
the ‘commercial’ rail services, and almost all were won by NZ Rail: therefore a
fully integrated rail service (combining commercial and tendered components)
similar to the present service will continue to operate.

Faxi companies have been successful in 15 RFTs, mainly for weekday shopper
and weekend services, However these services account for only a few percent
of the total tendered services in the region.

The estimated public funding requirement for passenger transport in the region

in 1991/92 is some $31.5M, made up of:

.

Scheduled service contracts $16.0M
Rail/trolley bus infrastructure support $i15M
Concessionary fares reimbursement $1.5M
Para-transit $ 0.5M
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- Contingency §2.0M
$31.5M
This compares with $37.5M in 1990/91. The saving is $6.0M, or 16%. In
practice the saving may well be nearer $8.0M (21%), as it seems unlikely much of
the contingency will be requited This is equivalent to an overall operating cost
reduction of around 10%.

Tender prices and costs

One of the features of this initial tendering round was the large variation between

tenders in price bids:

+ Some examples for Auckland were given in the previous section (these are some
of the more extreme ones).

« For the 7 Christchurch weekday RFTs for which 2 operators competed, the
higher tender was in every case except one more than double the lower tender,
and in some cases around three times the lower tender.

Apart from genuine differences in operator costs, there may be a number of
reasons for the wide variation, such as:

- different revenue estimates

- differences in services to be provided

- non-serious tenders, at high prices (maybe accompanied by a keener group bid
covering that RFT).

Further investigation would be needed to clarify some of the causes involved
Evidence from the UK counties/regions is that the ratio of highest to lowest

tender price was rarely more than 2.0 (Transport Advisory Service, 1991). It is
obvious that the first round of tendering in New Zealand shows considerably greater
price variations than this Tt would be reasonable to expect that the extent of such
variations would reduce in subsequent tender rounds, particularly as information on
the range of tender prices is being published in each region.

As part of Travers Morgan’s work with regional councils and operators relating
to the tendering process, we constructed a cost model to reflect the gross cost
component of the expected tender prices for different types of operators (municipal,
private etc) using various vehicle types/sizes. Additionally in Wellington, revenue
estimates for every RFT were made, using a variety of survey sources. Despite the
wide range of tender prices submitted, in general it was found that the cost model
provided a good approximation to the prices of successful tenders. More detailed
review would be needed to identify the situations in which the model performed less
well, with a view to adjustments to it for future use.
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Impacts of non-price factors

The relatively sophisticated procedures adopted in some regions for making trade-
offs between optional evaluation factors and price is described earlier. In practice,
out of the more than 500 RFTs issued, we believe that only in 3 cases were the
lowest-priced tenders that conformed with all mandatory factors rejected in favour
of a higher-priced tender (aside from the treatment of group bids, discussed
earlier):

» In Auckland, the Ministerial Directive in favour of existing operators was applied
once, with a $40 pa cost penalty (as described earlier).

+ In Watkato, higher price tenders were preferred for two RF1s where the lowest
tender involved vehicles about 25 years old. The net extra cost involved was
around $20,000 pa '

It is interesting to note that neither in Wellington (where non-price factors could
equate to a price differential of up to 22.5%) nor in Canterbury (where the price
differential could be up to 5%) were higher-priced tenders selected on any occasion.
This somewhat-unexpected outcome reflects the relatively low number of bids per
RFT and the wide range of tender prices noted above. In the light of this outcome,
some regional councils may wish to review their trade-off approaches before the
next tendering round.

Impacts of contract duration

The conventional wisdom is that longer contracts tend to result in lower prices and
probably higher standards of service, but maybe with some loss of flexibility in
adjusting services (although this latter problem may be overcome by the service
variation provisions in the CPPs). I am not aware of any quantitative research on
this issue.

While a full analysis of the NZ tender prices against contract duration has not
yet been carried out, there is little evidence from our various contacts with
opezrators that they would submit lower tender prices for longer contracts (except
possibly in the case of operators new to an area, who have to establish depot
facilities, etc) Indeed on net subsidy contracts, we believe prices may tend to be
higher for longer contracts, as the revenue uncertainty increases substantially with
time,

In this first tender round, there has been great nervousness on the part of
established operators and a pre-occupation with at least retaining their existing
services; the focus has generally been on retaining market share, rather than

108



Competitive Tendering In New Zealand

maximising overall profitability. It seems unlikely that there will be substantial
capital investment during the life of these initial contracts. In subsequent tender
rounds, when vehicle replacement becomes essential, it may be that prices for
shorter contracts will tend to be higher than for longer ones, although 1 remain to
be persnaded. This is an aspect which could warrant some careful research.

Impacts of contiact size

As noted earlier, maximum tender sizes are a major issue in the New Zealand
context and the CPP specifications were drafted to achieve a sensible compromise
between the advantages of larger tenders (operating and administrative economies)
and their disadvantages (discourage competition from smaller operators). At the
time of drafting the CPPs there were strong lobbies from some regional councils
and some major operators to permit larger tenders.

In the event, large contracts have in many cases been achieved through the
group bid approach, although maybe at a longer-term cost in terms of discouraging
future competition from smaller operators. Through these large contracts and for
other reasons, there will be very few cases of more than one contracted operator
providing services in the same corridor, and thus any coordination/user
comprehension problems should be minimised (with the exception of Wellington’s
Hutt Valley)

On the face of it, the group bid approach has resulted in substantial (at least
short-term) cost savings to regional councils: overall tender prices in major centres
would probably be in the order of 10% higher if group bids had been discounted
I believe this 10% apparent saving is more the result of operators’ present pre-
occupation with market share (rather than profitability) and considerably over-
estimates any real economies of scale resulting from larger service packages. Given
this, I suspect that if group bids had not been permitted, operators would have
priced more keenly on the individual RFTs, and the final total costs would not
necessarily have been any higher Certainly the problems referred to earlier in
Auckland would not have arisen. ‘

What needs to be resolved for the future is the policy to adopt in relation to
tender /contract size to secure the optimum balance between any economies of scale
and the desirability of encouraging competition from smaller operators.

109



Wallis

Impacts of revenue type

It was noted earlier that the majority of regional councils adopted net subsidy
contracts for most of their services, but in several cases did not supply operators
with patronage o1 revenue data relevant to the services specified. My view is that
this approach would be expected to act as a considerable deterrent to other than
the incumbent operator, and would result in tenderers building into their prices a
substantial margin to cover revenue uncertainty both for the first year and for future
revenue trends

In developing the CPPs we noted that:

"Net tenders tend to give incumbent operators an advantage, greatly increasing the
risk to other operators, and discouraging competing tenders. This is particularly so
if information about existing patronage and revenue is not readily available."

This view is supported by other commentators, eg:

"The issue of whether the authority or the operator carries the risk on revenue
predictions would appear to be the single most significant factor (in influencing the
number of bids received)". (Transport Advisory Service, 1991).

"Revenue prediction seems to account, overall, for the greatest degree of
uncertainty and difference in price for contracts”. (Huntley, 1989)

While the theoretical advantages and disadvantages of gross v net tenders are
reasonably clear, the actual evidence on the impacts on total subsidies of the two
types is less so. For example:

"By and large, full cost tenders...require less total subsidy than net subsidy tenders.
Unpublished evidence suggests that for the former prices are generally increasing
and for the latter prices are generally decreasing.” (Preston, 1989)

“The evidence on the comparative costs of net cost and full cost contracts is patchy
and conflicting. The only conclusion which it is safe to draw is that the merits of
different types of contracts in practice seem to depend very much on local
circumstances". (Blackledge, 1990)

Given that there have been relatively few gross tenders in New Zealand, it is
unlikely that analysis of the tendering results would shed much light directly on the
relative subsidy impacts of the two contract types. However, we hope to analyse a
sample of tender bids to see how revenue estimates compared with existing revenue
levels: this should be a frnitful exercise, to assist regional councils in determining.
their future policies in this regard. It should also be helpful to Transit NZ in
reviewing its CPP requirements on the provision of patronage data for net contracts.
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Negotiations and service adjustments

The CPPs allow negotiation on tender price in cases where only one conforming
tender is received, but not otherwise (Table 5). Given the relatively large
proportion of RFTs which attracted only one bid, this negotiation process could
potentially be an important means of reducing subsidy requirements.

In practice, there seems to have been remarkably little serious negotiation, and
we believe that very little price reduction has been thereby achieved. One reason
for this is the limited time that was available, both for negotiation and for re-
tendering if the outcome was unsatisfactory. In cases where negotiation was
considered, the basis for it was usually a comparison of the tender price with gross
cost estimates from cost models and tecent revenue estimates.

It is suggested that it would be worthwhile for regional councils to give further
time and consideration to such negotiation in future tendering rounds.

One other aspect worthy of passing comment is the practice of the operator
adjusting services in negotiation with the regional council after the contract award
but prior to service commencement. We are aware of one case whete an operator
has won a whole network of services in which, by fine-tuning his timetable (with
regional council agreement) from that specified in his tender bids, he is likely to
save in the order of $0.5M pa, but his contract price will be unaffected. While such
fine-tuning results in a more efficient operation and is to be commended (and
should have happened in the previous regulated environment), it may be regarded
as somewhat inconsistent with the basis of tender award. {Arguably, if the fine-
taning takes place after the contract is formally in place, then a portion of the cost
savings should be passed on to the regional council, through the contract variation
clause).

Overall impacts on subsidy levels and operating costs

The bottom section of Table 6 indicates the overall impact of ‘deregulation’ and the

tendering process on subsidy Ievels in New Zealand.
In summary:

+ Services have generally been retained at very similar levels, but with some
reduction in vehicle capacities on poorly pationised services; while fares have
been largely unchanged or adjusted for inflation (¢.5% increase).

« In this situation, total subsidies have been reduced from around $108M pa to
$91M pa, a $17M pa (16%) saving

+ This saving is equivalent to an average reduction of 7-8% in overall operator
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(gross) costs, assuming these are reflected in tender prices.
- In the main regions, the equivalent reductions in overall gross operator costs are
about:
Auckland ¢ 4%
Canterbury ¢20%
Wellington  ¢.10%.

Those operators that previously had the highest unit cost levels, the municipal
operators in the main centres, have had to make the greatest adjustments in
response to introduction of the competitive environment, and the major part of
these cost savings relates to their services. In my paper to the Thredbo conference
{Wallis, 1989) I noted that I would expect the municipal operators to be involved
in cost reductions and cost-efficiency improvements involving:

- restraint on basic pay rates;

- new award arrangements, with multi-skilling and reduced penalty rates;

- major improvements in bus maintenance efficiency;

- slimmed-down management structures, with increased decentralisatiom;

- 1educed staff numbers, through attrition and redundancy;

- reductions in capital asset bases, including reduced new vehicle purchases and
moving out of valpabie central area premises.

Changes in all these aspects have been occurring, much as predicted, over the
last 12 months and look likely to continue for at least the next 6-12 months (The
operator response to ‘deregulation’ would warrant a separate paper and is not
described further here).

Conclusions

1 July 1991 is ‘D’ (deregulation) day in New Zealand. While the NZ legislation is
modelied broadly on the UK 1985 legislation, it ditfers significantly in a number of
important respects. The NZ legislation is wider, in that it embraces all passenger
transport modes. It also allows the individual regional councils to have greater
influence over the services (and fares) to be provided, as they are able to ‘contract
over’ cominercial services to secure their desired service and fare policies, 1ather
than having to fit their policies around the commercial market.

Certainly the outcome of ‘deregulation’ in NZ is going to be very different from
the UK While in UK over 80% of existing services were registered commercially,
in New Zealand the cortesponding proportion is only 20% (and a substantial
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:proportion of these were omly ‘commercial’ thanks to separate infrastructure
funding). In many ways, the New Zealand deregulated system has more similarities
‘to the system which has so far been developing in London, with most competition
being for the market (through the competitive tendering system) rather than in the
‘market (ie on-the-road competition for commercial services). Thus in NZ the
ndering processes adopted are crucial to the overall success of ‘deregulation’
Some commentators have suggested it will take 15 years before the snccess (or
otherwise) of UK deregulation can be assessed. Notwithstanding this, I believe
‘some sensible initial conclusions can already be drawn on the impacts of
:‘deregulation in NZ, even before ‘D’-day: this paper has (perhaps prematurely?)
ttempted to do so.
“First, the broad overall impacts of the transition from the previous (area
gnopoly) situation to the first year of the ‘deregulated’ situation in NZ appear to

: 'ﬁfery little change in service levels, other than some reductions in vehicle capacity
on services where conventional-size buses were not necessary (eg. replacement
by taxi-vans/minibuses);

.very little change in fares (additional to normal inflationary adjustments);
overall reduction in subsidy of $17 million (16%) in the first year.

The architects of the New Zealand legislation would probably be reasonably
¢ased with this outcome: the worst fears of many users, unions and on-lookers
elating to fare increases and service cuts) have not been realised, while the
lib'sidy savings will probably be regarded as a reasonable pay-off in many quarters.
-In the major centres, the subsidy savings correspond to the following average
era‘ung cost reductions (as reflected in tender prices):

Auckland ¢ 4%

Wellington ¢.10%

Canterbury ¢.20%.

These savings appear to result principally from the municipal bus operators
ucmg their unit cost levels, in order to become reasonably competitive and to
eta_ln the majority of their existing services. Costs are being reduced through a
Or_n_l__)_matlon of operational efficiency improvements, reducing statfing levels, lower
¢ rates and penalty provisions, and reduced investment in new vehicles. There
0‘:§0ubt that a major proportion of these costs savings are at the expense of the
ployees of the municipal operators: they are being expected to work longer for
:__.pay (a sitnation they share with many other groups of workers in NZ at

_ Y Thredbo paper (Wallis, 1989) I suggested that the major NZ municipal
_tors would need to reduce unit costs by in the order of 15-25% in order to
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become competitive, and this has been confirmed by subsequent work. The above

figures suggest that this order of saving is close to being achieved in Canterbury

(Christchurch), but that only slight progress has so far been made in Auckland (ot

else the company is going to make unusually high profits). I believe that further

unit cost reductions can be expected in subsequent tendering rounds: althongh in

Auckland, where the greatest potential remains, the next round will not occur until

1994,

How successful has the tendering process itself been? In general, I believe
reasonably successful - given the sheer amount of work that had to be done by
regional councils and operators in a very short time and with limited experience in
the field.

The limited extent of competition in this initial round was not unexpected.
However the low ratio of tender bids to RFTs in Auckland was disappointing: the
procedures allowing preference to incumbent operators undoubtedly contributed to
this, and will effectively mean that the full benefits of deregulation in Auckland will
not occur for another 4-5 years.

The following table shows six factors that are believed to influence the levels of
competition for tendered services, together with my comments on the NZ
performance to date against each factor. (One factor that should be added to this
list in the NZ context is the policy of giving price preference to the incumbent
operator.)

This table gives some guide to issues that need to be reassessed before the next
tendering round, in order to further encourage competition and promote operator
efficiency. The following key issues for further attention have been identified here
and earlier in this paper:

« The merits of gross cost or net subsidy contracts, and the provision of adequate
revenue information in the case of net subsidy contracts.

+ The arrangements for and merits of combined or group bids, given that they can
be a strong impediment to competition from new/smaller operators and yet they
appear to encourage significantly lower overall prices from larger, established
operators.

+ Whether the proposed maximum contract duration of 3 years (after the initial
tendering round) should be increased.

« How the ‘level playing field philosophy is best applied between modes, and
particulatly the issues of:

- separate funding for infrastructure (urban rail and trolley buses)

- how best to secure long-term investments (eg. new rollingstock) in a situation

where contracts typically run for 3 years only.
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Factors believed to influence level of
competition for contracted services ™

Assessment of NZ performance

1. Willingness to accept fability for revenue
deficiencies by allowing bids onn a ‘minimum
cost” basis (single most important factor).

2 The degree of impediment to tendering e g.
bonding requirements, complex tendering
procedures, requirement to satisfy tight
criteria, etc,

3 The amount of positive action taken by
tendering authorities to attract bidders -
operator briefing sesstons, wide publication
of prices and tender results, assistance to
new bidders, etc.

4. The period of notice allowed for “gearing
up’ for a new contract and the length of the
contract period itself

5 The ‘packaging’ of contracts to form pieces
of work that are economic for new
operators to bid for.

6. The tendering authority’s willingness to
consider alternative or ‘non-conforming’
tender bids and be flexible in requirements

Generally poor: most tenders required on a
net subsidy basis, but only limited
patronage /revenue information provided.

Reasonably good

Generally good: CPPs require such action.

‘Gearing up’ period not long enough, due to
difficulties in introduction of new system over
short timescale. Expected to be better in
future

Tendering packaging generally satisfactory.
Incentives to new operators reduced by group
bid practices

Reasonable: few alternative tenders
submitted in practice (again due to limited
fimescale available}.

Notes: (1)

From Transport Advisory Service, 1991

-+ The tieatment of optional factors in tender evaluation, including environmental

and traffic management issues.

+ The need to give greater attention to systematic negotiation procedures in
situations of only one tenderer (which have so far occurred in a majority of all

cases).

In 1993, T hope to be able to repart that we have reached the perfect solutions

to all these issues!
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Z competitive pricing procedures - summary and comparison with UK requirements

Z procedures a

UK government requirements @

“All passenget transport services subject to CPP are to be
*competitively tendered, except in the case of concessionary fare
‘schemes {refer also item T)

:'___"A service should not be competitively tendered if it could be
 provided commercially at Jower overall cost

The RFT is to provide a primary service specification, defining
" routes, minimumnt frequencies, minimum capacities efc

.:- The RFI is to specily fare levels and structuzes (consistent with
“{ae RPTP). (There is no requirement for fares to relate to
 prevailing commercial fares}.

.'Thc RFT specification is not to unreasonably limit competition or
- favour particular operator categorics, eg it cannot unreasonably
“Jimit vehicle ages, vehicle sizes or modes

“The RF1 may not specify labour arrangements or practices

The RFT is to specify mandatory evaluation factors and optional
evaluation factors, including for the latter the way in which public
“benefits will be measured in the evaluation

The maximum individual tender size may not exceed the least of
{for & 40 seater bus):

# 500,000 bus kms pa

12 buses in service at any time

¥ 20% of all bus kms on tendered services in the region

Combined RFT’s may be issued to cover up to 3 single RFI’s
w¥lich are geographicaily adjacent

e normal minimum contract duration is 1 year; the maximum is
I'years for the initial tendering round, 3 years thereafter.

Jontract expiry dates are to be reasonably spaced with a

1inimum 2 years spread

FI's are to specify whether tenders are to be on a gross cost
:asis or net cost (subsidy) basis  All tenders have to conform to
lc specified basis. For net tenders, the RFT has to provide
scent patronage data for the service

i:_ndcrers may submit alternative tenders not conforming to all
pects of the primary service specification but also have to
bmit primary tenders

Ttenders have to conform with the mandatory evaluation

ors The preferred conforming tender is then selected through
‘tade-0ff approach: the lowest-price primary tender will be
sHerred unless the authority determines that the demonstrable
blic benefit from optional Factors in another tender exceeds the
ditionat price involved (or alternatively the loss in benefit is less
in the price saved for a lower-priced alternative tender)

tere the tendering authority has adopted a formal poficy on
ing preference to existing operators, the existing operator may
selected. provided his price does not exceed the lowest-price
forming tender by:

iore than 25% in the initial tendering round

1ore thar 12.5% for tenders in year 1992/93.

Dtiation on the tender price is permitted if only one
forming tender is received, not otherwise.

Competitive tendering pracedures required for subsidising local
services, except for urgent requirements, ‘de minimis’ cases and
concessionary fares (sce below).

Local authorities’ subsidy powers are limited to securing services which
would not otherwise be provided

RFT service specification largely left to discretion of the tendering
authority

Fares may or may not be specified by the tendering authority The
authority is fikely to be in breach of duty not to inhibit competition if
tendered fare levels are significantly out of line with commercial farcs
in the same area

Tendering authorities have a ¢uty not to inhibit competition. Vehicle
specifications are left up to individual avthorities, but they should have
tegard to the needs of elderly/disabled people  {Some authorities
specify maximum vehicle age and other features)

RFT may not specily employment conditions of persons to be providing
the service

The tendering authority is to specify in the RFI the sort of
considerations to be taken into account in tender evaluation

Authorities should not invite tenders in such substantial packages that
only a very limited number of operators are able to respond

Tenders may be arranged so that operators may tender for single
tenders or groups of tenders - so allowing potential efficiency gains
without reducing opportunities for smaller operators

The maximum contract duration is 5 years. (3 years is 2 morc typical
duration)

There are no government restrictions on tender revenue type  (Some
authorities invite tenders on either or both (gross/net) bases)

The successful tenderer is to be sclected solely by reference to what in
the authority's view is "the most effective and economic application of
the funds at their disposal for the payment of service subsidies’ There
is no requirement to accept the lowest-priced conforming tender

Tendering authoritics should not award a substantial majority of
contracts to one operator, especially if this is likely to diminish future
competition {There is no means of giving preference to the existing
operator).

e {Cantd.)
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NZ competitive pricing procedures - summary (continued)

NZ procedures

UK government requirements

r

Special tendering provisions apply to Critical Corridors, defined as
corridors in which a non-road passenger service carries a
substantial proportion of all passengers, and which would
experience substantial additional road congestion if that mode
were eliminated (refer text for discussion).

Normally contracts should be awarded at feast 4 months before
required start of setvice (2 months for initig] round)

Expedited tendering procedures may be used for:

- additions to commercial services up to 6,000 bus kms pa

- emergency situations in which there is insufficient time to follow
the full procedures (maximun: 6 months contract length in this
case)

Concessionary fare subsidies may be paid without going through a
competitive tendering procedure (refer text)

Competitive pricing procedures are not required for & period of up
to 2 months to replace a service from which an operator has
withdrawn

Contract prices may be adjusted in accordance with a standard
inflation indexation formula (for gross costs) and specified
standard adjustment practices (for revenues in net contracts).
Contract prices cannot otherwise be negotiated during the contract

Service levels may be varied by the authority during the fife of the
contract, with prices being adjusted according to tendered variable
price rates, provided the total contract price does not vary by
greater than + /- 25%.

UK legislation not applicable to nen-road modes

Concessionary fare reimbursement may be paid without going through
competitive procedures, but {s subject to a separate sct of procedures

Competitive tendering is not required where action is urgently requireg -~

to maintain or replace an existing service, o to mect an unexpecied
requirement CT also not required in ‘de minimis’ sitwations - where
annual subsidy is less than £8,000, provided the operator does not
receive more than £40,000 pa subsidy from the same authority by this
meatls

Notes 13

Refer Iransit N7 ‘Manual of Competitive Pricing
Procedures Volume 2: Public Passenger
Transport’, January 1991

(2) Refer: Transport Act 1985; Service Subsidy Agreements
(Tendering) Regulations 1985 and Code of Practice on Tendering
(UK Department of Transport Circular 5/85)
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Iysis of New Zealand tendering process - provisional

. Auck B.Pty Canter  Hawkes Man- Otage  South Tara Waik
: -land bury Bay ‘Wang -lané -naki -ata
ting services
Existing total services in region - 000 veh km 37,250 260 8500 432 1100 2600 453 750 1522
mercizl services
o existing services registered commercially 8 c30 17 14 99 5 1] 100 39
&, commercial services not using standard <5 0 0 ] 9 100 <5 i}
buses
1ests for tender
Total no. of RETs issued 285 q 50 8 16 3 12 7
Total service covered by RFIs:
. 000 Veh Km pa 34300 c180 8360 370 1100 2877 232 591
.Peak Buses ? ? 121 g 25 65 m 19
% tendered services by revenue type:
Giross Cost 0 b 4 ¢ 9% 0 0 o
Net Cost 100 s 9% 100 4 100 100 o]
Other 0 i} a 1} G 1} 0 100
% tendered services by contract duration:
Up to 1 year 0 1} 25 100 1 ¢ 0 &
1 + to 2 years 0 23 H 0 97 4 0 a
2+ 3 years 30 75 32 0 2 26 16 0
3 + 4 years 40 0 g ] 0 35 42 29
4+ to5 years 30 ¢ 0 0 0 ELS 42 7
iring results
fumber of tender bids by RF1
icparate operarors)
0 bids [H ] 1 Q 4] o] & 0
1 bid - incumbent 199 9 33 8 6 0 12? 0
1 bid - other operators Q 1} 5 [H 0 ] Q i]
2 bids 74 3 10 0 9 17 0 1
3 bids 8 0 1 1 1 4 0 2
1 + bids 4 0 0 0 0 2 31 4
atal 285 3 50 § 16 23 152 0 7
smbez of bids/awards by vehicle type:
Articulated bus /0 a/0 /0 0/ 0/o G/0 0/0
Standard bus (35-50 seats) 6/3 /27 8/8 27/3 52/21 1947 317
imall bus (1334 seats) 0/ o/0 8/0 1/1 2/2 6/? 0/
laxi/van 0/0 /8 0/0 1/1 0/0 0/0 0/0
Train/Ferry 0/0 1/1 g/o /0 0/0 0/0 0/0
Hal 6/3 /36 8/8 29/5 54/23 25/7 0 31/7
Imber of bids/awards by operator type:
dus operator-providing services in region 3/3 /15 8/8 28/4  52/23 10/7 7/3
lus operator - other 3/0 /12 o/0 0/0 2/0 13/? 2474
‘ixi/van operator 0/0 7/8 0/0 1/1 /0 /0 8/0
ther operator 0/0 11 0/0 0/0 0/0 0/0 /0
tal 6/3 136 8/8 /5 54/73 2577 3177
Aiber of awards fo existing/other opers:
X operator & awarded 257 3 } 6 z 19 3
xoperator bid awarded to other oper 12 0 ? ] 2 1 0
xoperator did not bid il 0 ? 0 0 3 4
e service 0 0 ) o 1 ] 0
al 264 3 ? 6 5 23 0 7
outeome
fal serviee 10 be provided compared 10 Sim Similar  Similar Similar  Similar Similar  Some Sim.
¥ious service serv service freq, freq, freq, service  service seTv
i red veh red veh smalier reduction
i capery capery vehs
'5_‘1 public funding 90/91 - $M 480 0.085 14768 0.184 14 324 0.661 110 1258
15!_' %L public funding 91/92 - $M 4 04 10000 0.188 06 280 0.60- 9 0987
ding Reduction - SM 3.6 0.019 1768 -0 004 13} 044 0061+ 110 0271
- % 75 -2 32 -2 57 4 9+ 100 2
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Annex A: Optional factors in tender evaluation
= Canterbury Regional Council procedures

Each tender being compared is to be rated for each optional factor given below on
a scale of 0 to 4, where 0 is the minimum requirement and 4 is the best feasible
performance. The range of possible performance for each factor is defined below.
For example, for Vehicle Age, a 0 score would be given to a tender which had an
average fleet age of 12 years, while a tender with all brand new buses would be
rated at 4.

The optional factors do not all have an equal public benefit, and therefore will
not be given equal weighting in the tender evaluation process The relative
weightings that the Council will give each factor when assessing tenders are also
outlined below.

After the optional factor performance points are assigned for competing tenders,
the weighted points rating for each tender is ‘normalised’ such that a perfect score
on all factors would be set equal to 5. The lowest primary tender price is then set
at 100, and all other tender prices are scaled relative to this. The normalised points
rating is then subtracted from the scaled tender price. The tender with the lowest
total score is then the preferred tender.
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Optionai factor Range of performance Relative weighting
(%)
Vehicle age 0 = average fleet age 12 years 10
4 = all new vehicles
Step dimensions 0 = first step height of 410mm, step rise of 7
300mm, and step depth of 200mm
4 = dimensions of 250mm, 250mm and 300mm
Door width 0 = 600 mm 3
4 = 1200 mm
Grab rails 0 = none 3
4 = throughout all doorways and all seat backs
Passenger bell /cord 0 = none 2
4 = every seat pair
Service frequency 0 = specilied minimum trips 40
4 = 100% or more above minimum level
Express services 0 = no express trips 12
4 = 4 express trips in cach peak period
Access to service 0 = maximum walk of 5} metres to service 12

for all passengers
4 = pick up from door for all passengers

Timetable 0 = no direct conformance with guidelines 11
4 = conformance with guidelines on all
points
Total 100
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