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1 PURPOSE 

1.1 The attached report was prepared in response to the Mayor’s commitment to 
commission a review of London’s bus service, as approved at the meeting in 
November 2008.  It was noted at this meeting that this would be reported to the 
Surface Transport Panel. 
 

1.2 This report was considered by the Surface Transport Panel at its meeting held on 3 
July 2009 and by the Finance Committee at its meeting held on 15 July 2009.  
Members of the Panel and Committee welcomed the Report. 

 
2 BACKGROUND 

2.1 The report has been produced by KPMG who were contracted following a 
competitive tendering process. 
 

2.2 The report comments on, and makes recommendations about, a number of areas of 
operation around bus contracting and network planning. 
 

3 SCOPE OF WORK 

3.1 The report considers three key areas: 

(a) Bus contracting; 
(b) Network development; and 
(c) Value for money. 

 
3.2 The findings are not summarised here as the report is self explanatory.  As the report 

has just been delivered, TfL is in the early stages of reviewing which 
recommendations should be taken forward. 
 

4 RECOMMENDATION 

4.1 The Board is requested to NOTE the contents of this paper. 

5 CONTACT 

5.1 Contact: David Brown, Managing Director, Surface Transport 
Email:  DavidBrownMD@tfl.gov.uk  
Telephone: 020 3054 0178 

mailto:DavidBrownMD@tfl.gov.uk
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Figure 40 – North West London  

 
Source: TfL and SDG analysis 
 

Key Finding: Outer London’s major centres do benefit from a dense bus network that 
provides direct journeys to and from each centre. As such current services provide an 
orbital network that is capable of supporting short distance trips to, from and in between 
neighbouring centres.  

7.5.2 Type 2: Express Orbital Services  

The concept of investment in better orbital transport systems is a development that has 
added importance given the wider Mayoral objectives as described in the recent 
Statement of Intent. This sets out an improvement in orbital links as being a key 
component of the Mayor’s policies. The rationale for an improvement in orbital linkage is 
a desire to support the economic vitality of London’s centres and also to encourage less 
reliance on the car in outer London. It is against this strategic objective of 
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accommodating orbital movements that improved orbital linkages should be considered. 
Moreover in developing improved orbital transport proposals bus must be considered 
alongside other modes and proposals developed in light of the findings of the necessary 
studies.  

The London Sub-Regional Studies provides a means within which these ideas could be 
tested as the studies seek to develop appropriate transport solution in light of both policy 
and local needs. To achieve this successfully, the Sub-Regional Studies in their 
consideration of Orbital Express Services should: 

• Ensure that some suitable express orbital bus schemes are identified and developed 
and subjected to comparative business case appraisals against other means of 
addressing the same challenges so that the cost envelope and the characteristics are 
well understood; 

• Ensure that the development of express orbital services considers a product that 
aligns with the needs of each market in terms of speed and comfort so as to be 
competitive with car travel and potentially fares set outside of the existing fare-scales. 

We would also note that in the London context, it is clear that the availability of public 
funds will restrict the development of schemes such as those which envisage new 
infrastructure in orbital applications. It therefore makes good sense to consider express 
bus services, not because against the priorities of the London bus network they would be 
considered priority areas for investment, but because compared with the alternatives they 
are quite likely to represent best value for money within budget constraints. However we 
would note that TfL’s current budget for bus service provision does not allow for further 
investment in this area and any additional subsidy requirement would need to be met 
through either the provision of further funds or a reallocation of subsidy from existing or 
planned uses. 

7.5.3 Recommendations orbital services  

Based on our work we make the following recommendations on orbital services. 

 

Recommendation 33: There is a dense network of services around each centre which 
provide good opportunities for orbital movement between adjacent centres. The 
number of direct bus links over longer distances is more limited and interchange is 
needed. The balance of provision reflects the balance of passenger trips, which are 
predominantly short. If this balance changes (for example as the result of 
intensification of suburban centres) then, as part of its’ planning process, TfL should 
consider whether any opportunities exist for more provision of affordable and 
effective, longer-distance bus links. The potential for express orbital services should 
be considered by TfL at a strategic, multi-modal level (in line with the aspirations of 
the Mayor’s Statement of Intent).  
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7.6 Express Services 
In the context of seeking cost-reducing measures, we have considered the potential 
benefits of, and requirement for, express bus services. We believe that there are, in 
addition to the orbital concept considered in the previous section two types of express 
services which could be offered:  

• Peak hour only services which provide additional capacity but omit some bus stops 
en-route; and 

• Semi-fast all day services which use, on average, one bus stop in three or four along 
the route. 

The rationale for considering both of these types of service would be in the instances 
where the characteristics of the route and the market served could lead to means of 
providing passenger capacity (particularly at peak times) with a lower overall cost of 
provision than would be the case with reliance on a standard stopping pattern.  

TfL already considers express services and extending stop intervals within its approach to 
network planning and a small number of express services exist today. There is potential to 
explore this concept further. However such approaches are only likely to prove to offer 
best value for money in the following but limited circumstances: 

• Routes having demand concentrations over longer point to point distances so as to 
enable effective planning of limited stop services;  

• Sufficient road space to ensure that express services are not caught behind ‘normal’ 
services at stops and therefore offer a journey time improvement; and 

• Sufficient road space or route options to mean that express services can avoid some 
of the traffic congestion experienced by bus services (significant stretches of bus 
priority and/or segregation would be advantageous but not essential).  

7.6.1 Benefits and disbenefits  

There are a number of sources of benefits and disbenefits that can be attributable to 
express or limited stop service and could be appraised by TfL’s appraisal framework. 
These are set out below: 

• Increased passenger benefits for a proportion of passengers due to faster journeys (as 
making stops has a significant impact on journey times);  

• Mode shift by appealing better to the car or rail markets, particularly where these are 
congested; 

• Potentially reduced costs arising from scheduling efficiencies and in some 
circumstance a lower PVR ; and  

These benefits would be off-set (according to the specific route) by: 

• Passenger disbenefits to those passengers who experience a reduction in service 
frequency as they are unable to board the express service to reach their destination;  
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• A reduction in the simplicity of the bus network; and 

• Potential for lower levels of service reliability. 

 

Recommendation 34: The opportunity for significantly reducing cost through 
express operations appears limited. Where opportunities exist, TfL should consider 
them as part of its planning process. 
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8 Glossary 

The following table gives definitions for the abbreviations and acronyms used within this 
document. 

Figure 41 – Abbreviations 
Abbreviation Definitions 

AEI Annual Earnings Index 

BCDM Business Case Development Manual 

BCR Benefit Cost Ratio 

bph Buses per hour 

BSM Bus Service Meeting 

CAGR Compound Annual Growth Rate 

CPA Contract Price Adjustment 

CPT Confederation of Passenger Transport 

CSS Customer Satisfaction Survey 

DBERR Department for Business, Enterprise & Regulatory Reform 

DfT Department for Transport 

EBIT Earnings before Interest and Tax 

EOI Expression of Interest 

EWT Excess Waiting Time 

GLA Greater London Authority 

GDP Gross Domestic Product 

HCT Hackney Community Transport 

IBBG International Bus Benchmarking Group 

ICL Imperial College London 

ITT Invitation to Tender 

KPI Key Performance Indicator 

LBSL London Bus Services Limited 

LIPs Local Implementation Plans 

LRT London Regional Transport 

MoD Ministry of Defence 

MPS Minimum Performance Standards 

MTS Mayor’s Transport Strategy 
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Abbreviation Definitions 

NBC National Bus Company 

OJEU Official Journal of the European Union 

OFT Office of Fair Trading 

ONS Office for National Statistics 

OTD On Time Departure 

PSC Public Sector Comparator 

PVR Peak Vehicle Requirement  

QICs Quality Incentive Contracts 

ROCE Return on Capital Employed 

RPI Retail Price Index 

SDG Steer Davies Gleave 

SPG Service Planning Guidelines 

TEC Tender Evaluation Committee 

TfL Transport for London 
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Appendix one – International policy context 

8.1 Policy and context benchmarking 
8.1.1 Introduction 

This section describes the bus operating model in a number of cities around the world. 
The cities covered are: 

• Copenhagen, Denmark; 

• Stockholm, Sweden; 

• Berlin, Germany; 

• Melbourne, Australia; 

• Seoul, South Korea; 

• Singapore, Singapore; and 

• Santiago, Chile. 

For each city, the key market characteristics, the background and history of the operating 
model, the nature of asset ownership, the level of competition, the tendering process, the 
risk and rewards of the model, and the key lessons learned are outlined. 

The cities were selected according to scale of operations, comparability with London, 
variety of delivery models and interesting local market developments and initiatives. 

The information is drawn from the international KPMG network, the international SDG 
network, desktop research and industry experience.  

8.1.1.1 Key findings 

The cities covered have market frameworks that differ to varying extents to each other 
and London, but there are comparisons that can be drawn and lessons that can be applied 
to the London bus market.  

Key observations from the international review include: 

Market framework 
• Cities which have implemented a gross cost tendering model have generally seen 

costs fall;  

• There has been a general trend towards increased involvement of private sector bus 
operators in markets. This is the case irrespective of whether gross cost, net cost or 
concession contracts are adopted; and 
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• Encouraging competition is seen as a key strategy to increase efficiency and reduce 
costs. A number of authorities recognise the need for them to take action in order to 
increase the level of competition in their markets. 

Contract award / specification / monitoring 

There are three main types of contract used: net and gross cost contracts, and concessions. 
A concession contract is where the operator is paid an annual fee for running the service 
(literally providing manpower and technical expertise), but all other aspects of the 
operation such as ticketing and information systems, vehicles, advertising, revenue 
protection and marketing are provided by the commissioning authority. An example of a 
concession contract is the operation of the London Overground rail service by London 
Overground Rail Operations Ltd on behalf of TfL. 

• Price is not always the most important criterion when evaluating bids. Other criteria 
can include fleet quality and prior operational performance; 

• Customer satisfaction surveys are increasingly used to monitor and evaluate operator 
performance; 

• Requiring bids to be priced according to a key cost driver (eg operated kilometres) 
can result in an effective and value for money method to vary contracts during their 
term; and 

• The choice of contract cost inflation index is important and problems can result from 
the adoption of an index that does not accurately reflect the cost faced by operators in 
that particular market. 

Network planning 
• There is often a strong level of co-operation between the Authority and operators in 

those cities that use the gross-cost tendered model;  

• In order to better integrate the bus network with other modes of transport, a number 
of Authorities have felt it necessary for them to undertake network reviews and 
implement reforms based on their findings; and 

• The knowledge of operators can be used to improve network planning, service 
provision and release efficiencies.  

In the following, the bus operating model in each of the cities covered is discussed in 
more detail. 

8.1.2 Copenhagen, Denmark 

8.1.2.1 Key market characteristics 

Copenhagen’s bus market is a mature and regulated market. Movia is the authority 
responsible for the provision of public transport services. Movia has held this 
responsibility in Copenhagen and the surrounding counties since 1 January 2007. Private 
sector companies operate the services on a competitive gross cost contract basis. 
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8.1.2.2 Background and history 

Copenhagen Transport, the former Authority, was formed by a merger between twelve 
mainly publicly owned transport companies in the 1970s. From 1980, approximately 
eighty percent of operations were carried out by Copenhagen Transport, and the rest by 
private operators on a contractual basis.  

In the context of declining patronage and rising fares in the late 1980s, a model with 
increased private-sector participation was introduced. This model came into operation in 
1990. Copenhagen Transport continued to manage the planning and fares of the bus 
system, but tendered forty five percent of operations to private companies. This was a 
successful process – costs decreased and bus patronage increased, which in turn 
encouraged further tendering and a target to have all bus operations tendered to the 
private sector by 2002.  By 1999 all bus services were provided by the private sector 
through this process of competitive tendering and the sale of the remaining public sector 
operations.  

The letting authority changed its name from HUR to Movia in 2007 as part of municipal 
reforms which gave Movia greater authorities and powers. 

Service costs are met through a combination of government funding and passenger fare 
revenue.  

8.1.2.3 Asset ownership 

The buses and depots are owned by operators. 

8.1.2.4 Competition 

Copenhagen has a consolidated market with two operators, Arriva (fifty three percent 
market share) and City Trafik, (sixteen percent market share) controlling sixty nine 
percent of the market by operating hours per year. The ten smallest operators currently 
control twenty percent of the market. The table below shows current market share and the 
relative market share in April 2010 taking into account contracts that have recently been 
re-tendered.  

Figure 42 – Competition in Copenhagen 
 

Operator Market Share April 2009 

ARRIVA Danmark A/S 53% 

City-Trafik A/S 16% 

Netbus A/S 6% 

DitoBus A/S 5% 

10 others 20% 

Total 100% 
Source: Movia website 
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When private companies entered the market for the first time in 1990 there were fifteen of 
them. Some operators have expressed concerns that an incumbent route operator may 
have access to strategic assets, such as depots. However, depot access is not considered to 
be a significant barrier to entry. Land for depots is readily available in the suburbs of 
Copenhagen, which is a short distance from the city centre, and Movia can be willing to 
let out depot facilities in central Copenhagen as part of a contract.  

8.1.2.5 Tendering 

Movia tend to group routes, allowing bidders to bid for a single route, or a package. For 
example a route package can include nine routes where the bidder can bid for individual 
routes, part of the package, or the entire package. This is designed to allow smaller 
companies access to the market.  

Bids are evaluated against three criteria;  

• Price (forty five percent);  

• Operational quality, including customer satisfaction scores and reliability/punctuality 
on services the firm currently operate (thirty five percent) ; and  

• Fleet quality (twenty percent). 

Bids are submitted on a price-per-hour of operation basis. This can be adjusted over the 
life of the contract if certain contract characteristics change. 

There has been increased co-operation between the Authority and operators in the 
tendering process. In the earlier years of the tendering process, contracts were prescriptive 
with the focus on specification compliance by the operators. Now operators can suggest 
service alterations to the contract specification, when they think this can lead to increased 
efficiencies and a better service or coverage. These alterations are thought to be given 
appropriate consideration by Movia.  

8.1.2.6 Risk and reward 

The gross cost contracts are typically six years in length. If performance is at a sufficient 
level the contract may be extended at Movia’s discretion for up to six years. 

The KPIs which are used to evaluate performance are: 

• Driver service and behaviour; 

• Driver’s driving style; 

• Compliance with scheduled timetable; 

• Temperature; 

• Interior cleanliness; 

• Interior maintenance; 

• Exterior cleanliness and maintenance;  
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• Noise limitations; and 

• Vehicle hours operated against schedule.  

These are all measured by customer surveys with the exception of vehicle hours operated 
against schedule, which is recorded by the operators.  

An incentive scheme based on the above KPIs is in place; it can be worth five percent of 
the total contract sum to the operator. Penalties can be steeper. 

There is a collective bargaining system in place, as there is for many manual-skilled jobs 
in Denmark, to determine drivers’ wages. Salaries are agreed centrally through collective 
bargaining between the trade unions (the most notable of which are 3F and HK/Handel) 
and employer confederations (who negotiate under the HTS umbrella). 

These bodies cover the whole of the transport sector in Denmark; as such they sign a joint 
agreement on common subjects, then agree settlements between the relevant members for 
their individual sub-sectors. In the road transport sector, after pay is decided centrally, no 
further negotiations can take place at a company or any other level until the end of the 
settlement period – such a process covers approximately fifteen percent of the Danish 
workforce today. The current pay deal is in place from 2007-2010. 

8.1.2.7 Lessons 

The letting authority has adopted a number of policies in order to help smaller operators 
gain access to the market. For example, the authority groups routes into packages that can 
either be bid for as a whole package or on a route-by-route basis which is more attractive 
to smaller operators who lack the operational capability to bid for all the routes in one 
area. Also, the letting authority recognises that depot access can be a barrier to entry so 
where possible it seeks to include access to depots within the contract.  

Pricing on a per hour of operation basis can mean route modifications are less complex 
during the life of a contract.  

The approach to performance evaluation is similar to that of London in that there is an 
increased use of customer satisfaction surveys. This is similar to QICs 2. 

The letting Authority values operational quality and fleet quality more than price; price 
accounts for only forty five percent of the bid evaluation.  

Over time the letting Authority has learnt to value the expertise and knowledge of 
operators. This knowledge is used to improve network planning and service provision, 
and release efficiencies.  

8.1.3 Stockholm, Sweden 

8.1.3.1 Key market characteristics 

Stockholm’s market is mature and regulated. Stockholm Transport (SL) is the authority 
responsible for the provision of public transport services. Private sector companies 
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operate the buses and bid to operate the services at a district level on a competitive gross-
cost contract basis. 

8.1.3.2 Background and history 

Prior to 1989, public and private sector operators were given the right to operate public 
transport services through concessions that were granted without competition. 

Following central government legislation in the late 1980s, all Swedish transport 
authorities could choose the organisational and market framework that they felt was the 
most appropriate. In 1991 Stockholm restructured into separate operating and 
management divisions. The authority (SL) gave operators two years to prepare for 
competition. During this time operator costs fell. The tendering process began in 1993. 
Part of the network was operated by SL until the late 1990s, at which point all services 
had been tendered. 

During the 1990s total operating costs were reduced – indeed, a key reason behind the 
move to a tendered system was to improve the level of cost recovery. The level of cost 
recovery has increased from approximately thirty six percent in 1990 to approximately 
forty eight percent in 2003.  

SL has sold its majority shareholding in a number of the transport companies in order to 
remove competition concerns.  

Operating costs are covered by passenger fare revenue and Stockholm County Council 
general taxation. 

8.1.3.3 Asset ownership 

The buses are owned by the operators; the depots are owned by SL.  

8.1.3.4 Competition 

The largest operators by market share are Busslink (owned by Keolis) and Swebus 
(owned by Concordia). 

Concerns over the level of competition in Stockholm have been expressed by some, who 
cite the large route lots as acting as a significant potential barrier to entry. SL has 
considered varying the district size, offering financing for bus purchases or preventing the 
combination of districts in tendering to increase competition in the future. They are also 
trying to attract new entrants to the market from elsewhere in Sweden and abroad.  

8.1.3.5 Tendering 

Tendering criteria include price per bus kilometre and the quality of the firm’s internal 
production processes as defined by a variable designed by the Swedish Institute of 
Quality Management. 

Routes are typically tendered by district to try to optimise resources within an area. 
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SL is responsible for route scheduling and fares policy. 

8.1.3.6 Risk and reward 

The gross cost contracts vary in length, but are typically five years, with either party 
having the discretion to extend for up to five additional years if certain quality targets are 
met. 

The amount received by the operators from the Authorities as part of their contract 
changes annually, based on a price index consisting of wage rate, fuel rate, and an input 
factor/workshop index. 

SL monitors the service in a number of ways – through operator self-reporting, service 
monitoring and unannounced audits. After a series of monitoring audits are completed, a 
review with the operator is carried out. If the previously defined service and quality levels 
are not met, an action plan is put in place. If this is not successfully implemented, it can 
lead to the Authority withholding payment and in extremes contract cancellation. 

There is an incentive scheme in place. The exact level of the incentive will vary with the 
contract, but they can be financially positive or negative. There are incentives for 
increased patronage and service quality measured by customer perception, and penalties 
for reduced service operation and below-standard service quality.  

An operator is monitored, measured and incentivised on the following: 

• Operation of all scheduled services; 

• Punctuality; 

• Vehicle cleanliness and condition; 

• Staff behaviour and driving quality; 

• Information to the customer; and 

• Safety and security of the customer. 

Employee pay is agreed on a collective basis. There is little variation in pay between 
employers.  

8.1.3.7 Lessons  

Route cost recovery can be targeted as a way of bringing down total costs.  

As a result of the cost pressures on operators during the 1990s tendering process, driver 
wages were seen as too low. To rectify this there are now provisions in place in the 
contracts to ensure that workers’ salaries are not lowered during the course of the 
contract. The collective bargaining process also contributes to drivers receiving a fair 
wage.  
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The Authority is actively seeking to encourage new entrants into the market, but access to 
capital is a barrier to entry. To combat this barrier, the Authority is considering ways in 
which it can help operators gain access to capital. Alongside this, the authority is in 
dialogue with potential new entrants from Sweden and abroad.   

8.1.4 Berlin, Germany 

8.1.4.1 Key market characteristics 

In Germany, the Federal States have a legal responsibility to provide adequate bus 
services to the public. It is for the individual states to determine the level of service that 
satisfies this responsibility.  

In Berlin, the Senate (the government of the State of Berlin) is the public transport 
Authority. It sets out the framework for the structure and financing of local transport, and 
defines the networks, frequencies, quality standards and fare levels. 

BVG is the transport operator of many public transport systems in Berlin, including most 
bus services and is one hundred percent owned by the State of Berlin. A very small 
number of routes are operated by other operators and this has only happened recently. 

8.1.4.2 Background and history 

Soon after Berlin became divided after World War II, the two separate halves of the city 
followed different transport policies. West Berlin concentrated on expanding the metro 
and bus networks, scrapping its tram network. East Berlin extended its tram network. 
Following the fall of the Berlin wall in 1989, there was the need to re-integrate the two 
very different public transport systems in East and West Berlin, as well as creating 
improved transport links between the two parts of the city. Buses play a key role in 
connecting people to the major rail and metro stations in the West and providing local 
community transport all over Berlin. 

The bus network, its basic frequencies and quality standards are set by the State 
Government in the Local Transport Plan, which normally covers a five year period.  

Public funding for the BVG is regulated in the ‘Co-operate Contract’ – a contract between 
SenStadt (the administration for urban development within the Federal government) and 
BVG, specifying which transport services BVG has to deliver and the level of funding it 
receives to subsidise its operations. The current plan expires this year and the next plan, 
for the period 2010 to 2014, is currently being developed.  

In the absence of significant competitive pressures on costs, financial efficiency is 
delivered through the level of funding. As a result there is still a push for financial 
discipline; for example, the number of BVG employees has fallen by over sixty percent 
since unification. However, BVG still has to operate with significant ‘legacy’ costs as a 
result of the historic position of the state in Germany, which is still seen in some parts as 
a provider of jobs. Additionally, the strong labour laws which limit BVG’s ability to 
reduce staff costs or reduce its workforce.  
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Towards the end of the 1990s revenue started to plateau and in 2002 revenues across the 
whole of BVG’s transport operations suffered a decline. A series of measures were then 
undertaken to reverse this trend, and new services and fare structures were introduced. 

The measures introduced in the period 2004-06 were developed out of a study that 
demonstrated customers would use public transport more if improvements in journey time 
were made. Services were added, removed or altered using analyses of competition from 
cars, how congested different transport routes were, and an investigation of how better to 
integrate different modes of public transport. 

8.1.4.3 Asset ownership 

Buses are owned by BVG. The small number of buses operated by other parties are 
privately owned.   

8.1.4.4 Competition 

There is very little competition in the bus market in Berlin as BVG operates the vast 
majority of routes. They have grandfathering rights over routes and have an agreement to 
run services in Berlin until 2017. The only form of competition in Berlin is a small 
number of routes run by other operators. These are typically new routes such as the 
airport-train station link operated by the bus subsidiary of DeutscheBahn. There is 
currently no large scale competition for other routes as BVG have recently renewed its 
ten year operating licence. They have some degree of ownership over routes through the 
existence of grandfathering rights.  

8.1.4.5 Tendering 

There is no tendering model, in the sense of a public sector procurement tendering 
process, similar to that in other bus markets reviewed. This is a result of the position of 
power that BVG holds as the incumbent operator for the vast majority of the network. It 
is known that BVG subcontract services to private sector operators, though the process 
they use is not known.  

8.1.4.6 Risk and reward 

BVG is a state owned company, so does not face the same risk and reward framework as 
a private sector operator would typically face. BVG is incentivised to meet performance 
standards and can be financially penalised for not meeting pre-agreed targets.  

8.1.4.7 Lessons  

The success of the reforms introduced in 2004-2006 demonstrate the importance of 
understanding the needs of passengers and subsequently aligning the bus service to meet 
those needs.  

Like Transport for London, Berlin regularly creates five-year transport plans which help 
to set out transport services and priorities within a long-term context.  
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It can be challenging to reduce the staff costs of a bus operator when there is an 
historically high cost base. This is particularly true when there are strong labour laws that 
protect employees and there is a public acceptance that the state has a role to play in 
providing employment for citizens and in the provision of public services such as 
transport.  

8.1.5 Melbourne, Australia 

8.1.5.1 Key market characteristics 

The Victoria State Government’s transport department is the transport Authority for 
Melbourne. It sets fares and is responsible for network design. Private bus companies 
operate the services primarily on a gross cost contract basis, with franchise arrangements 
in place for a small number of routes.  

8.1.5.2 Background and history 

Melbourne has one of the world’s largest tram networks, so bus is a less important mode 
for large parts of the city. However, it plays a strategically important role in the suburbs 
and in those areas that lack a tram connection.  

Most of the routes in Melbourne were established by, and have been provided by, the 
private-sector for over thirty years. A few routes have been operated by the government’s 
Public Transport Corporation. There has been competitive route tendering since 1993. 
However, for a large number of routes this is effectively not the case as the operators 
have a certain degree of historic ownership rights over the contract. Tendering is focused 
on how much the incumbent will operate the route for, rather than whom the operator will 
be.  

During the decade after tendering was introduced, there were a number of issues centred 
on the quality of the bus service, particularly the time that routes cease operation and the 
frequency of services in the daytime. There was also a desire among bus companies for a 
clearly defined strategic direction. Further, the Authorities wanted to increase the share of 
modal public transport, and so reduce congestion and increase patronage, as well as 
improve safety.  

In this context the State Government published two policy papers, Meeting Our Transport 
Challenges in 2006 and The Victorian Transport Plan in 2008, which were designed to 
address these issues.  

These papers were written by the state government (working closely with Bus 
Association Victoria (BAV) on the bus proposals) for the Victoria region to aid the 
development of the transport plan going forward. These papers outlined a ten-year 
investment programme in the bus network, with the majority of the investment being in 
the implementation of a smart-card ticketing system and a greater subsidy to improve 
local bus services.  
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The level of co-operation between the Authority and operators in the State is considered 
as being strong. Areas where the Authority and the operators have worked together 
include: 

• The collaboration to produce Meeting Our Transport Challenges and the Victorian 
Transport Plan; 

• Joint working to identify areas for bus service improvement and increased patronage, 
which has led to a consensus on how to develop the network; 

• Improvement and refinement of tendered contract details through a long-term 
negotiation process; and 

• Agreement over principal service goals. 

Due to the large number of operators in the market, BAV acts on behalf of the industry 
for a large number of negotiations and discussions with the Authority.  

8.1.5.3 Asset ownership 

Bus companies typically own both the buses and depots with some operators leasing 
depots. The capital and operational costs of the buses are agreed by the Authority and the 
operator at the beginning of the contract period. The Authority specifies when the 
operator must introduce new buses to the routes and this is reflected in the payments. The 
operator retains any upside from procuring buses at a price that is less than that agreed in 
the contract. The buses are depreciated over the life of the contract and the Authority has 
no rights of ownership or novation at the end of the contract. As a result the operators 
often benefit significantly from residual value upside at the end of the contract.  

The Authority has sought to reform this system in order to gain greater Value for Money, 
but so far they have been unable to implement the reforms necessary to improve the 
framework.  

8.1.5.4 Competition 

Despite a degree of consolidation in the market in recent years, it is still considerably 
fragmented with over twenty operators active in the market. It is widely perceived that 
there is a lack of competition on a large number of routes due to the ‘ownership rights’. 
Some operators have claims over certain routes as a result of historically operating them, 
as well as the close relationship that has developed between the commissioning authority 
and the operators.  

8.1.5.5 Tendering 

Tendered services are let on a gross cost contract basis; other routes are let on a 
concession basis. The vast majority of routes are re-tendered in one procurement process 
at the same time.  

The government has specified a minimum service level for all routes in the tendering 
phase, however there is some flexibility around how the operator wishes to operate its 
required vehicle kilometres. 
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In order to improve the efficiency of operators, the Authority has undertaken a 
benchmarking exercise to give them a stronger position in the contract negotiation 
process.  

8.1.5.6 Risk and reward 

The tendered contracts are gross cost; a degree of cost risk is offset by the fact that there 
is cost indexation in the contracts. The operator still retains a degree of indexation risk as 
was evidenced in 2006/07 when the operator wage settlement was higher than the average 
weekly adult ordinary time earnings (AWE) measure which is used as the cost inflator.  

As part of the increased funding announced in Meeting Our Transport Challenges, the 
bus operators accepted a series of measures that altered their risk profile: 

• Companies accepted that they will not object legally if certain routes are put out to 
tender; 

• A more transparent costing process for gross contracts and a more detailed cost 
breakdown to demonstrate relative and ongoing efficiencies when setting contract 
rates; 

• Increased service reviews; and 

• Increased incentivisation in some contracts. 

The Authority did attempt to introduce a stronger revenue incentive regime into the 
contracts, but this was resisted by the operators.  

The KPIs and any associated incentive payments are based on: 

• A degree of bus patronage growth; 

• Operational performance (including service provision and punctuality);  

• Qualitative performance from customer feedback (this measure may not be related to 
incentivisation payments); and 

• Metlink-related performance. Metlink is the provider of transport service information 
in Melbourne. Factors here may include the speed at which an operator passes service 
changes to Metlink and whether such information is accurate. This measure may not 
be related to incentivisation payments.  

If the operator meets the targets, the contract may also be extended. 

Lessons  

The Authority has recognised the need to increase efficiency across all operators. To gain 
assurance that operators are continually striving for further efficiency gains, the authority 
now requires more detailed costing information in bids that demonstrate efficiency 
savings. The authority has also used this information as part of a benchmarking process. 
The benchmarking information is used as part of the tender evaluation process to inform 
the authority and assist them in securing the best value for money.  
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An increased degree of co-operation between the authority and operators has resulted in 
improved network planning and a collaborative approach to future network development 
that has the support of the authority and of the operators.  

The close working between operators and the Authority has led to accusations of 
regulatory capture. This regulatory capture has inhibited the Victorian state government’s 
ability to reform certain aspects of the market framework and may have increased the 
price the government has paid for bus services. 

As is the case in London, the choice of indexation is important. If the index does not 
reflect the local bus specific market then this causes cost pressures for the operators. 

8.1.6 Seoul, South Korea 

8.1.6.1 Key market characteristics 

The Seoul Metropolitan Government is the transport authority, and determines fares and 
route structures. Private bus companies operate the services on concessions and tendered 
contracts. 

8.1.6.2 Background and history 

Historically bus usage in Seoul grew until the 1980s, but has since fallen as a result of the 
increased use of cars, the growth of the metro system and the longer journey times that 
result from increased congestion.  

During the 1990s the number of private firms reduced due to government-encouraged 
consolidation and lower bus demand – there were fifty eight companies in 2002 (down 
from eighty nine in 1996). By 2002, the level of cost recovery was eighty five percent, 
with the funding shortfall made up through government subsidy.  

Prior to 2004, each bus operator had a monopoly on a specific route and services were 
uncoordinated, with the result that many routes overlapped. The bus system was operated 
by private firms with Seoul Metropolitan Government only determining the fares. Fare 
revenue was not redistributed centrally. 

In 2004 a series of reforms were implemented in an attempt to reverse the trend of 
declining passenger numbers and increased cost. The reforms were also designed to 
improve the efficiency of the operation of the bus services, improve facilities and make 
the bus network more suited to the needs of the city. 

A more centralised system was introduced with revenue collected centrally and allocated 
to each bus operator according to vehicle kilometres. If revenue does not cover cost, 
Seoul Metropolitan Government provides a subsidy, which is negotiated annually. A 
number of new routes were also introduced which have since been put out to tender. 

Seoul Metropolitan Government undertook an accelerated bus lane and bus rapid transit 
development programme, and implemented a new bus management system. GPS 

Strategic bus review: Call-Off 1, PRO-1639 105



ABCD  
 London Bus Services Limited 
  
 KPMG LLP 
 Final Report – 16 July 2009 

 

equipment on buses facilitates monitoring of speed, adjustment of the number of buses on 
a route, and passenger information systems at bus stops.  

This has be complemented by improved integration of buses, metro and rail networks, a 
more unified fare structure and the introduction of smartcard technology. 

The result has been an improvement in journey times in the bus rapid transit areas, an 
increase in passenger numbers (reversing a long-term downward trend) and a reduction in 
bus-related injuries. However, costs and the level of government subsidy have increased 
substantially; the subsidy was approximately three times as high as the previous year after 
the reforms as prior to the reforms. Key drivers behind the increase in costs have been the 
increased number of services and increased salaries for drivers. 

8.1.6.3 Asset ownership 

Depots and buses are owned by private operators. 

8.1.6.4 Competition 

The number of private bus firms has been steadily falling, partly as a result of government 
policies that encourage consolidation in order to create greater operating synergies. 

8.1.6.5 Tendering 

Some of the new routes set up since the 2004 reform have been tendered; however the 
routes that are were in operation prior to 2004 (which is most of them) are typically still 
being run as concessions. 

8.1.6.6 Risk and reward 

Companies are reimbursed based on vehicle-kilometres and do not face revenue risk.  

8.1.6.7 Lessons  

Like London, Seoul has invested in the introduction of bus monitoring technology with 
the aim of improving the real time information provided to passengers and improving the 
efficiency of the bus operations. There is potential for TfL to explore whether they are 
using the information provided by these systems to its maximum benefit, for example in 
relation to reducing Excess Waiting Time. 

Again, similar to London, an investment programme in the quality of service provided an 
increase in passenger numbers, but has been accompanied by increases in the amount of 
subsidy required.  

8.1.7 Singapore, Singapore 

8.1.7.1 Key market characteristics 

Currently, SBST and SMRT Corporation operate monopolies in two respective areas of 
Singapore. This process is overseen by the Public Transport Council (PTC). The 
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operators bear both cost and income risk and there is no subsidy in place. The Land 
Transport Authority (LTA) have started to plan bus networks centrally this year. 

8.1.7.2 Background and history 

In the 1970s, the ten bus companies were merged into three and then subsequently one. 
This was managed by the government in an attempt to create a better service with more 
centralised organisation. This company became known as SBST, which is still the largest 
operator in Singapore today. In 1983, in order to provide a level of competition and 
improve service, a competitor, Trans-Island Bus Services (now called SMRT), began 
operating bus services. Both companies operated monopolies in separate areas of 
Singapore. 

A 2008 LTA publication – Land Transport Masterplan – was commissioned to consider 
options to overcome some criticisms of the area-monopoly model. Such criticisms 
included the lack of co-ordination between the two services and a lack of direct 
government influence over enhancements to the current system through the service 
standards.  

8.1.7.3 Asset ownership 

The bus companies own their own buses and depots. 

8.1.7.4 Competition 

Currently, Singapore is divided geographically between the two operators. Their 
performance is benchmarked against each other. As it currently stands the market 
framework does not allow the entry of a new operator, but a more competitive tendering 
system is intended to start from 2010 onwards. The Land Transport Masterplan stated 
that the licence period should be shortened from thirty years and the market be gradually 
opened up to increased competition. This is designed to encourage greater efficiency and 
service improvements.  

8.1.7.5 Tendering 

There is effectively no tender process in place currently – both companies who operate 
services in Singapore were started with government approval. Tendering may start from 
2010 as the market is opened up to increased competition. 

8.1.7.6 Risk and reward 

The operators have net cost monopolies within their respective areas and as such hold 
both the cost and revenue risk. There are no government subsidies.  

The operators have a level of autonomy over routes and schedules as these are not 
specifically detailed in the service standards contracts. Whilst operators bear cost and 
revenue risk, the freedom the operators have in their areas means they are able to plan 
services in a profit maximising way. 
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Revenue covers operating costs and the financing of capital assets. The Land Transport 
Authority has, however, been funding the development of a system-wide rapid transit 
system. The Land Transport Masterplan does not wish to change the no subsidy 
principal, as the current system ensures tight financial discipline; however the authority is 
considering a fare surcharge that can be used to fund non-commercial transport 
initiatives.  

8.1.7.7 Lessons  

The significant differences in the market framework between Singapore and London 
mean that the lessons that can be learnt from Singapore are limited. However, there are 
some observations that can be made. 

Singapore views a more competitive market as a positive development and is following 
policies which will facilitate increased competition in the marketplace.  

Singapore appears to benefit from a stated policy of no subsidy which focuses operators’ 
strategies on revenue generation and cost minimisation. The authority believes that this 
approach will broadly result in the development of a network which effectively meets the 
needs of the residents of the city and the government’s strategic transport and wider 
objectives. Recently the authority has recognised that this approach may not fully meet its 
wider policy objectives and as a result is considering a fare surcharge to fund transport 
operations which are not commercially viable.  

8.1.8 Santiago, Chile 

8.1.8.1 Key market characteristics 

The General Co-ordination of Santiago Transport is responsible for the Transantiago 
scheme; a package of reforms to public transport in Santiago which has affected buses in 
particular. Prior to this, several central government and locally appointed bodies were 
responsible for different aspects of public transport management. Private operators 
operate the bus services, with most services tendered in a series of packages on a gross 
cost basis with a degree of shared revenue risk. The central AFT collects and manages 
revenue. 

8.1.8.2 Background and history 

Public-sector bus operators have not historically played a large role in the operation of 
buses in Santiago.  Those public-sector companies which operated buses were sold off in 
the 1970s. In 1980, rights of entry into Santiago, routes and bus frequencies were 
deregulated, and fares were deregulated in 1983.  

In 1991, a new government decided to re-regulate aspects of the service, and put out to 
tender those services that went into Central Santiago. The evaluation criteria were vehicle 
quality and the fare charged. In total, seventy seven percent of bus services were 
competitively tendered concessions at that time. Often these routes were won then sub-
contracted to a number of smaller firms with the result that most routes were operated by 
small companies that had four buses or less.  
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The tendering changes did lead to fewer, newer buses and more profitable operations but 
by 2000 it was thought that more could be done to improve the system. As such a scheme 
called Transantiago was designed to address a series of issues. These were: 

• The rise in car journeys, and the associated decline in public transport modal share 
and traffic congestion; 

• Low customer satisfaction;  

• Safety issues; 

• The level of pollution; 

• The cost of tickets for the poorest citizens; and 

• The concentration and overlapping of routes.  

The key reforms implemented in the scheme included: 

• Improved traffic management systems (including bus lanes and car toll roads); 

• The change to a gross-contract tendered system;  

• Incentives to improve bus vehicle standards; and 

• Co-ordinated transport infrastructure and planning policies.  

The reforms started to take effect in 2005. 

8.1.8.3 Asset ownership 

The bus operators own the buses and depots. 

8.1.8.4 Competition 

Operators were incentivised through the contracting process to merge in order to 
encourage the rationalisation of a market in which there were thousands of small 
operators prior to the reforms.  

8.1.8.5 Tendering 

There is currently a gross cost system in place that has a degree of revenue risk sharing. 
Following Transantiago’s route restructuring, there are five major ‘trunk’ contracts 
incorporating the busiest routes and ten ‘area’ contracts which act as feeder routes to the 
trunk routes. Within the area contract bidding process the operators have a significant 
degree of influence over route design. 

The main criterion for evaluating bids is the ‘payment rate per passenger carried’ quoted 
by bidders. Prior to bidding, the authorities state a maximum and minimum rate per 
passenger. If two bidders’ prices are the same, then a number of factors are evaluated to 
determine the contract winner. These include contribution to the technical operation 
reserve, wages and training given to employees. 
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Firms were incentivised to reduce emissions by the promise of longer contracts. There is 
effectively a pollution limit in each contract; those companies with the least polluting 
buses can earn longer contracts. The authority has considered using money generated on 
the international carbon markets from reduced emissions to finance travel for elderly 
passengers and those on lower incomes.  

Operators of feeder routes are typically awarded five year licences. Trunk route licences 
are longer and may be up to thirteen years in length with a further six years dependant on 
performance 

8.1.8.6 Risk and reward 

The system is broadly a gross cost system. However, there is a degree of shared revenue 
risk as operators are incentivised to increase patronage. The AFT have a fixed fare 
structure across the system. The operators are compensated by the AFT on the bid-for 
fare per carried passenger. Thus the operators take passenger volume risk.  

There are several risk sharing mechanisms included in the contracts: 

• Operators incur up to ten percent of revenue loss or gain compared to their target 
revenue. If gains or losses are greater than ten percent, the fare income received will 
be changed accordingly. 

• Firms can extend the concession period if passenger demand is lower than target 
volume so that the expected target rate of return can be met. 

• There is a ‘buffer fund’ that can be used in the event that steep fare adjustments are 
required because of major differences in target and outturn revenue. This reserve is 
funded from initial capital contributions from the bus firms and accumulated 
surpluses. 

Since the system started, there have been financial pressures. The measures outlined 
above have not proved sufficient; there is public opinion that the operating and 
forecasting models are not working properly, as well as changes to the system since it 
began operating, have meant that revenue has not been sufficient to cover costs. The 
government has provided a subsidy to the AFT who have passed this on to the operators. 

8.1.8.7 Lessons  

Santiago has moved from a system of deregulation, to one of concessions, to gross cost 
contracts with some revenue risk. As such, the market is now being guided more by the 
state with services being operated by the private sector. 

The innovative use of pollution trading which Santiago may use in the future could be a 
positive way to encourage firms to use more environmentally-friendly buses rather than 
adopting a regulatory approach. 

Santiago has had to subsidise its bus system even though there are a series of measures in 
place to transfer risk to the operators. Revenue has not been sufficient to cover costs. This 
demonstrates that any risk sharing mechanism must be effectively developed, that 
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realistic forecasting is vital in understanding how much risk is being transferred and that 
ultimately the authority retains the final risk. 
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