b

IMPROVING PUBLIC TRANSPORT RESEARCH —

MONITORING KICKSTART SCHEMES (UG589)

Final Report
February 2007
Transport Studies Group, Loughborough University

STAR Independent Consultants Ltd

Open University

Loughborough
University




The report’s authors are:
Abigail Bristow

Marcus Enoch

Lian Zhang
Loughborough University

Clare Greensmith
Norman James

STAR Independent Consultants Itd
Stephen Potter

Open University



CONTENTS PAGE

0.

0.1
0.2
0.3
0.4
0.5
0.6

11
1.2
1.3
1.4

2.1
2.2
2.3
2.4
2.5
2.6

3.1
3.2
3.3
3.4
3.5
3.6

4.1
4.2
4.3
4.4
4.5

EXECUTIVE SUMMARY ...t e e e e e 1
AIMS aNd ODJECHIVES.....cciiiiiiiiiiiiiiiiiieeeeeeeeeeeeee ettt 1
What is Kickstart / BRDG ? ......ccouuviiiiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeeeeeeeeee 1
What is KiCKStart's role ? ... 2
What has Kickstart achieved ? ...........cccoooiiiiiiiii e 2
What is Kickstart's future potential ..o, 3
RECOMMENUALIONS .....vvviiiiie et e e e e e e e e e eeeeees 3
INTRODUCTION ...ttt e e e e e e e e e nnnnnaeeeeeeeeas 5
(01011115 q PP PTTTR 5
Kickstart and Bus Route Development Grant Schemes....................... 5
Context: Bus Subsidy and Patronage Trends...........ccceeeeeeieeeieeeeeeeee, 6
SHrUCUre Of REPOI .. .. 8
REVIEW OF EVIDENCE .....cooiiiiiiiiiiiiiieeee ettt 9
OVEBIVIBW ...ttt e e e ettt e e e e e e e e e e eeaaan e e e e e e e eeenennnnnnns 9
NON-COMPELItIVE FUNCS.......uuuiiiiiiiiiiiiiiiiiiiiiiitiie e 9
Competitive FUNAS ......cooiieeece e 12
Payment by Results: PasSSENQEerS.........ccoiiiiiiiiiiiiiiiie e 14
Moving to Commercial Viability ...............ccouiiiiiiiiiiiiiiiiiiiiiiiiieee 19
(0] o Tod 1§ 1[0} o 1S 22
METHODOLOGY ..ottt e e e e e e 25
OVEIVIBW ...ttt ettt e e e e et e e e e e e e e e eeeennaanns 25
D2 1 2= B PP 25
Dat@ SOUICES....ceuiiiieiiie ettt e et e e e e e e e eaaa s 26
Development of an Appraisal Framework ............cccccoeevvvviiiiiiiinneeenn. 28
Development of the Stakeholder Consultation ..............cccccocevviiiineens 31
Conclusions on the Methodology ...........ccoooeiiiieii, 33
PROCESS AND IMPLEMENTATION .....ciiiiiieee e 34
INEFOTUCTION. ... ettt nennnee 34
PIOCESS .. 34
IMplementation ProCESS.........uuuuuuiiiiiiiiiiiiiiiieiii e 38
Viability / Continuation SIrategy ..........ceevvveeiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeee 43

Marketing and Market Research .............ccccovvvviiiiiiii e, 44



4.6 CONCIUSIONS . e e 46

5. PATRONAGE GROWTH ... 47
5.1 INrOAUCTION....cci i a7
5.2  Patronage Growth: 2003 Kickstart Schemes..........cccccooeeviiiiiieiinnnnnnn. 47
5.3 Patronage Growth Performance Against Targets: 2003 Kickstatrt....... 48
5.4  Performance of the 2005 Kickstart and BRDG Schemes. .................. 49
5.5 Other Influences on Patronage..........cccccovviiiiiiiiiiiiiiiieeeeeee 49

6. BROADER SCHEME IMPACTS. ...ttt 51
00 R 01 1o To [1 [ 1o o PP RUURPPRRPR 51
6.2 MOdal ShIft .....ccoiieeiie e 51
6.3  Diverse Social ODJeCtiVES..........ccooviiiiiiiii 54
6.4  Benefits to EXISting / NEW USEIS .....cocoeeiiiiiiiiiiiiee e eeeeens 55
6.5  AdAEA VAIUE......oieeeieee e 58
6.6  Value for PUbIliC MONEY ........cooooiiiiiiiiii 58
6.7  Overall PErformMancCe ..........cooviiiiiiiiiiie e e e e e e e e eeeees 61

7. THE BUS MARKET AND KICKSTART PHILOSOPHY ......ccccceeeinnnns 62
% R 1 01 1o To [§ T 1o o APPSR 62
7.2 The BUS MArKel.......uueeiiiee e e e e e eeeees 62
7.3 Philosophy of KiCKSTart ..o 63

8. CONCLUSIONS AND RECOMMENDATIONS.......ccvviiiieeeee e 66
8.1 INrOAUCTION. ...t e e e e eeeees 66
8.2  Kickstart / BRDG AChieVementsS..........ccovviiiiiiiiiiiee e 66
8.3 ISSUES AFISING ...cciiiiiiiiiiiiieeeeee e 67
8.4  ReCOMMENAIONS ......coeiiiiiiiiiiiiiieeee e 68
8.5  FUrther RESEAICH ........cooii i e 69

ACKNOWLEDGEMENTS ... .o e e e e e eaan 71

e o N [ S 72

APPENDIX 1 STAKEHOLDER CONSULTATION TOPIC GUIDES. ................ 78

APPENDIX 2 AUTHORITIES AND BUS OPERATORS CONSULTED............ 85

APPENDIX 3 SCHEME TYPOLOGY ....coiiiiiiiiieeeie e 88

APPENDIX 4 INTERPRETATIVE FRAMEWORK ......cccoiiiiiiiiiiieeeeeeeeen 96



0. EXECUTIVE SUMMARY

0.1 Aims and Objectives

This study was commissioned jointly by the Department for Transport (DfT) and
the Scottish Executive to assess the impacts of the Kickstart scheme in England
and of the Bus Route Development Grant (BRDG) programme in Scotland.
This included both the performance of individual schemes and the proposal
development and implementation processes.

0.2 What is Kickstart / BRDG ?

Kickstart was intended to provide: enhanced commercial bus services in terms
of quality and service frequency which could not be justified on commercial
grounds; to push marginal supported services into the commercial arena and to
encourage the development of new services to meet needs. The initial phase of
Kickstart in 2003 was incorporated within the Bus Challenge programme, and
there was an emphasis on social inclusion issues. Nevertheless, it was clear
that schemes funded under Kickstart should represent partnership working
between local authorities and bus operators and should aim to be either
commercially viable at the end of Kickstart funding, or alternatively to have a
guarantee of local authority revenue support, if required, at the end of the
Kickstart funding period.

In 2005 Kickstart was aimed at projects which “have a clear prospect of
becoming commercially viable, or otherwise fully self-sustaining with a
guarantee of local authority support”. Modal shift and patronage increase were
the twin aims of the scheme. In Scotland the BRDG scheme was established to
“improve access to public transport, encourage modal shift and reduce
congestion”. Again, there was an emphasis on projects able to achieve
commercial viability, but this was not prescriptive and allowed schemes to be
developed which would require local authority support at the end of BRDG
funding.

Kickstart and BRDG have been used to bring forward and implement a series of
schemes (97 in total, since increased to 105 with new BRDG schemes awarded
in October 2006) with the aims of:

Establishing commercial viability or sustainability
Increasing patronage

Raising the quality of service offer

Encouraging modal shift

Reducing congestion, and

Addressing social inclusion issues

These schemes have been able directly to improve the transport offer to the
travelling public and the community in the project areas and are widely
acknowledged by both local authorities and bus operators to be schemes which
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would not have been developed without the impetus provided by Kickstart
funding. The 97 schemes analysed within this study have provided substantial
benefit to at a cost of £43.7 million, on an annual basis comfortably under 2% of
the total public subsidy to the bus industry.

0.3 What is Kickstart's role ?

Kickstart has been successful in uplifting marginal commercial services to new
levels of revenue and patronage, and in establishing their long term viability.
The vast majority of schemes funded in 2003 will be commercially viable or
sustainable at the end of Kickstart funding. We anticipate a similar pattern with
those schemes funded in 2005 in England and Scotland; indeed, there is
evidence to suggest that the 2005 schemes will be even more successful in
leaving a commercially viable legacy as the elements of partnership working
and commercial viability were defined more explicitly and understood more
comprehensively by partners in 2005.

Kickstart has also enabled a number of supported services to be injected with
financial support which will allow their patronage and revenue to grow bringing
them close to commercial viability at the end of Kickstart funding. Owing to the
marginal nature of these services local authorities have pledged continuing
support for these services after Kickstart to assist them to reach commercial
maturity eventually.

Kickstart has acted as a catalyst to develop a new style of partnership working
between local authorities and bus operators. This development has been
welcomed on both sides. Local authorities acknowledge the need to appreciate
the commercial realities of the bus market and the importance of
entrepreneurial flair; bus operators have appreciated the use of bus services as
an aid to address social inclusion and accessibility issues. The success of
Kickstart lies in the fact that it is able to generate commercial success and
stimulate successful bus services whilst addressing key social and accessibility
issues.

0.4 What has Kickstart achieved ?

In summary, what has Kickstart achieved:

1. Growth in patronage on marginal or new services of on average over
20% in the first year of operation and over 10% in year two for the 2003
Kickstart round. This in an overall market that is still declining.

2. Modal shift at a level comparable with Quality Bus Partnership
achievements on key corridor schemes. Modest modal shift has been
achieved in less promising territory.

3. Benefits to users in terms of frequency enhancements and more
accessible vehicles.

4. Value for public money with the median level of revenue support per
passenger across the 2003 schemes in year one being £0.12 and £0.76
per new passenger. This compares well with standard supported
services and will fall over the life of each scheme.



5. Stimulation of genuine partnership working whereby operators consider

social needs and LTAs take account of commercial requirements in both

cases leading to greater understanding.

Encouragement of entrepreneurial flair in LTA thinking.

Added value through the delivery of further service enhancements over

and above those specified in the bids as patronage grows.

8. Added value through stimulating the development of Kickstart style
schemes by LTAs in cooperation with operators.

9. Added value through the levering of additional investment / support from
bus operators and others.

10.The schemes are likely to leave a positive legacy, reflected in the desire
of both LTAs and operators to see the scheme continue.

11.Clearly offers a better return than subsidy that supports the status quo or
in the case of BSOG simply encourages bus kilometres.

12.Where support can take reduce the requirement for revenue support by
pushing marginal services into commercial performance, that support is
released to support other services.

No

0.5 What is Kickstart's future potential ?

The performance of Kickstart has been very good to date. In the future we
believe that Kickstart / BRDG has the potential to reach out to a wider potential
bus market and to secure greater gains and reach a new level of success.
This will be achieved by focusing on specific target market segments and by
building upon the local authority / bus operator partnerships already
established. In particular we believe that Kickstart / BRDG should be focused on
the following markets:

Marginal commercial services

New and innovative services

New services targeting new developments

Contested markets

Areas introducing local road user charging.

Rural markets

Community transport and social enterprise services — run on business
like lines

0.6 Recommendations
In particular we recommend that:

e Kickstart / BRDG are continued with a new bidding round. Our
understanding is that BRDG remains active. Kickstart would need a new
round, preferably in 2007 in order to build upon and exploit the
enthusiasm and partnership working that has developed to date.
However, the Comprehensive Spending Review may delay such a round
which would risk losing some of the momentum of the scheme.

e The budget for England be doubled to around £56 million for the next
round, given the scope for Kickstart to function and develop different
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markets. The budget for Scotland to be continued at current levels or
with some uplift.

This fund is targeted at specific markets (as identified above)

A consistent and transparent evaluation framework is adopted

A flexible 2-4 year funding cycle is allowed

Project commercial viability / sustainability is to be essential

Full patronage and financial appraisals to be contained within bids for
funding and a requirement for basic monitoring data to be reported in a
common format to allow a straightforward assessment of the schemes
performance.



1. INTRODUCTION

1.1 Context

This report is based on work commissioned jointly by the Department for
Transport and the Scottish Executive to assess the performance of the Kickstart
and Bus Route Development Grant schemes.

1.2 Kickstart and Bus Route Development Grant Schemes

Kickstart began life as part of the Urban and Rural Bus Challenge Schemes in
2003. The objectives were to increase bus patronage and develop bus services
as an alternative to car use, with an additional aim of achieving commercial
viability by the end of the Kickstart funding period (DfT 2003a, b). Kickstart has
since been expanded with amended objectives and has superseded the
Challenge schemes. The latest Kickstart funding round in 2005 was aimed at
“projects which have a clear prospect of becoming commercially viable, or
otherwise fully self-sustaining with a guarantee of local authority subsidy or
other sources of funding, after a finite period of Kickstart support” (DfT 2005a).
Commercial viability lies at the heart of the Kickstart initiative.

The Bus Route Development Grant (BRDG) scheme administered by the
Scottish Executive (SE) operates on similar principles to Kickstart. The general
purpose of the grant is to “improve access to public transport, encourage modal
shift and reduce congestion” (SE 2006a). As with Kickstart there is an emphasis
on projects that can achieve commercial viability but this is not prescriptive in
that “subsidised services and subsidised elements of services will also be
considered for funding where growth can be demonstrated or where other
benefits such as improved accessibility or bus networks can be achieved, and
where the transport authority agrees to maintain the existing level of subsidy
during the specified period of service or until commercial viability is achieved.”
(SE 2006a). Both Kickstart and BRDG provide support for up to three years.

The first round of Kickstart schemes in 2003 saw funding amounting to £7.83
million awarded to 18 pilot schemes. A further 43 schemes were allocated
funding of £20 million in the second round in 2005. The initial 27 BRDG awards
totalling £12.2 million were made in March 2005. This was followed by £3.7
million funding in a second round of nine schemes later in 2005 and in October
2006 by the announcement of a further eight schemes totalling £7.5 million.

Thus, 2006 offers the earliest opportunity to examine the performance of both
the services provided in relation to the objectives and of the process by which
the schemes are administered. For the 2003 Kickstart awards and to a lesser
extent for some of the BRDG schemes and 2005 Kickstart awards it is also
possible to examine the impacts and outputs.



1.3 Context: Bus Subsidy and Patronage Trends

Buses play a central role in delivering objectives relating to transport because
the bus is flexible, having the ability to carry large numbers of people along
main urban corridors and to reach outlying suburbs, estates and rural areas,
while providing local connections to other modes of transport. In addition, it is
economical in its use of road space, and is relatively cheap as it does not
require the high capital costs of light rail systems (DETR 1999). The key Public
Service Agreement target (PSA 3) relating to buses is to increase the use of
bus (and light rail) by more than 12% in England from the year 2000 with growth
in every region (DfT, 2006a).

In recent years bus operators have faced significant pressures including:
increasing staff and fuel costs (CPT, 2006), increasing car ownership levels,
congestion, and lower density developments. Levels of bus use across Britain
fell from a high of 93 billion passenger kilometres in 1953 (41% of all trips) to a
low of 43 billion passenger kilometres (6% of all trips) in 1995 (DfT et al. 2005).
In the period 1994/5 to 2004/5 bus passenger journeys in England increased by
7%. However, this is largely the result of a dramatic 54.3% increase in London,
while outside of the capital the number of trips continued to fall by 13.6% overall
with the largest decreases in the Passenger Transport Executive areas (DfT et
al, 2005). These trends have resulted in some 44.2% of all bus journeys in
England now taking place in London. In Scotland, bus passenger journeys fell
by 9.4% from 1994/5 to 2004/5, although patronage has been increasing
steadily since 1998/99.

Subsidy to the bus industry declined rapidly in the years following deregulation
and privatisation. However, since 1997/8 Government spending on support to
bus services has increased to a total of nearly £2 billion in 2004/5 (DfT 2005b).
This is a similar amount in real terms to pre-deregulation subsidy levels. The
key indicator of level of supply of bus services at national level is bus
kilometres. Bus kilometres increased rapidly in the wake of privatisation and
deregulation through the late 1980s and 1990s, reaching a peak in 1999/00 in
England (excluding London) and in 2002/3 in Scotland. From 1999/00 there
has been a year on year fall in commercial bus kilometres in England (excluding
London) totalling 15.5% by 2004/5. This has been partially offset by an
increase in supported kilometres over the same period of 27.8%, such that the
fall in total bus kilometres was 9.5% (DfT 2005c). The pattern in Scotland is
relatively stable with variations in both commercial and subsidised mileage year
on year but no consistent trend. In essence, total kilometres are broadly stable
as is the proportion of commercial mileage.

In order to gain some insight into why subsidy levels are increasing while not
delivering corresponding increases in supply and patronage (outside London), it
is necessary to look at how subsidy is applied. In Britain, subsidy is
administered both by national Government and by local authorities (Local
Transport Authorities as well as district councils). To place Kickstart in context
the main sources of subsidy are summarised here.



(1) National Government provides operators with the Bus Service Operators
Grant (BSOG) — formerly known as Fuel Duty Rebate: This is paid directly to
bus operators according to how much fuel they use, refunding 80% of the duty
paid on ultra low sulphur diesel, rising to a 100% rebate on cleaner fuels, which
does give some incentive to operators to switch. Since 2002 a range of
community transport services are entitled to receive the grant (DfT 2006a). This
form of subsidy is paid direct to the operator, based on fuel consumption and is
not related to delivery or use of services.

(i) Government provides money to local authorities through the general
Annual Settlement Grant in order for councils to subsidise bus services.
Transport for London (TfL) directly funds London bus services through a
process of competitive tendering whilst outside the capital Local Transport
Authorities (LTA) financially support socially necessary services. These services
are put out to tender by the LTA and then delivered by the successful bus
operators.

(i)  User subsidies are paid through the concessionary fares scheme for the
carriage of elderly and disabled people (administered by the unitary authority or
district council) and through statutory schools transport provision (administered
via the Local Education Authority). Payments are made to the bus companies
rather than to users on the principle that operators are no worse off and no
better off than they would be in the absence of the scheme. The concessionary
fare schemes are administered locally to a nationally determined minimum
standard. Free local bus travel for older and disabled people was introduced on
April 2006 in England. Free national travel will be introduced from April 2008
following the introduction of schemes in Wales in 2002 and Scotland in 2006.

Since 1997, a number of additional targeted funding sources have been
introduced:

(iv)  Rural Bus Subsidy Grant (RBSG) introduced in 1998/9 provides for
additional bus services to rural communities previously not well served. In 2004
the scope was broadened to cover a wider range of service types including
demand responsive transport (DfT 2005d). The grant is distributed to English
local authorities with allocations based on numbers living in rural areas;
decisions on which services to support are made by the local authority (Atkins
2005). The total RBSG allocation for 2006/7 is £54.3 million. The Rural Public
Passenger Transport Grant plays a similar role in Scotland.

(V) Rural Bus Challenge (RBC) (1998/9-2003), Urban Bus Challenge (UBC)
(2001-2003) in England and the Rural Community Transport Initiative in
Scotland annually awarded funds to local authorities to support novel and
innovative services in rural areas and deprived urban areas respectively via a
competitive tendering process.

(vi)  The ‘Kickstart’ programme was introduced in 2003. This is different from
the more conventional bus subsidies described above as the primary aim is to
support schemes in achieving commercial viability or sustainability by the end of
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subsidy period. The Bus Route Development Grant in Scotland operates on
similar principles and was introduced in 2005. It is the performance of these
schemes which this study aimed to evaluate.

To place Kickstart and BRDG support in context, the mainstream sources of
support are BSOG (£430 million 2004/5), public transport support (£939 million
2004/5) and concessionary fares reimbursement (E595 million 2004/5), £1964
million in total. In the same year Kickstart support amounted to £20 million and
BRDG £15.9 million amounting to less than 2% of the total support to bus
service in that year.

Such a complex system has been subject to numerous studies by the
Department for Transport; the Commission for Integrated Transport and the
Audit Office and Audit Commission that have aimed to help develop a more
efficient and effective means of supporting bus services (DfT 2002, CfIT 2002
and National Audit Office and Audit Commission 2005). This report focuses on
the Kickstart and BRDG schemes that seek to transform the bus market rather
than maintain the status quo.

1.4  Structure of Report

This report brings together findings from all the phases of the study including
the literature review, stakeholder consultation with those awarded projects in
2003, stakeholder consultation covering the later competitions and the
development and application of an analytical framework.

The report is structured as follows. Chapter 2 examines the evidence from the
literature on this type of bus support initiative. Chapter 3 outlines the
development and implementation of the methodology adopted. The findings
from the study are covered in a series of four chapters. Chapter 4 examines
issues relating to scheme process and implementation including marketing.
Chapter 5 deals with the key issue of patronage. Chapter 6 presents evidence
on the broader impacts of the schemes. Chapter 7 explores issues arising with
respect to the bus market and the Kickstart philosophy. An interpretative
framework for these results is discussed in Appendix 4 to this report. Chapter 8
contains conclusions and recommendations.



2. REVIEW OF EVIDENCE

2.1 Overview

At an early stage of the project the research team conducted a review of the
available literature on the performance of subsidy schemes. This chapter
reviews innovative funding schemes in the UK and elsewhere. The review
focuses on scheme objectives, the achievement in relation to these objectives,
and evaluation measures. The types of support examined fall into four main
groups:

1. Non-competitive funds allocated according to area type: although such
funding is not innovative in nature, there may be lessons to be learnt
from the implementation process.

2. Competitive funds allocated according to scheme objectives

3. Payment by results in terms of patronage

4. Time limited payments designed to make services commercially viable.

Non-competitive funds are included here in part because of the paucity of
evidence on more innovative schemes but also because lessons can be learned
on implementation and monitoring from such schemes. We also draw on
evidence from the aviation sector.

2.2  Non-Competitive Funds

Two similar forms of additional support for rural bus service provision were
introduced in the late 1990s the Rural Bus Subsidy Grant in England and the
Rural Public Transport Passenger Grant in Scotland. Each of these schemes
has been evaluated to assess the impact of the support.

Steer Davies Gleave, (SDG) (2003) carried out an assessment of the RBSG
and Table 1 shows their findings with respect to costs per bus mile and costs
per passenger carried for the supported services. The data was derived from
Local Authority returns and the authors note some caveats as to whether these
have all been completed on a comparable basis (incomplete data has also
limited their analysis to 77% of services for 1999/2000 and 70% for 2000/2001).
The skewed distribution of costs per bus mile and per passenger is clear from
the level of the median relative to the mean value in each case.

Withdrawn services account for 10 to 14% of the total (SDG, 2003), the higher
costs of these services suggest that local authorities have clearly taken steps to
redirect expenditure away from the least cost effective services.

Interviews with local authorities which formed part of the SDG study indicated
that the RBSG represented a significant increase in funding for rural services in
some cases. Many authorities saw RBSG as a means of meeting the needs of
smaller communities which could not be helped previously. RBSG was used to
focus more on social inclusion than on mode choice.



Table 1: Cost Per Mile and Cost per Passenger (£)

Cost per mile Cost per passenger
Service type and year | Mean Median Median Mean
1999/2000 New 1.26 0.99 3.54 2.02
1999/2000 Continued | 1.23 0.91 3.32 1.77
1999/2000 Withdrawn | 1.90 1.25 15.00 4.57
2000/2001 New 1.74 1.19 4.83 2.08
2000/2001 Continued | 1.24 0.93 2.83 1.59
2000/2001 Withdrawn | n.a. 1.25 8.37 3.41
Overall 1.87 0.97 3.50 1.75

Adapted from: SDG 2003

Interestingly, some authorities were trying to “create and introduce routes that
would have the chance of being as sustainable as possible in the long term”
(SDG, 2003). This was normally done by diverting inter-urban services to
provide links to rural areas. This type of service was found to be amongst the
most successful, possibly as a result of the offer of a choice of destination.

The ring-fenced nature of the support was clearly important in securing the
aims. However, doubts were expressed on the provision of additional funds for
rural service provision at a time when financial constraints were leading to
service withdrawals elsewhere. Bus operators in all areas were considered to
have benefited from the additional funding.

Almost a third of the responding authorities considered that RBSG had not had
any effect on their other transport policies. Others thought that it had had a
positive effect on other policies including contributions to social inclusion, travel
choice, prompting expenditure on public transport infrastructure and service
maintenance and bus network improvement.

The report concluded that RBSG had contributed to social inclusion and by
providing new services, especially to smaller villages, has provided an option to
make journeys by bus that did not previously exist. The support also helped in
developing better relationships between bus operators and local authorities and
through raising awareness of the role of such services with elected members.

Initial problems related to the rapid implementation of many experimental
services owing to the manner of the introduction of the funding stream. This
has led to service withdrawals because of costly and, therefore, inappropriate
services. The use of conventional indicators is seen as problematic by some
authorities as services through thinly populated areas are not going to carry
large numbers of passengers but may play a critical role in social inclusion and
indeed quality of life. These are aspects that remain hard to quantify.

The Rural Public Passenger Transport Grant (RPPT) in Scotland was similar in
focus save for an emphasis on deep rural areas. The evaluation by SDG (2001)
of the scheme covered two years of funding and examined the extent to which
the RPPT had achieved its objectives including:

10



e To improve transport accessibility in rural areas;
e To reduce social exclusion from transport services;
e To improve connections in remote rural areas.

The report examined six case study areas in which the scheme generated
11,000 bus miles per week, of which 14% were in remote rural areas, 45% in
rural areas, and 41% in peri-urban areas (SDG, 2001). Table 2 shows the
findings in terms of cost per bus mile and subsidy per passenger trip.

Table 2: Rural Public Passenger Transport Grant: Case Study Areas Costs
per Bus Mile and per Passenger (£)

Area and type Cost per mile Subsidy per passenger
Remote: new 2.40 22.2

Add-on 0.69 2.7

Total 1.31

Rural: new 0.52 1.1

Add-on 0.48 1.1

Total 0.49

Peri-urban: new | 0.43 1.0

Add-on 0.90 3.9

total 0.51

Adapted from: SDG 2001

Cost per trip varied widely and it was very high for new services in remote rural
areas, where dead mileage was necessarily high as “local” operators did not
exist. The study found that the unconventional services, demand responsive
transport for example, offered good value per potential social needs trip.

The services appear to be meeting accessibility needs particularly for those in
very remote areas where 53% of passengers on the new services could not
have made the journey in any other way. Taking the services overall the
proportions of passengers with no alternative mode are 36% in remote rural
areas, 26% in rural areas and 23% peri-urban areas (SDG 2001). The use of
the services for a range of purposes again suggests effective targeting of
needs.

Passengers were asked about the degree of inconvenience which would be
suffered if the service they were using was withdrawn. “Of those using the new
services introduced in very remote rural areas, 80% said they would suffer
major inconvenience; the figure was 66% for those using new rural services and
50% for those on new peri-urban services” SDG 2001. This provides further
evidence that the services are perceived by users to be meeting previously
unmet needs.

In summary, over 400 new services were provided for rural communities by
2004 (Cameron 2005). The services promoted social inclusion especially in
rural and remote rural areas although costs per trip were high; services
supported by the RPPT scheme provided significant benefits to the people who
did use them, especially in remote rural areas; the services generally met the

11



accessibility needs of their target markets, especially for those people who have
very limited alternative travel options; there were also potentially useful modal
shift benefits.

Some key points drawn from the recommendations made in the SDG report are:

¢ Need to assess the most cost effective means of provision especially in
remote rural areas and to assess needs especially those of young people
who formed a small minority of users.

e Broadening of qualifying definitions to include peri-urban areas with
funds allocated through competition. In such areas social inclusion and
modal shift objectives would be pertinent.

e Need for promotion of services

¢ Need to improve monitoring and provide the resource to do so.

¢ Need for clear objectives and assessment.

The English and Scottish schemes appear to be broadly comparable in
objectives, implementation and some outcomes. The costs of service provision
are similar, though in Scotland costs per bus mile appear to be lower (in fact
lower than average operating costs in Scotland) for all except the remote rural
services. Subsidy per trip too is broadly similar, again with the exception of the
remote rural areas in Scotland.

These schemes appear to be meeting their objectives. They also seem to be
effective in promoting greater partnership working between bus operators and
local authorities. However, there are some recognised problems relating to the
speed with which the initial RBSG scheme was implemented which perhaps did
not allow adequate time to consider the best use of funds. There was also a
perceived lack of coordination with the conventional support mechanism for
socially necessary services. With budgets under pressure cuts could be made
in support to urban services at the same time that additional funds were
allocated to rural services.

2.3 Competitive Funds

Forms of support involving open competition were introduced in England and
Scotland in the late 1990s. These were the Rural and Urban Bus Challenges in
England and the Rural Community Transport Initiative in Scotland. The two
rural schemes have been evaluated (SDG, 2001 and 2003) and these reviews
are examined here.

The Rural Bus Challenge (RBC) was an annual competition introduced in
1998/99 aiming to stimulate innovation in the provision and promotion of rural
public transport. The competition was intended to ensure that the best ideas
secured funding. An Urban Bus Challenge fund was set up to improve public
transport in deprived urban areas in 2001 (DTLR, 2001). Both schemes ran until
2003.
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The evaluation suggests that the greatest benefits were: inclusion of capital
funding enabling the purchase of accessible vehicles; increased travel
opportunities contributing to social inclusion; opportunities to try out different
types of service such as demand responsive transport; developing innovative
operation, branding and marketing of services (SDG, 2003). Passenger
numbers varied and again the validity of cost per mile indicators was queried.

Difficulties identified by local authorities included:

e Problems in obtaining vehicles of suitable capacity and quality within a
reasonable timeframe and the need to accommodate vehicle cost
increases.

e Equity — where funds were available in one area but not in a
neighbouring area.

e Focus on innovation had a number of impacts:

o Technological difficulties
o What is really innovative?
0 Should the focus be on needs rather than innovation per se.

e Costs of bidding and the need for a degree of game playing.

The strongest criticism of the scheme related to the lack of feedback on
unsuccessful bids.

In Scotland the Rural Community Transport Initiative (RCTI) was introduced in
1998. As with the English bus challenge schemes the funding is competitive
and decisions made at national level. However, it is quite different in that the
competition was open to community transport groups and other community
organisations and the funds are directly allocated to them rather than through
the local authority (SDG, 2001).

The evaluation examined the extent to which the RCTI had achieved its main
aim “to fund community transport measures which will be of particular help in
the more remote areas of Scotland, particularly where there are no scheduled
bus services or where the services are very limited”. Again the approach taken
was case study based. Given the nature of the scheme the funds were
allocated to unconventional forms of transport including: group hire minibus
schemes, dial a bus schemes, minibus scheme with hired vehicle, community
ferry, car schemes, vehicle coordination and community transport development
officers. Given the range of scheme types and the fact that some schemes
involve capital costs comparison is difficult.

Numbers using the case study schemes range from just under 1,500 to almost
12,500 passengers per year. The survey results indicated that overall some
74% of journeys would not have been made without the schemes. The three
most important reasons for using the schemes included shopping, medical
reasons, and going to social leisure clubs/visiting friends and relatives. Overall,
the “RCTI delivered significant benefits to users, especially projects targeted
towards individuals” (SDG, 2001).
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Key points of relevance here:

e The recommendation was for the scheme to continue with a 3 year
rolling programme proposed to enhance stability and that the allocation
should continue to be based on competition.

e A local authority role could encourage integration of schemes into the
transport offer.

e Priority should be given to schemes targeting individual needs and
funding provided for assessment of needs.

e Encourage areas without support to apply

¢ Monitoring should include basic data on passenger trips and mileage.

e A good practice guide would be useful.

Although both schemes are competitive they are markedly different in
implementation, scope and the nature of the services provided. Nevertheless a
key success of both is in providing a service for journeys that could not
otherwise be made.

2.4 Payment by Results: Passengers

Performance based contracts have been developed in a number of countries;
however payments tend to be related to elements of service delivery rather than
outcomes in terms of patronage (Hensher and Wallis 2005). A good example is
Transport for London where the majority of contracts have now been re-
tendered under the new Quality Incentive Contract regime, which targets
reliability through bonus/penalty payments (London Assembly 2006). This
review focuses on those with an incentive to increase patronage, where the
main examples of implementation come from New Zealand, Norway and
Australia.

New Zealand

In 2000, Transfund - the New Zealand central government organisation
providing public transport funds (since restructured as Land Transport NZ) -
introduced a new form of central government funding for passenger transport.
The new Government elected in 1999 wished to increase funding with the aim
of growing patronage (Wallis and Gale 2001). The new funding scheme was
designed to “move from a system of funding service to one that provided
assistance to regional councils for passenger number increases” (Transfund
2001). It was therefore a very major shift in the major source of funds over time
from a basis on service provision to a form based on delivery in terms of usage
(Transfund 2001). The key aims of the scheme were to:

e “Ensure that funding for passenger transport services goes where it is
most needed (eg where there is road congestion”;
e Reward regional councils whose passenger transport strategies attract
more passengers;
¢ Provide the opportunity to fund new passenger transport services”
(Wallis and Gale 2001)
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The scheme commenced with a transition phase 2001/01 to 2003 during which
“base” funding levels to areas were protected and would not fall. There were
two elements of the funding:

¢ A base payment for carrying base patronage (levels taken from 1999/00)
e Payments for increases in patronage.

The patronage related payments were variable rates per passenger based on
the external benefits of improving the public transport system. In this case
“external” benefits were defined to include:

¢ Impacts of reduced car use upon travel times, fuel costs, accidents and
environmental impacts

e Impacts on users of other modes through safety improvements

e Benefits of increased service provision to existing users (Mohring effect,
Mohring, 1972).

The initial payment rates per additional passenger boarding are shown in Table
3.

Table 3 Transfund Variable Payment Rates by Region: $' per Additional
Passenger Boarding®

Period Region
Auckland | Wellington | Canterbury | Others

Hybrid rates (vary with trip length)

Peak” 1.45+0.21xD° 1.05+0.17xD 0.30+0.09xD 0.20+0.08xD
Offpeak | 0.15+0.06xD 0.15+0.06xD 0.15+0.06xD 0.15+0.06xD

Simplified rates® (averaged trip lengths)

Peak 3.00 2.90 1.00 0.90
Offpeak 0.70 0.70 0.70 0.70
All periods® (flat rate) - - - 0.85
Notes:

 Rates apply to 2000/2001 and 2001/2002. Rates will also be reviewed annually. All
figures exclude Goods and Service Tax.

b Peak rates apply to any period of four hours on weekdays (period chosen by each
regional council).

¢ D=trip distance (kms).

4 Based on hybrid rates by applying average trip length in each centre.

¢ Weighted average of peak and off-peak rates, which may be used in ‘other’ regions
(to avoid the need for records of patronage by peak v off-peak).

Source: Wallis and Gale 2001)

The main reason for variation in rates is the variation in congestion levels.
Councils could chose whether to use the “Hybrid Rate” based on a per
passenger boarding and a per passenger kilometre component or a “Simplified
Rate” derived from the former but based on the average passenger trip distance
in each region. Regions outside the major cities were also given the option to
use a flat rate over all time periods. The rates were revised and increased in
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2003 (Transfund 2003). At this point the main areas were advised to use hybrid
rates. The payments for additional growth were limited to three years. As the
rate of funding is 75% for additional passengers and 48% for the core funding,
there is a clear incentive to continuous growth (Transfund 2003).

The initial rates for patronage funding were compared with the existing rates of
support by Wallis and Gale (2001) who found support of around nine cents per
passenger kilometre for supported bus services and around one cent for
commercial bus services (concessionary fares) in Wellington. Under the
Patronage Funding scheme rates were 40 cents per passenger kilometre in the
peak and eight cents in the off-peak where the average trip length was 4.6
kilometres. Wallis and Gale concluded that the rates would be sufficient to call
forth additional services in the peak where there was suppressed demand but
that this was less likely elsewhere and that for off-peak periods there would be
an increase in service levels.

Early results reported by Wallis and Gale (2001) suggested growth rates of
between 2% and 10%, with innovative services performing well. Later evidence
reported in Wallis (2005) shows patronage increases over a two year period of
16% in Auckland, 7% in Wellington and 40% in Christchurch. However, the
authors note that patronage was growing in most areas prior to the introduction
of the scheme and suggest that more of the growth may be attributed to the
Kickstart element of funding (discussed later) than the patronage funding
element.

Norway and Sweden

In both Norway and Australia modelling work has been undertaken to identify
the forms of subsidy that should deliver socially optimal outcomes (Johansen et
al, 2001; Larsen, 2001; Calquist 2001 and Hensher and Houghton 2004). The
results tend to favour two part support with a base payment related to service
delivery and or a minimum level of service and incentive payments above this
relating to patronage and other elements of delivery. The patronage payment is
designed to address issues relating to user benefits and externalities as in the
New Zealand example discussed above. The systems implemented in Olso
and Hordaland have been documented in English and are discussed here.

For Oslo model results suggested that support based on revenue kilometres
would be sufficient. As such a contract would lead to uncertainties if
implemented in one go, the City Council moved instead to a system of a basic
level of support with the opportunity to gain performance related bonus
payments. Initially, in 1998, 93% of the support was the base amount and 7%
was available for bonus payments (Johansen et al, 2001). Bonus payments in
1999 were related to additional peak departures, additional seat kilometres,
additional passengers and an allowance for marketing/start up costs. In order
to obtain the maximum available bonus the operator had to increase peak
departures by 0.5%, seat kilometres by 0.4% and patronage by 3.3%, these
targets were met in year one with the exception of patronage which increased
by 2.7% (Johansen et al, 2001). In 2000 the proportion of funds relating to the
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bonus payment increased and became more focussed on patronage growth
(Johansen et al, 2001). The authors make some criticisms of the regime:

Lack of a quality indicator or index

Bonus payments but no penalties

No long run contract, too dependent on negotiation (regulatory capture)
The model suggested under provision in the off-peak and the bonus
structure does not address this.

In Hordaland, Norway it appears that the patronage related element of the
model devised was dropped from the final contracts which were based on the
operational indicators vehicle; kilometres, hours and peak vehicle hour
(Carlquist 2001). Nevertheless, Berge et al (2005) conclude that the new
contracts have increased patronage by encouraging service quality
improvements and enhancements to service levels.

The Norwegian model has since been developed further for use on Norwegian
intercity railways (Fearnley et al 2004) where payments are based on: number
of passengers; number of train kilometres; seat kilometres and a penalty per
cancelled train within a financial constraint. The implementation of this strategy
appears to have been successful and the intention is to increase the patronage
incentive element of the incentive payments to reflect objectives to increase
patronage (Fearnley 2005).

Hagen and Longva (2005) indicate that passenger incentives were included in
bus contracts in Oppland in Norway and Halland in Sweden but no evidence is
provided on the impacts of these contracts. Examples are also available in the
Netherlands, but without evidence on the impact of the patronage incentive Van
de Velde and Pruijmboom (2005).

Australia

The Melbourne train and tram franchise was also intended to incentivise
patronage growth and was successful in this respect with the greater growth on
the tram network which was probably attributable to improvements in the tram
fleet (Stanley and Hensher 2005). Although the franchises ran into significant
problems these appear to be largely related to the cost base (Stanley and
Hensher 2005).

There are further examples from Australia of patronage based payments for bus
services (Wallis 2005) in both Perth and Adelaide. In both cases area based
contracts are in force and additional payments are based on additional bus
kilometres and patronage. The patronage payments are based on boardings in
Perth and boardings and trip length in Adelaide. Wallis (2005) gives patronage
growth figures of 8% over three years in Adelaide compared to declining
patronage in earlier years and 26% over four years in Perth. He concludes that
key influences on this success are:

e The combination of a service based payment and a patronage payment
incentivises enhancement while limiting risk;
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e Partnership approach to developing services — but with government
making the final decisions.
e Large area based contracts over long time periods (10 to 14 years).

Hensher and Houghton (2005) experiment with various designs for New South
Wales and conclude that schemes have to balance the need for simplicity and
transparency with the objectives of performance and value for money. They
suggest a set of five principles in design:

1. Within the geographical contract area define minimum service levels
(Vehicle kilometres) for the peak, off-peak and weekends.

2. Use patronage incentive payments to stimulate operators to design

services to promote growth within the constraints imposed by (1.)

Benchmark support for the minimum service level.

Passenger incentive payments are paid on passengers carried over and

above those that would be carried on the minimum service level

provision. The authors emphasise the need for adequate funding to

incentivise growth — they estimate a per passenger subsidy of $2 to $4

for New South Wales.

5. Survey perhaps every two years to identify switchers from car and make
a one off incentive payment associated with new ex-car users.

how

Hensher and Houghton (2005) and Wallis (2005) are in agreement on the key
features of schemes. Wallis and Gale (2001) also suggest that the New Zealand
scheme should be extended to commercial services — given that main corridors
are usually served by commercial services and it is here that considerable gains
in terms of congestion avoidance could be gained. However, if applied via area
contracts that include all services, this would no longer be a problem.

United Kingdom

In the UK the Commission for Integrated Transport (CfIT) has supported work
on bus subsidy and three different studies by Colin Buchanan and Partners,
TAS Partnership and LEK Consulting all produced recommendations broadly
supportive of a payment per passenger subsidy to replace Fuel Duty Rebate
now known as the Bus Service Operators Grant (BSOG) in order to further
incentivise operators to grow patronage (CfIT 2002). These studies were
investigating the redistribution of support from BSOG to other means of support
rather than additional funding. If BSOG funding were reallocated to a per
passenger payment demand (in England outside London) could increase by
4.7%, with 20% to 40% of these passengers transferring from car
(FaberMaunsell, 2002). CfIT (2002) recommended the replacement of Fuel
Duty Rebate (now BSOG) with an Incentive Payment per Passenger boarding
(IPP) regime subject to additional support for adversely affected routes.

Patronage Incentives: Conclusion

It is clear that funding regimes that include patronage incentives have been
successful in New Zealand and Australia and have been recommended for
implementation both in specific contexts and as generic funding schemes.
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2.5 Moving to Commercial Viability

New Zealand

In New Zealand it was recognised that the patronage funding scheme would not
grow the market quickly as payments were only triggered after patronage had
been generated, also imposing risks on the operator. In order to achieve
patronage growth more quickly, a short term scheme designed to cover the
transition period before the patronage funding impacts emerged. The Kick-start
(New Zealand scheme hyphenated) scheme criteria were to:

“Provide upfront funding for initiatives to accelerate patronage growth
Enable regional councils to access funding quickly and simply
Meet Transfund’'s requirements to evaluate expenditure and achieve
value for money

e Be consistent with the longer term patronage funding scheme”.
Wallis and Gale, 2001.

Note that this scheme was always intended to be short term and was aimed at
patronage growth rather than commerciality. The Kick-start funding was based
on meeting a percentage of the net cost of approved new services and
initiatives (funds could be spent in a variety of ways designed to increase
patronage for example; marketing and capital expenditure to a ceiling as well as
bus service provision):

e 80% of costs incurred in year 1,
e 60% of costs incurred in year 2;
e 40% of costs incurred in year 3.

The decreasing rate of support was intended to incentivise operators to grow
patronage. Wallis (2005) implies that the Kick-start funding was indeed
effective in growing patronage in the early years of patronage funding. Whilst
Souter et al (2004) attribute growth in patronage of 27% over 20 months in
Auckland to Kick-start funding which enabled capacity increases to occur. It is
interesting to note that Transfund also provided funds for “commercial trials”
targeted at growing patronage on already commercial services and this
amounted to 27% of the funds allocated to Kick-start and commercial trials in
2003/4 (Transfund, 2003).

UK

Work on the development of the bus network in Plymouth appears to be an
early implementation of the principles inherent in the Kickstart approach.
Bentley and Lynch (2001) report that 17 routes had been helped to commercial
operation through the use of “seed corn” funding securing annual savings in
subsidy support of nearly £180,000. The authors note the benefits from
recycling savings into the network to allow further extensions. They also note
that this was a lengthy exercise, with services taking on average five and a half
years to become commercial “Subsidising bus routes can be a bit like turning
round a supertanker — time consuming, but ultimately successful’” Bentley and
Lynch 2001.
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The Stagecoach Group (2002) proposed a new funding scheme for the UK
based on Transfund’s successful experience. The proposal was for additional
public funding to be made available for up to three years. The aim was to pump-
prime bus improvement projects that are not commercially viable in the short
term but which could be developed into commercially sustainable services over
a period of time. At the end of funding period, the enhanced service would be
expected to operate without public support.

The principle of Stagecoach’s proposal followed the successful experience in
New Zealand and a Stagecoach a pilot project in Perth, Scotland to test
whether similar results could be achieved in the UK.

Stagecoach selected a poorly performing, low-frequency bus route which had a
profile of aged owner-occupiers with high car dependency, where normal
planning based on experience would not justify significant investment. Perth
and Kinross Council introduced a bus priority scheme on the route and new bus
shelters. Stagecoach made significant changes to the service offer: doubling
frequency and introducing low floor buses; simplifying the fare structure and
reducing many fares as a result of the simplification. Importantly a wide range
of marketing activities were linked to these changes (Souter et al 2004).
Reported results included:

e Passenger growth of 56% on the service for the first two years, predicted
to total 63% after three years

e Modal shift from private car to bus (not quantified);

e Break-even point forecast for year four, Table 4 shows the financial
impact in the first two years.

Table 4 Route Profitability — Pilot Project in Perth Scotland (£, 000)

Year Total Total Marketing | Total Finance | Total
Revenue | Costs Costs Profit Charge* | Profit

Pre- Post
finance Finance

2001 342 341 0 1 0 1

actual

2002 462 492 66 -95 25 -120

actual

2003 546 553 11 -18 25 -43

projected

*This represents a return on capital of 8% on additional capital required for the project

Source: Souter et al 2004.

Based on their experience Souter et al conclude that there is considerable
latent demand amongst non-users who are prepared to change modes. They
estimate that up to 40% of the UK population have a suitable profile for
conversion to bus use and that around 10% of Stagecoach routes meet the
necessary criteria. They also note that no bus operator would take on the risk
of rolling out a three year programme due to the impact on profits.
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Based on the case study of the Perth pilot project, Stagecoach estimated that a
total fund of £140 million would cover the three year project period across the
UK which could

e “Boost annual patronage numbers by 2% per annum across the whole
network;

o Deliver the Government’s ten-year 10% bus passenger growth target
speedily;

e Save some 169 million car journeys per annum and approximately
228,000 t of CO, noxious emissions per annum, making a significant
contribution to the Government’s environmental targets;

e Deliver an additional £200 million of investment in new Euro Il standard
buses;

e Create approximately 5,500 jobs;

e Facilitate social inclusion in public transport.”

Souter et al 2004.

As the service should become self-supporting at the end of the funding period,
the benefits would continue. The scheme as envisaged by Souter et al would
be operator led with local authority endorsement of proposals which would go
from operator to the Department for Transport directly. The bus operator would
bear a degree of risk in that if patronage and revenues failed to increase as
forecast the operator would bear the loss. Overall Souter et al suggest that if
rolled out across the UK Kickstart could “transform the existing pattern of bus
use across the country into one of organic growth”.

Experience with Kickstart style funding is limited, but what there is suggests that
it is highly effective in growing patronage and revenues.

Experience in the air sector
It is possible to draw a parallel of sorts between the Kickstart style of approach
and two recent aspects of air transport development:

e Discounting of fees by smaller regional airports to attempt to attract
(usually) low cost carriers and the related issue of direct support from
local or regional authorities to achieve the same aim and to achieve
economic regeneration and inflow of tourist visitors.

e Support to develop specific routes.

Examples of airports using discounts or exemptions to attract airlines include:
Prestwick securing a position as an early Ryanair base by offering a five year
exemption from aeronautical charges (Pagliari 2005) and Luton using discounts
to attract easyjet (Francis et al 2004). This type of offer was commercially driven
by airports with excess capacity seeking to attract new users and to increase
non-aeronautical revenue to compensate for lower fees. Whilst this has proved
a successful strategy for some the relatively “foot loose” nature of low cost
airline operation (outside their major bases and even to a degree there) puts the
smaller airports at a competitive disadvantage.
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Perhaps of more relevance to this research are the examples of the use of
public subsidy or support mechanisms. The most notorious example is
probably the Charleroi — Ryanair experience where the agreement between the
publicly owned airport and operator was deemed to contravene European
Commission rules on state aid (Barrett 2004). This was again aimed at
developing the airport and the region.

A different type of support is that aimed at developing services between specific
origin-destination pairs. The Scottish Executive’s Interim Route Development
Fund introduced in 2002 aims to support services that will improve business
links and generate additional inbound tourist trips (Pagliari, 2005). Assessment
by Pagliari (2005) of the first seventeen routes to receive support found that
eight had ceased to operate (five of these due to the collapse of one airline, the
other three due to withdrawals by small operators). Of the nine remaining
services, seven improved links to Europe (five of these operated by Ryanair)
and two provided international links to Dubai and Newark respectively and all
are operated by established airlines. Pagliari concludes that support may be
more useful through funding promotional activities and marketing rather than
through discounting of charges.

2.6 Conclusions

Recent trends in the bus market have seen a decline in commercial bus
kilometres offered, which has been in part offset by increases in supported
mileage. Whilst overall subsidy has risen provision in terms of total bus
kilometres has recently declined. It is therefore timely to examine innovatory
methods of subsidy provision that seek to improve the commercial viability of
services.

This review has examined the available evidence on the performance of
innovative support mechanisms for bus services to encourage improved
performance in terms of patronage and profitability. There are surprisingly few
schemes that have sought to incentivise such outcomes and the evidence on
their performance is limited.

The evidence suggests that well designed schemes with clear incentives to
operators have performed well, for example, patronage funding in New Zealand.
However, where objectives are not clearly defined or do not relate obviously to
outcomes, for example “innovation”, the results may be adversely affected.

Key issues of relevance to this study included the following:

1. The use of conventional indicators such as cost per mile and cost per
passenger carried to assess service performance is common even where
the aims may be related to social inclusion or improving accessibility in rural
areas. This sometimes reflects a lack of monitoring and hence data.

2. A recommendation made in several studies is for funds to be allocated to
allow adequate scheme monitoring. This is balanced by recommendations
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for simplified processes, for example the simplified rates in New Zealand or
a bi-annual survey of modal switch (Hensher and Houghton, 2005). Where
payments are linked to patronage, the key indicator is very clear and easy to
monitor.

. Similarly, marketing plays a critical role in many successful schemes and
should be a legitimate use of support funds.

. Ensuring comparability when assessing the success of schemes is difficult
given the varying nature of those supported even within the same funding
stream. lIdentifying indicators that are fit for purpose, available and
comparable across schemes is a challenge.

. The need for stability in funding support is clear. This is in order to provide a
stable framework in which to plan rather than merely a guarantee of support
levels. Indeed rolling programmes and decreasing support over time are
specified in many of the patronage schemes reviewed.

. There is wide support in the literature which is supported by albeit limited
evidence from New Zealand and Australia that patronage funding as part of
an overall support package is successful. However, it is also clear that to be
successful such support has to be set at a relatively high level in order to call
forth new services and that this funding will normally be additional to existing
funding.

. There is some UK evidence of the application of Kickstart style approaches
to make services commercial using different sources of funding these
include: Rural Bus Support Grant (SDG 2003), the local service tendering
budget (Bentley and Lynch 2001) and commercial experiment (Souter et al,
2004).

. There are some clear differences between the Stagecoach scheme as
proposed and the Kickstart scheme as implemented in England. A key
issue is the definition of a “non-commercially viable project”. A bus operator
might see this as an investment in a commercial but not very profitable
route. Conversely, a local authority might focus on marginally non-
commercial or new routes. Where non-commercial investments can deliver
significant patronage growth, albeit on commercial routes, it seems they
should be able to apply for Kickstart support and support for commercial
services formed part of the Transfund scheme. Issues relating to effective
targeting of support should be explored with local authorities and operators
in the consultation phase.

. Kickstart funding should ideally contribute to a situation where the profit
margin to the operator is maintained and a higher level of service frequency,
quality and / or choice is offered to the potential user whereby passenger
growth is achieved, which may result in a favourable modal shift and
contribute to environmental and social objectives.
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10.The combined use of pump-priming Kick-start funding and patronage
funding in New Zealand seems to offer a promising method of incentivising
operators and local authorities to invest and grow the market. Alternatives
would include a base payment level and an incentive payment as in
Australia and Norway. However, the compatibility with the legal and
regulatory framework in the UK would require careful examination if such a
comprehensive approach were to be considered.
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3. METHODOLOGY

3.1 Overview
The study consisted of several phases as follows:

e The review of existing evidence as summarised in Chapter 2.

e The collation and acquisition of data on funded schemes.

e The development of an appraisal framework for analysis.

e The development and implementation of a process for two phases of
stakeholder consultation.

The development of the methodology for the different elements of the research
and their interconnections are examined below.

3.2 Data

The research proposal included a set of candidate indicators related to
objectives as shown in Table 5. The final column in the table indicates the
availability of these indicators for the initial 18 Kickstart schemes (on a scale of
1to 5, where 1 is “never available” and 5 is “always available”). It may be seen
that the data available was limited.

As can be seen from Table 5 data on operational outcomes in terms of vehicles
and infrastructure is the most easily available. In essence either the proposed
changes have happened or they have not. However, outturn improvements in
service levels in terms of aspects such as changes in journey times and
punctuality are not normally monitored.

With respect to the 2003 Kickstart schemes, data on changes in patronage,
whilst not always collected by Local Authorities was made available in most
cases. Revenue and particularly cost data are difficult or impossible to obtain.
Finally data on contributions to social inclusion and accessibility improvements
were only available in a small number of cases. Some data have also been
collected, where available, on the 2005 Kickstart and BRDG schemes.
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Table 5: Objectives and Indicators

Objective | Candidate Indicators Availability
Operational Outcomes
Improvements to Changes in vehicle types towards more easily |5
vehicle accessibility | accessible vehicles.
Improvements to For existing services: timetable comparison 5
service frequency
Improvements to For existing services: comparison of scheduled | 1
service speeds journey times; monitoring of actual journey
times before and after
Improvement to For existing services: monitored change in 1
punctuality services running to time and cancellations
Effective bus Before and after surveys of bus journey times 2
priority measures in the affected area.
Changes in patronage and revenue
Increasing bus Existing services: change in passenger 4
patronage numbers.
New services: number of passengers on new 4
service; any reductions on alternative services.
Achieving modal Number of passengers previously using carto | 2
shift from car to bus | make the same journey.
Number of passenger making a new journey 2
who would otherwise have used car.
Financial Impact
Commercial viability | Revenue: cost ratio; changes in revenue and 1/2
cost during the life of the scheme; post funding
viability.
Diverse social objectives
Contribution to Number passengers with no alternative mode 2
social inclusion of transport
Indices of multiple deprivation (IMD)
Increasing New areas served: population. 2
accessibility Accessibility indicators (access to health, 1
shopping, education, employment, leisure)
Value for public Patronage/support 4
money Patronage increase/support 4

3.3

Data Sources

The main sources of data readily available were the Kickstart proposal
documents and the annual progress reports submitted to the Department for
Transport. Although some information could be extracted from these sources for
both quantitative and qualitative analysis, most of these progress reports
contained little monitoring data. Additional data was therefore gathered during
the consultation phase from Local Authorities and bus operators.

Proposals

The data contained in the Kickstart proposals, for example, on target patronage

and revenue was not always entered in a consistent manner.

In most cases
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this was the total anticipated patronage but in some cases it was the anticipated
growth in patronage and this was not always clear. In more than one case, the
base patronage data and forecast patronage data were not reconcilable with the
outturn data by an order of magnitude. We note that the Kickstart pro-forma
does not require the base level of patronage to be supplied for existing services
where the proposal is for enhancement.

Much of the operational data obtained was on a financial or calendar year basis.
This had to be adjusted to a project year basis to enable comparison across
schemes and maximise the usefulness of a limited dataset. In addition, some
extrapolation has been undertaken using average growth rates to make whole
year comparison possible.

Local Authority Monitoring

Monitoring reports or other information sources based on surveys of
passengers, and in some cases non-users, were available from a small number
of authorities. In Devon this involved 210 on-bus interviews and 603 telephone
interviews from a random sample, the being surveys undertaken in February
2006 (Devon County Council, 2006). In Oxfordshire 318 on-bus questionnaires
were obtained in May 2005 (Oxford Brookes, 2005). Two surveys were
conducted relating to the Thanet Loop service the first of which obtained 321
on-bus responses and 70 responses from households (Walters, 2005) and the
second involved on-bus interviews with 803 passengers (Babtie Group, 2005).

Local Authorities do not tend to hold or request comprehensive or consistent
data sets on Kickstart schemes. Where Local Authorities do hold data they are
often reluctant to provide it to a third party and so referred us to the operator.
Bus operators are understandably keen that any data they might provide should
remain strictly confidential on the grounds that:

e Competitors could gain information on commercial decisions and cost
data.

e Local Authorities could use such information in tender negotiations.

Some are additionally concerned that such information may be revealed under
the Freedom of Information Act. We note that in some cases even patronage
data is regarded as commercially confidential by operators. However, some
bus operators and groupings were very helpful in providing us with data relating
to Kickstart schemes.

Progress Reports to the DfT/SE

There is a clear difference in philosophy in the reporting requirements between
the Kickstart and BRDG schemes. Essentially for Kickstart reports “there are
no fixed rules” (DfT, 2006b). Reports are expected to contain information on
patronage, cost per passenger and marketing activities. There is no
requirement to provide quantified data in a particular form. This has tended to
result in descriptive reports with little or no quantified data. To date this
guidance has been applied to Challenge schemes but not yet to Kickstart
(Hankin, 2006).
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In contrast the Scottish Executive requires a detailed breakdown of costs,
revenue and patronage on a quarterly basis to be submitted on the grant claim
form (SE 2006b). This should provide the Scottish Executive with a good base
from which to assess performance in terms of patronage. The form also asks
what proportion of the passenger growth has come from modal shift and
improved accessibility. This will be difficult to estimate and would require
detailed monitoring activity. We have not yet seen any evidence of this.

Data Sources: Conclusions

In general, data on the 2003 Kickstart projects is patchy and inconsistent. It is
particularly poor for key indicators on the main purposes of the projects, such as
service quality, transport policy impacts and financial viability. The pattern
appears similar for the 2005 Kickstart schemes. Given the requirements of the
grant claim forms the data on patronage should be better for the BRDG
schemes. However, to date we have found the format of data provided often
prohibits useful analysis.

Due to the constraints on data availability, results are reported so as to preserve
confidentiality:

e in aggregate, or by scheme type and / or
e in terms of indices or percentage changes to ensure that schemes
cannot be identified.

For the 2005 Kickstart and the BRDG schemes a further limitation is the short
period of time for which most schemes have been operating, thus any data can
only begin to indicate likely trends in patronage.

We have identified a series of case studies that illustrate good practice and
certain key issues arising from this research. These appear in the text at
appropriate points in the report.

3.4 Development of an Appraisal Framework

In this section we outline the development and nature of an analytical tool
capable of handling data on the full range of objectives that appear in Kickstart
proposals. We then consider what is practicable given the data constraints
discussed in section 3.3.

Assessment Framework
The analytical tool was developed in a spreadsheet model. The summary
information presented includes:

e Basic information about the project. This covers project title, Local
Authority, operator appointed, area type (rural or urban), funding
requested and awarded, service launch date, service type (new or
enhanced) and finally, period of data analysis.

e Performance against objectives and longer term viability
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e Performance indicators related to both specific project and overall
Kickstart objectives. These include operational outcomes, patronage,
modal shift, financial performance, diverse social objectives and value for
public money. These aspects may be assessed in terms of money,
quantitative or qualitative data as available.

e There is also a short section on the implementation process.

Underlying the summary pages are sheets intended to contain data in four
weekly or monthly time periods on patronage, revenue and costs. This
framework is difficult to populate given the data constraints.

Indicator Estimation

The calculation of the indicators is not straightforward. This section is intended
to act as a health warning for the results reported later. Key issues are as
follows:

Annualising data: Even with respect to the 2003 Kickstart schemes few have
been running for long enough to supply annual patronage data for more than
one year and some have not yet been in operation for a full year. Given the
small number of schemes overall, where part year data is available we have
sought to make use of it in our analysis. We have taken the average growth
rate for the months for which data is available and extrapolated that rate forward
for the remainder of the year. This process was applied to schemes with more
than six months data for the year in question. For the 2003 Kickstart schemes,
full year one data was available for 14 schemes and for year two from three
schemes. Sufficient data was available to extrapolate year one data for three
further schemes and year two data for six further schemes.

Deriving baseline data: Establishing the baseline for enhanced schemes is
crucial to any analysis. Ideally this would be based on “year 0” data for the year
immediately prior to the Kickstart/BRDG implementation. However, there were
some difficulties with this approach. Firstly, some year 0 data provided by
operators was incomplete and extrapolation was necessary. Secondly, in other
cases no year O data was available. In these cases, where possible, the year 0
patronage was inferred from the progress report, or a figure indicated in bid
documents was applied although these are likely to be outdated. The lack of a
requirement to state existing patronage on services that are bidding for
enhancement may contribute both to this problem and the inconsistency issue
in discussed below. Thirdly in some cases the forecast patronage figure related
to the enhanced element of the service, but the reported patronage figures
related to the service as a whole rendering any comparison meaningless.
Finally, for some enhanced services establishing a baseline for comparison is
not straightforward, as sometimes there was no clear equivalent service. Whilst
such a scheme could be viewed as new, again this can be difficult where the
forecasts have been expressed in terms of growth. In such cases the
comparison may be made by comparing the scheme performance with the
services that previously provided parts of the enhanced service rather than this
particular service. This example illustrates some of the difficulties in defining
services as enhanced or new.
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With respect to the 2003 Kickstart round, 12 schemes were defined as
enhanced services for which baseline data was required. This was available in
full for six schemes. In three cases the baseline data were derived from the bid
document. In one case incomplete baseline data was annualised by using
average growth rate for the baseline year. One scheme had no equivalent
baseline year data so the scheme was assessed against the set of routes that
together provided parts of the scheme. In the remaining case the baseline data
was inferred from the annual progress report.

Patronage and revenue forecasts: There is a surprising lack of clarity and
consistency in the patronage and revenue forecasts contained within the
proposals. Clearly, some proposals report the total expected patronage and
revenue for each scheme year. Others appear to be recording the expected
growth in patronage and revenue. In a few cases the figures are difficult to
reconcile with outcomes and one proposal appears to contain no forecast. Of
the 17 operational schemes analysed in the 2003 Kickstart round, six clearly
provided data in the form of totals and two as additional patronage and revenue.
The remaining schemes have been interpreted as follows: five are assumed to
have provided totals and two additional patronage and revenue. One scheme
has no forecast and the figures for one scheme are not reconcilable with the
outcomes. In addition, two schemes had actual baseline year figures higher
than the forecast for year one of scheme operation.

It was additionally assumed that all forecast growth figures were with reference
to the base year.

In the case of patronage outturns for most of the 2003 services we have data
that enables annual estimates to be made. There are two exceptions where
information from the annual progress reports to the Department was used.

A Simplified Approach

Given the combination of data constraints and confidentiality issues a simplified
approach was adopted for the analysis of the 2003 Kickstart schemes. We
have included data on the 2005 Kickstart and BRDG schemes in our
assessment where available, but note that many of the data problems
discussed earlier in this chapter apply equally to this data. It is possible that
better data may become available at a later stage for the 2005 round of
Kickstart and BRDG but we are not sanguine about this.

It is likely that the availability and quality of data for scheme monitoring and
appraisal will continue to be a problem for a number of reasons including:

e Confidentiality of commercial data.

o Differing strategies of Local Authorities with respect to the monitoring of
schemes.

e Proportionality of effort, especially with respect to identifying for example:
the true uplift for which the Kickstart schemes is responsible; broader
impacts on social objectives, modal shift and others.

e Lack of a requirement to provide monitoring data in a particular form.
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We therefore consider that a simpler approach to appraisal may be advisable.
In this report we have focused the quantitative analysis on patronage and
scheme costs as follows:

Patronage growth against a base year for enhanced schemes
Patronage growth against target for all schemes

Patronage growth year on year (after year 1) for all schemes
Support per passenger

Support per additional passenger.

These are measures that may be derived from passenger numbers and a
measure of support provided. Thus the data requirements are light. Moreover,
Local Authorities have commonly used measures of support per passenger in
the assessment of tendered services (Bristow et al 1992).

It is worth going back to the principles put forward by Mackie and Nash in their
1982 paper on efficiency and performance indicators in the bus industry which
they stated should be:

o Clearly related to objectives

¢ Unambiguous with respect to interpretation

¢ Distinguish between endogenous and exogenous factors
¢ Be related to overall performance.

The indicators above clearly satisfy three of the four conditions. However, in
this case the measures of performance will clearly be influenced by factors
outwith the control of the bus company operating the service. As we are not
interested in internal company productivity this is perhaps less important.
However, we should consider external effects on performance as we progress.

3.5 Development of the Stakeholder Consultation

Face-to-face interviews were conducted during May to July 2006 with
representatives of the 18 Kickstart pilot projects. These interviews with local
authorities, Passenger Transport Executives (PTEs) and service operators
lasted approximately 90 minutes each and were guided by a semi-structured
questionnaire, which was circulated to consultees in advance of the meetings.
Pilot interviews were conducted with representatives of two of the projects in
order to test the suitability of the questionnaire and the average amount of time
required per interview. The interviews provided an insight into the performance
of the services and the extent to which they are meeting their objectives. They
also enabled the team to obtain information regarding any problems and issues
that had arisen in implementing the services and how these had been
addressed by the partners. Finally, the interviews enabled the project team to
obtain data on scheme monitoring in order to populate the database, for
reporting in the Interim Progress Report and this Final Report.

During these consultation interviews, information was also collected with regard
to some of the 2005 Kickstart projects which was fed into later analysis.
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The initial topic guide covered the following issues identified within the project
brief, project proposal and at the project inception meeting:

Modal shift

Accessibility

Social inclusion

Regeneration

Viability

Sustainability

Vehicle types / characteristics
Service characteristics

Abstraction

3 party objections

Steering group set up

Operator / local authority relationship
Operator risk taking

State aid

Tendering

Other legal and regulatory issues
Origin of the schemes

Fit between local authority / operator and 2003 / 2005 Kickstart
objectives

Marketing and promotion

Monitoring and assessment

Bid process &delivery process
Overall assessment of impacts
Alterations to the schemes

e Deviations from the proposal

e Views on Kickstart & possible Kickstart continuation

An amended version of the topic guide utilised for the 2003 Kickstart pilot
schemes was used in September — October 2006 to obtain data and information
relating to a sample of 27 Kickstart projects funded in 2005 in England, and to
22 Bus Route Development Grant (BRDG) projects funded in 2005 in Scotland.
All other local authorities awarded funding in 2005 were invited to contribute to
this consultation process.

The topic guide was amended to concentrate more on the processes and
issues given that the availability of quantitative data was likely to be scarcer
than for the 2003 Kickstart pilot schemes. Specific areas of interest were the
extent to which local authorities and / or operators developed their own
“Kickstart—style” schemes, and also any “added value” provided within funded
schemes by local authorities and / or operators over and above what was in the
original bid submission to the DfT or the Scottish Executive. These issues had
been highlighted in a discussion with the client.

The study team used the East of England as a case study to explore in detail
the issues underlying the 2005 project submissions and awards. We took the
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opportunity to talk to the majority of the local authorities in the region,
regardless of whether they were successful in obtaining funding, and also to
establish why those who did not bid did not do so.

In summary all the BRDG and Kickstart schemes were covered in the analysis
as follows:

e All 2003 Kickstart schemes (18) were consulted face to face (both local
authority and operator).

e 21 out of 43 2005 Kickstart schemes were consulted face to face (both
local authority) and operator.

e Six further 2005 Kickstart schemes were interviewed by telephone.

e 16 remaining 2005 Kickstart schemes were invited to respond by email
(four of these responded).

e Four authorities who were either unsuccessful Kickstart applicants or did
not bid for funding were consulted face to face.

e 20 of the 32 BRDG schemes of 2005 were consulted face to face (both
local authority and operator).

e Two further BRDG schemes were discussed by telephone.

e 10 remaining BRDG schemes were invited by email to contribute.

The original proposal envisaged face to face interviews covering only 28
schemes with the remainder being undertaken by phone. We have carried out
face to face interviews on 59 schemes, and with four authorities without
schemes, telephone interviews on seven schemes and used email for the
remaining 27.

Copies of the topic guides may be found in appendix 1, details of the authorities
and operators consulted in appendix 2 and a scheme typology in appendix 3.

3.6 Conclusions on the Methodology

The methodology evolved during the study as it became apparent that there
would be less quantitative date available than originally anticipated. This led us
to adopt a simpler approach to the quantitative appraisal focussing on
patronage. This may be advantageous in having limited data requirements and
clear indicators. However, there are also risks in that these indicators will be
vulnerable to external influences and as with any limited indicator set they
cannot cover the whole set of scheme objectives.

An enhancement to the stakeholder consultation was an increase in the number
of Kickstart and BRDG schemes that were covered through face to face
interview.  This increased the evidence base on which our qualitative
assessment is based.
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4. PROCESS AND IMPLEMENTATION

41 Introduction

In this chapter we address issues uncovered in the stakeholder analysis on the
process and implementation of Kickstart and BRDG. Specifically:

Process (4.2)

¢ Implementation process (4.3)

Viability / Continuation strategy (4.4)

Marketing and market research (4.5)

The chapter’s conclusions are in section 4.6.
4.2 Process

Originator of Proposal

In the majority of cases in 2003, the local authority / PTE could be said to be the
originator of the proposal, although there are exceptions including one operator
who tended to develop proposals ahead of formal discussion with the Local
Authority. Generally in 2003 local authorities and PTEs took account of Local
Transport Plan and other policy and network objectives in deciding which bids
should be prepared and put forward to DfT.

Within England, local authorities took full account of their Local Transport Plans
and other policy and network objectives in deciding which bids should be taken
forward. Within Scotland, local authorities tried to ensure that all bids submitted
to the Scottish Executive were fully in line with their policy objectives as stated
in their Local Transport Strategies There is a recognition in some areas of
Scotland that the first “wave” of BRDG submissions were very “local authority-
led”, subject to the qualification above, whereas operators were given a greater
freedom to develop their own schemes in later phases of BRDG submissions,
although these also had to tie in with local authority policies and objectives.

Comprehensive Consultation

In the 2003 Kickstart competition most operators tended to wait to be consulted
by the local authority, or used the various operator forums, etc in order to put
forward their suggestions. In the 2003 round the consultation process was less
formalised, as local authorities tended to view Kickstart, as indeed it was
presented, as part of the Urban and Rural Bus Challenge process, and there
was perhaps a failure to realise the distinct qualitative shift in Kickstart which
required detailed and close partnership working with an operator. This led to the
fact that some of the 2003 schemes were formulated without a formal
comprehensive consultation of all local operators about participation within
Kickstart.

By the time of the 2005 cycle of Kickstart bids local authorities and PTEs were
much more likely to consult with ALL local operators to ensure that each had
had an opportunity to express their desire to be involved with a Kickstart bid and
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/ or to put forward their suggestions for a Kickstart service. Case study 1,
however, demonstrates that this did not always happen.

There are certainly differing views on what “consultation” actually means — local
authorities tend to take the view that this means allowing each operator the
opportunity to bring forward their own scheme; some operators consider it to
mean keeping them informed at all times about the likely impacts of potentially
competitive schemes put forward. This has led to conflict in certain areas as
demonstrated in the following case studies.

Case Study 1 - Post Award Tendering

A proposal was developed in full co-operation between the local
authority and the operator, for a new service to penetrate a new
residential estate

Following award of funding, the local authority was concerned
that they had not circulated an open invitation to all operators to
submit ideas for Kickstart bids

As a result, the authority decided to go out to competitive tender
The tenders received in response were higher than the funding
award

The authority is of the opinion that the pace of development
means that a service is not yet required on the estate

The operator is of the view that this is an opportunity lost

The service is not operational and it is expected that a further
tender round will be required in the future, for a reduced level of
service or a shorter operating period

Case Study 2 — Claim of Abstraction

Abstraction claim raised with LTA and later with DfT by operator in
a given area who felt that he was “the predominant” operator
and now subject to a competitive 2005 kickstart award

Claim from the operator that there was little or no consultation
between LTA and operator

Operator felt that he should have been consulted “in detail”
about any plans to bid for a competitive service which might
abstract patronage

Claim that LTA did not take account of potential adverse impact
of scheme on other services as laid out in DfT guidelines

The LTA sees itself as an “honest broker”; not sure that this feeling is
shared by all operators

LTA does not believe there is “serious” interference with other
operator services
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In Scotland we did not uncover major problems with the consultation
undertaken by local authorities prior to the submission of BRDG bids. The view
of Strathclyde Partnership for Transport (SPT) was that they had to ensure that
competitive BRDG bids did not arise (meaning either bids competitive with
existing services, or services which would be competitive themselves if all
funded by the Scottish Executive). This naturally made it difficult for operators
within the SPT area to come forward with bids which would be supported by
SPT, if their network is subject to on-route competition. We discuss the impacts
of Kickstart and BRDG within contested markets in Chapter 7.

Bid Preparation

2003 Kickstart bids were generally prepared in house by the local authority,
although there are some examples of external consultants being used to
develop the bid. The level of resources devoted to the Kickstart bid within
individual authorities depended upon the size of the transport team involved, the
importance assigned by the Council to the Bus Challenge / Kickstart schemes,
and the importance assigned to the Kickstart programme embedded within the
Urban and Rural Bus Challenge programmes. The level of financial resources
available within the local authority was also a determinant in the decision
whether or not to prepare the bid in-house.

The 2005 Kickstart bids were again mostly prepared in house by the local
authority, although there were still some examples of external consultants being
used to develop the bid. Local authorities felt they could keep better control of
the bidding process by developing the bid in-house, but this depended upon the
level of resources available internally, and they felt that the short timescales for
bid preparation militated against the use of in-house resources in many cases.
In a number of cases local authorities used “in-house” consultants employed on
“call off” contracts to undertake the bid preparation work. Often they
acknowledged that these consultants did not necessarily have the appropriate
skills and that a competitive bidding process to appoint consultants would have
ensured the proper skills mix. Elsewhere, a consultee noted that their only
successful bid had been prepared by external consultants, with in-house bids
rejected.

In Scotland most local authorities prepared bids in conjunction with the bus
operator and employed consultants to put together the bid document. The level
of operator input varied greatly from area to area — some provided most of the
material within the bid document; some merely commented on bid drafts. The
use of the new BRDG pro-forma for later phases of BRDG funding has
simplified the process for local authorities who now intend to undertake the
process in house, although there are still uncertainties over whether supporting
bid documentation is required in addition to the pro-forma. In the SPT area
there is a two-stage bidding process — operators submit bids to SPT utilising
the Scottish Executive pro-forma; SPT scrutinises and completes these pro-
formas, adding them as annexes to the SPT pro-forma which forms the
substantive part of SPT bids for BRDG funding to the Scottish Executive.
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In England the revised pro-forma is widely acknowledged to have simplified the
bidding process, but there is again uncertainty over whether additional
supporting documentation needs to accompany the bid. There is some
confusion over the use of baseline / Year 0 figures within the pro-forma, and
some operators / local authorities have stated that it is “difficult to make a
convincing and effective case” within the confines of the pro-forma.

Tendering Process

In practice a preferred operator was selected prior to the bid preparation
process. This preferred operator contributed to the bid, and then worked with
the local authority to develop and implement the Kickstart services after a
successful award. In a limited number of cases the local authority felt obliged to
hold a full tendering process — either pre- or post- award. This could mean that
the operator who originated an idea did not become the preferred operator, or
that an operator who worked closely with the local council to prepare the bid did
not go on to reap the benefits of a successful award.

This anomalous position was brought about by the fear of some authorities that
the Kickstart programme was not in accordance with the 1985 Transport Act,
EU legislation, or competition legislation. A significant number of other local
authorities in 2003 and 2005 were worried that they were being pushed into a
“grey area”, “beyond existing legislation” by being required to enter into a
bidding process with one preferred operator. Although DfT sought to address
this fear by providing a legal commentary for the 2005 Kickstart programme,
which is reported on elsewhere, a number of local authorities felt that even then,
they were being required to “take a leap into the dark” and that the operator
“was being forced to take all the risk”. Although no challenges from
unsuccessful operators were forthcoming following the 2003 Kickstart award
process, a limited number did occur after the 2005 awards (see case study 2),
although these related more to the level of consultation relating to rival (and
potentially competitive) bids.

Within Scotland the revised Guidelines issued by the Scottish Executive
(2006a) made it plain that tendering would not be a requirement, although as
mentioned above the procedure adopted by SPT was felt to be “stifing BRDG”
by some consultees. There did not appear to be a major issue with the notion
of working with one bus operator once the revised guidelines had been issued.

Timescale
There was a general perception that the timescale between the announcement
of the Kickstart programme and the submission date was too short to allow:

Development of cogent, coherent proposal

Full consultation with all potential service operators / operator partners
Detailed consultation with potential stakeholders

Undertaking of the bid preparation in house or a competitive bidding
process to obtain properly qualified consultants to prepare the bid

e Coordination of capital expenditure within other funding schemes
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Within Scotland there was some confusion over the initial and subsequent
timescales for bid submission. Some local authorities are concerned that if they
do not submit bids as soon as possible, the funding pot may become
exhausted. This leads, therefore, to the use of consultants to overcome any
internal resourcing problems, or a lower quality bid than the authority would
ideally have liked to have submitted. There is some confusion over the use of
the pro-forma for bids in Scotland — generally whether it is a replacement for, or
an accompaniment to, a free-form bid document.

4.3 Implementation Process

Partnership

The majority of Kickstart projects have been implemented by a two-way
partnership between a local authority / PTE and a bus operator. A small
number of projects have been implemented by more complex partnerships,
involving three or more parties comprising local authorities, PTE, operators and
local transport partnerships.

Case Study 3 - Partnership Working

e A large award in the 2005 funding round

¢ Five services were rapidly implemented in three phases over a 7-
month period

e Concern regarding abstraction on a specific section of one of the
funded routes was addressed by joint working and sharing of the
funding between the Kickstart operator and another operator

¢ Resulting service has an integrated timetable and provides an
enhanced hourly service

The intended operator of the service was already known to the local authority as
the bid was prepared in full co-operation by the partners. As a result, the local
authority was able to meet with the operator, following confirmation of the award
of funding, to agree the way forward. In a few instances the tendering process
introduced by the local authority at this stage has made the issue less
transparent and has delayed the start of service.

Within England a sizeable minority of local authorities see Kickstart as either a)
a way to improve the performance of their tendered network by allowing
marginal services to be mainstreamed into the commercial network, or b) as a
way to reduce expenditure on their supported network. A number of authorities
have stated that they would like to reduce the size of their network support
through future phases of Kickstart funding, and use the savings to establish
their own Kickstart-style schemes, targeted at areas of particular social and
economic exclusion. This approach would seem to link a best value approach
with the Kickstart objectives.

In Scotland there was a recognition of the desire by the Scottish Executive to
attract bids either for existing commercial services, which were not performing
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to their potential, or for (partially tendered) services which would definitely be
commercial at the end of the three year period. The Scottish Executive relaxed
these criteria to allow a fuller geographic coverage within later phases of BRDG
funding. This means that in Scotland the vast majority of schemes are fully
commercial services which are being lifted to a new level of viability through
BRDG funding. In England, although most services funded in 2005 fall into this
category, there are still some services which are likely to require local authority
funding at the end of the Kickstart funding period — this is a reflection of the
more liberal criteria applied by DfT to the funding of Kickstart schemes.

By 2005 most authorities and operators had grasped and embraced the new
partnership relationship, although in a minority of cases the local authority has
acted to bring the Kickstart schemes more closely into their network of
supported services by imposing a very detailed contractual relationship.

Overall, projects have been implemented on a partnership basis, with the
partners taking responsibility for specific activities. For those projects involving
the procurement of new vehicles, the operator has purchased the vehicles and
invoiced the authority in arrears. The local authority has taken responsibility for
implementing any capital or highway works. Marketing and publicity activities
for the service have been within the realm of the operators to a large extent,
generally with a funding stream identified within the Kickstart / BRDG bid
document. In some cases the individual marketing undertaken by operators for
their Kickstart / BRDG schemes (far) exceeds what was put forward within the
bid.

Market research and consultation is an area which is still neglected to a certain
extent within the 2005 Kickstart and BRDG awards and the issue of where
responsibility lies for undertaking such activities remains unresolved. The
provision of simple monitoring guidelines by DfT and Scottish Executive might
help to ensure that data is collected on a comprehensive and consistent fashion
in order to be able to draw conclusions about the impacts of an individual
scheme and of any given scheme in comparison with other funded schemes.

For the majority of projects, the implementation process has begun well with all
partners being fully engaged and involved to deliver the service. In some
cases, however, changes to the local management of the bus company coupled
with an adverse financial situation have brought the implementation of certain
schemes into doubt. Elsewhere, as the projects have progressed and services
have been operational for some time, the project-specific meetings have
reduced and often ceased. Discussions of Kickstart projects have tended to
take place at more general operational meetings between authorities and
operators, often taking the form of verbal progress reports unless there are
particular issues to be resolved. Services in 2005 have generally been
implemented within a shorter time frame than those funded in 2003.
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Timescales for Implementation

The factor most likely to influence the timescale for implementation is the
purchase of new vehicles. In England where the award of 2003 and 2005
Kickstart funding has led to a significant demand for new vehicles, there is no
doubt that Kickstart has generated a significant demand for new buses which
has stimulated business amongst bus manufacturers. If an operator has
sufficient resources and an existing annual vehicle replacement programme, it
is possible for vehicles allocated for Kickstart / BRDG schemes to be
safeguarded for speedy deployment following award. For smaller operators
without an existing (major) fleet replacement programme, this is not something
they can afford to undertake in advance of award, and this entails necessarily a
post-award delay before implementation can take place.

Many of the operators raised concerns regarding the implementation of capital
and highway works by local authority partners. The actual works to be
implemented are not specified within the bid and a notional timescale for
undertaking the works is not required in the submission. Operators expressed
concerns that authorities are not obliged to undertake the capital works, when
they, as the operator, are required to commit to operating the service and in
many cases, purchasing the vehicles. From the operators’ perspective, the
commitment required from them far outweighs the commitment required from
the authority.

Case Study 4 —LTA Failure to provide timeous capital works

e Proposal for an enhanced frequency town service developed in
co-operation between the operator and the local authority

e Peak Vehicle Requirement of the enhanced service was
determined based on infrastructure works which the authority was
committing to deliver

e Immediately prior to submission of the bid, the authority informed
the operator that they would not be in a position to commit all of
the capital funding required for the infrastructure works

e The bid was submitted and funding was awarded, but a a greater
commercial risk to the operator than would be the case had the
capital funding been secured in advance

Linking into LTP / Local Transport Strategy Process

Operators expressed concerns regarding the difficulty of linking into the Local
Transport Plan process in order to secure the timescale for delivering capital
and highway works. For many projects, the capital works have been
implemented on an ongoing basis throughout the Kickstart project period rather
than being prioritised for the early stages of the project. This means that it is
difficult to hold a ‘big bang’ launch of a new or improved service, when the key
capital and highway improvements are incomplete. In some cases it may be
that the local authority does not have sufficient finance available to undertake
the full set of infrastructure works required; in other cases the local authority
may not have sufficient staff resources to plan and manage the infrastructure
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works, as the LTP implementation programme will have been set in advance.
Given the higher level of partnership working between operators and local
authorities, this is a reduced concern within the 2005 schemes, but does still
exist.

Risk-Taking

The degree of risk-taking differed between projects. Many of the operators
purchased new vehicles rather than cascading existing vehicles from their fleet
— a practice which is higher risk among the smaller operators than among the
larger group operators. A number of the operators stressed that without
Kickstart / BRDG funding, the risks associated with putting new low-floor
vehicles on a service would be too great. They stated that the additional
funding available through Kickstart enabled operators to take more calculated
risks (which their managers would approve and support) in order to increase
patronage. This applies equally to the revenue risk associated with frequency
enhancements.

Certain authorities indicated that in the future, they would submit Kickstart bids
which were intended to bring borderline commercial services to commercial
viability, whilst at the same time reducing the pressures on their supported
service budget. Other authorities, however, were of the opinion that they could
not take the risk of having a non-commercial Kickstart bid making demands on
already stretched revenue budgets, and would therefore only submit bids which
they were confident would be commercially viable by the end of the funding
period.

Vehicle Acquisition and Retention

As many vehicles operating on Kickstart services have been funded through
Kickstart, a number of authorities have sought to secure the deployment of
those vehicles during the Kickstart period and their retention thereafter. Some
authorities have prepared brief contracts specifying the requirements for the
deployment of new vehicles. The contracts differ between projects, but tend to
include reference to the number of years for which the vehicles should be
deployed on the Kickstart service, as well as the frequency of service to be
operated. Some contracts also specify the number of years after the end of the
Kickstart period that the vehicles should be deployed either on the Kickstart
service or in the local area in general. Within the BRDG programme the major
emphasis has been on revenue funding, although there are some examples of
capital funding for new vehicles and vehicle depreciation over a shorter
timescale is now allowed within BRDG submissions.

In some areas, especially the PTE areas, the contracts between local
authorities and bus operators are in effect a tendered service contract with the
operator required to provide a service to contract for a fixed three year period at
a fixed level of support, and for a two year period thereafter without any
financial support.
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Supply of Monitoring Data

The supply of patronage and revenue data by Kickstart service operators differs
from authority to authority. Certain authorities request data from operators on a
monthly basis, in the same way as they would request data for supported bus
service contracts. Other authorities have adopted a more ‘*hands-off’ approach,
treating the service more like a local commercial service. These authorities
would contact the operator on an intermittent basis to request an overview of
the performance of the service, rather than detailed data. In certain cases
where data was not supplied on a regular basis, the consultation interviews
revealed that the operator and authority had quite different views with regard to
the performance and likely future commercial viability of the service. Generally
data is requested from operators to meet the reporting requirement to DfT /
Scottish Executive.

State Aid Issues

Within Scotland an issue has arisen over the desire by the Scottish Executive to
ensure that state aid regulations are not infringed by the provision of BRDG
funding to certain routes. This has led to a request from the Scottish Executive
to local authorities / bus operators to provide monitoring data for the whole of a
particular BRDG route, and not just for that portion of route for which BRDG
funding has been secured. This is to ensure that public funding is not being
provided to more than one section of any given route. This has led to some
confidentiality issues between local authorities and operators, and we are aware
that in one case the bus operator is now addressing the issue directly with the
Scottish Executive, as they did not want to provide any commercial data relating
to non-BRDG secured network operations to the local authority. This has
implications for future BRDG submissions and successful implementation in
conjunction with the policy of “clawback” as it is perceived by a number of
operators in Scotland.

“Clawback”

If a BRDG service in Scotland performs in excess of its predicted patronage /
revenue the level of support from the Scottish Executive is reduced
correspondingly. This is designed to allow the redeployment of those financial
resources to achieve a temporal and geographic extension of the BRDG
scheme. However, it has led to frustration among certain bus operators who
feel that the “clawback” rule was not made sufficiently evident at the time of bid
submission, although the BRDG Guidelines state that: “in any year, the grant
will be restricted to the level of the deficit incurred”. The operators also fear that
if the “clawback” principle is applied to the whole of a given BRDG route, not
just to that part to which BRDG funding has been explicitly applied, then the
financial viability of the BRDG route may be jeopardised, and this will in turn
affect their willingness to bid for future BRDG funding.

Revenue / Capital Funding

Some uncertainty existed in 2005 as to whether a Kickstart bid should properly
contain capital and revenue elements or just the latter. Most partners took the
line that revenue was desirable to provide financial support for the service
operation and that new and / or upgraded vehicles should be funded by a
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mixture of capital support from the operator and the Kickstart programme.
Infrastructure and highways works were generally considered to be best funded
out of the LTP programme. Although some uncertainly existed over whether
these could also be funded through the Kickstart programme itself, some
authorities took a conscious decision not to bid for capital funding of this kind,
and were surprised to find other authorities had secured such capital funding
under the programme.

In Scotland generally BRDG funding was used for revenue support, and new
vehicles were only purchased through capital funding support in a minority of
cases.

LTP / Bus Strategy

When determining which bids to take forward each authority took account of its
LTP and other local and regional transport strategies. Those Kickstart
proposals which best matched the authorities’ own priorities stood the best
chance of being developed into a full scale proposal for funding. Inevitably this
meant that some schemes, although worthy in their own right and addressing
the Kickstart objectives, did not meet the local policy objectives set by the
authority and were not taken forward to be developed into full proposals. This
led to disgruntlement amongst certain bus operators as they felt they were
powerless to influence which schemes an authority decided to take forward.

In some cases, the operators felt that they were in a better position to determine
the merits of a particular scheme with regard to the Kickstart programme than
the authority. However, given that Kickstart has been generally perceived as a
local authority / PTE-led process identifying local and regional transport
planning priorities, it is inevitable that some schemes proposed by bus
operators linking patronage growth with improved commercial performance
might not fit in with these priorities. In the context of partnership working
common or complementary objectives are necessary. In Scotland, the Scottish
Executive has tentatively suggested that operator-led schemes might be
considered within the future; this would go some way to meeting the aspiration
of SPT which would like to see the establishment of a two-tier BRDG scheme
allowing: operator-led commercial schemes and local authority-led tendered
schemes.

4.4  Viability / Continuation strategy

Each of the 2003 schemes produced a continuation strategy to provide for their
continuation after the end of Kickstart funding. In nearly all cases the 2003
scheme or elements of it will survive after the end of Kickstart funding. It is
difficult to generalise because of the multiplicity of service types funded under
the 2003 programme; by 2005 the schemes had become very much more
homogenous as local authorities and bus operators came to understand better
the principles behind Kickstart. Based on the consultation undertaken with
regard to the 2003 schemes:

e one has already become commercial and will remain so
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e one started in October 2006

e six are very likely to become commercial (all or most of scheme)

e seven are likely to become partly commercial (with some local authority
support)

e one is likely to be reformulated and refocused in order to continue

e The future operation of the remaining two schemes is uncertain because
of the current uncertainties surrounding the intentions of the bus
operator.

The commitment by the local authority to provide support if necessary after the
funding ends is of key importance to many of the 2003 Kickstart schemes in
order to ensure their long term viability. This is particularly the case for the
more rural of the schemes and for those involving community transport
operations.

In nearly all cases in Scotland it is anticipated that the BRDG schemes will be
able to run commercially without a further funding requirement, although we are
aware of two schemes which will definitely require revenue support at the end of
BRDG funding.

Revenue growth is the key determinant of commercial viability at the end of the
Kickstart period of funding. A number of the 2005 Kickstart schemes in England
will be compromised in terms of their commercial viability through the new free
concessionary fares scheme introduced throughout the country in April 2006.

Case Study 5 — Concessionary fares and future revenue support

¢ Kickstart funding was secured for a new inter-urban service

e The financial element of the bid was calculated prior to the
introduction of the new concessionary fares legislation

e This new service is being treated as though it is an existing service,
with all passengers being subject to the generation factor applied
to other established services

e The service is performing well in terms of patronage but is unlikely
to meet its revenue targets as many of the passengers using the
service are concessionary travellers

¢ The local authority would be less likely to support this service in the
future should it fall short of commercial viability, as there is another
Kickstart service in the area which meets the authority’s social
inclusion objectives and is expected to require ongoing support
after Kickstart

4.5 Marketing and Market Research

The degree of marketing and promotion differed considerably between projects,
although it figured far more highly than in 2005 Kickstart schemes. With regard
to conventional bus services, a new timetable leaflet was produced to publicise
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the new service / service enhancements. The responsibility seemed to default
to the operators, in line with practice in relation to commercial bus services.
The approach adopted also differed between projects (and operators), with
certain operators including free travel tickets on the service as part of the leaflet.

Within the big groupings there is a difference of philosophy: one major grouping
rolls out its “standard” marketing throughout the whole group including the
BRDG / Kickstart schemes; a rival grouping customises its marketing to the
specific requirements of each BRDG / Kickstart service.

Many of the projects organised a door-to-door leaflet drop to properties along
the route of the service immediately prior to start of the service / service
enhancements. Some projects adopted an area-specific approach to marketing
and promotion, producing a different timetable leaflet for different sections of the
route, including residential areas and employment locations. The leaflets were
also delivered door-to-door along the relevant sections of the route.

One of the larger operators adopted its companywide ‘Telemarketing’ approach
to its Kickstart services. This approach involves telephoning householders
living along the route of the service to ask whether or not they use the service.
Those who do are thanked for doing so and asked their opinions of the service.
Those who do not use the service are encouraged to do so by the provision of
free travel tickets to be used within a specific period of time. The non-user
group is contacted again a few weeks later to ask whether they used the tickets
and their opinion of the service. This personalised approach to encouraging
non-users to travel by bus is one which is being trialled by this operator across
the country, although the results from the Kickstart services were not available
at the time of writing this report.

Case Study 6 — Marketing & Promotion

¢ Independent bus operator adopted a settlement-specific
approach to marketing of the new service

e Leaflets produced for individual sections of the route, including
door-to-door leaflet drops

e Utilised Kickstart funds to employ a marketing officer on a
temporary basis to consult with employers on the industrial estate,
to discuss issues such as tax breaks for encouraging employees to
travel on the service

¢ Free travel for a month for employees who completed a travel
diary

e Consultation demonstrated that original timetable was not
meeting the shift requirements of the industrial estate and the
timetable was amended accordingly

Many of the projects organised a launch event to promote the services. Launch
events were particularly favoured for completely new services, with activities
including competitions, distribution of free promotional items and press
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coverage of the event. The smaller scale projects, particularly those which did
not involve new vehicles, did not opt for launch events as they did not consider
the changes to be significant enough to warrant such publicity.

One trend which was noted with regard to all projects was the comparative lack
of marketing and promotion of the services following the initial launch and / or
start of the service. We hope that the BRDG and 2005 Kickstart schemes will
undertake secondary and tertiary phases of marketing and promotion in later
years, although this was not a feature of the 2003 schemes. In general funding
has been obtained in a number of the Kickstart 2005 schemes for a marketing
and promotional campaign. The operator is generally expected to fund anything
over and above this funding obtained. In Scotland some schemes have
obtained a marketing budget through BRDG, but again the operator will pick up
the expected higher costs associated with this function.

One innovative promotional element of a Kickstart schemes was a series of
television adverts which achieved a good response and which were specifically
targeted at the target markets for the Kickstart services.

Very little market research has been undertaken to assess the views of users
(and non-users) with regard to the new / enhanced 2005 Kickstart and BRDG
services. This is not surprising given the short time that most have been
operating, although it is surprising and disturbing that market research and
consultation (monitoring and evaluation) tends to fall between the demarcated
lines of responsibility for local authorities and bus operators. This was the case
with marketing and promotion to a large extent in 2003, but that has now been
clarified and addressed.

4.6 Conclusions

The process has operated more smoothly in the second round of Kickstart and
the later BRDG submissions. This is in part due to the clearer guidance and
use of pro-formas, and also partly as a result of the learning process.
Nevertheless, there are remaining concerns regarding timescales for
submission, compliance with legislation and, within Scotland, a distinct
difference in approach within the SPT area.

The implementation process and the level of partnership working have been
smoother in these later rounds and the timetable for implementation more rapid.
However, there are remaining concerns over the timing of local authority
investments and contractual issues. There are also emerging issues on risk-
taking, state aid and “clawback”. The competitive challenge of the Kickstart /
BRDG schemes encourages entrepreneurial flair this could be lost if Kickstart
were subsumed into the LTP process. A widening of the criteria to allow
operator-led schemes could provide a further incentive in future funding phases.
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5. PATRONAGE GROWTH

51 Introduction

In this chapter we focus on the analysis of the available data with respect to
patronage growth in absolute terms and relative to the targets set in the bid
documentation. A discussion of the external influences on patronage concludes
the chapter.

5.2 Patronage Growth: 2003 Kickstart Schemes

In the case of enhanced services first year operating data may be compared
with either that for the previous year or the base year data provided in the
proposal. Table 6 compares patronage for the first full year of scheme operation
with that of the previous year expressed as percentage annual growth. This
may be compared with the negative rate of growth of -2.3% for bus service
patronage in England outside London between 2003/4 and 2004/5 (DfT 2005c).
The reference decline in patronage represents a continuation of trend over the
past 10 years, in the face of which arguably any growth in patronage represents
success.

Table 6: Percentage Annual Change in Patronage: Year One and Two of
Scheme Operation.

Change in patronage Year 1: number of|Year 2: number of
services services

Fall in demand 1 2

Growth 0% to <10% 4 3

Growth 10% to <20% 2 2

Growth 20% to <40% 4 1

Growth over 40% 1 1

In year one all the schemes bar one are showing growth in patronage and five
schemes are growing at rates greater than 20%. In a declining market this is
impressive.

The year 2 figures include all 2003 schemes for which we have data for two
years of operation (or data that may reasonably be extrapolated to give two
years). This includes one new service and eight enhanced services. We have
included all services for which we have data though we note that falling in
patronage is in some cases influenced by external factors such as major road
works affecting service reliability over a period of time.

The trend apparent from Table 6 is that of a falling average growth rate from a
year one level of 21.0% to 11.8% in year two. If we take the estimates for a
matched set of 8 schemes the averages are similar at 24.61% and 9.9%
respectively. Nevertheless, two schemes achieved a higher rate of growth in
year two than in year one. The greatest improvement would be expected in the
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year one launch period when changes impacting on journey time, opportunities
and quality are implemented and any marketing activity will be most intensive.
Overall most of services for which we have data appear to be doing very well in
achieving strong growth over time.

The patronage figures are discussed in more detail by service type below,
however, it must be noted that the very small sample sizes in some categories
mean that the averages must be treated with caution.

The average rate of growth for urban services in year one is 24.7% falling to
15.6% in year two. The equivalent figures for rural services are 10.0% and
7.0%. If we look at the small number of services, eight, for which we have year
one and year two data the picture is similar for urban services albeit with a
higher first year growth rate of 33.3% falling to 15.6% in year two and for rural
10.0% in year one falling to 0.4% in year two. The higher rates of growth in
urban schemes are to be expected as the catchment population is likely to be
larger and the network effects greater, overall the potential for growth is likely to
be higher than in dispersed rural populations with generally higher car
ownership levels.

Schemes with infrastructure investment showed higher rates of growth at 24.7%
than those without at 10.0%. This, too, is to be expected as schemes with
infrastructure tend to be the larger schemes and usually in urban areas.
However the pattern is by no means clear cut with some schemes with no
infrastructure investment performing very well and some with such investment
performing well below average.

Most schemes involved service frequency enhancements and we note that the
few that did not are amongst the services to experience patronage losses. On
the whole schemes that stuck to their existing operational area performed better
than those that extended their geographical coverage. However, two that did
extend their area experienced very high levels of patronage growth. In this
context the distinction between an enhanced service and a new one becomes
increasingly blurred.

Interpreting figures on patronage growth is not straightforward. There clearly is
a wide range, with some schemes growing at an annual rate of over 20% and at
the other end of the spectrum a small number showing negative growth. It is to
be expected that some services would have greater potential for growth than
others and, in some cases, a large growth rate from a very low base represents
only a small number of new passengers.

5.3 Patronage Growth Performance Against Targets: 2003 Kickstart

We now move on to examine patronage growth against the targets set in the
proposals. Table 7 indicates whether the target growth has been achieved.
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Table 7 Patronage Growth Compared to Target Patronage Growth

Growth against target Year 1. number of|Year 2: number of
schemes schemes

Below target 4 2

Above target by <10% 4 1

Above target by 10% to | 3 3

<50%

Above target by 50 to|3 1

<100%

Over 100% above target | 2 2

Of the 16 schemes shown in Table 7, 12 have met or exceeded their year one
patronage target, in some cases dramatically and six out of eight schemes met
or exceeded their year two target.

54 Performance of the 2005 Kickstart and BRDG Schemes.

A limited amount of data has been made available on a number of the Kickstart
2005 schemes and BRDG schemes. This data suffers both from the shortness
of the operating period to date and many of the problems of consistency in
reporting highlighted with respect to the 2003 Kickstart schemes in sections 3.3
and 3.4.

With respect to the 2005 Kickstart limited data is available on a very small
number of schemes (three) all are on line to exceed their first year patronage
targets and are achieving high growth rates. Where problems have emerged
these are largely related to the bid and implementation process or external
factors such as the implementation of free concessionary fares.

There is slightly more data available for the BRDG schemes, perhaps reflecting
the need to produce this type of data for the grant claim form. For nine
schemes it is possible, albeit on the basis of part year data, to examine
patronage growth — all are achieving some patronage growth (in some cases
very high rates) and seven are on line to exceed their first year target growth.

In both cases this is again set against an overall declining market -1.24%
England outside London and -0.4% Scotland (DfT et al 2006). There are of
course some areas where patronage growth is occurring across networks. It
seems that promoters of the later schemes have learnt from the experience of
the 2003 Kickstart.

5.5 Other Influences on Patronage

Changes in patronage will be affected by many factors other than the Kickstart
scheme. The impact of such effects cannot be isolated here. These include
underlying changes in bus use occurring anyway and the impact of any local
factors, such as fares increases, changes to frequencies on other routes
affecting the attractiveness of local bus systems as a whole, demand
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management measures and road works. At a national level changes have
included:

e Increases in bus operating costs of 7.4% in 2004 and 8.2% in 2005
(CPT, 2006). These increases are running at more than twice the level
of Retail Price Index increases over the same period (ONS, 2006). With
respect to services re-tendered in 2005, ATCO (2005) note average price
increases of 8.7% in the English counties, 11.9% in the unitaries and
13.9% in the PTE areas.

e Bus fares have been increasing above the rate of inflation in England
outside London for the last ten years and are now around 22% higher in
real terms than in 1995/6 (DfT 2005c). Over the same time period fares
in London remained constant.

e Policies such as the extension of concessionary fares from half fares to
zero fares in England will clearly have some effect though it is difficult to
foresee what. We note that the allocation method has left some
authorities facing potential cuts to supported services. See case study 5
in section 4.4.

The cost increases in tendered services will have put pressure on Local
Authority budgets for supported services. At a national level the increases in
costs have clearly not yet been reflected in fares increases. However, there
have been significant fare increases in some areas. Indeed a number of
schemes have been subject to fare increases of up to 30 to 40% over a year.
Even assuming an aggregate short run fare elasticity of -0.4 (Balcombe et al,
2004) such an increase would be expected to reduce demand by 12 to 16% (all
other things being equal). In such circumstances if patronage on a Kickstart
scheme were to decline by less than that on comparable service that had
experienced the same price increase, then that would be an indicator of the
positive influence of the project.

Ideally, to evaluate changes in patronage the Kickstart service should be
matched with a comparable local service that did not receive any change in
order to identify the net patronage impacts of the Kickstart project itself. Given
the difficulties in obtaining data on the Kickstart projects themselves, it is
unlikely that such matched pair information would be easy to obtain.
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