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Glossary of Terms

Definition Meaning

AQMA Air Quality Management Area(s)
AQPS Advanced Quality Partnership Scheme
ARAC Audit and Risk Assurance Committee
Assessment This Bus Franchising Assessment
Authority WMCA and/or TfWM (as applicable)

Authority's Region

The areas within the West Midlands which are under the
Authority's remit, as set out in paragraph 1.2 of the Strategic Case

BCR

Benefit-to-Cost Ratio

Black Book

The Demand for Public Transport: A Practical Guide (TRL, 2004)

Bonfire of Bus Tickets

The Authority's standardisation of ticketing across multiple
Operators, meaning passengers are now no longer tied to using
the Operator that the bus ticket was purchased from

BSIP

Bus Service Improvement Plans

BSOG

Bus Service Operators Grant

Bus Alliance

The West Midlands Bus Alliance detailed at
https://www.tfwm.org.uk/who-we-are/what-we-do/west-midlands-
bus-alliance/

Bus Alliance Board

The board, which the Authority is a member of, and which
provides a coordination role between the various stakeholders

Bus Back Better

DfT's "Bus Back Better" national bus strategy, published in March
2021 accessed here: DfT Bus Back Better. National Bus Strategy

for England

The board which is responsible for the technical delivery of this
Assessment and ensures that there is wider visibility of the
development and delivery of this Assessment amongst relevant
stakeholders and senior officers within the Authority

Bus Delivery Options
Programme Board

Bus Options Programme
Group

The board that would be established with a variety of project level
groups to plan, transition and implement each aspect of change
under Franchising

Bus Services Act

The Bus Services Act 2017

CA(s) Combined Authorities in England pursuant to the Local
Democracy, Economic Development and Construction Act 2009

CAGR Compound Annual Growth Rate

CAz Clean Air Zone

CMA Competition and Markets Authority

CMP Congestion Management Plan

Commercial Case

The Commercial Case of this Assessment

Commercial Objectives

The commercial objectives of the Authority as set out in paragraph
2 of the Commercial Case

CPI Consumer Price Index
CRSTS City Region Sustainable Transport Settlements
DC Defined Contribution

Delivery Option(s)

The options for delivering bus reform within the Authority's Region
through either the Future Partnership or a Franchising Scheme

DERYV Index Diesel Engine Road Vehicle Index

DfT The Department for Transport

Districts The LA district boroughs within the Authority's Region
DI Distributional Impact
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DLUHC

The Department for Levelling Up, Housing and Communities

DMO Debt Management Office

DPT Delivery Plan for Transport 2026

DRT Demand Responsive Transport

Economic Case The Economic Case set out in this Assessment

ENCTS English National Concessionary Travel Scheme

EP Enhanced Partnership in the Authority's Region

EP Plan Enhanced Partnership plan pursuant to the to the Transport Act

2000 (as amended by the Bus Services Act 2017)

EP Reference Group

The group which is comprised of various Operators, LAs and
transport leads across the Authority's Region, as set out in
paragraph 2.5 of the Management Case

EP Scheme Enhanced Partnership scheme pursuant to the Transport Act
2000 (as amended by the Bus Services Act 2017)
ETM Electronic Ticket Machine

Financial Case

The Financial Case of this Assessment

Financial Model

A financial tool created to analyse Operators' cash flows (such as
forecast income and expenses) through structured inputs and
calculations

Franchise Contract(s)

Contracts entered into between the Authority and the Operator(s)
under the Franchising Scheme

Franchising Bus franchising pursuant to the Transport Act 2000 (as amended
by the Bus Services Act 2017)
Franchising Assessment | The relevant strategy teams within the Authority, and its advisor

Working Group

group consisting of Addleshaw Goddard LLP, PwC, Steer Group
and Arup Group

Franchising Guidance

The Bus Services Act 2017 Franchising Scheme Guidance as
published and updated from time to time by the DfT

Franchising Scheme

Bus franchising scheme pursuant to the Transport Act 2000 (as
amended by the Bus Services Act 2017) which the Authority
propose to implement under Franchising if this is the chosen
Delivery Option

FTE(s)

Full Time Equivalent(s)

Future Partnership

Continued partnership with Operators, with alterations to the
existing arrangements under the EP, as set out in the Strategic
Case

FY Financial Year

GC Generalised Cost

GDP Gross Domestic Product

Gear Change DfT's 'Gear Change Strategy — a bold vision for cycling and
walking'

GT Generalised Time

GMCA Greater Manchester Combined Authority

GMCA Franchised Services

The franchised services with Greater Manchester Combined
Authority

HM Treasury's Green Book
Guidance

"The Green Book: Central Government Guidance on Appraisal
and Evaluation", as published and updated from time to time by
HM Treasury

KPI(s) Key Performance Indicator(s)
LA(s) Local Authority(ies)
LCRCA Liverpool City Region Combined Authority
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LGPS

Local Government Pension Scheme

Local Transport Act

The Local Transport Act 2008

Lot(s)

The bus service routes within each Round that will form the basis
of Franchise Contracts, as set out in the Commercial Case

LSOAs Lower Layer Super Output Area - A geographic hierarchy
designed to improve the reporting of small area statistics in
England and Wales

LTAs Local Transport Authorities

LTP(s) Local Transport Plan(s)

MaaS Mobility as a Service

Management Case

The Management Case of this Assessment

MEC

Marginal External Costs

Network Stability Grant

The grant awarded by the Authority to Operators in the West
Midlands in order to maintain network stability, which ends on 31
December 2024

Net Zero A target of completely negating the amount of greenhouse gases
produced by human activity

NOx Nitrogen Oxides

NPV Net Present Value

NX National Express

Operator(s) Commercial operator(s) of Services

Opex Operational expenditure

Procurement Act

Procurement Act 2023

Project Coral

The introduction of contactless multi-Operator capping

Prudential Borrowing

The set of rules governing local authority borrowing in the UK

PSV MEC

Public Service Vehicle Marginal External Costs (the positive or
negative externalities of having additional or fewer bus vehicle
kilometres being operated under a Delivery Option)

PTA Public Transport Authority
PV Present Value

PVB Present Value of Benefits
PVC Present Value of Costs
PVR Peak Vehicle Requirement
PWLB Public Works Loan Board

Reference Case

The current status quo for Service provision in the Authority's
Region and the base case against which the Delivery Options will
be assessed

Ring and Ride A fully accessible door-to-door service

RMF A Risk Management Framework

Round(s) The three geographical areas the Authority has split the West
Midlands Bus Network into, as set out in paragraph 6.10 of the
Commercial Case

RPI Retail Price Index

RTA Road and Transport Authority

RTCC Regional Transport Coordination Centre

RTI Real time information services

RV Residual Value

SAU Subsidy Advice Unit

Service Permits

Service permits granted to Operators under a Service Permit
Regime




Service Permit Regime

A permit regime to be introduced under a Franchising Scheme
pursuant to the Bus Services Act and The Franchising Schemes
(Service Permits) (England) Regulations 2018

Service(s) Bus service(s) in the Authority's Region

SSF Single Settlement Fund (a financial arrangement designed to give
CAs greater control and flexibility over a range of funding streams
provided by the Government)

SME Small-to-Medium Enterprise

SMO(s) Small-to-Medium Sized Operators

Sprint The Bus Rapid Transit concept along the A34 (N) and A45
developed by TTWM

SQP Statutory Quality Partnership

SQPS Statutory Quality Partnership Scheme(s)

SRO Senior Responsible Officer

Strategic Case

The Strategic Case of this Assessment

Supported Services

Services which Operators are unable to provide commercially,
and the Authority provides financial support to such Operators
willing to run such service on its behalf

Supported Services Contracts

Contracts relating to Supported Services

TAG

DfT’s Transport Appraisal Guidance

TAG Databook

May 2024 TAG Databook

TCAs Travel Concession Authorities

TDOSC Transport Delivery Oversight and Scrutiny Committee

TEE Transport Economic Efficiency

TfGM Transport for Greater Manchester

TfL Transport for London

TfN Transport for the North

TfWM Transport for West Midlands

TiCo A ticketing company, which the Operators and the Authority would
own shares in, acting as a centralised and independent sales
team, set up to deliver sales of the multi-operator nBus tickets

TPO Transport Portfolio Office

Transport Act The Transport Act 2000

Transport DSO The Transport Democratic Services Officer

Transport Levy

Levy funding received by the Authority from each LA within the
Authority's Region (based on population figures)

TUPE The Transfer of Undertakings (Protection of Employment)
Regulations 2006

UCR Utilities Contracts Regulations 2016

UDM Utilities Dynamic Market

UEL Useful Economic Life

UKIB UK Infrastructure Bank Limited

ULEB Ultra-Low Emissions Bus

VviB The Authority's "Vision for Bus"

ViM Value for Money (such metric being used to measure how well
each Delivery Option delivers on a value for money basis against
the objectives for reform identified in the Strategic Case)

VPA Voluntary Partnership Agreement

WEI Wider Economic Impacts



https://www.gov.uk/guidance/transport-analysis-guidance-tag

West Midlands Bus Network

The bus network in the Authority's Region for which the Authority
has ultimate control

WMCA West Midlands Combined Authority

WMPTA West Midlands Public Transport Authority
WMPTE West Midlands Passenger Transport Executive
WYCA West Yorkshire Combined Authority

ZEB(s) Zero-emissions bus(es)

ZEBRA Zero Emission Bus Regional Areas
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Introduction
Background

Services within the Authority's Region operate in a largely ‘deregulated’ environment, where
Operators plan and operate local Services which they register with the Traffic Commissioner.
Operators have the ability to compete for passengers ‘on street’, seeking to differentiate
themselves by the quality of service and fares available.

Since 2017, a range of transport powers and funding have been devolved to the Authority by
the Government. Together with the powers granted more widely by the Bus Services Act, this
presents an opportunity to consider ‘regulatory change’ to deliver improvements to the bus
network in the Authority's Region and move away from the current ‘deregulated’ model.

In March 2021, the DfT published Bus Back Better, setting out the Government’s ambitious
vision to transform Services for passengers, supported by £3bn of investment. It also
established the framework for a future operating model for local Services outside London, with
a reinforced role for LTAs.

The above provides the framework for the Authority to consider different options for delivering
Services across the Authority's Region, and to consider a transition to a Franchising Scheme.

Purpose of this Assessment

Where an LA is considering creating a Franchising Scheme which covers all or part of their
area, they are required under Section 123B of the Transport Act to prepare an assessment of
the proposed scheme.

This Assessment:

(a) Has been prepared by the Authority in accordance with the requirements set out in
Section 123B of the Transport Act and in accordance with the Franchising Guidance;

(b) Covers the whole of the Authority's Region;
(c) Describes the Franchising Scheme proposed by the Authority; and

(d) Compares the Delivery Options against the Reference Case for providing Services
within the Authority's Region.

Set-up of this Assessment

This Assessment follows the five-case business case model recommended by the Transport
Act. Accordingly, this Assessment is made up of the following sections:

(a) The Strategic Case: providing the strategic rationale for bus reform and outlining the
case for changing the current bus arrangements. The Strategic Case considers the
Delivery Options against the Reference Case;

(b) The Economic Case: investigating whether the benefits of the Delivery Options
outweigh the costs and whether the Delivery Options represent VM for the Authority;
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1.9

(f)

The Commercial Case: assessing the commercial implications of the Reference Case
and the Delivery Options, with reference to the HM Treasury's Green Book Guidance
requirements and the Franchising Guidance.

The Financial Case: assessing the financial implications for the Authority of continuing
to operate the Reference Case or in changing delivery to one of the Delivery Options;

The Management Case: which considers how the Delivery Options could be
implemented by the Authority, including organisation and structure changes, additional
resource requirements, governance updates, and how risk will be managed. The
Management Case also sets out a synopsis of feedback received by the Authority from
Operators on the Delivery Options; and

The Conclusion: summarising the assessments of the Reference Case and Delivery
Options and sets out distinctions between the performance of the each in achieving the
objectives of the Authority. The Conclusion also sets out the Authority's preferred
Delivery Option and a clear rationale for that decision.

Franchising Scheme

Should a decision be made to proceed with Franchising, the Franchising Scheme that the
Authority proposes to make through exercising its powers under Sections 123G and 123H of
the Transport Act is provided within this Assessment.

The Franchising Scheme confirms the following:

(@)
(b)

Article 3 confirms the geographic area that the Franchising Scheme applies to;

Article 4 sets out the date on which the Franchise Contracts may be entered into by the
Authority, and the minimum amount of time that has to expire following an award of the
Franchise Contracts before Services can start to operate under those Franchise
Contracts;

Article 5 specifies the Services that would operate under Franchised Contracts by the
Authority (by reference to Appendix 1);

Article 6 specifies those Services which would be exempt from Franchising (by
reference to Appendix 2);

Article 7 identifies additional facilities that the Authority considers appropriate to provide,
which are the use of depots to facilitate large Franchise Contracts and buses, ZEB or
internal combustion engine to facilitate the letting of Franchise Contracts;

Article 8 specifies the basis upon which the Authority would consult on the operation of
the Franchising Scheme; and

Article 9 details the steps to take to revoke the EP Scheme and the EP Plan under the
Reference Case.
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1.1

1.2

1.3

Introduction
Purpose of this Strategic Case

The purpose of this Strategic Case is to outline the case for change, which establishes the need
to reform Service delivery in the West Midlands. The case outlines the Delivery Options, the
alternative approaches which could be taken to reform Services, which are compared against
the Reference Case, representing the present situation.

Geographic Scope of this Assessment

This Assessment considers the case for reforming Service delivery and covers the Authority's
Region (as defined in the Authority's constitution.)! The Authority is responsible for a range of
functions including but not limited to transport, housing, skills and economic development across
the West Midlands and acts as the LTA. The Authority was formed in 2016 with the appointment
of an elected mayor in 2017, and consists of the following seven LAs who have full voting rights
on any decision:

(a) Birmingham City Council;

(b) City of Wolverhampton Council;

(c) Coventry City Council;

(d) Dudley Metropolitan Borough Council;

(e) Sandwell Metropolitan Borough Council;
(f) Solihull Metropolitan Borough Council; and
(9) Walsall Metropolitan Borough Council.

A number of councils have reduced voting rights and the geographic area within these councils
are not covered within this Assessment. These councils comprise:

(a) Cannock Chase District Council;

(b) North Warwickshire Borough Council;

(c) Nuneaton and Bedworth Borough Council;
(d) Redditch Borough Council;

(e) Rugby Borough Council;

(f) Shropshire Council;

(9) Stratford-on-Avon District Council;

(h) Tamworth Borough Council;

When this Assessment refers to the Authority's Region, this only covers the extent of the Authority's remit
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1.4

1.5

1.6

1.7

1.8

(i) Telford and Wrekin Council;
)] Warwickshire County Council; and
(k) Warwick District Council.

TfWM is the transport arm of the Authority, responsible for setting local transport policy, securing
investment, scheme development and delivery (along with Highway Authorities), and
operational services. This responsibility covers all transport modes, including bus.

As outlined above, the geographic area within this Assessment covers the entirety of the
Authority's Region (the seven LA areas which make up the LTA) which is consistent with the
BSIP described in paragraph 3 of this Strategic Case. The present West Midlands Bus Network
is provided by a number of private Operators running cross-area and cross-boundary Services
due to depot locations and companies operating across a wide area. Consideration of cross-
boundary Services which serve significant parts of the Authority's Region is included within this
Assessment.

Structure of this Strategic Case

The remaining paragraphs within the Strategic Case set out the strategic rationale for regulatory
change for local Services in the Authority's Region, as follows:

(a) Paragraph 2 provides an overview of the West Midlands Bus Network, how it operates,
and the current regulatory structure of the bus market;

(b) Paragraph 3 summarises the policy context, and how regulatory change is aligned to
the local and national policy objectives;

(c) Paragraph 4 summarises the role of bus within the Authority's Region, and how
improved Services are aligned to the Authority's priorities and emerging LTPs;

(d) Paragraph 5 summarises the key challenges facing the West Midlands Bus Network,
and therefore demonstrates why the bus reform is needed;

(e) Paragraph 6 sets out the objectives for bus reform and what the Authority is seeking
to achieve through reform;

(f) Paragraph 7 outlines the Delivery Options and assesses these against the identified
objectives; and

(9) Paragraph 8 summarises the need for intervention, and how the Delivery Options can
deliver wider opportunities for the West Midlands Bus Network and the transport
network.

Fulfilment of Requirements of the Franchising Guidance

In producing this Strategic Case, attention has been given to the requirements of the
Franchising Guidance and the relevant sections of HM Treasury's Green Book Guidance.

Section 123B of the Transport Act requires authorities to consider, as part of their assessment,
whether, and the extent to which, the Franchising Scheme would contribute to the
implementation of its LTP policies and any of their other published and adopted policies that
affect local Services, for example an environmental policy. Similarly, the Authority is required to
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consider whether the Franchising Scheme would contribute to the implementation of
neighbouring LAs LTPs and other policies which affect their local services.

1.9 Table 1-1 below highlights how this Strategic Case meets the Franchising Guidance for
preparing an assessment under the Bus Services Act.
Table 1-1: Fulfilment of the requirements of the Franchising Guidance

Para Content of Franchising Guidance How the case meets this requirement

1.42 The authority should explain the extent to | Paragraph 3 of this Strategic Case sets out
which each of the options considered will | the policy context for this Assessment and
help achieve their policy objectives, and | sets out how change is aligned to local and
should similarly list its relevant local | national policy objectives.
neighbouring authorities and consider the
extent to which the options would help in the | Paragraph 3 of this Strategic Case sets out
delivery of their policy objectives. Authorities | the key policies for neighbouring LAs in the
should proactively engage with | Authority's Region. This includes their LTPs
neighbouring authorities to ensure they fully | and their BSIP as well as their enhanced
understand those policy objectives and the | partnership arrangements where
impacts that the proposed options could | appropriate. A review of neighbouring LA's
have on bus services and transport in their | key policies concluded that they closely
areas. align with the West Midlands LTPS

'Reimagining Transport in the West
Midlands' with all LAs striving to achieve
similar goals.

Paragraph 6 of this Strategic Case sets out
the objectives for what the Authority is
seeking to achieve and how they relate to
passengers.

Paragraph 7 of this Strategic Case sets out
how the Authority has engaged with
neighbouring LAs, the feedback provided by
neighbouring LAs, and a summary of
expected impacts.

1.43 This assessment will be central to the final | Paragraph 6 of this Strategic Case sets out
decision on which option the authority or | the strategic fit of each Delivery Option
authorities should select. against the objectives.

2 West Midlands Bus Network
Introduction
2.1 This paragraph 2 provides an overview of the West Midlands Bus Network, detailing the extent

of the network and how it operates. This paragraph also sets out the current regulatory structure
in place in the West Midlands bus market and provides details of the current ticketing structure.

18



22

The West Midlands Bus Network

The West Midlands Bus Network is the busiest in England (outside of London) with over 232
million boardings in FY 2023/2024,? which was 94% of boardings in FY 2019/2020 (the last full
FY before the Covid-19 pandemic). The West Midlands Bus Network consists of over 300 routes
and 12 managed bus stations, with the core bus network illustrated in Figure 1-1. The West
Midlands Bus Network is formed of a core network (which operates high frequency, turn up and
go Services), alongside lower frequency, local Services connecting the vast majority of areas in
the Authority's Region. The core network generally operates seven days a week, including early
morning and late evening Services.

Figure 1-1: West Midlands Core Bus Network
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The West Midlands comprehensive bus offering means that 61% of built-up areas in the West
Midlands are within 400 metres of a bus stop with a service frequency of at least six buses an
hour.® When expanded to an 800 metre distance, residents in 91% of built-up areas can access
a bus stop with a high frequency service.* This level of service is dependent on significant levels
of public subsidy as set out later in this Strategic Case.

Alongside the traditional bus network, the Authority has been developing Sprint. This includes
extended bus lanes and a range of bus priority measures which seek to enable fast and reliable

Transport for the West Midlands. 2024. Patronage - Travel Trends

Transport for the West Midlands. 2021. West Midlands Bus Service Improvement Plan

Transport for the West Midlands. 2021. West Midlands Bus Service Improvement Plan
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journeys along key corridors to support the operation of high frequency Services. These
schemes are currently being completed and in the coming years articulated Bus Rapid Transit
style vehicles will be introduced to the Sprint corridors. The Authority is also working on further
bus priority measures to allow the introduction of high-frequency cross-city Services in
Birmingham.

Operating the West Midlands Bus Network

Services on the West Midlands Bus Network, like most areas in England outside of London
which haven't already pursued Franchising, operate in a largely 'deregulated' environment.
Operators plan and operate local Services which they register with the Traffic Commissioner.®
It is intended that in the deregulated market, Operators compete for passengers 'on street’,
seeking to differentiate themselves by the timetable, quality of service and fare structure they
offer.

As of April 2024, there are 14 Operators providing Services in the West Midlands. These
Operators covered over 111 million kilometres in FY 2021/2022.5 Of these Operators, NX had
the largest market share and the largest amount of bus kilometrage (with 85% of bus
kilometrage). Diamond is the next largest Operator accounting for 7% of vehicle kilometrage,
whilst the other Operators make up the remaining 8% of vehicle kilometrage.” The scale of bus
operations in the West Midlands in FY 2021/2022 is illustrated in Figure 1-2.

Figure 1-2: Share of Vehicle Kilometrage by Operator across West Midlands Bus Network
(2021/22)

2%

mNX ®Diamond Bus ® Stagecoach Midland ® Other

Source: TFWM Data Insight Annual Bus Service Kilometres by Operator

The Authority acts on behalf of the traffic commission for bus service registrations in the West Midlands
The Authority Data Insight Annual Bus Service Kilometres by Operator

Diamond Bus are part of the larger Rotala Limited (formerly PLC) group made up of five bus companies
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The West Midlands Bus Network is made up of a mixture of Supported Services and
commercially operated Services. In 2023 around 90% of the network kilometrage was operated
commercially, whilst the remaining 10% was publicly subsidised through the Transport Levy.

History of Bus Partnership in the West Midlands

The first West Midlands voluntary bus partnership was created in 1996 with the Line 33
Showcase partnership in north Birmingham. This became the blueprint for a number of route-
based agreements between the Authority (then 'Centro’), the Operators and the relevant local
highway authorities. The Operators provided new low floor buses, whilst the Authority/LAs
provided bus priority, and Centro provided new bus stop infrastructure.

The timeline for the different partnership structures over the last decade is provided in
Figure 1-3.

Figure 1-3: West Midlands Bus Market Structure Timeline
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2.1
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WM Bus Partnership Bus Alliance (2015 — Enhanced Partnership

(Pre 2015) 2021) (2021 — Current)

The Authority, and its predecessor Centro, have a long history of working in partnership to
deliver positive outcomes for passengers. The Authority's Region was the first area to use
powers within the Transport Act for bus information and bus stop rollout, as well as being the
first in the UK to create a Voluntary Multilateral Agreement and to use new powers from the
Local Transport Act, prior to forming the West Midlands Bus Alliance in 2015. Recognising this
good practice, the Government incorporated ‘Enhanced Partnership’ legislation in the Bus
Services Act, providing a legal framework for the methodology.

The Bus Alliance was formed in 2015, and consists of Operators, LAs, the Authority, and other
stakeholders. The Bus Alliance Board meets quarterly and is the central mechanism that has
been used to secure commitments from Operators and coordinate the West Midlands Bus
Network over the past several years. The Bus Alliance is a voluntary partnership to 'deliver high
levels of passenger satisfaction and drive forward investment in our buses'. Some of the key
objectives include improving ticketing and increasing the emission standards of the bus fleet.
Since June 2021, the Bus Alliance has been underpinned by the EP.

The Authority has attempted to use the available partnership powers at every opportunity to
secure passenger benefits and build a more sustainable network of Services in the Authority's
Region. In June 2021, the Authority formed the EP, which covered the A34/A45 Sprint route
between Walsall and Solihull. In June 2022, the EP Scheme was expanded to cover the whole
of the Authority's Region. This was followed by a further variation in November 2022 which
committed to multiple initiatives identified within BSIP.

The Authority worked closely with Operators and local districts to create the first metropolitan
enhanced partnership in the country. The EP covers all of the Authority's Region and is designed
to improve Services for the West Midlands by agreeing, through negotiation, matters such as:

(a) the type of bus an Operator uses;

(b) bus branding;
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(c) payment options;

(d) on-board facilities and technology;
(e) journey time performance; and
(f) which stops the Services use.

The current version of the EP was introduced in September 2023 and has no specified end
date.® The EP is designed to give the Authority greater control by enabling some level of
intervention through the formal and binding partnership. The EP was agreed alongside a
number of grants to Operators; therefore, Operators are financially incentivised to comply with
the EP (and grant conditions) until the end of 2024. However, the bus market remains essentially
deregulated.

A number of non-binding improvements have followed the implementation and agreement of
the EP including:

(a) a simpler more consistent service across Operators; and

(b) a reduction in the barriers to market entry for other Operators, however this has not
been entirely eliminated.

Despite these improvements, significant challenges and complexities remain for passengers
which are discussed in more detail in paragraph 5.

Ticketing Structure

The West Midlands Bus Network has a more integrated ticketing system than many other CAs
in the UK, largely because of dominance in the market by one Operator: NX. As explained in
the Commercial Case, NX operate the majority of local Services, having bought West Midlands
Travel Ltd from the Authority in 1995, in contrast to most other public transport executive areas
where operations were split between several Operators. The dominance of NX was further
ensured by its inheritance of the WMPTE all-network unlimited travel ticket branded as
"Travelcard' (one of the first of its kind in the UK), which offered better VfM than its single tickets,
but once purchased, tended to tie passengers to NX.

In response, WMPTE facilitated creation of a post-deregulation range of all-Operator (and multi-
modal) unlimited travel tickets. From 2005, these were re-branded as 'n' (standing for Network
West Midlands) tickets, moving on to the 'Swift' contactless payment platform from 2012. Ticket
simplification was introduced as specified in the EP (West Midlands EP Scheme Version Three)
leading to the nBus being the only major bus-only ticket available, with the price premium for
bus travel now removed too (see 'Bonfire of Bus Tickets' in paragraph 5 of this Strategic Case).
Other 'n' type tickets remain available including 'nNetwork' which offers unlimited travel across
local bus, tram, and train.

The Authority has also been working hard to deliver fare 'capping' for residents of the West
Midlands. In 2021, 'Swift Go' was introduced providing capping on the West Midlands Metro and
11 Operators Services (including multi-modal journeys). In February 2024, it was announced

Although there is no specific end date for the EP scheme, it is subject to review annually by the Authority.
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that best value fare capping would be rolled out to rail users through a new Government pilot
scheme at 75 stations across the West Midlands. This will enable a 'tap and go' system across
rail, bus, and tram once launched. However, for the Authority to achieve contactless capping
across the entire transport network, it needs to have the power to specify the systems used to
enable this to work. This is not possible under the current system whereby Operators can
choose their own systems which might not align with the wider capping technology.

Summary
This paragraph 2 can be summarised as follows:

(a) the West Midlands Bus Network is comprehensive and provides 61% of built-up areas
in the Authority's Region with access to a frequent Service within 400 metres;

(b) the West Midlands Bus Network operates in a deregulated environment which consists
of 14 Operators. NX has the largest market share accounting for 93% of bus patronage
(as of April 2024) and 85% of bus kilometrage in FY 2021/2022;

(c) as of June 2021, the Authority has been part of the EP with Operators and local districts.
Whilst this has given the Authority greater control over the West Midlands Bus Network,
the market is still deregulated; and

(d) whilst there have been changes to the ticketing system in recent years to reduce
challenges and complexities for passengers, some issues remain which will be
discussed in paragraph 5 of this Strategic Case.

Policy Context
Introduction

Since 2016, a range of transport powers and funding have been devolved to the Authority by
the Government. Together with the powers granted by the Bus Services Act, this presents an
opportunity to consider regulatory change to deliver improvements to the West Midlands Bus
Network.

This paragraph 3 sets out the national and sub-national policy context, including wider strategic
economic, social, and environmental objectives — at local and national levels — that
improvements to Services within the West Midlands can help to deliver.

National Policy
Net Zero Strategy: Build Back Greener

Tackling the climate crisis is high on the Government's agenda. It has set an ambitious target
to decarbonise all sectors of the UK economy to meet its target of achieving Net Zero by 2050.

The Government's 'Net Zero Strategy: Build Back Greener' sets out the long-term plan for the
UK to meet its ambition of achieving Net Zero by 2050. The strategy builds upon the 'Ten Point
Plan', announced in 2020, which outlined conditions for the private sector to invest in green
industries.® Transport is the largest carbon emitting sector in the UK, accounting for 34% of

HM Government. November 2020. The ten point plan for a green industrial revolution
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emissions in 2022.'° Therefore, reducing emissions within the sector is vital if the Government
is to meet its target.

The transport sector initiatives outlined in the strategy are largely focused on reducing car
emissions though interventions such as enabling a successful transition towards electric
vehicles by providing reliable, accessible, and adequate charging infrastructure. The strategy
highlights that a key commitment of the Government is to support modal shift away from private
car use towards public transport and active travel modes, including investing £12 billion in local
transport schemes.

Additionally, the strategy outlines the commitment of the Government to deliver the National
Bus Strategy including the delivery of 4,000 new ZEBs. This has included the ZEBRA funding
schemes as well as supporting Coventry in becoming the first 'all-electric bus city'.

The Authority declared a climate emergency in 2019, setting out a plan to make the Authority's
Region Net Zero by 2041, nine years ahead of the Government's agenda.

The Net Zero Strategy forms the Government's ambitions for UK to achieve Net Zero by
2050, with improvements in local buses seen as a key lever to reducing carbon emissions in
the transport sector. Improving Services through increased regulatory control may allow

better connectivity and targeted zero emission roll out, to best enable the move towards Net
Zero.

Levelling Up and Regeneration Act 2023

As well as tackling the climate crisis, the Government has outlined an ambitious moral, social,
and economic programme as part of its Levelling Up agenda.

The Levelling Up White Paper was released in February 2022 with the aim of helping to spread
opportunity more equally across the UK and mitigate the worst effects of the Covid-19
pandemic. The Levelling Up and Regeneration Bill received Royal Assent on 26 October 2023
making it an Act of Parliament.

Transport, and specifically local public transport, are key parts of the Levelling Up strategy
aiming to boost productivity around the country. The medium-term aim is for local transport
connectivity across the UK to be significantly closer to the standards of London with improved
Services, simpler fares, and integrated ticketing by 2030.

Deeper devolution is supported as a key lever for success of the strategy, with all areas of the
UK that would like to implement a devolution deal given the power and a long-term funding
settlement by 2030.

The Levelling Up and Regeneration Act 2023 shows the Government's commitment to
improve local public transport around the UK as well as providing greater control to the

Authority's Region through deeper devolution deals.

Department for Energy Security & Net Zero (2023) '2022 UK greenhouse gas emissions, provisional figures'
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National Bus Strategy for England — Bus Back Better

As previously outlined, improvements to Services are understood to be an important factor in
reducing carbon emissions from transport in the UK as well as the Levelling Up agenda.

Bus Back Better expands on the plans for new bus investment which were announced in
February 2020. At its core was a £3 billion fund for bus investments to be distributed to LTAs
across the country, to help level-up buses towards London standards.'

The strategy document positioned the Government's stance on how bus services can benefit
from new Bus Services Act powers: specifically, EP Schemes and Franchising Schemes.

Outcomes

Bus Back Better recognises the importance of high-quality services, setting out the role of bus
to local communities and the Government's vision for local bus services, including:

(a) more frequent, 'turn-up-and-go' services where passengers don't need a timetable, on
major urban routes;

(b) faster and more reliable services, with greater priority on urban roads;
(c) cheaper fares, with more daily price capping;
(d) simpler, easier to understand networks, with simple, high-frequency trunk services,

rather than lots of low-frequency services combining together; all Operators on the
same physical route accepting the same tickets; and routes the same in the evenings
and weekends as during the daytime;

(e) greener buses, with more ultra-low-emission and electric vehicles;

(f) returning patronage to pre-Covid-19 levels, and raising bus's mode share in the longer-
term; and

(9) supporting social inclusion and vulnerable groups, especially those without access to a
car.

Regulation

The strategy document describes what it expects to be the two primary regulatory arrangements
for bus services over the coming years: Franchising and enhanced partnerships. A Franchising
arrangement gives LTAs the power to determine the network of services that are provided, for
which Operators are given opportunities to bid on Franchise Contracts. This is the arrangement
historically for buses in Greater London and is now being implemented in Greater Manchester.
Franchising powers are automatically available to CAs (such as the Authority), provided that the
process included in the Bus Services Act is followed.

An enhanced partnership gives LTAs greater influence over timetables, vehicle standards,
ticketing, and the registration of services. The main difference in influence between Franchising
and enhanced partnerships is that Operators under an enhanced partnership have a greater

https://www.gov.uk/government/publications/bus-back-better
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role, working with LTAs to develop and deliver improvements for passengers and having a say
on how Services should be improved. Franchising can provide a greater level of control to LTAs
compared to an enhanced partnership, which is becoming increasingly important given the
growing level of subsidies provided to Operators to maintain the network.

The National Bus Strategy highlighted the importance of more flexible mobility services, which
should be integrated within the wider public transport network, and should be at the forefront of
digital innovation within the transport sector. The Authority is beginning to launch a MaaS App
which sees the creation of a digital one-stop-shop for travel using public, active, and shared
transport for all residents and transport users in the Authority's Region. MaaS App is detailed
further in paragraph 5.

The Bus Services Support Grant

Since 1 July 2021, all LTAs and/or Operators that didn't commit to establishing an enhanced
partnership were ineligible to receive the Covid-19 Bus Services Support Grant and were not
eligible for the £3 billion discretionary bus fund. All LTAs and/or Operators are still required to
commit to establishing an enhanced partnership or to pursue Franchising to receive future
funding as part of the National Bus Strategy. This includes the Authority - where if Franchising
is selected as the preferred Delivery Option, the EP would continue while the Franchising
process is implemented.

These eligibility rules may be disapplied by the Secretary of State on a case-by-case basis,
where the Operator/LTAs can prove that exceptional circumstances have prohibited them from
meeting the requirements.

Furthermore, the strategy document outlines planned tweaks and changes to other bus-related
regulations:

(a) giving LTAs 'new powers to enforce traffic regulations' to promote bus priority;

(b) the upcoming Future of Transport Regulatory review, which aims to update the
legislative framework to account for new technologies like automated vehicles and
ridesharing apps;

(c) mandating the provision of audio-visual information, including stop announcements, on
all buses which should have been implemented by summer 2022; and

(d) reviewing accessibility regulations so that they 'are based on an up-to-date
understanding of passenger need'.

Impacts of the Covid-19 pandemic

Short and long-term impacts of the Covid-19 pandemic have changed the way in which buses
are funded and operated. The National Bus Strategy reflects the need for changes in how
funding is spent and gives the ability for BSIP to become more flexible, with more emphasis on
short-term improvements to retain passengers and increase patronage towards pre-Covid-19
levels. Patronage in the West Midlands has continued to recover since the Covid-19 pandemic,
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rising each year from 98 million boardings in FY 2020/2021 to over 232 million boardings in FY
2023/2024."?

Additionally, BSIP strategy updates should reflect this changing demand. The 2021 BSIP
guidance advised that the pandemic might have lasting changes on demand such as more local
or inter-suburban journeys, whilst fewer journeys are made into city centres. Increasing the
number of profitable routes is also seen as a key priority, with routes to be selected for bus
priority which are most likely to become commercially viable again. However, it is still expected
that the majority of funding in the near term will be used to support existing Services and
maintain the network.

Bus Back Better forms the first Government bus strategy for many years and establishes
the objectives for local bus services from the perspective of national Government. It also
reaffirms the ability of metropolitan areas to seek Franchising powers to better manage their

bus networks. Bus Back Better and the BSIP process dictate that, for every CA, either
Franchising or an enhanced partnership must now be in place to be eligible for funding.

Gear Change: A Bold Vision for Cycling and Walking

DfT's vision for cycling and walking, Gear Change, complements Bus Back Better through
emphasising the need for bold change to achieve the Government's Net Zero goals by 2050.
Gear Change highlights that cycling, walking, and using the bus are all part of the Government's
agenda to deliver a transport system that works for everyone, regardless of their needs. It
emphasises the need to give meaningful space to pedestrians and cyclists, as well as buses,
through prioritisation over other vehicles.

The Authority's Cycling Charter and associated Action Plan (FY 2021/2022) aims to encourage
cycling in the Authority's Region, including the delivery of new and upgraded cycle routes and
integration with public transport interchange and Services. It can be expected that significant
walking and cycling improvements will be implemented on or adjacent to bus corridors because
of these national and local policies, with the aim to decrease car dependency in the Authority's
Region. Achieving the Authority's bus and active travel targets for mode shift could be a
challenge if the entire increase in demand is expected to come from less sustainable modes
(such as car travel). This highlights the importance of collaborative thinking when implementing
new ideas/developments across travel modes to ensure the best possible outcome.

Gear Change: a bold vision for cycling and walking highlights the importance of
prioritising road space for active travel modes and buses. Improvements in bus priority will
coexist with cycling improvements. Regulatory reform may allow for better integration

between active travel modes and bus networks, providing a better connected and easier to
use transport network for residents.

Devolution

Devolution in the West Midlands

12

Transport for the West Midlands. 2024. Patronage - Travel Trends
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In support of its wider ambitions, the Government has been focusing on the devolution of power
and funding to local decision makers.

The first devolution deal for the West Midlands, signed in November 2015, sought to give the
region greater control over transport, skills, business support and other areas. The deal brought
together the seven metropolitan councils (Birmingham, Coventry, Dudley, Sandwell, Solihull,
Walsall, and Wolverhampton) to form the Authority.

The agreement came into force with the formal establishment of the Authority in 2016, followed
by the direct election of a first Metropolitan Mayor in May 2017. It marked significant additional
local control for the Authority's Region, including responsibility for a £36.5 million annual
investment fund worth £1 billion over 30 years,' control over adult education services, greater
retention of business rates, and ownership over transport policy in partnership with Midlands
Engine' and Midlands Connect.'® The key transport powers granted were:

(a) a devolved transport budget for the Authority's Region;

(b) the power to deliver integrated smart ticketing, which uses a range of technologies;
including contactless payment and smartphone compatibility to enable travel across all
modes and Operators with one simplified capped transaction; and

(c) management of a key route network of LA roads, the maintenance of which come under
the devolved transport budget of the Authority.

A second devolution deal, signed in November 2017, reaffirmed the aims of the first devolution
deal and committed additional funding and collaboration to the Authority to meet its ambitions
for transport, particularly considering maximising connectivity and the benefits of High Speed 2
within the Authority's Region.

Authority's Deeper Devolution Deal

In March 2023, the new 'Trailblazing' deeper devolution deal was announced for the West
Midlands, giving the Authority greater control of the economic prosperity of the Authority's
Region. The deal provides a windfall in excess of £1.5 billion to level up the Authority's Region,
plus additional commitments such as the devolution of the BSOG. Devolution of payment of
BSOG and long-term funding through the SSF provides additional opportunities for the Authority
to support the West Midlands Bus Network and other public transport policies. The current
timeline for the BSOG to be reformed and devolved for all Services is expected to be 2025. The
new deal will provide the Authority with a series of tools to support the Authority's vision to
deliver 'Levelling Up zones' across the Authority's Region.

The Bus Services Act

Bus patronage in the UK has been declining since the 1950s. Deregulation and privatisation
(outside London) in the 1980s sought to increase on-street competition. However, since the

https://www.gov.uk/government/publications/west-midlands-devolution-deal

Midlands Engine is a public-private partnership working to drive investment across the Midlands;
https://www.midlandsengine.org/

Midlands Connect is the Midlands' sub-national transport body; https://www.midlandsconnect.uk/
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1980s, bus patronage outside of London has continued to fall and the market has become
dominated by the 'big five' Operators who account for around three quarters of the market in the
UK. In the West Midlands, as shown in Figure 1-2, the market is dominated by NX, and the
bus market has largely moved away from what was anticipated when the UK bus market was
deregulated.

The Bus Services Act was brought in to provide LAs with new powers to help implement change
and unlock the potential of the bus industry for benefit of passengers and residents. The Bus
Services Act, which received Royal Assent in April 2017, was intended to lend legislative
support to England's new devolution deals. The Bus Services Act gives directly elected regional
Mayors the power to introduce Franchising for local bus services without the need to secure
consent from the Government, in line with how bus services are operated in London. It also
encompasses the new, more extensive enhanced partnership options available to all LTAs.

Devolution in the West Midlands has allowed the Authority to have an increased ability and
power to determine how Services are operated and pursue greater partnership working or

Franchising to better support local objectives.

West Midlands Area Policy
West Midlands Plan for Growth

Devolution has given the Authority the power to make decisions about investment in the West
Midlands, balancing region-wide improvements with more strategic priorities to create new jobs,
more educational opportunities, and better connect people and places.

In 2019, prior to the Covid-19 pandemic, the Authority's Region was the fastest growing region
outside of London over the previous decade, with an economic output reaching over £100
billion. Like many regions, the pandemic had a severe impact on growth, worsened by trade
frictions with the EU as a result of Brexit.

In 2022, The West Midlands Plan for Growth was published, setting out the Authority's plan to
grow the economy, increase the number of jobs, spread opportunity in the Authority's Region,
and help level-up the UK.

The Authority's role within the growth plan, alongside other LAs, is to create the conditions for
investment to attract private sector investment. Importantly, the following eight clusters have
been identified where the West Midlands has a comparative advantage and businesses are
confident to invest in:

(a) Creative Content Production and Gaming;
(b) Health Tech and Med Tech;
(c) Professional and Financial Services and Supply Chain;

(d) Aerospace;

The 'big five' Operators include: Stagecoach, First Group, Arriva, Go-Ahead and NX
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(e)
(f)
(9
(h)

Logistics and Distribution;
Modern and Low Carbon Utilities;
Manufacture of Future Housing; and

Manufacturing of Electric Light Vehicles and Associated Battery Devices.

Transport and a world-class transport network are identified as key to helping deliver growth in
these eight clusters by providing reliable and efficient transport connections across the
Authority's Region.

Authority's Annual Business Plan'’

The Authority's FY 2023-2024 Annual Business Plan summarises the achievements of the
Authority as well as setting out the priorities for this FY. The plan supports the ambitions and
long-term strategy set out by the West Midlands Plan for Growth as well as the Authority's target
to achieve Net Zero by 2041. Within this business plan, the Authority sets out six main aims
broken down to specific objectives and deliverables. These aims include the following:

(@)

(b)

(€)

(d)

(e)

()

Aim 1: to promote inclusive economic growth in every corner of the Authority's
Region and stimulate the creation of good jobs;

Aim 2: to ensure everyone has the opportunity to benefit as the Authority's Region
recovers from Covid-19, improves resilience and tackles long-standing challenges;

Aim 3: to connect communities in the Authority's Region by delivering transport and
unlocking housing and regeneration schemes;

Aim 4: to reduce carbon emissions to Net Zero, enhance the environment and boost
climate resilience;

Aim 5: to secure new powers and resources from the Government, and demonstrate
the strength of regional partnership; and

Aim 6: to develop the Authority and its role as a good regional partner.

Plan for Growth and the Authority's Annual Business Plan sets out the long-term
strategic plan to achieve high levels of sustainable growth. Improved connectivity and a
reliable, sustainable transport network are key to supporting the Authority's growth

ambitions. The Delivery Options can provide the tools to control and shape the transport
network to benefit residents and support the Authority's growth plans throughout the
Authority's Region.

West Midlands Transport Policy

Movement for Growth

17

West Midlands Combined Authority. 2023. Annual Business Plan 2023 - 2024
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'Movement for Growth'is the Authority's currently adopted fourth LTP (LTP4) which has a vision
to create a transport system which befits "a sustainable, attractive and economically vibrant
conurbation." To support this vision, the strategy proposes nine objectives including those
based around economic growth, economic inclusion, population and housing development,
environment, public health, and social wellbeing.

The DPT sets out a range of targeted measures to improve the Services, stressing the
importance of challenging Operators to adopt better emissions standards, more affordable
fares, and a greater frequency of Services.

As a result, the EP (in the 2" variation for BSIP funding) committed that all buses would meet
Euro VI standards by May 2023. Two Operators were unable to meet this obligation.'®

The DPT outlined that while SQP powers can be used to tackle these quality issues, the Bus
Services Act powers and revised partnership arrangements are also under consideration. The
DPT acknowledges that these arrangements could be used to help secure further improvements
from Operators across the board.

Although LTP4 is currently the adopted LTP, the Authority's board has approved the new LTP's
Core Strategy for setting the tone and approach to transport policy and strategy in the Authority's
Region.

Movement for Growth — The success of West Midlands LTP4 has been hampered by the
impact of Covid-19 and the economic climate, however, some success and improvements to
the West Midlands Bus Network have been achieved.

There has been significant investment in transport network as a result of LTP4, such as the
development of the Bus Rapid Transit system. There have been improvements in ticketing,
with a more integrated ticketing system being introduced (nBus), although this has not
amounted to fully integrated ticketing. Since 2017, fare rises remained below inflation, until
a recent increase in July 2023, and the majority of the West Midlands bus fleet has become
greener through the introduction of electric vehicles, Euro VI, Hydrogen bus pilots and the
decommissioning of older vehicles.

Regulatory reform may enable the Authority to build upon the success of the LTP4, taking
direct control to successfully implement the ambitions of the Authority reflected in the LTP5.

West Midlands LTP5 'Reimagining Transport in the West Midlands’

Work has begun on development of the West Midlands' new LTP (LTP5). Informed by the
Authority's Inclusive Growth Framework, #/WM2041 carbon budget, local industrial strategy, and
response to the Covid-19 pandemic, it is intended to guide the future development of a West
Midlands transport network aligned to the future needs of the Authority's Region and to shift
away from a car-led recovery. The LTP is aligned to the Authority's ambitions to become Net
Zero by 2041.

https://wmbu.org.uk/2023/04/1st-may-vehicle-emissions-standards-deadline-Operators-apply-for-temporary-
exemptions/
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3.45  The future plan, as reported within the West Midlands Local Transport Plan Green Paper, is
expected to adopt five motives for change to frame society's relationship with transport:

(a) Sustaining Economic Success: focusing on improving access to the transport
system, enhancing the existing transport infrastructure and improving digital
connectivity;

(b) Creating a Fairer Society: examining ways to minimise transport inequality by

improving public transport and active travel provision;

(c) Supporting Local Communities and Places: 'reclaiming' streets from transport
infrastructure, improving sustainable access to local facilities and amenities and using
transport services to support the revitalisation of local centres;

(d) Becoming More Active: increasing active travel prioritisation to support healthier
choices and improve local communities; and

(e) Tackling the Climate Emergency: improving public transport and active travel modes
to create a shift away from car usage, creating a more sustainable future.

3.46  The delivery of these motives for change is supported by a series of objectives and system level
changes. The strategy has three key outcomes which are the primary means through which the
five motives for change can be achieved:

(a) Reduce Traffic: the aim is to reduce the total number of vehicle kilometres travelled
per year. Reducing traffic should help achieve all five motives;

(b) Improve accessibility: improving accessibility will improve the range of opportunities
that people are able to access without a car. Improved accessibility should indicate
improvements in three motives for change including: Sustaining economic success,
creating a fairer society, and supporting local communities; and

(c) Electrify the transport network: electrifying the transport network will reduce the
number of vehicles powered by combustion engines on the road. The main aim of this
outcome is to help tackle the climate emergency.

Reimagining Transport in the West Midlands — The three primary outcomes are reliant
on a viable enhanced West Midlands Bus Network. Greater control given by regulatory

change will allow the Authority to better manage the West Midlands Bus Network to help
deliver the key outcomes.

Supported Travel Policies

3.47  The supported travel policies consist of five discretionary policies, which aim to support over
800,000 residents, which were all reviewed in the first half of 2023. The policies comprise:

(a) Child Concessions (approximately £7 million budget allocated for FY 2023/2024);
(b) Rail and Metro Add on to the ENCTS (£5 million);

(c) Accessible Transport (covering On-Demand DRT Services/Ring and Ride) (FY £7
million);
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(d) Tendered Bus Network (£14 million); and
(e) Post-11pm extension to ENCTS (£0.1 million).

These policies support the West Midlands' wider LTP objectives, through supporting people into
employment and education as well as providing affordable, sustainable, and accessible
transport options to access key amenities such as retail, healthcare, and other vital services.
Additionally, these policies are positioned to benefit groups most at risk from transport related
social exclusion especially those households on low incomes and those who do not have access
to a car or a van. The policies highlight the value of Services to certain groups within the West
Midlands and the needs of some of the most vulnerable residents.

As these policies are funded through the Transport Levy; they are at risk from financial cuts.
The risk is particularly acute for the tendered West Midlands Bus Network and Ring and Ride,
however there is an understanding that these policies should be retained wherever possible to
support those most in need. Additionally, challenges with the amount of funding available may
put these policies at risk from financial cuts and difficult decisions may be required to prioritise
only the most essential. Alongside these policies, non-statutory concessionary fares are also
potentially at risk due to financial pressure on the public sector.

West Midlands Bus Policy
viB'®

The 'Strategic VfB' document builds on the Movement for Growth plans, setting out three ways
bus can play a role in fulfilling the aims of the West Midlands Plan for Growth:

(a) supporting an accessible integrated network (for excluded groups);
(b) delivering support that connects people to key employment and skills opportunities; and
(c) ensuring alignment with the public service reform agenda.

The strategy seeks to support the Authority's wider aims and sets out the following nine
objectives which provide the Authority's vision for the 2030 West Midlands Bus Network:

(a) UK-leading low emission bus fleet with zero emission corridors serving the most
affected areas of air quality;

(b) Fully integrated West Midlands Bus Network, including demand-responsive and rapid
transit Services supporting interchange with rail, coach and Metro to form one network;

(c) Simple, convenient, and easy to use payment options, including full capping, providing
a network which demonstrates value and is affordable for passengers;

(d) Fewer private car journeys by making bus the mode of choice and creating better
access to jobs and long-term change;

In light of the forthcoming LTP5, it is proposed that the Vision for Bus will be updated in due course
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(e) Creating a safe, secure, and accessible mode for all and tackling long-held barriers and
perceptions;

() Accountable network performance management, tackling issues causing congestion
and reliability problems;

(9) World-leading customer information, utilising 5G and all available technologies and
platforms;
(h) All young people under 25 supported by discounted travel, as well as addressing

barriers for excluded groups; and

0] Evolve a network to support a 24/7 thriving economy, connecting people to new and
developing destinations and attractions.

VfB — the Authority states that the Bus Services Act will provide new opportunities to shape

the West Midlands Bus Network and that it will explore these new powers to realise its VfB.

BSIP 2021

The West Midlands BSIP was developed in response to Bus Back Better and builds upon the
VfB and supports LTP5. The four key objectives for the BSIP, which are formed from drawing
on the key challenges and opportunities identified in the Authority's Region, are as follows:

(a) More Sustainable and attractive service offer, including to motorists (Better Journeys,
Better Fares);

(b) Consistent, good delivery of the service offer (Better Journeys);
(c) Ensuring a good passenger experience for all (Better Journeys, Better Buses); and
(d) Reducing environmental impacts (Better Buses).

The BSIP investment will complement the West Midlands' £1.05 billion CRSTS, together
representing a significant amount of funding for bus investment. Key bus investment projects
from CRSTS include:

(a) Sprint A45 Phase 2: £29.5 million;

(b) Sprint A34 Phase 2: £26.5 million;

(c) Demand Responsive Bus (including diversification of Ring and Ride): £5 million;
(d) BSIP Exhaust Retrofit Programme: £1 million; and

(e) BSIP Bus Priority cross-city routes: £59 million

The Authority has requested funding of £662 million to March 2025 through BSIP and, so far,
has been awarded £88 million in the first round. £40 million of the received BSIP funding has
been spent to subsidise Operators following a threat that around a third of the Services would
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be withdrawn or reduced in frequency.?° This funding was originally allocated to support
transformational activity and initiatives to help encourage more people to use buses. However,
because of the wider challenges facing the network, the funding was redirected to help maintain
Services at their present level.

BSIPs

As previously outlined, the previous iteration of the West Midlands BSIP was introduced in 2021
and covered the period up to 2025. As outlined in the ‘National Bus Strategy: 2024 Bus Service
Improvement Plans’, all LTAs were required to produce a BSIP in 2024 to secure BSIP funding
for FY 2024/2025.2" The key themes for the 2024 BSIP are:

(a) updating the baseline to FY 2023/2024;
(b) setting out the improvement programme for FY 2024/2025; and
(c) getting ready for 2025 and beyond.

The Authority published its new BSIP on 12 June 2024.

West Midlands BSIP — Franchising is recognised as a mechanism which the Authority could
use to support delivery of the BSIP. Additionally, the recent reallocation of almost half the
BSIP funding to subsidise Operators shows the precarious situation the West Midlands bus

market is currently in. The conditions set to Operators with the reallocated BSIP funding has
secured the short-term future of the West Midlands Bus Network up to January 2025.

Neighbouring LTA Policies

The Authority borders three LTAs, as follows:
(a) Staffordshire County Council;

(b) Warwickshire County Council; and
(c) Worcestershire County Council.

The Franchising Guidance requires all CAs considering Franchising to assess how the
proposals support the LTPs and other related bus policies of neighbouring LAs.

All three of the LTAs which neighbour the West Midlands have LTPs, which are supported by
their respective BSIP. Staffordshire County Council and Warwickshire County Council each
have an active enhanced partnership, whereas Worcestershire County Council is in the process
of developing its enhanced partnership but the enhanced partnership scheme is not currently in
place.

20

21

West Midlands Combined Authority. 2023. Bus Network protected until 2025 following £40 million investment from the
Authority

Department for Transport. 2024. National Bus Strategy: 2024 Bus Service Improvement Plans.
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3.60  All of the neighbouring LTAs LTPs align with their respective council's strategic goals and the
main objectives and themes of each are as follows:

(a) Worcestershire's LTP 2018 — 2030:22

(i) To support economic competitiveness and growth;
(i) To limit the impact of transport on the environment;
(iii) To enhance residents' quality of life;

(iv) To improve health of residents; and
(v) To optimise equality of opportunity for all.

(b) Warwickshire's LTP:23

(i) Economy: transport can support a modern, flexible economy;

(i) Place: improved connectivity;

(iii) Wellbeing: improved wellbeing for passengers and residents; and
(iv) Environment: travel choices to support Net Zero ambitions.

(c) Staffordshire's LTP:2*
(i) Supporting growth and regeneration;

(i) Maintaining highway network;

(iii) Making transport easier to use;

(iv) Improving safety and security;

(v) Reducing road transport emissions;

(vi) Improving health and quality of life; and

(vii) Respecting the environment.

3.61  The objectives and themes of the three neighbouring LTA's transport strategies closely align
with the West Midlands LTP5 'Reimagining Transport in the West Midlands'. All four LTAs are
striving to achieve similar strategic goals, and bus is a key part in all the transport strategies
outlined.

2 Worcester County Council. Worcestershire's Local Transport Plan (LTP) 2018 - 2030

23

Warwickshire County Council. A new Local Transport Plan for Warwickshire LTP4

2 Staffordshire County Council. Staffordshire Local Transport Plan 2011
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The impacts of a Future Partnership and Franchising on neighbouring LTAs are discussed
further in paragraph 7, also providing a summary of the engagement with neighbouring LTAs.

Summary
This paragraph 3 can be summarised as follows:

(a) Regulatory change to the West Midlands Bus Network has the potential to support
national ambitions to decarbonise the transport network and deliver the Levelling Up
agenda. Regulatory change has the potential to support Bus Back Better, which seeks
to bring the nation's bus networks up to London standards;

(b) Regulatory change to the West Midlands Bus Network has the potential to support the
Authority's ambition to deliver high levels of growth through promotion of a better
connected and sustainable transport network that can support growth ambitions;

(c) Regulatory change to the West Midlands Bus Network has the potential to support the
Authority's ambition to reimagine transport in the West Midlands, with the primary
outcomes of the new LTP being dependent on an enhanced West Midlands Bus
Network;

(d) Regulatory change to the West Midlands Bus Network has the potential to support the
VB to play a greater role in helping to achieve the Authority's aims and objectives, with
Franchising mentioned specifically as a mechanism which could help delivery of its
BSIP; and

(e) Regulatory change to the West Midlands Bus Network has the potential to support
ambitions set out in the neighbouring LTAs LTPs particularly regarding achieving Net
Zero ambitions, supporting growth, and improving outcomes for residents.

The Role of Local Buses in the West Midlands
Introduction

Paragraph 4 provides an overview of the economic and social context of the West Midlands. It
also sets out the important role that buses play in the lives of West Midlands' residents and the
region's economy.

The West Midlands Region
Overview

The Authority's Region is home to approximately three million residents, almost 100,000
businesses, and over 1.3 million workers.?® The population is expected to rise over the coming
years with 100,000 more residents forecast by 2035. In terms of geography, the Authority's
Region is diverse, with a mix of both highly-urbanised and rural communities.

Despite the high number of businesses and large labour market in the West Midlands, there is
a skills gap in the Authority's Region due to an undersupply of skilled workers for some

25

West Midlands Combined Authority. 2021. West Midlands Bus Service Improvement Plan
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occupations (as illustrated in the West Midlands Local Skills report).?¢ Deprivation is also a key
challenge, with 60% of residents living in communities ranked in the 30% most deprived areas
of the country in 2019.2” Although deprived communities are geographically spread throughout
the Authority's Region, there are concentrations around the urban centres of Birmingham,
Walsall, and Wolverhampton. In contrast, there are lower levels of deprivation in rural areas,
especially the communities which are located in the green-belt land between Coventry and
Solihull, known as the 'Meriden Gap'.

Transport is critical for a prosperous society and tackling deprivation. However, some transport
modes can benefit some people whilst marginalising others. When planning transport, balancing
the positive and negative impacts on people, communities, and places needs to be considered.

Figure 1-4 shows the risk of transport related social exclusion?® for each LSOA?° in the West
Midlands, compared to the average for the West Midlands. It shows that several areas of the
Authority's Region have an above average risk of transport related social exclusion, meaning
that they have poor accessibility and high vulnerability relative to other areas of the West
Midlands.

26

27

28

29

West Midlands Combined Authority. 2022. West Midlands Local Skills Report https://www.wmca.org.uk/what-we-
do/local-skills-report/

Indices of Multiple Deprivation (IMD). 2019

The risk of TRSE is calculated through two measure: 1) Accessibility — based on the DfT’s journey time statistics to
employment, education, healthcare and basic services and 2) Vulnerability — based on domain scores from the 2019
English Indices of Deprivation (IMD). More information can be found here: https://www.transportforthenorth.com/wp-
content/uploads/Transport-related-social-exclusion-in-the-North-of-England.pdf

LSOAs are a geographic hierarchy designed to improve the reporting of small area statistics in England and Wales.

They are automatically generated to be as consistent in population size as possible, with the minimum population being
1,000 and the mean being 1,500
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Figure 1-4: Transport Related Social Exclusion in the West Midlands: Local Comparison
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Transport related social exclusion is a 'lived experience' for many of the residents in the West
Midlands, resulting in an inability to participate in society, access key basic services or
opportunities, or lead fulfiled and meaningful lives. The transport related social exclusion
research (which was undertaken by TfN) recommended solutions for tackling transport related
social exclusion including ensuring that transport is affordable to those on low incomes, those
out of work, and those unable to access work and social welfare.

The Transport Network

The West Midlands benefits from a large and well-established public transport network which
operates across a range of modes. This includes a growing light rail network in the Birmingham,
Sandwell, and Wolverhampton districts and a rail network which connects the urban centres
across the Authority's Region, as well as local neighbourhoods. The rail network will expand
further following the completion of Curzon Street Station in Birmingham which will better connect
the Authority's Region to London through High Speed Two, and the reopening of several local
stations including those on the Camp Hill Line.

Figure 1-5 shows mode share in the West Midlands from 1975 to 2023. The graph shows that
the number of annual trips by bus has been steadily decreasing over the period shown. In the
1975-77 period, bus accounted for almost 20% of trips whilst car and motorcycle accounted for
42%.% In FY 2022/2023, the proportion of trips undertaken by bus had decreased to 5% of
mode share, whilst the mode share for car and motorcycle had increased to almost 60%. In
comparison, the mode share of other public transport (including rail and light rail) increased from

30

Mode share analysis from pre Covid-19 local (metropolitan area) National Travel Survey (NTS) data, adjusted using
ticket sales and on-street sensor data to calculate main mode statistics.
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just over 1% in 1975-77 to 4% for FY 2022/2023. Although both the Metro network and the rail
network are growing in Birmingham and the Black Country, the West Midlands Bus Network,
with around 12,000 stops, is the only public transport mode that can penetrate all communities
providing essential connectivity in the West Midlands.!

Figure 1-5: Average annual main mode trips per West Midlands metropolitan area resident

Average annual main mode trips per West Midlands metropolitan area resident
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4.9 Overall, car remains the dominant travel mode in the West Midlands accounting for around 60%
of residents' main mode trips.>® The relatively low cost of owning and operating a car over time
has resulted in a significant increase in car ownership and usage. In comparison, the cost of
public transport fares has continued to rise over time.

410  The proportion of households with no access to a car or van has continued to decrease over
the last few decades. Between 2011 and 2021, the proportion of households with no access to
a car has reduced from 31% to 27%.3* The percentage of households having access to two or
more cars increased during this period, from 27% in 2011 to almost 32% in 2021. Increased car
ownership inevitably results in increased car usage. In 2016, 8.4 billion miles were driven on
the Authority's Region's roads with 50% of this mileage completed on only 7% of the road

31 Bus stations and travel hubs

TfWM have extracted data from the DfT National Travel Survey (NTS)National Travel Survey dataset and combined this
with a large number of secondary datasets including internal surveys and research reports to confirm/supplement data.
Some recent data is less certain (due to changes in the data collection methodology) and is therefore represented as a
dotted line in the graph.

3 See Footnote 32

34 Office of National Statistics. 2011 & 2021 Census Data
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4.1

network.® Car accessibility levels are expected to rise over the next decade with more families
forecast to have access to multiple cars,*® which will likely result in increased car mileage.

As a result of increased car ownership and usage, there has been a steady increase in traffic
and congestion levels throughout the Authority's Region area over time. A study by the Authority
on congestion found that average weekday traffic speeds are less than 18mph, with 62% of car
users dissatisfied with congestion levels in the Authority's Region. The main congested routes
are highlighted in Figure 1-6 showing that congestion is widespread across the Authority's
Region.?” Journey times on many key corridor routes are often twice as long as free flowing
journey times. The increased prevalence of on-street parking across the region has also
contributed to increased traffic levels and therefore congestion.

Figure 1-6: Traffic congestion on the Key Route Network AM Peak
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Increased congestion on the road network has had a direct impact on accessibility via other
modes, especially bus which competes with other vehicles for road space. Comparing 2008 and
2018, over 200,000 fewer residents were able to access Birmingham City Centre by bus within
45 minutes as a consequence of congestion,*® increased level of on-street parking, and other

35
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Transport for the West Midlands. Congestion Management Plan
Transport for the West Midlands. 2021. Bus Service Improvement Plan

https://www.tfwm.org.uk/media/oxyfypvz/tfwm_cm-plan-aw_v3_Ir_spreads.pdf

Transport for the West Midlands. Congestion Management Plan

https://www.centreforcities.org/reader/getting-moving/what-role-does-transport-play-in-densifying-city-centres/
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factors. Furthermore, 80% of residents have stated that bus journeys take too long.*° The wider
impacts of congestion and the negative perception this has created for buses in the West
Midlands is described further in paragraph 5.

The Importance of Local Services

As previously outlined, the West Midlands benefits from a large and well-established public
transport network which bus is at the centre of. In 2022, four out of five public transport journeys
were undertaken by bus whilst, overall, bus accounted for approximately 7% of main trips by
residents in the West Midlands.*! Outside London, the Authority's Region has the highest
number of passenger journeys per head of population (42.5 in 2023) demonstrating the
important role that bus plays in the lives of people in the West Midlands.*? The West Midlands
has the seventh highest number of passenger journeys per head of population at 72.8 in 2023.

Whilst bus is important for all seven LA districts in the West Midlands, the large physical size of
Birmingham's travel to work area makes it especially bus dependent. A larger proportion of its
workers face commute distances too long to easily walk or cycle than for example the Black
Country or Coventry, so a higher proportion of Birmingham commuters who don't travel by car
use bus instead.*® In the 2011 Census (the more recent 2021 data being affected by Covid-19
lockdowns), 18% of Birmingham's residents' travel to work journeys were by bus, whereas the
figure in other districts was between 8% and 15%. Birmingham also has lower car availability,
32% of households have no car available, compared with between 18% and 29% in other
Districts.**

Whilst accommodating the majority of public transport journeys in the Authority's Region, bus
also operates alongside the more limited rail and light rail network through the provision of a
mixture of high frequency (corridor) routes and lower frequency routes. This ensures that most
of the Authority's Region has public transport coverage. Bus is therefore key to achieving the
Authority's vision of creating 'a 45-minute region' whereby all residents can access a good range
of work, leisure, and social opportunities within a 45-minute journey.

As well as supporting the overall public transport network in the Authority's Region, bus is
particularly important to supporting specific groups of residents as follows:

(a) Vulnerable groups (those on a low income or out of work): a quarter of households
in the West Midlands do not have access to a car and therefore likely rely on bus as
one of their travel options. Equitable access to transport is crucial to reduce the high
levels of deprivation experienced in the West Midlands and ensure that the most
deprived communities can access their everyday needs;
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Birmingham City Council. 2019. Birmingham Bus Survey

The Authority collected boarding data. Mode share analysis from preCovid-19local (metropolitan area) National Travel
Survey (NTS) data, adjusted using ticket sales and on-street sensor data to calculate main mode statistics

DfT Public Service Vehicle Survey, TfL, Office for National Statistics population estimates(Table BUS01f)

O'Brien, O. (2016) What if There Were No Cars? https://oobrien.com/2016/01/what-if-there-were-no-cars/

Office for National Statistics (2023) Census 2021 Car or van availability, Dataset ID: TS045.
https://www.ons.gov.uk/datasets/TS045/editions/2021/versions/4
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(b) Ethnically diverse groups: the Authority's analysis suggests that 34% of ethnic
minority residents do not have access to a car or van (compared to 22% of White British
residents) and are therefore more dependent on public transport.*® 11% of ethnic
minority residents use the bus to travel to work compared to 6% of White British
residents. Bus is therefore key to ensuring that ethnically diverse groups have equitable
access to transport to fulfil their everyday needs; and

(c) Students: over 50% of students in the Authority's Region are frequent bus users and
depend on bus travel to access training and education opportunities.*® Bus is therefore
key to allowing young people to access education facilities (including those further
afield), increasing their employability skills and future job prospects.

As well as supporting people, bus also plays a significant role in supporting the West Midlands
economy by providing access to the main economic centres. 34% of trips to Birmingham City
Centre (the heart of the largest city economy in the UK outside of London) in the AM peak are
made using bus.*” The West Midlands Bus Network provides high frequency bus routes along
key corridors to main employment centres, connecting workers with high skilled job prospects
commonly located in urban centres.*

Economic modelling suggests that the West Midlands Bus Network has a total economic benefit
of close to £4 billion.*® Recent local analysis undertaken by Steer, on behalf of the Authority,*
found that the economic impact of the secondary network alone has a financial benefit of £288.6
million per annum, showing its importance as an employer and investor in the local, regional,
and national economy. Above and beyond this, it is considered that the induced and catalytic
impacts produce an additional economic/welfare impact of bus of up to £885.1 million per
annum. The same analysis shows that up to 17,500 jobs would be adversely impacted by
reduced bus connectivity.

Figure 1-7 illustrates that bus trips are mainly made to and from the main strategic urban
centres. In contrast, car trips are made between origins and destinations, often away from
strategic urban centres, and Services struggle to serve these trips due to their dispersed origins
and destinations.
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The Authority (2023) Briefing note — Race Equality Data Analysis on Transport
Transport for the West Midlands. Strategic Vision for Bus

Modal Share | Community Engagement (arcgis.com)

Centre for Cities. 2019. Delivery Change — Improving urban bus Services
KPMG: The Economic Impact of Local Bus Services (2024)

Transport for West Midlands/Steer: Economic Case for Bus (2024)
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Figure 1-7: AM peak car trips (left map) and bus trips (right map)
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4.22

Source: PRISM estimates, TFWM?3'

In addition to providing connectivity to main employment centres, bus provides a vital link to
local centres and out of town retail/industrial parks. In Coventry in particular, many business
parks and warehouses are located on the periphery of the city due to the need to be close to
the motorway network. The 2A bus service (serving Coventry City Centre and Westwood
Business Park) therefore provides a critical public transport link for employees. Services such
as this are vital to connecting residents with employment without having to rely on a car. There
are several examples of major employment sites in Coventry that are difficult to serve by bus
including the Coventry Airport Area (identified as a regional investment zone) which is poorly
served by any form of public transport, the Amazon warehouse at Allesley, and Ansty Park.

As well as supporting the economy, bus is particularly important to specific types of journeys in
the Authority's Region:

(a) bus provides a critical transport option for residents in rural areas who are not served
by the rail network and who also may not have access to a car, giving them limited
travel options. As well as Services, Ring and Ride (a fully accessible door-to-door
service) also supports residents in rural areas; and

(b) Services which operate late into the evening play an important role in supporting the
West Midlands' nighttime economy, both for customers and employees. Without these
Services, many employees and customers would be reliant on car travel or taxis.

Industrial action brought by NX in 2023 brought significant disruption to the bus and wider
transport networks and caused widespread disruption to those who rely solely on bus to access
their everyday needs. One Operator striking in the Authority's Region can have a cumulative
negative affect on the whole network. The interconnected nature of the West Midlands Bus
Network is such that a cancelled service will reduce patronage on connecting Services which in
turn will affect the whole network. This strike reemphasised the critical role that bus plays in
allowing people to access jobs, education, healthcare, and leisure, whilst also highlighting how
many key destinations there are in the West Midlands for which bus is the only public transport
option. For instance, many of the biggest hospitals aren't on the tram or train networks nor are
many of the Authority's secondary schools and further education establishments. Service
withdrawals or decreases in the frequency and size of the network will have a negative impact
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5.1

on residents' access to employment, healthcare, education and leisure services. This is already
happening in some places as dedicated Services become fewer in number.

16% of passengers impacted by rail strikes found that the bus was a realistic and affordable
alternative to their planned rail journey.®? Additionally, lower income groups were more likely to
find bus a realistic alternative to rail than higher income groups highlighting the importance of
local Services for low-income households. There is no doubt in the significant role that bus plays
in the West Midlands. However, there are currently major commercial challenges facing the
West Midlands Bus Network which are discussed in paragraph 5.

Summary
This paragraph 4 can be summarised as follows:

(a) whilst the Authority's Region has a large number of businesses and a strong labour
market, it experiences a number of issues including a skills gap, high levels of
deprivation, and a high-risk transport related social exclusion for many residents;

(b) whilst the Authority's Region benefits from a large and well-established public transport
network, the network is predominantly reliant on bus which accounted for four out of
five public transport journeys in 2022;

(c) bus journeys have been negatively impacted by increased car ownership and
congestion across the Authority's Region which increased journey times and reduced
accessibility;

(d) the West Midlands Bus Network is critical for supporting specific groups of residents

(vulnerable groups), the economy (through links to main economic centres), and
specific types of journeys (those in rural areas); and

(e) industrial action across both rail and the West Midlands Bus Network in 2023
reemphasised the critical role that buses play in the lives of West Midlands residents,
whilst also identifying bus as a realistic alternative to other modes.

Key Challenges
Introduction

Despite the crucial role that bus plays in the West Midlands, the West Midlands Bus Network
faces several key challenges which will impact its potential going forward. Paragraph 5 outlines
the key challenges that the West Midlands Bus Network is facing and therefore makes the case
for why bus reform is required. This paragraph also discusses what bus reform is seeking to
achieve and in doing so, how they will address the major issues that the West Midlands Bus
Network is facing.

What are the Key Challenges?

Long-term Decline in Bus Patronage
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5.2

For the last 70 years, the UK has seen a continued decline in bus patronage with the West
Midlands being no exception. Bus patronage within the West Midlands has been declining since
the 1950s, with a reduction in both absolute bus passenger numbers and 'per-head' measures.
Figure 1-8 illustrates the decline, showing an overall reduction of 57% in bus boardings between
1974 and 2020 (when comparable data is available). Overall, patronage has declined over this
period by approximately 2% per annum. Figure 1-8 shows the level of concessionary travel by
older people from 1987 onwards, which has experienced a steeper decline than overall boarding
levels.

Figure 1-8: Bus Boardings in the Authority’s Region (1974 — 2023)
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Post the Covid-19 pandemic and its impacts on travel, it has become clear that there is no fully
commercially sustainable model that can support the kind of West Midlands Bus Network that
the Authority is seeking to retain. Before the pandemic, around 90% of the West Midlands Bus
Network was considered to be commercially sustainable, with around 10% requiring subsidy to
maintain the West Midlands Bus Network through Supported Services. In November 2023, only
around 50% of pre-Covid-19 bus kilometrage in the West Midlands Bus Network was considered
to be commercially sustainable, with the rest supported through tenders and Network Stability
Funding, as described in the Commercial Case.

Even with the recent strong performance around West Midlands bus patronage growth, it can
be assumed that the commercial viability of operating the West Midlands Bus Network will never
return to previous levels. This is in light of wider trends affecting the costs of bus operations and
people's travel behaviours. It is therefore important to understand the key factors that are
contributing to long-term decline in bus patronage, which are summarised as follows:
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(b)

(e)

as discussed in paragraph 4.10, there has been an increase in car ownership across
the Authority's Region, resulting in a mode shift away from bus towards private car. Car
usage (measured by kilometrage in the UK) increased by 15% between 1991 and 2017,
whilst total bus kilometrage in the Authority's Region decreased by 3% during the same
period.®* Car ownership in the West Midlands has also grown by around 1% per
annum®®;

car driving license holders among older persons (70 years and above) have increased
dramatically across the UK, increasing from 33% in 1994 to 73% in 2022.%¢ This
increase correlates with a large decrease in older ENCTS boardings from around 100
million in the 1990s to less than 30 million in 2023%7;

the population of the West Midlands has been increasing, including a 6.9% growth in
the ten-years between 2011 and 2021 taking total population to an estimated three
million residents.®® Although a larger population has somewhat slowed down bus
patronage decline, continued population growth highly correlates with increased car
ownership, usage and congestion;

a reduction in the number of trips undertaken per person has contributed to the long-
term decline in bus patronage. As a result of home working, improved
telecommunications and other technological advances, there has been a reduced need
for multiple trips to meet daily needs. This has resulted in the average number of trips
per person falling by 20% over the past 20 years,*® which has impacted the demand for
bus travel;

there has been a reduction in the reliability and frequency of buses and slower journey
times due to increased congestion on West Midlands roads and a loss of road space
due to an increase in on-street parking and reallocation to active travel and
redevelopments (especially in city centres). Figure 1-9 and Figure 1-10 shows travel
time to the main urban centres in the Authority's Region by public transport and
illustrates how travel times by public transport have increased between 2006 and 2016.
Slower bus speeds leading to increased journey time, reduced reliability and reduced
punctuality has ultimately resulted in fewer passengers. With fewer passengers, service
levels begin to drop leading to lower frequency and reduced coverage causing
additional loss in patronage. This effect is known as the 'spiral of decline’;

the real-term cost of travelling by bus has significantly increased over the last two
decades nationally. Between 2005 and 2022, bus fares in metropolitan regions
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Bus kilometrage Analysis sourced from the Authority — Travel Trends. UK car kilometrage was analysed by the Authority
using NTS sourced data
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increased by approximately 30% in real terms.®® Bus fares were highest in 2020 at 40%
above 2005 levels, but because of the introduction of the £2 bus fare; the real-term
price of bus fares has reduced by around 10% since 2020. The increase in bus fares
has been experienced during the same time that the cost of owning/driving a vehicle
has decreased, making bus a more expensive (and typically slower and less reliable)
travel option compared to driving; and

(9) operating costs for Operators have increased significantly, as explained further at
paragraphs 5.9 to 5.14 below.

Figure 1-9: Time to Travel to Named Urban Centres by PT in 2006

Key: 15 minutes — yellow, 30 minutes — orange, 45 minutes — red, 60 minutes — purple

Source: TFWM®'

60 Department for Transport. September 2023. Costs, fares and revenue (BUS04)

61 The Authority's analysis of bus timetables
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Figure 1-10: Time to Travel to Named Urban Centres by PT in 2016

5.5

5.6

« ) o7 |

N
. \ . ]
¢ *
< B
Wolverhampton

-
i * Walsall
5
L ¥ L !
‘ Sutton Coldfield

-
Tty Y\
s G
. ey e A
e WestBrovah ." P |

Brierley Hjil o = #

b

A

-y

Sl : »

- &‘ I . E ~ »
/‘ p: C . e .
Re J{»

Key: 15 minutes — yellow, 30 minutes — orange, 45 minutes — red, 60 minutes — purple

Source: TIWM??

Recent Post-Covid-19 Trends

Alongside the general pattern of decline, bus patronage experienced a sharp reduction due to
travel restrictions associated with the Covid-19 pandemic. Overall, bus patronage in 2023
across all metropolitan regions recovered to 82% of pre-Covid-19 levels, suggesting West
Midlands bus patronage recovery is outperforming the other English metropolitan areas.® It is
difficult to pinpoint why the West Midlands' recovery is stronger, it could be due to the region
having the highest number of bus passenger journeys outside of London (paragraph 4.13) and
that residents of Birmingham are particularly bus dependent (paragraph 4.14). However, trends
such as increased home-working, alongside changing consumer preferences (for example
uptake of online shopping), appear to be long-term, with negative implications for bus patronage
and therefore revenue.

Early national results from the £2 bus fare cap illustrate a positive uplift in patronage since the
introduction of this policy, with 10% of bus passengers travelling more than they previously did
because of the £2 fare cap.?* Despite the aspirations for patronage growth within local and
national policy, it can be assumed that without a large-scale change to the attractiveness of
Services in the West Midlands compared to alternative travel modes, bus patronage is expected
to continue to decline.
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The Authority's analysis of bus timetables
Department for Transport. 2024. BUS01: Local bus passenger journeys

Department for Transport. 2023. £2 bus fare cap evaluation: interim report

49


https://www.gov.uk/government/publications/evaluation-of-the-2-bus-fare-cap/2-bus-fare-cap-evaluation-interim-report-january-2023#:~:text=Around%2030%25%20of%20survey%20respondents,people%20living%20in%20urban%20areas

5.7 Figure 1-11 shows how demand for the existing West Midlands Bus Network is expected to
change between now and 2047 in three scenarios. In all scenarios, demand is expected to
decline compared to the present period. More information on patronage decline can be found
in the Economic Case to this Assessment.

Figure 1-11: Demand for the Existing Bus Network (2022 — 2047)
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5.8 The reduction in demand for bus poses several key challenges. Firstly, reduced fare revenue
will result in either a smaller, less frequent West Midlands Bus Network or a significant increase
in the requirement for public-sector funding. Secondly, fewer bus journeys and more trips by car
run counter to the vision within the West Midlands LTP for a region "where everyone can thrive
without a driving licence and the need to own an expensive vehicle." Finally, reduction in bus
service coverage will undermine accessibility and foster transport related social exclusion.

Increased Operating Costs

59 Alongside reduced patronage, bus operating costs have increased faster than general inflation
over the last two decades. Between 2005 and 2023, operating costs per vehicle mile in England
(outside London) have increased by 40% above inflation.®> Bus operating costs increased above
inflation in 16 of these 19 years, with the largest increase seen between 2020 - 2021 where
operating costs increased by 10% above inflation. Driver costs and fuel are the largest
contributing factors to operating cost as they account for around 65-70% of the total amount.5¢
Increased congestion, slowing down journey times, has a negative impact on operating costs
as Operators have to run more buses on a service to maintain frequencies whilst reducing fuel

65 Department for Transport. March 2024. Costs, fares and revenue (BUS04)

66 Economic Case analysis of Operator data as shown in Figure 2-5 in the Economic Case
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5.12
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5.14

efficiency. A 10% decrease in bus operating speed due to congestion can result in operating
costs increasing by around 8%.5” Furthermore, increased labour costs as well as general cost
pressures (including a marked increase in fuel prices) since the Covid-19 pandemic have further
increased operating costs.

Several Operators have reported a shortage of bus drivers, with an increasing vacancy rate of
almost 7% in 2023.%8 In the West Midlands, NX experienced a vacancy rate of approximately
10% in Autumn 2022; however, this has since reduced due to the pay increase for drivers in
2023. Despite this improvement, a shortage of bus drivers continues to be an ongoing issue for
Operators. The impact of this shortage is likely to be under-resourced Services, leading to
reductions in frequency and potentially increased operating costs due to inflated salaries
because of competition to fill vacancies. Keith McNally, Operations Director at the Confederation
of Passenger Transport, said "/t is imperative we do all we can to ensure that the availability of
drivers is not constraining our sector's ability to reach its full potential".®®

A further negative impact of declining patronage for Operators is that large, fixed costs (such as
depots) are spread across fewer passengers. As patronage is expected to further decrease, it
can be assumed that operating costs per vehicle mile continue to increase, encouraging
Operators to raise fares to maintain profitability. Additionally, due to the monopolistic bus market
present in the West Midlands there is incentive for the largest Operator to stabilise fares and
Services and accommodate reduced profitability at least in the short-term to ensure its market
share is maintained.

Whilst bus patronage is predicted to decrease further, there are actions that can be taken to
slow down or even stop this decline. Scenario planning can help decision makers to identify
ranges of potential outcomes and impacts, evaluate responses and manage for both positive
and negative possibilities. In the case of bus, the Authority could identify the risks to declining
patronage and deliver interventions to prevent these risks from occurring. However, at present,
whilst the Authority can identify risks and potential interventions, it does not have the power to
'‘pull’ the levers to make changes.

For example, the Authority is seeking to deliver bus rapid transit in partnership with NX. This
involves significant investment in road improvement and infrastructure from the Authority and
significant investment from NX in articulated vehicles with multi-door entry to improve the
customer experience. The Authority has already invested millions of pounds that has resulted
in improvements in bus speed and reliability improvements, but NX are yet to make a formal
commitment to purchase vehicles, with discussions ongoing over many years.

Furthermore, regarding branding, it is known from engagement with customers that inconsistent
branding causes confusion for passengers and acts as a barrier to greater bus use. Competition
law makes it challenging to deliver a consistent brand, look and feel across all Services in the
Authority's Region, even if there was funding and a will to do this from all Operators.

Network Inefficiencies & Lack of Integration
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5.15

5.16

5.17

Whilst the West Midlands Bus Network has been developed over time in partnership with
Operators and much of the network exists from pre-deregulation, ultimately decisions relating
to the network have been made by Operators. The West Midlands Bus Network has been
planned to meet existing levels of demand and travel patterns, rather than future planning. This
'‘demand-oriented model' approach is good for Operators as it focuses on maximising demand
(and therefore profit) as opposed to increasing connectivity, patronage, and mode share. Whilst
a greater balance between a demand and supply orientated approach would create a more
integrated network, as network planning is largely controlled by one Operator (NX), the network
broadly works well and is well integrated.

However, whilst the network may be well integrated, having a small number of corridors with
competition between Operators (or where individual Operator action is taken to reduce
competition), with limited or no timetable integration can result in inefficiencies. These
inefficiencies may reduce the quality of the West Midlands Bus Network resulting in a worse
experience and network for passengers and can lead to some areas being overserved and
some underserved. The Transport Focus National Bus Survey suggests that reliability,
punctuality, cleanliness, and affordability are key areas where passengers would like
improvements.”®

Bus reform presents an opportunity to address a series of inefficiencies as follows:

(a) 'Overbussing": where the
frequency and capacity of Services
substantially exceeds demand,
resulting in an oversupply of buses Example: The number 50 bus service
and resources on one route and an which runs between Birmingham City

increase in operating costs. Bus Centre and the Maypole is operated by

Diamond (5 buses an hour) and NX (10
buses an hour). These Services are
essentially identical with no timetable

reform could allow these resources
to be reallocated elsewhere to

benefit other parts of the network; integration, and demand on the route
does not meet the requirement for 15
(b) Inefficiencies: where the number buses an hour. Bus reform would allow

of resources (including vehicles the service frequency to be cut (by, for

and drivers) dedicated to providing example, reducing the letle t(.) 9
o i buses an hour) which would still

a Service is more than required to provide passengers with a high

meet demand. This can lead to frequency and attractive service.

higher fares for passengers. Bus

reform could allow for a more
efficient running of the network
with excess resources being directed to other parts of the network;
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5.19

5.20
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(c) A lack of timetable integration:
where duplicate Services between
different Operators results in

irregular timetables with Example: The NX X3/X4/X5 Services
compression of Services at some provide a high frequency Service
times (two buses close together) ~ between Sutton Coldfield to
followed by longer gaps between Birmingham along the same route as

Arriva's 110 Service which provides a
less frequent Service. There is no
timetable integration between these

Services at other times. Bus
reform could allow for better

timetable integration which would Services potentially causing longer than
improve passengers' experience; necessary wait times without regularity.
For example, at a high frequency stop
(d) Overlapping route provision: in Sutton Coldfield, the wait time could
where Operators run similar : SO EE Iow_as & mlnut(_as el Lot 7
) ) i minutes. An integrated timetable with a
Services but end these Services in service every 6 minutes would provide
different locations, causing an greater clarity for passengers and
unbalanced network and reduce the need for approximately 11
confusion for passengers. Bus vehicles.

reform could allow the
standardisation of routeing to
ensure that Services with the same
number start and end in the same location; and

(e) Passenger Information: as the LTA, the Authority has a duty to provide and manage
bus stops, bus stations, interchanges and network information through a range of
channels. Research by the Authority suggests that the current arrangements can be
very confusing for most people. In addition to the information provided by the Authority,
Operators also provide their own information about their network, Services, fares and
payments. Finally, there is not a single point of contact for passengers to raise problems
or complaints, with Operators and the Authority providing their own customer services.

The inefficiencies outlined above impact passengers' experiences and lead to negative
perceptions of bus provision. The West Midlands has some of the lowest customer satisfaction
ratings in England, coming 32" out of the 34 LAs who participated in the 2023 Transport Focus
Bus Passenger Satisfaction survey areas, scoring 76% for overall journey satisfaction. Detailed
customer research undertaken for the Authority in 2023 by Heavenly suggests that important
attributes in delivering high levels of customer satisfaction are that passengers should feel safe,
supported, in control and have trust in the provider. In a public transport system that is
fragmented with accountability for these attributes spread across different organisations with no
single 'guiding mind', it can be difficult to achieve this.

Whilst the Authority and partners have endeavoured to deliver a more co-ordinated approach
through the Bus Alliance and the EP, ultimately passengers are still unclear about who has
overall responsibility for the provision of Services and who is looking after them if things go
wrong.

There is also a cost element to the inefficiencies outlined above with resources and funding
being wasted on running an inefficient bus network.

Due to current regulatory controls, any additional service provision (such as DRT Services
operating in more rural areas) may be in competition with the West Midlands Bus Network,
rather than complementing it. As a result, new Services introduced are unlikely to fulfil their
maximum potential and resources and funding are potentially wasted. Without regulatory
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change, there is a risk that new Services (such as DRT Services) will be competing with a
traditional Service.

Contactless Capping and Different Ticketing Offer across Different Platforms

The current ticketing structure, described in paragraph 2, has undergone improvements to
create a simpler ticketing offer for the West Midlands (such as Swift Go). However, multiple
challenges remain to create an entirely simplified ticket offer which could be achieved through
bus reform.

Contactless Capping and different ticketing offer across different platforms

As discussed in paragraph 2.19, the Authority has also been working hard to deliver fare
‘capping' for residents of the West Midlands. However, progress has been slow due to Operators
being able to choose their own systems which might not align with the wider capping technology.

Capping using the contactless function remains a key challenge and a cause of major confusion
and a barrier to travel for many passengers. For example, passengers who use contactless
payments are unable to purchase multi-Operator nBus tickets, resulting in overcharging and
passengers not benefiting from the cheapest price available. Contactless multi-Operator
capping is proposed to be introduced by the Authority under Project Coral, supported by around
£20 million of funding for infrastructure and IT transition costs. This will help to eliminate
confusion for passengers and create a simple to use ticketing offer, however negotiations
continue with Operators.

The 2024 'Bonfire of Bus Tickets' sought to reduce and simplify the number of tickets available
to bus users through the standardisation of ticketing across multiple Operators. Passengers are
now no longer tied to one Operator and are able to catch any bus that comes along. This
freedom to catch any bus is the same that ENCTS passengers have always had, and as a result
smaller Operators have a much higher proportion of ENCTS passengers among their
passengers than NX. Smaller Operators are anticipated to benefit more from the Bonfire of Bus
Tickets, as more passengers are no longer tied to only NX buses, compensating small
Operators for the decline in the older ENCTS passengers they depend on more. For passengers
this will improve their experience and ensure that they are getting the best value on Services.

The current lack of integrated ticketing may
also affect the Authority's proposals for
introducing MaaS. MaasS will provide a 'one-
stop-shop' for travel for all residents using
Example: Under the original
nBus ticket agreement, the price
of a day-ticket was intended to
be capped until March 2025 at
£4. However, the price was
raised in July 2023 to £4.50 due

to pressure from Operators. The
current regulatory structure
creates this unavoidable
pressure as Operators look to
maximise revenue and profit.
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public, active and shared transport’! and is intended to be launched in the coming years. MaaS
has the ability to provide a simplified fully integrated ticketing offer which will benefit the West
Midlands Bus Network and residents.

As outlined earlier in this Strategic case, under the current arrangements Operators can set
their own fare prices and can therefore leverage fare increases. For example, the Government
announced in its 2024 Autumn budget that the £2 fare cap scheme would be increasing to £3
from 2025. Subsequent discussions with NX have suggested that they will increase their adult
single fare to the £3 cap level which represents a 50% increase in price for passengers. This is
likely to have a detrimental impact on bus patronage as travel by bus will become unaffordable
or not provide VfM for many.

The Authority does not have the power to set fares or prevent Operators from increasing fares.
In contrast, in Greater Manchester where bus regulatory reform has been implemented; the
Mayor has confirmed that fares will continue to be capped at £2 until the end of 2025 to support
the region’s vision for a low fare, high patronage system.

The Authority currently has limited control over fares and concessions other than setting the
nBus prices. Furthermore, the Authority has limited ability to deliver more 'visionary' changes to
the fare structure or to introduce new concession without lengthy and complex negotiations.

ZEB Uptake

Across the Authority's Region, around 1,600 buses are currently operated on local Services that
would be likely to form part of the Franchising Scheme. As of February 2024, around 11% of
the 1,600 buses were ZEBs equating to approximately 180 buses. The majority of the current
fleet of ZEBs operate in Coventry, largely due to the Authority's ambition for Coventry to be the
first all-electric bus city in the UK by 2024.72 There are a number of benefits to ZEBs including:

(a) Net Zero: Zero carbon emissions produced at the tail pipe help improve local air quality
in the Authority's Region and support the transition towards Net Zero especially if the
electricity used to charge the vehicle is from a renewable source;

(b) Lower operating costs: Electric powered vehicles have lower operating costs than
their diesel equivalent as they require less maintenance and fuel to operate, providing
the Operator with a cost saving in the long-term; and

(c) Improve passenger satisfaction: ZEBs offer the potential for quieter journeys for
passengers and reduce noise pollution.

However, even though there are numerous positive advantages of transitioning from a diesel
fleet to a ZEB fleet there are several barriers to ZEB uptake. Firstly, the cost of the initial
purchase price of a ZEB is significantly higher than that of a conventional diesel bus. Currently,
the cost of a double decker ZEB is approximately £500,000 whereas a double decker diesel bus
is roughly half the cost at around £260,000. In addition to this, the initial outlay to refit the depot
to ensure there is the necessary charging infrastructure also involves capital expenditure.

7

72

Transport for West Midlands. 2023. Mobility as a service

https://www.wmca.org.uk/news/get-on-board-with-coventry-s-all-electric-buses/
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Although DfT's ZEBRA scheme can support LAs and CAs in their goal to transition the entire
bus fleet, a significant capital spend is still required.

Therefore, the speed of transit to ZEBs is largely determined by Operators' commercial
decisions and timelines, rather than the Authority's ambitions. Although, the Authority can
support Operators by providing funding, procuring ZEBs through private Operators is more
expensive than through the public sector due to preferential borrowing rates for public sector
organisations. Under the current regulatory regime, the Authority has little influence over the
transition to ZEBs and therefore the potential contribution to wider policy goals.

Lack of Competition

Limited competition is not uncommon within the UK deregulated bus market, however, the
degree of dominance exercised by a single Operator in the West Midlands is unique for a large
metropolitan area. As outlined in paragraph 2, NX is the largest Operator responsible for 85%
of bus kilometrage in the West Midlands Bus Network in FY 2021/2022, followed by Diamond
(7%). As well as being the dominant Operator, NX also operates the busiest Services, with 94%
of boardings across only 85% of the kilometrage in FY 2021/2022. Whilst NX has always been
the dominant market Operator, its dominance has increased over the last decade.

There are multiple reasons why competition in the West Midlands is lacking. Many of these
reasons are in part due to the continued dominance of NX which prevents new Operators from
entering the market. The barriers and challenges include:

(a) Barriers to entry: the bus market has relatively high barriers for new Operators to enter
and existing Operators to expand and compete effectively. Significantly high initial
capital costs such as securing depots, fleets, and drivers alongside the risk of not being
able to secure a reasonable market share means there is a risk to achieving profitability.
This barrier to entry is exacerbated in the West Midlands because of the dominance of
NX and the current economic climate, resulting in potentially unforeseen increases in
operating costs; and

(b) Efficiency savings: NX is
significantly larger than its
closest competitor in the

West Midlands in terms of Example: NX’'s market dominance gives

them significant leverage for instance in

revenue.  This  size the event that they decided that a
difference presents significant proportion of their network was
efficiency disparities no longer commercially viable, the lack of

between Operators, as NX
can deliver the same level
of service for lower
operating costs. In turn,
this leads to NX having the
ability to lower fares, or
keep fares the same, but
increase profit. In other
metropolitan areas, the bus
market is seen as much

competition would result in no other

Operators being able to realistically
respond to any opportunities for
Supported Services that might replace
those that were formally commercial. This
reduces the Authority’s ability to achieve
VM.

more contestable as there are commonly multiple Operators of similar size and
therefore the threat of market expansion from other Operators allows the market to work
more efficiently.

56



5.35

5.36

5.37

5.38

5.39

Implications for VfM

Lower margin Services, such as rural and late evening Services, are usually run as part of an
overall service alongside high margin Services (city corridor Services). However, these Services
can be run as tendered or de minimis Services at a financial cost to the Authority. Operators
usually run some low margin Services to keep out competition and prevent other Operators
gaining a larger market share (in terms of kilometrage and patronage). However, due to the lack
of competitive pressure there is limited need for NX to accept this financial burden.

The lack of competitive pressure places NX in a potential monopolistic position, with the
potential to use its position to influence and control the support it receives from the Authority to
continue to run Services in the Authority's Region. This inhibits the ability of the Authority to
ensure VM from the investment it provides and may result in it having to pay more for Supported
Services that might otherwise be needed if more Operators competed for the Services.

The monopolistic position of NX allows them to potentially make higher margins than could
otherwise be achieved. A key outcome of higher margins is that Operators may make more
profit than they otherwise would in a more competitive or regulated market. These profits may
potentially represent a loss to the West Midlands Bus Network if these profits are not re-invested
back into the West Midlands Bus Network.

Reduced Viability of the Commercial Network

Prior to the Covid-19 pandemic, around 89% of bus network kilometrage in the West Midlands
Bus Network was run 'commercially’ by Operators and was therefore not contracted by the
Authority as a Supported Service.” It is likely that not all 'commercial' Services are entirely
profitable as some Services may be less profitable when measured in isolation but may be run
as part of a larger more profitable portfolio of Services. The Authority's modest financial support
was targeted at supporting evening and Sunday Services on unprofitable routes, and a limited
range of socially necessary Services in less accessible parts of the Authority's Region.
Supported Services in evenings and weekends are commonly operated by a different Operator
than the usual daytime service causing considerable confusion for passengers, and extra cost
too if the usual Operator's passes and tickets may not be acceptable.

The impact of the long-term decline in bus patronage and increasing operating costs
(accelerated by the Covid-19 pandemic) has been a significant reduction in the commerciality
of the network since 2019 which is continuing. In November 2023, only around 50% of pre-
Covid-19 bus kilometrage in the West Midlands Bus Network was considered to be
commercially sustainable.” This has meant that many previously commercial Services are 'at
risk' without public sector funding, with the Authority currently in the process of providing around
£50 million of direct funding annually to support previously commercial Services. The scale of
change in commerciality of the West Midlands Bus Network means that providing Supported
Services is no longer considered viable due to low levels of competition in the Authority's
Region. It should be noted that the reduced commerciality of the West Midlands Bus Network
is not novel. Since 1991, the level of bus kilometrage on Supported Services in the Authority's
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Transport for West Midlands. Travel Trends (https://community-engagement-tfwm.hub.arcgis.com/pages/travel-trends)

https://www.gov.uk/cma-cases/referral-of-the-proposed-west-midlands-bus-recovery-grant-by-the-west-midlands-
combined-authority
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Region almost doubled from 6.7 million to around 12.6 million by March 2020.7° In this same
period, commercial bus kilometrage reduced by 14%.® This long-term trend highlights the
continuous issue of reduced commerciality of the network.

The modelling undertaken as part of the Economic Case indicates that by 2046, bus kilometrage
is expected to reduce by 60% compared to 2023 levels in the Reference Case.””

Without intervention, this trend is likely to continue as operating costs are forecast to increase
and revenue is forecast to decline in real terms, posing a fundamental challenge for the Authority
to:

(@) significantly increase public subsidy for the network in a challenging funding climate;

(b) maintain an Access Standards policy which provides a framework for determining how
funding for Supported Services is most effectively used to ensure effective network
coverage for as many people as possible. Currently the West Midlands Bus Network
means that 61% of built-up areas in the West Midlands are within 400 metres of a bus
stop with a service frequency of at least six buses an hour. When expanded to an 800-
metre distance, residents in 91% of built-up areas can access a bus stop with a high
frequency Service. In the event of ongoing cost increases and further reductions in
commercial Services, the Authority would be faced with a decision about which Services
to subsidise. Without additional subsidies there would be a risk of more residents falling
outside of the current access standards’®; and

(c) reform how the West Midlands Bus Network operates.
Public Subsidy Inefficiency

As previously outlined, the reduced viability of the commercial network has resulted in an
increased need for public sector support to keep Services operating. In September 2023, the
Authority announced £40 million of additional funding for Operators in the West Midlands
through a grant agreement to help maintain the current network. This funding was originally
specified for bus priority improvements but has had to be reallocated to help maintain the current
network.

The Authority is currently in the process of providing £50 million of direct funding per annum to
support previously commercial bus routes. Since NX is the dominant Operator within the
Authority's Region, the majority of this support will accrue to them. This approach is unique to
the Authority's Region and has been subject to review by the CMA. As the reduced
commercialisation of the West Midlands Bus Network is set to continue without bus reform, the
demand for increased public funding is expected to grow. Bus reform is therefore required to
put an end to the cycle of decline and ensure that public funding is spent in a meaningful way
that meets wider policy ambitions.
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Transport for West Midlands. Travel Trends
Transport for West Midlands. Travel Trends
This figure is based on data provided by Operators and therefore does not include all Services.

Back in September 1989 Members adopted the 400 Metre daytime and 700 Metre accessibility Standards and asked
for a systematic check across the whole of West Midlands (tfwm.org.uk)
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In the 2024 Autumn budget, the Government announced that an integrated settlement will be
implemented for the Authority at the start of the 2025 — 2026 FY. This settlement will give the
Authority much greater freedom to allocate funding where it is most needed; planning for the
long-term and delivering public transport policies in a way that better serves the public within
the Authority's Region. However, whilst devolution has enabled the Authority to gain more
power; it has not provided the Authority with the power to fully control the West Midlands Bus
Network. This sits at odds with the devolution deal.

Reduction in the West Midlands Bus Network

As more Services become Supported Services, the size of the West Midlands Bus Network and
the frequency of Services will become dependent on the level of funding provided by the
Authority. The Authority will therefore have to make difficult decisions in order to maintain the
network in the most efficient and affordable way. If Services are not commercially viable and
the Authority cannot subsidise their running costs, it is likely that their frequency will need to be
cut. Services frequency cuts are most commonly undertaken on early morning and late evening
when demand is typically at its lowest. Given that fewer residents will be in close proximity to a
frequent Service, this will contradict the Authority's vision for 'a 45-minute region' whereby all
residents can access a good range of work, leisure, and social opportunities within a 45-minute
journey.

Furthermore, cuts may need to be made to entire Services if the Authority cannot subsidise their
running costs. Rural Services are often the least commercially viable due to low patronage and
are therefore more likely to be cut. Rural bus users and workers who rely on early morning/late
evening bus travel are therefore likely to be the most disproportionately affected by cuts. The
loss of these Services may put more people at risk from transport related social exclusion in the
West Midlands.

Cuts to lightly used routes may also have an impact on the remaining busy Services and
generally make the West Midlands Bus Network less attractive. For example, cost-cutting
measures may result in the last bus on a Service being cut. Whilst this bus might have been
little-used, it likely acted as an ‘insurance policy’ for passengers in case they missed the
penultimate bus. Once the penultimate bus becomes the new ‘last bus’, it is likely that this bus
will become less used too, and the same cycle can also happen at a Service level with trips lost
on busy routes, as a result of cuts to routes passengers only use occasionally. This trend will
result in a negative ‘network effect’ and make the whole West Midlands Bus Network less
attractive.

If the network was to reduce at the same pace as demand and be dictated by market conditions,
the result would be an even larger decrease in passenger demand. This is often described as
a 'spiral of decline', which has been evident over the last decade.

What is Bus Reform Seeking to Achieve?

The remainder of this paragraph 5 outlines what bus reform is seeking to achieve and how it
will help address the key challenges outlined earlier in this paragraph.

Better Network Planning and Integration

At present, the bus network in the West Midlands is not fully integrated and is therefore not
working in the best interest of passengers.
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Bus reform will give the Authority the power to better plan the public transport in the West
Midlands through better integration of all public transport modes including bus, rail, and tram.
For example, to reduce the potential competition between bus and DRT, the Authority could
decide that buses only serve the main roads in rural areas, whilst DRT serves local roads in
rural areas. This would prevent each mode from competing with one another for the same
passengers and instead allow them to complement one another to serve the wider public
transport network.

Bus reform can provide opportunities for the Authority to make unilateral changes to the network
to address inefficiencies and respond swiftly to other challenges such as changing demand or
the need for better integration. Bus reform will give the Authority greater ability to shape the
network in response to their policies and the changing needs of West Midlands residents.

Integrated Fares and Ticketing

At present, the West Midlands does not have a fully unified fares and ticketing system, including
a common set of bus fares. This creates confusion for passengers and does not support them
in working out the cheapest fare option.

Bus reform would give the Authority the power to deliver a simpler ticketing system that works
better for passengers. For example, bus reform would allow the Authority to specify the systems
used to enable fare capping. This would allow Project Coral to be implemented more easily, as
a multi-Operator (and therefore multi-transaction provider) solution would be simpler to deliver
as one provider.

Bus reform presents an opportunity to address a series of other challenges with the ticketing
offer in the West Midlands, as follows:

(a) Differing ticketing offers across multiple platforms: which causes confusion for
passengers, especially those who lack access to a digital device. Bus reform would
allow the Authority to fully realise and lock-in its 'Bonfire of Bus Tickets' described
previously;

(b) Lack of a single source of information: which causes confusion for passengers as
all Operators and the Authority advertise different ticketing options. Bus reform would
allow the Authority to standardise the information provided to passengers to ensure they
are getting the best ticket for their journey;

(c) Single Operator tickets: which allow Operators to undercut multi-Operator ticket
prices, reducing the effectiveness of these simplified tickets for passengers. Bus reform
would allow the Authority to set ticket prices to ensure that passengers can access the
best value ticket for them. Undercutting is a process used by Operators to gain an
advantage in the short-term but often leads increased fares in the long-term; and

(d) Multi-modal tickets: which need to be negotiated with all Operators as well as the

operators of other transport modes. Bus reform would simplify these negotiations from
a bus perspective and introduce a greater element of social value into the process.
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Bus reform would also allow the Authority to
control fares and concessions across the West
Midlands Bus Network, allowing them to set . ‘ o
. . . include a 'hopper fare' giving

prices and make large scale changes if required passengers unlimited bus travel
to deliver new fares or concessions. This could for a period of time. New
include setting local fare caps as is done in concessions could include
Greater Manchester where the Mayor has discounts for students or more
confirmed that fares will continue to be capped vulnerable groups (such as low-

. income groups and care
at £2 until the end of 2023. leavers).

Example: New fares could

Bus reform would allow the Authority to deliver
an integrated ticketing offer across all platforms and Operators to minimise confusion and
complexity for passengers and ensure that passengers have the simplest possible bus travel
experience.

Improved Fleet

At present, the Authority has limited influence over the rate at which the bus fleet in the West
Midlands is transitioned to ZEBs and the type of vehicles introduced. This limits the Authority’s
ability to achieve wider policy ambitions related to reducing emissions from transport.

Bus reform would give the Authority the power to specify the fleet for the West Midlands Bus
Network and accelerate the transition to ZEBs if desired. Due to the lower borrowing costs, the
Authority would be able to acquire more vehicles for a lower cost ensuring better VM.

Additionally, bus reform would give the Authority the power to decide the order in which ZEBs
are rolled out. For example, the Authority could decide to allocate ZEBs to areas with poor air
quality to ensure the benefits of ZEBs are maximised.

Realising the Benefits of Competition

At present, the West Midlands Bus Network is dominated by a single operator: NX. This
dominant position has resulted in a lack of competition in the market which means that the
benefits of competition (such as improved VfM of public subsidies) cannot be realised.

Bus reform would allow the Authority to increase competition in the bus market which would
create an environment for innovation and efficiencies. This would allow the benefits of
competition to be realised such as reduced operating costs and cheaper fares for passengers.

Public Subsidy Efficiency and Benefit

At present, the Authority cannot demonstrate the VM of public subsidies used to support the
West Midlands Bus Network as the majority of the funding goes to one Operator.

Bus reform would create competitive pressure which would reduce the ability of one Operator
to dominate the market, by allowing the Authority to negotiate with other Operators to achieve
the greatest VM. Bus reform would give the Authority control over the re-allocation of profits to
ensure that they are reinvested in a way that best suits the whole public transport network.

Fit for Purpose West Midlands Bus Network

At present, the West Midlands Bus Network does not adequately meet the needs of residents
or support the Authority’s wider vision for transport.
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Bus reform will give the Authority the power to make transformational changes to the West
Midlands Bus Network to end the spiral of decline and ensure that the West Midlands Bus
Network expands over the coming years, rather than contracts.

For example, bus reform would give the Authority the power to introduce new Services or
increase frequencies in order to better serve areas in need of better bus provision.

Summary
This paragraph 5 can be summarised as follows:

(@) the West Midlands Bus Network is facing a series of challenges related to the long-term
decline in bus patronage, increased operating costs, lack of network integration, and
reduced commerciality of the West Midlands Bus Network. Combined, these issues are
reducing the attractiveness of Services in the West Midlands; and

(b) bus reform is seeking to address these challenges through better planning and
operation of the West Midlands Bus Network that improves the offer to residents over
the long-term. This will help to ensure that the West Midlands Bus Network supports
the Authority's wider vision for transport in the Authority's Region and is integrated into
the wider public transport network.

Objectives
Introduction

The Franchising Guidance requires the setting of clear objectives relating to what the Authority
is seeking to achieve, against which different options can be assessed. These objectives are
intended to:

(a) establish the goals for what bus reform should achieve;
(b) reflect the key challenges (as outlined in paragraph 5); and
(c) support an assessment of bus reform options.

The strategic objectives outlined in this paragraph 6 can broadly be grouped into three main
categories that directly relate to the problems and challenges identified:

(a) the Operational objectives address the challenges the current system creates for
passengers;
(b) the Efficiency objective addresses the financial and managerial challenges that the

Authority faces in procuring and delivering Services in the Authority's Region; and

(c) the Visionary objective addresses the ability of bus reform to support the Authority in
maximising the value of the West Midlands Bus Network in achieving wider policy goals.

The objectives are summarised in Figure 1-12, and discussed in more detail below, including
how the success of each objective will be measured and within which timeframe.

It is important to note that whilst the success of these objectives will be assessed as part of the
Monitoring & Evaluation for bus reform, there are wider factors at play which could impact on
the extent to which the objectives are achieved (e.g. government policy).
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Figure 1-12: Strategic Objectives
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*Objective 1: Network
Operational [ *Objective 2: Customer Experience

*Objective 3: Fares and Ticketing

*Objective 4: Environment

Efficiency *Objective 5: Stability

*Objective 6: Transformation and

Visionary Change

Objective 1: Network

Ensure public transport is inclusive and meets the changing needs of diverse West
Midlands communities, by all modes working together

The West Midlands Bus Network and the public transport network in the West Midlands should
be as accessible as possible for different types of people undertaking different types of journeys.
The public transport network should therefore be fully integrated to ensure that end-to-end
journeys are catered for, whilst ensuring that the network is welcoming and usable for all.

This objective is intended to address how options can contribute to a more inclusive and
integrated network that better suits the needs of communities in the West Midlands. For this
Assessment, measurement of an option's success is considered in terms of the extent to which
it increases the Authority's influence to affect the usefulness and convenience of the overall
public transport network.

Post implementation, performance against this objective will be measured through consolidating
research into customer opinions and outcomes, with monitoring data which shows how the bus
and wider public transport networks have changed (e.g. in terms of miles, frequency and speed),
and background socio-economic data (e.g. access to employment and education opportunities).
Impact against this objective will be evident within each phase of implementation within three
years of mobilisation. Monitoring will continue over the life of the option implemented.

Objective 2: Customer Experience
Improve customer experience when planning and making journeys

Ensuring a good passenger experience for all is one of four key objectives for the West Midlands
BSIP. To improve passengers' whole-system experience, improvements need to be made to
vehicles, facilities, branding and information, safety, and personal security. Importantly,
passengers need to have trust in the information they are provided around Services, fares, and
disruption.
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This objective is intended to address how options can contribute to a higher quality and more
consistent offer to passengers across their entire journey. For this Assessment, measurement
of an option’s success is considered in terms of the extent to which it increases the Authority's
influence over the customer offer and experience.

Post implementation, performance against this objective will be measured through consolidating
research into customer opinions and outcomes (e.g. Transport Focus and WM Travel Trends
and Behaviour Surveys), with monitoring data which shows performance of Operators against
contractual targets. Impact against this objective will be evident within each phase of
implementation within three years of mobilisation. Monitoring will continue over the life of the
option implemented.

Objective 3: Fares and Ticketing
Increase traveller understanding and confidence through simple, and affordable, fares

Despite recent progress under the Reference Case, complexity in the ticketing system continues
to create barriers to bus travel. Differences in fares and ticketing arrangements between
Operators and modes, combined with a plethora of sales and information channels means that
the ticketing system is not intuitive for passengers and is not as affordable as it could be.

This objective is intended to address how options can contribute towards a simpler ticketing
system across the public transport network, ensuring ease-of-use and VfM. For this
Assessment, measurement of an option’s success is considered in terms of the extent to which
itincreases the Authority's influence over fares and ticketing arrangements, including their ability
to introduce initiatives to reduce the cost of travel for specific socio-economic groups or those
making particular trip types.

Post implementation, performance against this objective will be measured through consolidating
research into customer opinions and outcomes, with monitoring data which shows the impact
of fares and ticketing changes on patronage/revenue, and background socio-economic data.
Impact against this objective will be evident within five years of mobilisation of the first phase,
with a direction of travel discernible within three years. Monitoring will continue over the life of
the option implemented.

Objective 4: Environment
Reduce the climate, air quality, and other environmental impacts of the bus fleet

Reducing the environmental impact of buses is one of four key objectives for the West Midlands
BSIP. Reducing carbon emissions from buses is therefore imperative to the quality of our places
and the health of residents in the West Midlands. This can be supported through moving to a
ZEB fleet.

This objective is intended to address how options can contribute to reducing the negative
impacts of buses on the environment and ensuring that the bus fleet supports Net Zero
ambitions. For this Assessment, and post implementation, the measurement of an option’s
success is considered in terms of the trajectory of its reduction in the kilometrage of diesel/non-
ZEB Services.

Impact against the diesel bus kilometrage operation measure of this objective will be evident
within five years of mobilisation of the first phase in terms of the direction of travel, although the
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last diesel buses operating within the West Midlands are not presently expected to be replaced
until 2039.

Objective 5: Stability

Ensure that on a long-term basis, West Midlands Services are financially stable and
affordable

The commerciality of the West Midlands Bus Network is underpinned by short-term financial
support and ongoing negotiation between the Government, the Authority and Operators which
does not represent a viable or best value long-term option for financially supporting the network.
A lack of competition among Operators has resulted in a monopoly market in which the
Operators are effectively able to 'name their price' for Supported Services.

This objective is intended to address how options can contribute to making the network more
financially viable on a long-term basis, whilst ensuring VfM. For this Assessment, measurement
of an option’s success is considered in terms of the extent to which it increases the Authority's
ability to achieve certainty and stability of funding levels and sustainable influence to increase
‘good’ competition and obtain the resulting benefits for financial network viability.

Post implementation, performance against this objective will be measured through diversified
operator engagement with the Authority, the translation of this into increased competition for
tenders issued, and changes in the balance of operators in the West Midlands and the value for
money of tenders received. Initial impact against this objective will be evident during
procurement activity in advance of mobilisation of each phase of operation, with an overall
impact being realised once all phases have been procured. Monitoring will continue over the
life of the option implemented.

Objective 6: Transformation and Change

Enable the Authority to secure ambitious, transformational public transport
improvements to deliver wider policy goals

The Authority's ability to secure more visionary changes to the public transport network is
constrained by the current deregulated operating model and is therefore challenging to achieve.
Delivering visionary changes is key to delivering the ambitions set out in the West Midlands LTP
including the three primary transport outcomes of improving accessibility, reducing traffic, and
decarbonising the transport network.

This objective is intended to address how options can contribute to providing the Authority with
sufficient control over the public transport network to achieve more transformational change.
For this Assessment, measurement of an option’s success is considered in terms of the extent
to which it increases the Authority's ability to plan and deliver structural change in public
transport connectivity and affordability. These changes will directly link to what the Authority is
seeking to achieve in its new Local Transport Plan which will have specific modal and place-
based targets.

Post implementation, performance against this objective will be measured in terms of the
strategic, value for money, affordability and deliverability outcomes of Authority public transport
interventions and initiatives as set out in the business cases which will be required to secure
funding and/or approval to implement those interventions. The timescales over which impacts
against this objective will be considered over the short-term and long-term depending on the
type of intervention.

65



6.23

6.24

Role of Bus in Meeting the Objectives

Logic mapping is a systematic and visual way of presenting the key actions required in order to
meet a set of outcomes and to reach a set of objectives. The DfT TAG sets out how to develop
a logic map to aid the evaluation of transport intervention. Through this a number of key
components required as listed below:

(@)

(b)

()

(d)

(e)

the context and issues being addressed within which the intervention aims to
overcome. This context and key challenges have been previously set out in
paragraph 5;

a number of inputs which are the drivers for change in order to reach the desired
objectives. In the case of bus reform, as shown below, these are 'Additional powers'
(for the Authority) and 'Additional powers and additional funding’;

Outputs: more specific interventions which are now enabled due to the inputs. An
example may include a 'consistent fares and ticketing offer/system’;

Outcomes: a number of short and medium term outcomes resulting from the outputs. A
consistent fares and ticketing offer will likely lead to 'Reduced cost to travel by bus'; and

Impacts: longer term outcomes as a result of the intervention.

The Logic Map below in Figure 1-137° provides an overview of how bus reform can lead to a set
of outcomes to meet the six objectives set out earlier in this paragraph 6.
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An interactive version can be found at https://dev.logimapper.com/board/40df40ed-7886-4ca8-8fbc-589chb33fb6f4
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Figure 1-13: How Bus Reform can Support the Objectives
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Option Development and Assessment
Introduction

This paragraph 7 outlines the Delivery Options which are available to the Authority and their
potential to secure the objectives set out in paragraph 6. The Bus Services Act established a
range of options to be available to LTAs, which are presented within this paragraph 7.

Prior to setting out the long list of options available, this paragraph 7 describes the potential of
the different options against the objectives and based on their performance, identifies the
Delivery Options which are considered in further detail in the remaining four cases of this
Assessment.

Further details on the Delivery Options and their assessment can be found in the Appendix to
this Strategic Case.

Delivery Options Development

The Bus Services Act requires that, where an LTA decides to consider Franchising of services
in its area, an assessment needs to be developed to demonstrate that Franchising is the most
suitable Delivery Option to deliver its objectives and aims. The Act also states that the
assessment should set out the options which have been considered in developing the
Franchising Scheme put forward for consideration.

Other suitable 'non-Franchising' options need to be assessed and compared to Franchising
within an assessment. The necessary trade-offs are identified and addressed as part of this
Assessment and are considered central to the Authority's decision about which Delivery Option
to pursue.

This Assessment sets out the information necessary for the Authority to make a decision as to
how Franchising compares with the available alternatives for delivering its strategy and
objectives, and against the Reference Case.

New funding made available for buses (for example BSIP) is only available under an enhanced
partnership or Franchising, as set out in Bus Back Better. The funding conditions for each of
these would allow the Authority to present a like-for-like comparison between the Reference
Case and the Delivery Options. That is, it would allow the Authority to demonstrate whether the
Delivery Options are able to deliver better on the VfM outcomes under similar funding
conditions, therefore supporting the decision-making process.

As a result of the necessity to gain funding set out in Bus Back Better, the options shortlisted
are as follows:

(a) Do Minimum - the Reference Case: continued partnership with Operators as per
current arrangements;

(b) Do Something — Future Partnership: continued partnership with Operators, with
alterations to the existing arrangements; and

(c) Do Something — Franchising: suspension of the current partnership with Operators,
and power taken by the Authority to contract or permit all Services in its region.
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Delivery Option Assessment

It is imperative that the Delivery Options achieve the desired objectives. The six strategic
objectives (described in more detail in paragraph 6) are:

(a) Objective 1 - Network: ensure public transport is inclusive and meets the changing
needs of diverse West Midlands communities, by all modes working together;

(b) Objective 2 - Customer Experience: improve customer experience when planning and
making journeys;

(c) Objective 3 - Fares and Ticketing: increase traveller understanding and confidence
through simple and affordable fares;

(d) Objective 4 — Environment: reduce the climate, air quality, and other environmental
impacts of the Services;

(e) Objective 5 — Stability: ensure that on a long-term basis, Services are financially stable
and affordable; and

(f) Objective 6 - Transformation and Change: enable the Authority to secure ambitious,
transformational public transport improvements to deliver wider policy goals.

To ensure that the Delivery Options support the objectives, the Authority has undertaken a
qualitative assessment to understand strategic fit. The output of this is provided in Table 1-2,
with the justification column summarising what has been set out in this Strategic Case.
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Table 1-2: Strategic Fit of the Reference Case and Delivery Options against Objectives

Objective The The Future
Reference | Partnership

Case

Objective  1:
Network

Objective  2:
Customer
Experience

Objective 3:

10-86188903-19\360717-17

Franchising

Justification

Under the EP, the West Midlands Bus Network has experienced a spiral of decline whereby a
reduction in patronage has resulted in a reduction in the network coverage which will continue
to reduce without intervention (paragraph 5.45). In both the Reference Case and the Future
Partnership, the West Midlands Bus Network will continue to be designed around Operators'
commercial networks and will therefore not help to end the spiral of decline. However,
Franchising will give the Authority the power to create a much more inclusive and integrated
network that better suits the needs of its communities (paragraphs 5.50 to 5.52). This would give
the Authority the power to make changes such as better integrating bus with other public
transport modes, make changes to improve the efficiency of the West Midlands Bus Network,
and respond quickly to changing demands. This would help to increase patronage and end the
spiral of decline.

Under the EP, customers using the West Midlands Bus Network have reported some of the
lowest customer satisfaction ratings in England (paragraph 5.18). Both of the Delivery Options
will seek to increase competition in order to drive service quality. However, Franchising will give
the Authority the power to implement other measures to provide a higher quality and more
consistent offer to passengers across their entire journey. This would give the Authority the
power to make changes such as better planning the West Midlands Bus Network to suit the
needs of customers (paragraphs 5.50 to 5.51), integrate fares and ticketing to ensure that
customers can benefit from the cheapest ticket options (paragraphs 5.53 to 5.57), and make
transformational changes to the network to ensure that it better meets the needs of people in
the West Midlands (paragraph 5.66).

Under the EP, there have been some improvements to ticketing (such as the introduction of
Swift Go) to simplify the offer for passengers. However, measures to create an entirely simplified
ticketing offer (such as contactless capping) are not possible under the current regulatory
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The Future
Reference | Partnership

Objective

Franchising Justification

Fares and
Ticketing

arrangements (paragraph 5.23). The Future Partnership will deliver a joint ticket sales function
that would focus on selling nBus tickets to businesses, universities and third sector organisations
to simplify the ticketing process. This will be an improvement on what is available under the EP,
but not achieve the ambition to deliver a fully integrated and simplified system or a common set
of bus fares. However, Franchising will give the Authority the power to overhaul the whole
ticketing process and specify the systems used to allow contactless capping across the entire
transport network (paragraphs 5.53 to 5.57). This will enable the creation of a simpler ticketing
system across the public transport network, ensuring ease-of-use and VfM. Franchising will also
give the Authority the power to control fares and concessions allowing them to potentially make
bus travel more affordable for those on the lowest incomes.

Objective  4:
Environment

Under the EP, only 11% of buses operating in the West Midlands Bus Network are ZEBs (as of

February 2024). This is due to the shift towards ZEBs being driven by LAs (particularly Coventry)

rather than Operators whose decisions are largely driven by commercial considerations rather

than environmental ambitions. Whilst LAs can support Operators in the transition to ZEBs in the

EP, they do not have the power to specify the vehicle type or the speed of transition (paragraph

5.32). The Future Partnership will enable the Authority to continue to support Operators in the

transition to ZEBs, particularly through the provision of new depots. However, this Delivery

10-86188903-19\360717-17 71



Objective

The
Reference
Case

The Future
Partnership

Franchising Justification

Objective  5:
Stability

10-86188903-19\360717-17

Option will again not give the Authority power over the fleet specification. Franchising will give

the Authority the power to specify the fleet to be used on the West Midlands Bus Network and

could either accelerate the replacement of the fleet or retrofit a proportion of the fleet to be zero

emission. This will help to reduce the negative impacts of buses on the environment and ensure

the bus fleet supports Net Zero ambitions (paragraph 5.59).

Under the EP and the Future Partnership, the Authority has awarded Operators a Network
Stability Grant which will ensure the West Midlands Bus Network remains stable (i.e. no network
cuts) until 31 December 2024. This agreement has prevented an estimated 30% reduction in
Services on top of the 12% reduction already implemented during the Covid-19 period. Despite
this approximately £156 million of public funding for the grant, under the EP and the Future
Partnership, the Authority still has limited influence over the West Midlands Bus Network and
after 31 December 2024; there is no agreement in place to ensure the stability of the West
Midlands Bus Network. Franchising will give the Authority the power to stabilise the bus market
in the long-term through increased competition and commerciality (paragraphs 5.61 and 5.62).
Reducing the dominance of a single Operator and increasing competition will help to create an
environment for innovation and efficiencies which would result in benefits such as reduced
operating costs and cheaper fares for passengers (paragraphs 5.61 and 5.62).
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Objective The The Future

Reference | Partnership
Case

Objective  6:
Transformation
and Change

. Low level of strategic fit against objectives

10-86188903-19\360717-17

Franchising

Justification

Under the EP, the West Midlands Bus Network has become financially dependent on the level
of funding provided by the Authority. If this funding cannot be provided in the future, difficult
decisions will need to be made in the EP, including Service cuts (paragraph 5.45). The Future
Partnership option will deliver some alterations to the current arrangements, including further
development of the RTCC to better allocate resources to further support the Authority's
ambitions. However, generally, the bus market will continue to operate 'as is' with few
opportunities to deliver transformational changes. However, Franchising will give the Authority
the power to deliver ambitious and transformational changes that meet the three primary
transport outcomes set out in its LTP. These transformational changes could include better
integration between modes to deliver its vision for a 45-minute region, fares & ticketing reform
to make the West Midlands Bus Network more affordable and attractive for residents, and
realigning the roll out of ZEBs in line with wider policy ambitions.

Medium level of strategic fit against objectives . High level of strategic fit against objectives
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7.11

7.12

7.13

7.14

7.15

7.16

7.17

Preferred Delivery Option

The Reference Case and Delivery Options have been set out and assessed in this paragraph
7. All three options have been considered in detail to understand their potential to support the
strategic objectives for bus reform in the West Midlands.

Based on the considerations presented in this paragraph 7, it is recommended that Franchising
('Do Something') is adopted as the preferred Delivery Option on grounds of strategic rationale.
This is because this Delivery Option demonstrates the greatest strategic benefits against the
bus reform objectives; especially those relating to Fares and Ticketing (objective 3) and Stability
(objective 5).

Neighbouring Authorities

Section 123B of the Transport Act 8 requires CAs to consider whether, and the extent to which,
Franchising would contribute to the implementation of neighbouring LA's LTPs and other
policies that affect local Services as part of their assessment.

The Authority borders three LTAs, as follows:
(a) Staffordshire County Council;

(b) Warwickshire County Council; and
(c) Worcestershire County Council.

Paragraph 3 above of this Strategic Case sets out the key policies for neighbouring LAs in the
West Midlands. This included their LTPs and their BSIP as well as their enhanced partnership
arrangements where appropriate. A review of neighbouring LAs' key policies concluded that
they closely align with the West Midlands LTP5 'Reimagining Transport in the West Midlands'
with all LAs striving to achieve similar goals.

To understand the potential impact of Franchising in more detail, the Authority has engaged
with its neighbouring LAs. In addition, the Authority has undertaken engagement with four other
proximate LAs: Shropshire County Council, Telford and Wrekin Council, Leicester City Council
and Leicestershire County Council. The meetings focused on the following themes:

(a) an update on this Assessment process/progress;
(b) how the Delivery Options may help meet the Authority's plans and policies;

(c) cross boundary Services, including those which the Authority intend to run as part of
the Franchising Scheme (in general run from depots within the Franchising area); and

(d) any other comments or feedback.

The feedback from the engagement with neighbouring LAs has fed into this Strategic Case and
is summarised in Table 1-3 below:
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Table 1-3: Neighbouring LAs Feedback

Theme

Feedback

How the  Delivery
Options may help meet
the Authority's plans
and policies

e Overall, Franchising is seen as positive, especially for residents who travel
into the Authority's Region.

e Concern that Franchising could cause driver and vehicle resources to
transfer into the Authority's Region, making bus networks inoperable in

neighbouring areas.

e Recognition of the huge opportunities created by Franchising. There is
political desire to move to Franchising in some areas.

o Challenge that Franchising could make it harder to resist political
interventions that are detrimental to the wider network.

¢ Concern that any additional/enhanced vehicle specification criteria could
result in increasing costs of contracts in the neighbouring areas.

¢ Franchising considered to give more control and 'make life easier'.

¢ Funding is a barrier to enhanced partnerships, but there is potential for
further developments to be delivered through BSIP+ and Network North.

Cross-boundary
Services relating to
Franchising in the
Authority's Region

e Potential Services that could be included in a Franchised network were
flagged.

e Concern is that if some of an Operator's best cross-boundary routes are
Franchised, this could lead to a collapse of the wider network.

¢ Recommendations on what could be included in a Service Permit Regime.

e Recognised the importance of understanding the impact of Franchising on
local budgets.

e Preference from some areas for cross-boundary Services to be included
within Franchising.

Any other comments or
feedback

¢ Providing passengers with a seamless experience for cross-border travel is
considered the priority.

7.18  The Franchising Scheme is likely to have some impacts on the neighbouring LAs' policies and
strategies. As a whole, these impacts are expected to be positive with improvements to
passenger experience through better integration and improved quality of Services. However,
there could be some minor negative impacts which the Authority will seek to mitigate. The
Authority will continue to engage with neighbouring LAs throughout the development of this

Assessment.

10-86188903-19\360717-17
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8 The Need for Intervention

Introduction

8.1 The West Midlands is facing significant challenges in delivering a more sustainable and efficient
bus network, as established in paragraph 4. Paragraph 3 summarised the importance of the
West Midlands Bus Network and the contribution it makes to the wider ambitions of the Authority
to make the West Midlands better connected, more prosperous, fairer, greener as well as a

happier, healthier place to live.

8.2 This paragraph 8 forms the argument and justification for how regulatory change can lead to
these improvements through solving and mitigating the challenges previously described.
Furthermore, this paragraph 8 sets out how regulatory change in the West Midlands bus market
can help the Authority deliver their ambitious vision for reimagining transport in the West

Midlands, outlined in their emerging LTP.

Figure 1-14: Three Strategic Arguments

8.3 This need for intervention is based upon three strategic arguments, as set out in Figure 1-14.

Operational Case

Operational

Enabling ‘quick win’
improvements for
passengers, such as an
enhanced network,
changes to fares, and
improved fleet, without
additional public-sector
funding

Efficiency

Allowing the Authority to
efficiently manage the
West Midlands Bus
Network on a day-to-day
basis, and deliver more
Services for the same
current level of public
subsidy

Supporting the ability
for bus reform to enable
‘transformational’ changes
to the network, such as
higher frequencies, new
routes, and greater
integration with rail and

A Better Planned, More Integrated West Midlands Bus Network

8.4 Public transport in the West Midlands should be one integrated network that works for the benefit
of all passengers, irrespective of modal choice. However, the current arrangement incentivises

public transport modes to be in direct competition with one another.

8.5 Operators are presently incentivised to maximise revenue and profit on their Services and are
therefore in direct competition with one another and with other modes such as rail and tram.

10-86188903-19\360717-17
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8.6

8.7

8.8

8.9

8.10

8.11

8.12

8.13

This competition limits the extent to which Operators may be willing to connect to or integrate
with rail and metro Services.

Competition between Operators, or individual Operator action to reduce competition, on
individual routes can lead to over-bussing on profitable corridors. This is not only an inefficient
use of resources, but detrimental to the wider West Midlands Bus Network. Whilst the impact of
this is limited to a relatively small number of corridors in the West Midlands, bus reform could
allow the Authority to reduce the remaining on-street competition between Operators to
rationalise and reallocate duplicated resources across the Authority's Region to benefit public
transport passengers as a whole.

Depending on the Delivery Option chosen, the Authority could be given power to better plan the
public transport in the West Midlands through better integration of all public transport modes
including bus, rail, and tram. This would enable the Authority to better shape the direction of the
network in line with its wider ambitions for reimagining transport in the West Midlands.

A Better Customer Experience

As part of the EP under the Reference Case, the Authority does not have any control over, or
the right to make changes to commercial Services such as increasing service frequency or re-
routeing a service. The Authority's role is limited to a small capability to provide financial support
for route diversions or additional service departures.

The current inefficiencies in network planning and the lack of an integrated public transport
network in the West Midlands disproportionately impacts the most disadvantaged who rely on
public transport to access their everyday needs. Bus reform provides an opportunity for the
public transport network to be rethought and replanned to provide more deprived areas with
affordable and accessible access to healthcare, education, and employment opportunities that
may not currently be available to them.

Depending on the Delivery Option chosen, the Authority could be given power to make changes
to service routeings and alter service frequencies to better serve the needs of passengers. This
would allow the Authority to deliver new Services in areas of greatest need (such as areas with
low car ownership or areas with the highest levels of deprivation) or to reduce the number of
Services where there is an oversupply. This will help to ensure that all people in the West
Midlands have equal access to opportunities.

Good passenger information creates a more attractive network which is easier to use and to
market to new passengers and visitors, encouraging patronage growth. Under the existing
arrangements and any Future Partnership, any changes or improvements to passenger
information remain subject to voluntary agreements between the Authority and the Operators.
Through Franchising, the Authority would have more control over information provided about
the West Midlands Bus Network and Services.

The Authority would also have the opportunity to improve how Services and delays are
managed and addressed. Current Traffic Commissioner regulations require that 95% of buses
depart 'on-time’ (defined as between one minute early and five minutes and fifty-nine seconds
late). Bus speeds have been declining for a long time and complying with this regulation has
become increasingly difficult on congested roads, and a challenge to achieve without extending
timetables to the point where buses frequently stop to 'wait time' when traffic is lighter.

Journey times and reliability are key issues for passengers, and research undertaken by Open
Data Institute Leeds (now Open Innovations) and for the West Midlands Bus Alliance suggests
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8.14

8.15

8.16

8.17

8.18

8.19

that performance against this 95% punctuality rule does not relate very well to passenger
satisfaction with journey times.?*

For example, if all of Operator A's buses on a route were just one minute over the on-time
threshold, it would achieve 0% punctuality under the current regulations rule. Operator A could
be subject to serious penalties from the Traffic Commissioner. But if 5% of another Operator's
(Operator B) buses were 30 minutes late (even thought they might run 95% of its Services just
one minute closer to the timetable and be quite safe from Traffic Commissioner sanctions), most
passengers would likely still prefer to have Operator A run the service. This is because with
Operator B's Services they would never know when they might encounter one of these
occasional very delayed journeys, and commuters would have to allow a 30-minute contingency
time for every journey so as not to risk being late.

The Authority and Operators work hard to meet the 95% rule, but this means less focus on those
5% of occasional very delayed Services. The Open Data Institute Leeds research suggests that
to counter the risk of a very slow journey, many passengers are budgeting for a contingency
time that can be as much as the timetabled journey time again.

New regulations as a result of changes to the delivery of Services would enable a shift in focus
from managing the numbers of (slightly) late-running buses, to managing the numbers of
passengers suffering very slow journeys. This is an opportunity to greatly reduce the time bus
passengers allow for their journeys, even if the increase in traffic and car use slowing buses
down in general continues to occur — in some cases, the impact on passenger demand could
be equivalent to doubling bus speeds.®

With access to the Bus Open Data Service, passenger journey times nowadays can be
measured just as practically as bus departure times and have been successfully monitored for
certain stop pairs in the EP.

A change or addition to the regulation of Services of this kind, in response to the challenge of
ever-declining bus speeds discussed elsewhere, could make the slowest buses faster. By
tackling the growing amount of time passengers must allow for bus journeys, this would help
stem the accompanying decline in passenger numbers — there is a 1% drop in demand with
every 1% drop in average speeds.®

Simpler, More Integrated Fares and Ticketing

The introduction of the 'nBus' ticket in the West Midlands significantly improved the ticketing
offer by giving passengers the ability to travel on all Operators' Services with a single ticket.?4
However, as described in paragraph 5 above, there remain significant barriers to passengers
as a result of the complexity of the fares system.
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Transport Practitioners Meeting 2018, 'Real Journey Time: A New Understanding Of Bus Passenger Experience’

The Authority 2022, Quarterly Research Paper Issue 12 'New evidence for 'Real Journey Time' https://data-insight-
tfwm.hub.arcgis.com/search?g=quarterly%20research%20paper

Greener Journeys 2016, 'The Impact of Congestion on Bus Passengers'

Noting that the concept of a single ticket pre-dates the 'nBus' ticket (e.g. 'Busmaster' tickets).
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8.21

8.22

8.23

8.24

8.25

8.26

8.27

Bus reform could allow the Authority to create a fully unified fares and ticketing system, with a
common set of bus fares — for example a 'London-style' fare system. This would enable a
simpler system, with fares no longer being set by individual Operators.

Passengers would benefit from this reform through cost savings due to the reduced complexity
of fares and ticketing. Importantly, this will benefit low-income residents by allowing them to find
the cheapest ticketing option available when travelling by bus. From a customer experience
perspective, simpler ticketing provides better information from a single source.

A simpler ticketing system would help to promote greater confidence in travel by bus, by
ensuring that they are getting value from their ticket. This is likely to lead to an improved public
perception of bus, which could in turn lead to increased patronage and higher revenue.

A Cleaner, More Environmentally Friendly Bus Fleet

As outlined, previously, transport is the largest carbon emitting sector in the UK, accounting for
34% of emissions in 2022.8% Reducing the environmental impact of transport is a key ambition
for the Authority with its 2026 Delivery Plan for Transport citing the importance of Operators
adopting better emissions standards.

However, the Authority has limited influence over the rate at which Operators transition their
vehicle fleet and whether new vehicles introduced are zero emission or cleaner/reduced
emission vehicles. The Authority is further constrained, including by subsidy-control legislation,
in providing financial support to individual Operators to help achieve its goals in relation to bus
fleet improvement. There is uncertainty regarding the timeline for when the benefits of reduced
emission from buses will be realised.

Through bus reform, the Authority would be able to specify the fleet to be used on the West
Midlands Bus Network and could either accelerate the replacement of the fleet or retrofit a
proportion of the fleet. Taking into consideration the number of AQMAs in the West Midlands,
the Authority would be able to target the roll out of ZEB to maximise public benefit, for example
by targeting areas with worse air quality.

Finally, there is potential for the financing of electric buses and a new bus fleet to be cheaper,
and therefore more cost effective, if the bus fleet is under public sector control. The public sector
and the Authority have the potential to borrow money at a cheaper interest rate than that of the
private sector, providing a cost saving in the long run. This would allow the Authority to
demonstrate better VfM when purchasing and upgrading the current bus fleet to a fully electric
fleet.

Efficiency Case
An End To Short-Term, 'Ad Hoc' Funding Arrangements

The current model for delivering Services across the Authority's Region is based on short-term,
ad-hoc deals with Operators. Securing these short-term deals is often challenging and due to
financial and efficiency reasons, is not viable or sustainable over the long-term.
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Department for Energy Security & Net Zero (2023) '2022 UK greenhouse gas emissions, provisional figures'
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8.28

8.29

8.30

8.31

8.32

8.33

8.34

8.35

Firstly, short-term deals with Operators are often based on warnings of withdrawing or reducing
Services. The recent short-term solution agreed with Operators in response to the threat of
withdrawing or reducing one-third of Services is evidence of this. The Authority was left with
little option other than to provide an additional £50 million subsidy per annum to maintain
Services at their current level. This sort of approach is unlikely to be repeatable in the future
due to not promoting a competitive market.

The current model is not only unsustainable from a financial perspective, but also from an
efficiency angle. Operating the current model is very resource intensive with the wider
management team within the Authority spending significant amounts of its time negotiating with
Operators. If the current funding model were reformed, senior management within the Authority
could use their time and expertise to focus on improving the network and seeking to increase
patronage. These inefficiencies are also likely an issue for Operators.

Financial Stability in the Long-Term

Operators are focused on commercial drivers, that is maximising their profits on Services that
have high demand and therefore generate strong revenue. However, it is widely accepted that
the West Midlands Bus Network is going to become less commercially viable over the coming
years. As Operators threaten to withdraw more non-commercial routes, it is fair to assume that
the Authority will be expected to run more Supported Services in the future. This will be at a
high cost to the organisation, but the alternative is running the risk of destabilising the entire
network.

The lack of competition across the West Midlands Bus Network means that Operators are in a
strong bargaining position and can essentially 'name their price' for running Supported Services.
If there are no other Operators to provide the service, then the Authority has no choice but to
pay a premium to the only bidder. This means that the Authority is paying above average costs
to keep these Services running which reduces the number of Services that the Authority can
afford to support.

This isn't to say that current Operators are doing a bad job, they just have a set of interests
which do not fully align with the Authority's strategic objectives and ambitions. The main driver
for Operators is profit margins whilst the main driver for the Authority is to maintain Services
over the long-term, efficiently, and affordable.

Depending on the Delivery Option chosen, the Authority could be given powers to manage the
network more efficiently day-to-day whilst also getting more from the public subsidies invested
into the network. This may allow the Authority to expand the network in the future, rather than
just maintaining it.

Securing and Demonstrating VfM and Accountability for Public Spending

As previously outlined, there is an acceptance that the commerciality of the West Midlands Bus
Network is reducing, and that an increasing number of Services will need to be supported by
the public sector. Therefore, there is an increasing need to demonstrate value for the money
used to support the West Midlands Bus Network, which is difficult under current 'ad-hoc' funding
arrangements.

The Authority's current deal with Operators only protects the West Midlands Bus Network at its
current level until the end of 2024. To maintain the current level of service after that point, the
Authority will be seeking financial support from LAs and the Government. The Authority will
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8.36

8.37

8.38

8.39

8.40

8.41

8.42

therefore need to demonstrate that any funding from public sources will be spent in a way that
maximises benefits and public value.

The dominance of NX in the market runs the risk that changes to its management or ownership
could result in a more adversarial relationship with the Authority. This could lead to greater
requests for de minimis payments and greater deregistration of commercial Services to seek
Supported Services Contracts. Without sufficient competition, the Authority would have limited
options but to accept Operator demands which would undermine its ability to secure VM for
Services whilst maintaining network coverage.

Without increased competition in the market, there is a risk that the benefits of continued public
funding for Services will be absorbed by Operators profit margins rather than maximising the
benefits for passengers. In turn, this reduces the Authority's ability to meet its wider objectives
to deliver a safe, reliable, affordable, and accessible public transport network.

Regulatory change would allow more competition across the West Midlands Bus Network;
allowing new Operators to enter the market. This increase in competition would drive down
costs for the Authority as Operators would reduce their margins to stay competitive. This would
enable more Supported Services to be delivered at the same cost to the Authority,
demonstrating the value of investing public money.

Direct Financial Benefits from Major Investment in Bus Priority

Increased congestion along key bus corridors has resulted in longer journey times for
passengers, contributing to declining bus patronage. To address this, the Authority has invested
a significant amount of public money into bus priority measures such as bus lanes and bus
gates to improve journey times and reliability. For example, the Authority is investing
approximately £150 million into Sprint; the first phase of which has resulted in bus journey time
savings of up to 22%.85 However, whilst the Authority has funded this scheme; the monetary
benefits have been felt by the Operators whose Services have benefited from reduced
congestion resulting in reduced operating costs.

If the bus model were reformed, the Authority and LAs would have the opportunity to benefit
from the investment it makes in improving the West Midlands Bus Network. Increased levels of
bus priority in the West Midlands have the potential to create significantly faster and more
consistent journey times which would reduce operating costs.

Bus priority has the potential to make travel by bus more attractive, increasing passenger
numbers and therefore revenue. This would help to make more parts of the West Midlands Bus
Network more commercial and less reliant on funding to maintain Services, reducing costs for
the Authority. The money saved from this could be used to support other Supported Services,
potentially re-introducing Services to communities where they have been cut. Revenue surplus
could be reinvested in other parts of the transport network in the West Midlands to ensure that
the West Midlands has a transport system that works for all.

Without bus reform, the financial benefits from the Authority's investment in the transport
network would be absorbed by Operators. Although Operators may invest some of their profits,
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The Authority's analysis. Sprint Bus Corridor

10-86188903-19\360717-17 81


https://www.tfwm.org.uk/who-we-are/what-we-do/sprint-bus-priority-corridor/#:~:text=Sprint%20is%20a%20bus%20priority,more%20about%20what%20Sprint%20is

the Authority would have limited control over the allocation of this, therefore it is unlikely to
support its wider objectives.

Visionary Case

8.43  The visionary case is aligned with the adopted LTP and the ambitions of the Authority to enable
'transformational’ changes to the West Midlands Bus Network. Regulatory change would allow
the Authority to consider the West Midlands Bus Network at a strategic level and facilitate
decision making to support the delivery of LTP objectives, subject to additional funding and
political support.

Transforming the Network

8.44  The Authority's LTP Core Strategy sets out a vision for a 45-minute region whereby people can
access a good range of places to undertake work, leisure, and socialising within a 45-minute
trip. Bus is central to this vision as the most used mode of public transport for West Midlands
residents and the mode with the flexibility to adapt to changing travel patterns. Bus also supports
‘anywhere to anywhere' trips whereby residents can use different combinations of rail, metro,
and bus to undertake their journey. However, to meet the 45-minute region vision, the West
Midlands Bus Network will need to expand to ensure that it covers every part of the Authority's
Region.

8.45 The Authority is currently undertaking Project Fuse, an analysis of how integration between
modes can be further improved as part of the evidence base for the emerging LTP. The aim of
Project Fuse is to create a balanced supply-oriented public transport network, enabling large
swathes of the Authority's Region to have coverage. This will include high demand Services still
routed directly, but with opportunities to allow small demand Services and demand flows to be
catered for through interchange. Figure 1-15 shows a good practice example of this with several
high demand routes going through the urban areas, supported by interchanges to provide
connections to all areas of the network. Using this model will allow greater integration with metro
and rail.

Figure 1-15: Balanced Approach of 'Supply Oriented' Network to Match High Demand Movements
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NX is supportive of Project Fuse and its ambitions. However, for full public transport integration
to be realised; the Authority needs to have the ability to direct the overall direction of change,
which is difficult when the commercial network is decided according to Operators' commercial
interests. Regulatory change (alongside enhanced funding and strong political support) will
provide the Authority with more control over the West Midlands Bus Network, which could
enable a major expansion of the West Midlands Bus Network to support their ambition to create
a high quality and affordable public transport system.

Regulatory change will allow the Authority to revolutionise the operational running of the West
Midlands Bus Network, promoting increased patronage and serving people over profits. This
would give the Authority the ability to better plan the public transport network, supporting
wholesale change and adopting best practice from Europe.

Alongside greater integration of the existing public transport network, bus reform will give the
Authority the opportunity to introduce new Services and/or increased service frequencies to
serve new developments and areas in need of new or improved bus provision. For example,
areas which have had their Service cut completely or the frequency significantly reduced could
benefit from renewed provision. Alongside social benefits, the provision of new Services could
lead to regeneration benefits by making places more attractive to invest into. However, the
ability to specify new routes or Services will rely on greater powers for the Authority to determine
the direction of travel.

There is no doubt that the West Midlands Bus Network plays a critical role in connecting people
to employment, education, leisure, and other key facilities, despite its role often being
undervalued. The Authority wants to expand the role of buses even further to meet its vision for
a 45-minute region and will therefore continue to invest in the network. However, without reform,
there is a risk that the full benefit of additional public funding will not be used to benefit
passengers or to meet the wider ambitions of the Authority.

Opportunity for Fares and Ticketing Reform

An essential element of an integrated public transport network is ticketing, not only ensuring
that the ticketing system is unified, but that it is affordable and understandable. At present,
working out the best option and best value ticketing option for public transport is complicated
and doesn't always provide VM.

To deliver a truly integrated network and increase patronage, the ticketing process needs to be
affordable and joined up. This is particularly essential for residents in the West Midlands who
face some of the greatest affordability challenges with travel.

Regulatory change will increase the ability of the Authority to use revenue sources to directly
subsidise fares and increase the number of concessions. These concessions could be targeted
at specific groups such as low-income groups or communities in deprived areas which heavily
rely on bus travel to access opportunities. For example, in the Tle-de-France region, the transport
authority allows recipients of certain social benefits to receive a free or a heavily discounted
travel card for use on all modes of transport. The level of discount depends on the type of social
benefits but is aimed to support the mobility of those on low incomes.

Concessions could be used to attract new passengers to travel by bus, which could encourage
people to change their travel behaviours and in turn increase bus revenue. For example, in
2019, the transport agency in Gothenburg, Sweden, handed out 30,000 free two-week passes
valid for travel on buses, ferries, and trams as part of a long-running campaign to encourage
residents to use public transport to meet their ambition to double the number of journeys by

10-86188903-19\360717-17 83



8.54

8.55

8.56

8.57

8.58

8.59

8.60

public transport by 2025. Several of these 'test rides' have been organised since 2010 and it is
estimated that, as a result, 20% of those who received the free tickets (100,000 residents) have
become regular users of public transport.®”

Regulatory change would give the Authority power to create new ticket types for non-
concessions for example 'hopper' style tickets across different public transport modes, but also
across other modes such as bike and scooter hire. This would support the vision for a fully
integrated transport network in the West Midlands. In London, TfL's £1.75 hopper fare gives
users unlimited access to buses and trams within one-hour of tapping in. In 2019, it was
estimated that 450,000 hopper journeys were being made each day,3® helping to make travel
more affordable and accessible to everyone.

Increased fare subsidies and concessions would come at a cost to the Authority and may not
be fully funded through regulatory change to the West Midlands Bus Network. However, there
are other options to raise additional revenue such as through measures which are being
considered through the delivery of the LTP. Using these potential revenue streams to benefit
improved Services and enhancing access may make these interventions more palatable and
acceptable publicly and politically.

The trailblazing devolution deal, including BSOG, has given the Authority greater control of its
budgets and its allocation of resources. However, for the benefits of this devolution deal to fully
be realised, the Authority must also have greater control of the operation of the West Midlands
Bus Network. This will help to ensure that the Authority's Region receives the maximum benefits
from public investment.

Aligning the Network to Support the Authority's Wider Ambitions

As previously outlined, the Authority has ambitious plans to reimagine transport in the West
Midlands to better support inclusive growth by providing a transport system that's fair to
everyone and the environment. The Authority's bold ambitions can only be achieved with greater
control of the West Midlands Bus Network, giving the organisation the power to make change.

Despite some progress in recent years through the Bus Alliance, there remains an
acknowledged lack of accountability and influence over Services in the West Midlands due to
the deregulated West Midlands Bus Network. This reduces the ability of the Authority to make
transformational changes to the network to deliver a sustainable and integrated West Midlands
Bus Network. The only way this can be achieved is through changes to the regulatory system
to give the Authority more power to control its own destiny.

Regulatory change would enable the Authority to develop a West Midlands Bus Network that
meets its wider ambition for reimagined transport in the West Midlands. This ambition cannot
be achieved under the current deregulated bus network arrangements.

Summary

This paragraph 8 can be summarised as follows:
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https://www.eltis.org/resources/case-studies/free-passenger-transport-exploring-benefits-and-disadvantages

https://tfl.gov.uk/info-for/media/press-releases/2019/september/new-figures-show-popularity-of-the-mayor-s-bus-
hopper-fare-since-launch
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(a) bus reform provides an opportunity for the Authority to deliver a better planned and
more integrated West Midlands Bus Network that works for the benefit of all passengers
and is more aligned with wider ambitions such as reducing emissions from the transport
sector. This would not only deliver a better and cheaper experience for passengers, but
also give the Authority additional opportunities to better support West Midland's most
deprived communities;

(b) bus reform provides an opportunity for the Authority to deliver a long-term, financially
sustainable West Midlands Bus Network that provides better VfM from public subsidies.
The financial benefits from this would allow the Authority to expand the West Midlands
Bus Network (including more Supported Services) and support other parts of the
transport network to ensure that the West Midlands has a transport system that works
for all; and

(c) bus reform provides an opportunity for the Authority to make transformational changes
to the West Midlands Bus Network by giving it the power to make strategic decisions
about how it better complements the wider public transport network.
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Strategic Case Appendix
Delivery Options Development
Delivery Options Shortlist

1.1 The Bus Services Act requires that, where an LTA decides to consider Franchising of Services
in its area, an assessment should be developed which demonstrates whether Franchising is the
most suitable option to deliver its aims and objectives. An assessment should set out the options
which have been considered in coming to the Franchising Scheme put forward for consideration.

1.2 Other suitable 'non-Franchising' options also need to be assessed and compared to Franchising
within an assessment. The necessary trade-offs are identified and addressed as part of this
Assessment and are considered central to the Authority's decision about which option to pursue.

1.3 As set out in paragraph 7 of this Strategic Case, the options considered in this Assessment are
as follows:

(@) Do Minimum - 'the Reference Case’;
(b) Do Something — "the Future Partnership'; and
(c) Do Something — 'Franchising'.

1.4 This Appendix provides additional information relating to the development of the specification
of the Delivery Options.

Do Minimum - 'the Reference Case'

1.5 The Franchising Guidance requires an assessment to set out a reasonable reference case
against which the shortlist options can be assessed. Such reference case must be consistent
with what is expected to occur and must be a reasonable future representation of the bus
delivery model in the West Midlands if there was no policy intervention.

1.6 For this Assessment a continuation of the EP is assumed to be the reasonable reference case,
as there is a good degree of certainty in what could be achieved if it were extended forwards in
time. As set out in Bus Back Better, Operators and public sector organisations will only be
eligible to receive this funding if they are part of an enhanced partnership (or Franchising)
therefore it can be assumed that the Reference Case will continue to be in place without
intervention. The details of the Reference Case are set out in paragraph 2 of this Strategic Case.

Do Something - 'the Future Partnership’
Introduction

1.7 The Future Partnership is based on the Reference Case, but through engagement with
Operators and stakeholders (including written responses from Operators to a market
engagement questionnaire produced by the Authority, and discussions with members of the
Bus Alliance) a number of alterations have been made. The intention of the Future Partnership
is to further increase collaboration between the Authority and Operators, and to address barriers
to entry/expansion for Operators to ensure VfM by promoting competition, and to maximise the
benefit of bus for residents and bus users.
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1.8

1.9

1.10

1.13

1.14

The Future Partnership will involve the further development of the RTCC. Both Operator staff
and the Authority will work within the same shared workspace to work in partnership to deliver
Services in the Authority's Region. This will help ensure resources are best allocated to support
delivery of the Services and support the Authority's ambitions.

A number of other alterations, compared to the Reference Case, have also been made,
including:

(a) a stabilised bus market until 31 December 2024; and
(b) no future additional support post 31 March 2025.
Supported Services

Through a market engagement exercise with Operators and the Authority, some Operators —
particularly potential new entrants — expressed a preference for Supported Services to be
procured on a gross cost basis (rather than net cost as is currently the case). Accordingly, as
part of developing the Delivery Options, the Authority decided that the Future Partnership would
include Supported Services procured on a gross cost basis, with the additional advantage being
that this would provide it with additional transparency on service profitability (and VfM). In
addition, some of these Supported Services will be bundled together and procured alongside
access to the required depot.

Fares and Ticketing

As part of the Future Partnership, an independent entity will be created under which ownership
would be shared between Operators and the Authority to ensure 'buy in' from all parties. The
entity will focus on selling nBus tickets to businesses, universities and third-party organisations.
Costs recovered through sales commissions will fund this entity. The intention is that the team
would be more focused and efficient than the current practice, with targets being set by the
partners to increase accountability.

Fleet and Depot

As with the Reference Case, as part of the Future Partnership, the Authority will continue to
support Operators transition their bus fleets to ZEB.

A key difference in the Future Partnership is that the Authority will own the Walsall depot, which
will then be leased back to NX as per the current arrangements. The Authority will also purchase
the Peartree depot and develop a number of new depots, as shown in Table 1-4, between 2025
and 2027. These depots will not be made available for Operators of Supported Services.

The Authority will recruit additional staff, (in comparison to the Reference Case) to manage the
acquisition and ownership of these additional depots.
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Table 1-4: The Future Partnership Depot Purchases and Developments

Partnership Area Capital Options and Cost Acquisition Year | PVR
Investment
(approx.)
Sandwell and | £21,000,000 Peartree £7 million | 2025/2026 200
Dudley purchase, £14 million

development

Coventry £6,500,000 £3 million land | 2025/2026 40

acquisition and £3.5
million development

South Birmingham £9,000,000 £4 million land | 2026/2027 40

acquisition and £5
million development

Wolverhampton £6,500,000 £3 million land | 2026/2027 40

acquisition and £3.5
million development

1.15

1.16

Do Something - 'Franchising' Development
Introduction

The Franchising Scheme represents a more structural change to the operation of Services. It
has also been shaped through engagement with Operators and stakeholders (including written
responses from Operators to the market engagement questionnaire). This Delivery Option
provides the Authority with the greatest level of control over the West Midlands Bus Network,
taking on new powers to contract Services (through Franchise Contracts). This would effectively
end the operation of the existing deregulated West Midlands Bus Network.

Defining Franchising

The powers to franchise are set out under legislation. However, there are several variables in
terms of the model of Franchising and defining an approach which is suitable for the West
Midlands. As part of this Assessment, the Authority has defined and developed Franchising and
a Franchising Scheme through discussions with key stakeholders, the Authority's Leaders and
Directors. The Delivery Options have been considered at a number of Franchising Assessment
Working Group sessions. These discussions were considerate of:

(@) the plans set out in the previous assessment undertaken by the Authority; and
(b) the broader strategic ambitions for bus reform.

These discussions informed the scoping of the Franchising Scheme considered in this
Assessment.
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1.18

Early Scoping

The initial approach to Franchising and the Franchising Scheme can be summarised into three
key decision areas, which are summarised in Table 1-5.

Table 1-5: Key Franchising Decision Areas

1.19

1.20

1.21

1.22

Key Decision Area Options
Geographical  Area | Whole of the West Part of the West Specific routes
Franchised Midlands — entirely Midlands —excluding only — such as
replacing commercial specific areas with the radial routes in and
operations Authority's Region out of city centres
from Franchising
Types of Services | All Applicable Groups of Services Specific Services
Franchised Services — including — such as high - forlimited change
all appropriate frequency Services or on specific corridor
Services Supported Services or route
only
Revenue Risk on | Gross Cost — the Net-cost — Operators Shared-risk -
Franchise Contracts Authority takes full take risk on fare box sharing of revenue
control of fare box and are paid fixed risk between the
revenues cost for operation Authority and
Operators

These decision areas provide the basis from which the Franchising Scheme was further
specified. These decisions were made at an early stage in the development of this Assessment,
and were informed by previous scheme consideration:

Geographical Area Franchised — Franchising will be across the Authority's Region. A smaller
geographical area was considered, recognising, for example, that the bus network serving the
Coventry area is different in nature from much of the rest of the Authority's Region (due to a
number of different Operators and cross-boundary Services). However, Franchising the whole
of the Authority's Region will allow for a share of the benefits of Franchising across the area and
avoids the challenge of overlapping Franchised and commercial Services, as well as any
regulatory change for the non-franchised region (for example the creation of a new enhanced
partnership).

Types of Services Franchised — Franchising will apply to the entire network of Services in the
West Midlands, rather than to a particular class of Services — for example Supported Services
or core/secondary network Services. The current West Midlands Bus Network is well integrated
with the majority of Services currently operated by a single Operator from around 9-10 depots.
These operations and depots provide a basis for Franchising across the whole network.

Revenue Risk on Franchise Contracts — the Authority will take full control (that is procure
Services on a gross cost basis) of the fare box and full revenue risk. This provides the ability for
the Authority to drive passenger outcomes on the network and have full control of specification
of Services on the network. Other revenue risk models would provide less control and require
negotiation with Operators on the levels of risk shared. This is the model currently adopted in
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London and Greater Manchester, and to be adopted in the Liverpool City Region and West
Yorkshire.

1.23  These key decision areas provided the basis from which a more detailed scoping of the
Franchising Scheme was formed.

Outline Approach

1.24  The outline approach has been developed on the basis of the key decision areas, providing a
more detailed basis on which the Franchising Scheme can be assessed. This approach includes
more detail on the following elements of the Franchising Scheme:

(@) Lotting and zoning strategy;
(b) Depot strategy;

(c) Procurement Rounds; and
(d) Phasing strategy.

1.25 The outline approach also develops some of the opportunities to reform provided by
Franchising, including the approach to:

(a) Network;

(b) Cross-boundary Services;
(c) Fares and ticketing; and
(d) Fleet.

Lotting and zoning strategy

1.26 A lotting and zoning strategy has been developed for Franchising through a series of market
engagement sessions with Operators and the Authority, written responses provided by
Operators (both incumbent Operators and new Operators) to a market engagement
questionnaire drafted by the Authority, and Franchising Assessment Working Group sessions.
The strategy has been refined to present an assumption of what the Franchised Scheme would
look like in the Authority's Region, recognising that some elements of the model will benefit from
further refinement in the future.

1.27  Under the Franchising Scheme, Services would be contracted by the Authority for a defined
time period, through Franchise Contracts. There are a number of different approaches to this,

including:
(a) contracting Services individually; and
(b) contracting Services in discrete Lots, which can vary in amount and size. For example,

there could be several Lots with relatively few Services in each or a smaller number of
larger Lots with a greater number of Services.

1.28 Engagement with the Authority, with reference to the proposed approaches in Greater
Manchester and Liverpool City Region suggests that a similar mixed-size lotting approach is
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also suited to a Franchising Scheme in the Authority's Region. Contracting Services as Lots
reduces the resource required and likely timescales for delivering Franchising.

1.29  Contracting Services in discrete Lots is considered most likely to generate effective competition
— an Operator with no existing Services in the Authority's Region is unlikely to be willing to bid
to operate a single service but much more willing to enter the market to operate a group of
Services, in a similar geography, that share the fixed costs of running a depot. This points
towards depots being a logical 'unit’ of lotting, as they incur fixed costs which are more difficult
to divide across Lots or Franchise Contracts, and their being little appetite from Operators to
share.

1.30 The anticipated Franchising Scheme splits the Authority's Region into geographic 'zones',
based on current depot locations and bus network. Within each zone there will broadly be:

(@) one 'large Lot' comprising major, high-frequency Services within that zone, which is let
to a single Operator. This would likely be operated from a single depot (or a main depot
and a secondary site for overnight bus storage and charging) designed to be
commercially competitive to a large national Operator and have a total PVR requirement
of approximately 140-200 vehicles; and

(b) one - three 'small Lots’, which comprise a specific group of Services (such as school
Services, Services with specific fleet requirements (for example: minibuses) or
secondary routes operating at lower frequencies — and often those routes which form
today's supported network) which are designed to be competitive to SMOs, alongside
the larger national Operators. These would typically have a PVR of 5-20 vehicles and
be capable of being operated from a significantly smaller depot.

1.31  There are a number of considerations with respect to establishing how many Franchising 'zones'
are appropriate for the Authority's Region. This is based on balancing the geography of the zone
with the number of Services within the zone (for example, having broadly discrete zones with
similar numbers of Services). In the case of the West Midlands, there are currently around
1,500-1,600 vehicles operating in the Authority's Region, and this would require something
broadly between 7-10 zones based on the Lot sizes described above.

1.32  Following consideration and refinement of a range of alternative options, a system of nine
geographic 'zones' is proposed, each being based around one large depot. This is largely
reflective of the existing makeup of large depots within the West Midlands, whilst conscious of
future developments in the West Midlands Bus Network. These nine zones are:

(a) Walsall;

(b) Wolverhampton;

(c) Dudley;

(d) West Bromwich;

(e) Birmingham North;

(f) Birmingham East;

(9) Birmingham South West;

(h) Birmingham South East and Solihull; and
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(i) Coventry.

Figure 1-16: Nine Geographical Franchise 'Nine Zone' Lotting System
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1.33  The key considerations behind the decision to grouping the Services into nine 'zones', were as
follows:

(a) Geography: these zones and the large depots within them minimise (whilst not entirely
eliminating) the overlap of Services, limiting the amount of 'dead running' Services
where routes are operated a significant distance from their depot;

(b) Size: they result in each zone having roughly the same allocation of vehicles, aligned
to the capacity of the depot in that zone and the nature of the bus network. By ensuring
the Lots are each of a similar, manageable size (140-200 vehicles) this enables multiple
opportunities for Operators to bid and helps to ensure a competitive process;

(c) Birmingham: the Birmingham network represents a concentration in the West
Midlands Bus Network and therefore has a larger number of depots and vehicle
requirements than other areas. The nine zones reflect a 'balanced' split of this area,
aiming to avoid Lots which are either oversized or unfeasible; and

(d) Depots: ensuring alignment with the approach to depots in the Authority's Region,
particularly the availability of existing or potential new sites in appropriate locations to
house the Services contained within the Lot.

1.34  The lotting and zoning strategy has been developed with consideration of encouraging
competition between Operators bidding on the Lots, ensuring that the Lot sizes are manageable
and accessible for Operators (large Operators and SMO). Table 1-6 below shows the
associated PVR for each of the nine zones. Birmingham South West is the largest zone by fleet
size with a little over 200 vehicles required.
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Table 1-6: PVR by Zone

1.35

1.36

1.37

1.38

Franchise Zone PVR without Spares PVR with Spares
Birmingham East 118 132
Birmingham North 159 178
Birmingham South East and Solihull 129 144
Birmingham South West 207 232
Coventry 146 164
Dudley 146 164
Walsall 163 182
West Bromwich 157 176
Wolverhampton 165 184
Total 1,389 1,556
Depot Strategy

The lotting and zoning strategy, by necessity, has been developed in tandem with the strategy
for future depot locations and ownership. The makeup of existing large depots provides basis
on which the geography of the zones was informed.

Each Franchised zone will be allocated one 'large Lot' accounting for the majority of local
Services in that geography, which is expected to be operated from a single large depot in that
area. Where depot capacity is limited, the 'large Lot' may require more than one depot site, this
may be for a short-term period whilst a larger site is located. A 'large Lot' may be operated from
more than one depot site on a long-term basis where appropriate (for example, where the
geography of Services suits the use of separate locations, or availability for land is limited).

Under the Franchising Scheme, there are two broad approaches to the ownership and provision
of depots:

(a) the Authority owns the depots, leasing the site to the Operator who is operating under
a Franchise Contract; and

(b) Operators own the depots, providing their own site for operation.

The Authority taking the responsibility for the ownership and provision of depots is preferred to
the alternative, due to the implications this would have on the wider Franchising process.
Provision of depots by the Authority promotes additional levels of competition in the tendering
of Lots, preventing advantages of 'incumbency' and encouraging bids from Operators who do
not currently operate significant numbers of Services in the area. It reduces the potential for the
operation of Lots from less appropriate locations, which may increase 'dead mileage' on the
West Midlands Bus Network.
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1.39 Depots currently in use within the West Midlands have been factored into the working
assumptions on which the lotting and zoning strategy has been developed. However, the
acquiring of existing depots and development of potential new sites is a continuing process. The
depot strategy will continue to be refined as this process develops.

Procurement Rounds

1.40  The procurement of Franchise Contracts could be approached in a number of potential ways:

(@) 'Big bang' transition: all Services contracted at once (or in close succession);

(b) Individual transition: one 'large Lot' at a time over a longer timeframe;

(c) Gradual transition: grouping two - three large Lots at a time over a similar timeframe;
and

(d) Slow transition: contracting Lots with longer gaps between them, for example at a

similar rate to eventual steady-state contract reletting.

1.41 A gradual transition, phasing in two - three large Lots at a time was preferred to the alternative
options. This is due to the balancing of practical considerations, such as the level of resource
required to contract Lots and relative risks associated with a significant change to the operation
of buses.

1.42  This allows a phased transition towards the Franchising Scheme, allowing the Franchised
network to grow strategically across the Authority's Region and avoiding a 'patchwork’ of
Franchised and unfranchised Services during the implementation period.

Phasing Strategy

1.43  Opting for a phased transition, leads to a number of specific strategic decisions on the nature
of the phasing strategy. There are three areas to outline specifically:

(a) The number of Lots phased at a time;
(b) The timescales for phasing and how long periods between each phase are; and
(c) The order in which Lots are phased in.

1.44  The adopted Lots transition is phased as three large Lots at a time, across three phases. This
approach provides an even balance of the nine Lots across the transition period. The phases
will be implemented across three years, with a years' time in between each phased period to
allow for transition.

1.45  The indicative order of phasing will be as follows:
(@) Phase 1: Coventry; Birmingham North; and Walsall;
(b) Phase 2: Wolverhampton; West Bromwich; and Dudley; and

(c) Phase 3: Birmingham South East; Birmingham South West and Solihull; Birmingham
East.
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1.46  The ordering of the phases was based on a range of considerations:

(a) Practical considerations: such as the availability of depots and the development of the
depot strategy. This dictates how feasible Franchising is in certain geographies (for
example, Lots requiring new sites to be developed may suit a later phase of
Franchising); and

(b) Strategic considerations such as:

(i) Geography: allowing the transition to a Franchised network to evolve
'strategically’, avoiding a 'patchwork’ of overlapping Franchised and
unfranchised Services;

(i) Profitability: balancing more and less profitable Lots across the implementation
period, to avoid significantly greater cost to the Authority, or risking Operators
'withdrawing' earlier than planned; and

(iii) Intervention: allowing the potential benefits of bus reform to be brought forward.

1.47  The potential impacts of the phasing strategy and any mitigations identified will continue to be
developed and refined by the Authority. The approach to phasing will also continue to be
dependent on the developments of the lotting strategy and is therefore potentially subject to
some change.

Network

1.48  The Franchising Scheme provides the greatest Authority influence in the West Midlands Bus
Network. Under a 'deregulated' model there are potential inefficiencies in the network, which
can lead to negative outcomes for passengers. Many are a consequence of the 'deregulated’
model and can be difficult to address through partnership measures. Bus reform provides the
Authority with overall strategic control of the network, providing the opportunity to address these
weaknesses in the network, leading to:

(a) an improved service for passengers, generating additional bus patronage and/or
revenue; and

(b) reductions in operating costs by better coordinating competing Services, leading to a
smaller fleet requirement.

Inefficiencies

1.49 One example of the inefficiencies can be seen in the duplication of Services from different
Operators, or the duplication of Services along a specific corridor (which may be provided by
the same Operator). This duplication can lead to several negative outcomes, including:

(a) Overbussing: where the frequency and capacity of Services run along a single road or
corridor is substantially greater than the demand for those Services;

(b) Timetable integration: without timetable integration between Operators, duplicate
Services can provide irregular timetables with uneven headways; and

(c) Route provision: alongside the duplication of identical Services, two Operators may
run Services along similar, but not identical, routes with significant crossover (for
example along the same corridor for a proportion of the route). Rather than providing a
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1.50

1.51

1.52

1.53

1.54

1.55

1.56

consistent, integrated service along one route, service provision is split across routes.
This is against best practice (and the principles in Project Fuse), leading to a less
attractive service for passengers.

All three of the above contribute towards negative outcomes for passengers, creating a less
frequent, simple, intuitive West Midlands Bus Network, requiring more advance planning and
thought to use, and thus impacting on the overall VfM of Services.

Opportunities

With greater control of the network, there are opportunities to improve the network provision
and eliminate some of the inefficiencies created by the deregulated market. This includes:

(a) Reducing the number of vehicles required on specific routes;

(b) Better coordinating the timetable of different routes to provide more regular frequencies;

(c) Reorganising route variations to provide more balanced Services (where appropriate);
and

(d) Better integrating ticketing and Services to allow for a less disjointed network.

An outline assessment of the West Midlands Bus Network has been undertaken to understand
where these inefficiencies may currently most obviously occur, and where they could be
addressed through bus reform. Due to the dominant position of NX, there is less direct
competition between Operators and therefore less duplication and inefficiencies than in some
metropolitan areas. However, there are still cases where these inefficiencies exist.

Through an evaluation of the network, these cases of inefficiencies were grouped into three
categories:

(a) Duplicate Services on routes and corridors with direct competition and no integration;
(b) Duplicate Services on routes with some integration; and
(c) Similar Services without integration.

These categories of Services provide a basis from which bus reform can be framed and
inefficiencies in the network reduced, as an example of what could be achieved in the Round 1
of Franchise Contracts. Over time, particularly as more operational and commercial information
becomes available to the Authority, the intention is that potential for additional service
efficiencies will be investigated and introduced.

Cross-boundary Services

Under the Franchising Scheme, Services would be managed by the Authority. This is applicable
to all Services operated across the West Midlands Bus Network and potentially Services that
operate only partially within the Authority's Region.

Cross-boundary Services operate both within the Authority's Region and, for some period of
time, outside of the Authority's Region. These Services will cross the boundary to the Authority's
Region at a point in their route. Generally, a cross-boundary Service will start in the Authority's
Region and serve a centre outside of the Authority's Region. However, other Services may cross
the Authority's Region at a point in the route before returning, and others may spend the majority
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1.62

of their route outside the Authority's Region before crossing the boundary into the Authority's
Region.

The legal position for Franchising cross-boundary Services is distinct from Services that operate
wholly within the Authority's Region. Outside the Authority's Region, Services under Franchise
Contracts must be operated in agreement with the neighbouring LA, and there are wider
considerations such as the nature of the service and the operating context which will influence
whether or not these Services are under Franchise Contracts.

The majority of cross-boundary Services relating to the West Midlands Bus Network are found
in the Coventry area — due to its geography and relationship with centres outside of the
Authority's Region (in Warwickshire). However, there are other cross-boundary Services across
the West Midlands, serving centres in Staffordshire, Shropshire and Worcestershire.

Regulation

Under Franchising, regulation of cross-boundary Services can be broadly split into two options:
(a) Contracting the service; and

(b) Permitting the Service / through the Service Permit Regime.

Services that operate outside the Authority's Region that still serve as a core part of the West
Midlands Bus Network may still be contracted, under the scope of maintaining network provision
and with the permission of the neighbouring LA. Thus, a West Midlands bus service could
potentially operate outside of the Authority's Region in line with commercial, deregulated
Services operated elsewhere.

(a) Service Permit Regime with strict restrictions, such as:

(i) ensuring that the Services subject to the Service Permit accept the West
Midlands ticket offer with the same fare structure;

(i) coordination of timetables on key corridors in order to maintain a consistent
headway for passengers; and

(iii) requirements for vehicle standards and/or branding.

(b) Service Permit Regime with light restrictions, such as simply meeting basic vehicle
standards, but with no integration of ticketing, timetables or routes with the Franchising
network.

There is the potential to use a combination of these measures to split a service where
necessary, this would allow for connectivity cross-boundary whilst retaining the integrity of the
Franchising network.

Aims and assumptions

There are some clear aims that sit behind the approach to Franchising in relation to cross-
boundary Services:

(a) To ensure that the core network of Services within the West Midlands is under a
Franchising Scheme, and under the direct control of the Authority;
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(b) To minimise Services subject to Service Permits from directly competing with Services
under Franchise Contracts, and abstracting revenue away from the Franchising
Scheme network;

(c) To ensure that cross-boundary connectivity (between the Authority's Region and
neighbouring LAs) is protected; and

(d) To minimise any negative impacts on the bus networks of neighbouring LAs.

1.63  These aims underpin the assumptions made about the approach to cross-boundary Services.
There are three broad assumptions to make about the types of Services provided:

(a) That a service that operates mostly within the West Midlands (more than 90% by
distance) will come under the Franchising Scheme;

(b) Similarly, a service that operates mostly outside of the West Midlands (less than 10%
by distance) will be subject to the Service Permit Regime to allow it to serve the location
within the Authority's Region; and

(c) Services that operate a significant amount both inside and outside of the Authority's
Region (for example, Services along key corridors that continue to towns outside the
West Midlands) should be assessed on a case-by-case basis.

1.64  These aims and assumptions have been applied to an initial assessment of the West Midlands
Bus Network under the Franchising Scheme.

Fares and Ticketing

1.65 The Franchising Scheme sees the Authority take full control over the West Midlands Bus
Network and full revenue risk. This includes control over fares and ticketing and therefore
provides opportunity for reform in this area. Franchising would include further simplification of
the ticketing system, in comparison to the Future Partnership. This includes:

(a) further simplification of tickets, with one single fare irrespective of Operator and
complete end to single-Operator day/week tickets;

(b) complete consistency in the ticketing offer across sales platforms; and
(c) one definitive source of ticketing information, directly controlled by the Authority.

1.66  Additionally, Franchising provides the opportunity to undertake further, more radical changes to
the fare structure without the need for agreement from Operators. These measures could

include:

(a) greater multi-modal ticket integration (for example cheaper Metro + Bus single fares
and/or day tickets);

(b) further simplification to the structure of day and week price caps on contactless and

Swift, month tickets sold 'off-bus’, and a limited range of cash tickets. This would result
in a 'London-style' ticket offer which offers maximum simplicity to the passenger, with
no input from the driver required for ticket sales (except for cash). This would lead to a
significant reduction in boarding and dwell times; and
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(c) as above, but with the withdrawal of cash as an on-bus payment method, further
reducing dwell times and likely resulting in operating cost savings.

Fares and Concessions

Alongside the above reforms, Franchising also offers significantly greater opportunity to deliver
more 'visionary' changes to the fare structure if desired, such as:

(a) adjustments or changes to the ticket system such as including new fares (for example,
a new 'hopper' fare in which it would give unlimited bus travel to users for a limited
period of time);

(b) new concessions, for example for students, or to those more vulnerable groups who
most need financial support (including low income groups, young people aged 18 — 25
and care leavers); and

(c) wider fare subsidies, which could be funded from the wider Authority budget.

These more radical changes in approach to fares would be significantly more challenging to
achieve cost-effectively without the greater control over the West Midlands Bus Network that
Franchising provides.

It is worth noting that reforms to ticketing and their potential benefits, facilitated by Franchising,
may not be solely achieved by Franchising and the greatest benefits are dependent on
additional funding for the West Midlands Bus Network.
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1.1

1.2

1.3

1.4

1.5

Introduction
Purpose of this Economic Case

This Economic Case focuses on establishing whether the benefits of reforming Services
outweigh the costs of delivering change and if these reformatory changes represent VM for the
Authority. This Economic Case will follow and refer to the HM Treasury's Green Book
Guidance® and the Franchising Guidance.®

A key purpose of the Franchising Guidance is to provide the Authority with the necessary and
sufficient information on impacts, risks and practical implications of Franchising before deciding
on the Delivery Options. The five cases of this Assessment, including this Economic Case,
provide that information for decision makers to consider. It should be noted however that the
Franchising Guidance states that "the legislation does not require the authority ... to pass a
particular test or prove that Franchising will deliver particular outcomes". In terms of this
Economic Case, this means that there is no threshold requirement for the specific NPV or BCR
for any of the Delivery Options to provide to be considered viable options.

The HM Treasury's Green Book Guidance states that the option appraisal process should lead
to a preferred option. The preferred option must represent an acceptable balance between
costs, benefits and risks to society and the public sector, allowing for any unquantifiable factors
which could affect a decision. The HM Treasury's Green Book Guidance also requires that the
impact on different users and other affected groups be assessed and all relevant costs and
benefits be valued in monetary terms, unless it is not possible or not appropriate to do so. This
approach recommends an assessment of the impact of the options on social welfare at a
national scale, not just in the immediate vicinity where the option is located.

Both the HM Treasury's Green Book Guidance and the Franchising Guidance require the
development of a reasonable Reference Case for the Delivery Options to be compared against.
In the context of Services within the Authority's Region, continuation of the current EP was
adopted as a reasonable Reference Case in the Strategic Case. The two Delivery Options
introduced in the Strategic Case are compared with the Reference Case.

The differences between the Delivery Options are detailed within this Economic Case,
presenting the impact on passengers, the Operators, the public sector, and wider society,
compared to the Reference Case. This Economic Case discusses how the modelling and
appraisal framework underlying this Assessment is appropriate and how, where possible, it
quantifies the impacts of the Delivery Options. Results from the forecasting and appraisal
framework are also presented in terms of benefits, revenue and costs of each of the Delivery
Options. Where possible and appropriate, the distribution of these impacts across different
groups in society (including passengers, the Authority, LAs, the Operators and wider society)
has been presented.®!
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The Green Book. HM Treasury

The Bus Services Act 2017: Franchising Scheme Guidance

The distribution of impacts has been considered and presented as per TAG Unit A4.2 Distributional Impact Appraisal
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https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-governent/the-green-book-2020
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/918664/bus-services-act-2017-franchising-scheme-guidance.pdf
https://www.gov.uk/government/publications/tag-unit-a4-2-distributional-impact-appraisal

1.6

1.7

This Economic Case concludes by presenting the NPV of monetised impacts and a resulting
VfM appraisal of each Delivery Option, the latter of which is a key element of the fourth activity
set out in the Franchising Guidance.

Structure of this Economic Case

This Economic Case is structured and presented across the following 13 paragraphs, in
accordance with the requirements of the HM Treasury's Green Book Guidance and the
Franchising Guidance previously described:

(@)

(e)

Paragraph 2 — The Delivery Options: this paragraph sets out what is expected to
happen to Services and the West Midlands Bus Network under the Reference Case as
well as the interventions which are able to be delivered under each Delivery Option. It
provides a high-level overview for how these interventions will benefit bus users and
the wider region by delivering against the objectives;

Paragraph 3 — Impact of the Delivery Options: the impact of each Delivery Option on
passengers and the wider regions is discussed within this paragraph. This paragraph
provides a high-level overview of the impact of transitioning to each Delivery Option;

Paragraph 4 — Forecasting Approach: this paragraph presents the methodological
approach to forecasting passenger demand, revenue and operating costs under each
Delivery Option and describe the scenarios which have been considered and assessed;

Paragraph 5 — Unconstrained Demand, Revenue and Cost Forecasting Approach: this
paragraph presents the methodology and unconstrained forecasts of changes in
demand, revenue and cost of operating Services under each of the Delivery Options®;

Paragraph 6 — Demand, Revenue and Costs Forecasts: paragraph 6 provides an
overview of the key results from forecasting demand revenue and operating costs under
each of the Delivery Options;

Paragraph 7 — Approach to this Economic Assessment: this paragraph presents and
discusses the methodology used to quantify the impacts of the Delivery Options;

Paragraph 8 — Impacts on the Economy: the impacts of the Delivery Options that directly
affect the economies of the Authority area and the UK more widely are presented in this
paragraph. The implications of the Delivery Options for the Operators will also be
addressed in this paragraph;

Paragraph 9 — Impacts on the Environment: this paragraph presents the environmental
impacts of the Delivery Options;

Paragraph 10 — Impacts on Society: the welfare and social impacts of the Delivery
Options relative to the Reference Case are presented in this paragraph;
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In this context 'unconstrained' refers to forecasts of demand, revenue, and costs before the trimming and cutting
processes are applied to identify which Services are run commercially, supported by the CAs, or are cut. These
processes ensure that the West Midlands Bus Network operated remains financially sustainable for the Operators and
the CAs. A full description of the modelling methodology is at paragraph 4 of this Economic Case
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)] Paragraph 11 — Impact on Public Accounts: this paragraph presents the relative costs
of the Delivery Options on the Authority's budget and on wider public finances;

(k) Paragraph 12 — VfM Appraisal Outputs: this paragraph presents the outputs of the
appraisal including the VM appraisal of both the Delivery Options as a VfM Statement;
and

)] Paragraph 13 — Conclusions: the final paragraph considers the VfM Assessment
together with how each Delivery Option delivers against the objectives outlined in the
Strategic Case. This paragraph concludes whether there is an Economic Case for the
Delivery Options and considers the other factors that will need to be reflected in the
final decision of which Delivery Option to pursue.

Fulfilment of requirements of the Franchising Guidance

1.8 In producing this Economic Case, attention has been given to the requirements of the
Franchising Guidance and the relevant sections of the HM Treasury's Green Book Guidance.
Section 123B of the Transport Act requires authorities to consider, as part of their assessment
for Franchising, whether the Franchising Scheme would represent VM.

1.9 Table 2-1 below highlights how this Economic Case meets the Franchising Guidance for
preparing an assessment under the Bus Services Act.

Table 2-1: Fulfilment of the requirements of the Franchising Guidance

Para Content of Franchising Guidance How the case meets this requirement

1.45 The authority or authorities should consider | Paragraphs 8, 9 and 10 present the
the economic case in terms of impacts on | economic, environmental and societal
wider society, both from the proposed | impacts. The wider economic impacts are
franchising scheme and from the other | presented within paragraph 8.

options being considered.

Authorities should assess the economic,
social and environmental costs and
benefits, rather than solely focussing on the
transport impacts of the different options.

1.46 The options should be considered against a | The do minimum has been detailed in the
counterfactual — a realistic ‘do nothing’ | Strategic Case Appendix. The continuation
scenario. The counterfactual should take | of the existing EP is assumed to be a
account of any business as usual | reasonable Reference Case.

improvements or plans that the authority
would put in place regardless of the
proposed scheme, such as continuing to
subsidise certain services. The
counterfactual should also include any
improvements or changes that operators in
the area have planned, using appropriate
forecasts where feasible — such as to fares
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Para

Content of Franchising Guidance

How the case meets this requirement

or changes to services that are likely to
increase or decrease passenger journeys.
The possibility of market entry or exit should
also be considered.

1.47

This aspect of the authority’s or authorities’
assessment should clearly explain the
impacts of the options on different groups in
society. This should include passengers, the
authority, wider society and bus operators —
with both the potential impacts on
incumbent operators and the potential
benefits to new entrants considered.
Particular consideration should be given to
small and medium sized operators, and the
potential impacts of the options on that
group. Similarly, particular consideration
should be given to the impacts of the options
on passengers in neighbouring areas that
could be affected by the changes.

Paragraph 3 outlines the impacts of the
Delivery Options on different groups in
society, including those listed in the
Franchising Guidance.

Consideration is also given to SMOs in
paragraph 3 as well as paragraph 8. The
impact on neighbouring LAs is considered in
paragraph 3.

1.48

An authority or authorities should conduct a
thorough assessment of local operators that
they consider to be small and medium sized.
An authority or authorities should also take
account of the overall nature of their market,
the operator’s fleet size and consider the
turnover of the operators — where necessary
including its parent structures — as a whole.

Overall impact on SMOs has been detailed
in paragraph 8. Small Operators have been
included within the modelling and
assessment when data was provided.

1.49

When conducting the assessment, the
authority or authorities should identify the
nature and scale of the impacts of each
proposal on small and medium sized
operators operating services with stopping
places in the authority's area specifically
stating where options are likely to bring
benefits to certain groups, and where they
are likely to result in disbenefits or costs. For
example, existing users could benefit from
more frequent services or reduced fares,
local residents could benefit from improved
air quality, and users of other transport
modes could benefit from greater transport
choice or reduced congestion.

As stated previously, the impact on SMOs is
described in paragraphs 3 and 8. Benefits
and/or disbenefits to different user groups
are described in paragraph 3, and
monetised where applicable in paragraphs
8,9 and 10.
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Para

Content of Franchising Guidance

How the case meets this requirement

1.50

In addition, the authority or authorities
should also assess the likely impacts of the
transition period of each option, particularly
on passengers, as it is likely that some
options will involve more disruption for
passengers. An authority or authorities
should think in particular about the likelihood
of disruption or withdrawal of services
during the transition from the current model
of bus services delivery, and the potential
disbenefits to local passengers that could
arise. An authority or authorities should also
consider any mitigation plans or strategies
that they would put in place.

The impact of transition is assessed within
paragraph 3 with the mitigation actions
referenced within this paragraph but detailed
in the Management Case.

1.51

In considering the impacts of the options the
authority or authorities should think about
the distribution of benefits, costs and risks
between different groups. With respect to
franchising proposals, the authority or
authorities should ensure they have
considered:

e impact on bus users — bus users will
receive benefits from changes in
fares and measures that improve
the quality of their journey
experience (such as changes to the
ticketing  offer or  on-board
information);

DIs are considered and described within
paragraph 7.

Impact on passengers is described
qualitatively in paragraph 3 and monetised
within paragraph 8.

e fare-box revenue — whether a gross

Gross cost model, as described in the

cost or net cost franchising model is | Strategic Case Appendix.
being proposed;
e Bus Service Operators Grant | BSOG has been considered as part of the

(BSOG) payments — these will be
devolved to any authority that
pursues franchising and, as a
consequence, the funding to bus
operators will decrease. Thought
needs to be given to how this
funding would be used;

overall operating cost outlined in paragraph
5 (payments represented as a negative cost
to Operators), therefore impacting the
number of Services afforded under each
Delivery Option.
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Para Content of Franchising Guidance How the case meets this requirement

e operating costs — such as costs for | Operating costs are outlined and assessed
leasing assets, staff, training, | in paragraph 11.
marketing and  branding for
example;

e capital costs — such as investments | Capital costs and the impact of these costs
in depots or buses for example; are described in paragraph 2.

e bidding and administration costs — | Administration costs for all options are
cost to operators to bid for | outlined in paragraph 5.
contracts, and authorities to
manage the franchise bidding
process, and any costs that the
operation of partnership
arrangements would incur for all
parties;

e implementation costs — including | Implementation costs for additional staff to
additional  staff required, for | support the tendering and implementation
authorities, operators and | have been outlined in paragraph 5.
elsewhere in the system, or expert
advice to put the scheme into
practice;

e operator margins — based on | The impact on operating margin is first
evidence from existing franchising | outlined in paragraph 2. How operating
and contractual arrangements. The | margin  affects the modelling and
authority should consider whether | assessment is described in paragraphs 4
margins are likely to change, | and 5. Operating margin has been
potentially as a result of changes in | considered by Franchising zone, and during
the  competitive  environment, | the transition period.
between the first and subsequent
franchise periods;

e environmental impacts — such as | Environmental impacts are described in
changes in air quality due to | paragraph 9.
changes in congestion or service
levels.

1.52 With respect to enhanced partnership | Transition and implementation costs are

proposals in particular, the authority or
authorities should ensure that it has
considered:

outlined in paragraph 3 with administration
costs further detailed in paragraph 5.
Administration costs have been discussed in
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Para

Content of Franchising Guidance

How the case meets this requirement

o the costs of administering bus
registrations — under an enhanced
partnership  with  “route” level
requirements, local  transport
authorities will take on responsibility
for registering bus services; and

detail with Operators and included where
appropriate.

e ongoing management costs for the
authority or authorities and for local
bus operators.

The ongoing management costs have been
detailed in paragraph 5.

1.53

This aspect of the assessment should
include sufficient detail so that the scale of
the benefits and impacts on different groups
can be understood. Much of this will require
the authority or authorities to make
assumptions about the likelihood of certain
events occurring based on the nature of
their proposed options.

For example, bus operators currently
running services in the area will incur certain
costs if they are unsuccessful in winning
future contracts under a franchising model.
The likelihood of this happening however
will be dependent on the nature of the
franchising scheme put forward by the
authority or authorities.

The scale of impacts has been described
qualitatively in paragraph 3 and have also
been monetised in paragraphs 8, 9, 10 and
11.

1.54

All significant assumptions used in the
economic and financial cases should be
documented as the assessment is
developed — identifying the evidence on
which they are based where possible.

The key assumptions within this
Assessment are set out in paragraphs 4 and
7.

1.55

Given the above, the authority or authorities
should think carefully about the most
suitable appraisal period for assessing the
impacts of the options, and should explain
its  decision in the  assessment
documentation. The authority or authorities
should also consider how best they can
demonstrate the ongoing sustainability of
the different options, bearing in mind the
long-term implications of a decision to

The reasoning for the chosen appraisal
period is clearly outlined in paragraph 7. The
long-term sustainability of the Reference
Case and the Delivery Options have been
considered in paragraphs 4 and 5.
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Para Content of Franchising Guidance How the case meets this requirement
change the model of bus service delivery in
an area. The assessment should indicate
clearly whether there is anticipated to be
any substantive change in outcomes in the
years immediately following the end of the
chosen appraisal period

1.56 The authority or authorities should then look | The NPV for the Reference Case and each
to present the net present value of each | Delivery Option is presented within
option, derived from the present value of the | paragraph 12. Results from the key
costs and benefits of each option. The | sensitivity tests are also shown within this
authority or authorities should also perform | paragraph.
a number of sensitivity tests, to provide a
range of results around the options, to
account for uncertainty and optimism. The
cross-government Green Book could be a
useful starting point to develop the
appropriate methodology.

2 The Delivery Options
Introduction

2.1 This paragraph 2 introduces the Delivery Options for bus reform available to the Authority, as
set out in the Strategic Case. This paragraph 2 discusses the variance between the two Delivery
Options, including the Authority's influence over the West Midlands Bus Network and
responsibility under each of the Delivery Options. Additionally, it outlines the efficiency and
operational enhancements which can be potentially delivered under each of the Delivery
Options.

The Delivery Options

2.2 As set out in paragraph 7 of the Strategic Case, the Delivery Options have been shortlisted and
appraised. As set out in Bus Back Better, Government funding will only be available under an
enhanced partnership or a Franchising Scheme. As a result, it was concluded that options such
as VPA, SQP and AQPS are inappropriate mechanisms for bus reform for the West Midlands
and were not further appraised.

2.3 The Delivery Options have been further analysed and assessed against the Reference Case.
The Franchising Guidance requires the setting of a reasonable Reference Case, which both the
Delivery Options can be assessed against. The continuation of the existing EP outlined in
paragraph 7 of the Strategic Case has been assumed a reasonable Reference Case for this
Assessment in which the Delivery Options can be appraised against.

2.4 The size of the West Midlands Bus Network will vary between Delivery Options in terms of

number, frequency and routes of Services. For this Assessment, the Delivery Options differ
whilst having the same Authority budget available. These differences in Delivery Options include
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25

2.6

2.7

2.8

difference in Operator margins that would be expected between Services and allocation of
revenue risk. Additionally, the Authority has differing levels of control over the West Midlands
Bus Network between Delivery Options.

The differences between Delivery Options result in different impacts on passengers and wider
impacts on the Authority's Region, which is described in paragraph 3. A summary of the two
Delivery Options is set out below.

The Future Partnership

The Future Partnership is based on the Reference Case albeit with several alterations.®® The
intention of the Future Partnership is to further increase collaboration between the Authority and
the Operators, and to address barriers to entry/expansion for the Operators to ensure VM by
promoting competition, whilst maximising the benefit of Services for residents and passengers.
The agreements negotiated with the Operators, under the Future Partnership, maximise what
is possible under the Reference Case's legal framework. Under the Future Partnership, the
Authority would still have limited control and influence over the West Midlands Bus Network.
The Future Partnership includes a number of changes to the Reference Case including in the
following areas:

(a) fares and ticketing; and
(b) depot arrangements.
Franchising

The Franchising Scheme provides full control of the West Midlands Bus Network to the
Authority, with the Operators being required to enter into a tender process in order for the right
to provide Services. Franchising would deliver the greatest level of control and flexibility for the
Authority to define how Services are provided. Franchising comes with higher levels of risk,
namely the exposure to varying potential levels of future patronage and hence revenue. This
risk largely sits with the private sector in the Reference Case.

Summary of the Delivery Options

Both the Delivery Options are summarised below in Table 2-2, summarising the level of control
and responsibility that the Authority has over key elements of the West Midlands Bus Network.
There are a number of potential improvements/enhancements that would require specific
funding streams to be secured in order to be implemented. Within this Assessment, no
uncommitted funding has been included, and all options have been appraised with the same
base budget availability so a fair comparison can be made.
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Table 2-2: Summary of the Reference Case and Delivery Options for the Authority

Area The Reference | The Future | Franchising®
Case Partnership
Operating Potential to share | Potential to share | Ability to reduce margin from
Margin and | profit in the future to | profit in the future to | transferring revenue risk away
profit sharing reinvest in the West | reinvest in the West | from the Operators
Midlands Bus | Midlands Bus
Network Network
Fares and | Collaboration  with | Shared ownership | Full control of Services under
ticketing the Operators but | with the Operators Franchise Contracts
controlled by the
Customer Operators Shared  ownership | Full control
experience with the Operators
Fleet vehicles Owned by the | Owned by the | Full control and ownership
Operators Operators
Depot Part ownership with | Part ownership with | Full control and ownership
ownership lend lease | lend lease
agreements agreements  (more
details shown below)
Network Maximum frequency | Maximum frequency | Full control
planning along corridors along corridors
Network Shared Shared responsibility | Full control
enhancements | responsibility — with | with the Operators

the Operators

Bus priority®®

Controlled by local
highway authorities,
often supported by
the Authority

Controlled by local
highway authorities,
often supported by
the Authority

Controlled by local highway
authorities, often supported by the
Authority

2.

Interventions and Enhancements across the Delivery Options

9 The remainder of paragraph 2 introduces the effects of key interventions (shown above in Table

2-2) and enhancements that drive the main differences between the Delivery Options, based
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Full control refers to the Authority having full power and ability to implement changes assuming the budget is available.
In addition, under Franchising, the Operators will still be responsible for the day to day delivery of the service.

Relevant Local Highway Authorities have overall control of bus priority measures in the Authority's Region across all

three options.
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2.10

2.1

212

upon the strategic arguments outlined in paragraph 8 of the Strategic Case. The three strategic
arguments on which the need for intervention is based upon are as follows:

(a) Efficiency Case: allowing the Authority to efficiently manage the West Midlands Bus
Network on a day-to-day basis and deliver more Services for the same current level of
public subsidy;

(b) Operational Case: enabling 'quick win' improvements for passengers, network
efficiency improvements, changes to fares and ticketing, and improved fleet, without
additional public sector funding; and

(c) Visionary Case: supporting the ability for reform to enable 'transformational' changes
to the West Midlands Bus Network such as higher frequencies, new routes, and greater
integration with rail and Metro. The 'Visionary Case' requires additional funding and
political support and has therefore not been considered within this Assessment.

Efficiency Case
Operating Margins and Services Level

One of the key assumptions in the modelling and forecasting is the profit margin assumed for
operating Services under the Franchising Scheme. The profit margin assumed in the
Franchising Scheme, in which the Authority takes revenue risk for operating the Services, is
lower than the profit margin assumed when Operators retain revenue risk in the Future
Partnership and the Reference Case. In addition, the lack of competitive pressure within the
current bus market in the Authority's Region may also cause the profit margin for the Operators
in the Future Partnership and the Reference Case to be higher than in a more competitive
environment. This is a key challenge in the bus market in the Authority's Region and has been
described previously in more detail in paragraph 5 of the Strategic Case. Within the Franchising
Scheme, it is assumed that Services under Franchise Contracts will have a margin of 7.5%.
This figure is based upon a number of factors such as risk, level of competition, the Operator's
wider portfolio and a reasonable reward balance. This assumption is also supported by an
academic study by Cowie (2023) where it was concluded that the Operators in deregulated
areas of the UK have been experiencing rising profitability compared to regulated markets (for
example, London) are achieving 'normal economic profits'.®® This evidence shows that
Franchising margins are consistently lower than those in deregulated bus markets; a margin of
7.5% is a reasonable assumption based upon what is achieved elsewhere.

A direct result of the lower operating margins associated with the Franchising Scheme is the
opportunity to provide additional Services within the same funding envelope. The cost of running
these additional Services would otherwise be spent on higher margins for the current Operators.
Therefore, under Franchising, a larger number of Services are able to be operated for the same
budget resulting in higher benefits.

There are management and delivery costs incurred by the Authority in each of the Delivery
Options that are incurred in the Reference Case. In comparison to the Reference Case, these
costs are highest under Franchising, but the Future Partnership also has higher management
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2.14

2.15

2.16

217

2.18

costs than the Reference Case. This assumption is discussed in more detail in paragraph 4 and
the rationale is included within the Financial Case.

Operational Case
Network Enhancements

A further difference between the Delivery Options appraised in this Assessment is how much
the Authority can influence and secure network enhancements or improvements that benefit
bus users. Within the Franchising Scheme, the Authority has full control and responsibility to
specify and plan the network within which Services under Franchise Contracts are operated.
Therefore, the Authority has the ability to eliminate the over-bussing or lack of integration
between timetable issues which are outlined in paragraph 5 of the Strategic Case. Through the
elimination of the oversupply of buses on some corridors and improved integration of Services,
the Authority would make a number of cost savings while creating an uplift in demand.

The Franchising Scheme is the only Delivery Option that includes the impact of network
enhancements that the Authority expect to deliver, with no additional budget required. These
interventions are not included in the Reference Case or the Future Partnership.

The Franchising Scheme includes network efficiency improvements along multiple corridors
where the Operators compete, causing an oversupply of buses with no timetable integration.
These improvements will lead to a cost saving in the following corridors:

(a) Birmingham — Maypole (Service 50); and
(b) Sutton Coldfield — Birmingham (Services X3/X4/X5 and 110).

In addition, the following corridors have a number of competing Services operating the same or
similar corridor with limited integration. Under Franchising, these corridors will be improved and
reconfigured, resulting in cost savings and demand uplift due to improved integration:

(a) Birmingham — West Bromwich/Great Barr (Services 16/16A);
(b) Walsall — Mossley (Service 31);

(c) Walsall — Lower Farm (Service 32); and

(d) West Bromwich — Wednesbury (Service 40).

Fleets and Depots

The Commercial Case sets out more detail and the key assumptions regarding investment in
bus fleets and depots for each of the Delivery Options.

The Authority would acquire new ZEBs as the older diesel/electric fleet are retired, and these
vehicles would be made available to the Operators of the Services under Franchised Contracts.
For the Future Partnership and the Reference Case, the Authority would continue to support
the Operators with their transition to a ZEB fleet. Within this Assessment, there is no difference
in the forecast size of the bus fleet under the Future Partnership or the Reference Case. In
addition, the speed and funding of the transition to a ZEB fleet is the same so there is no net
benefit for the Future Partnership as a result.
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2.20

2.21

2.22

3.1

Within the Future Partnership, the Authority would purchase the Peartree depot and develop
the site. In addition to this, the Authority would develop a number of depots including at sites in
Coventry, Birmingham and Wolverhampton, with the expected acquisition expected to be in FY
2026/2027. There are additional costs associated with the managing and ownership of these
depots which has been included with the forecasts. Overall, the cost of the Peartree depot and
further developments at three other depots will cost the Authority £43 million (2023 prices).
Further details are provided within the Financial Case.

Across the Reference Case and the Delivery Options, the Government is assumed to contribute
75% of the costs required for ZEB infrastructure through the equivalent of existing ZEBRA
funding. Under Franchising, the additional costs are covered by the Authority. For both the
Reference Case and the Future Partnership, it is assumed the remainder is contributed by the
private sector Operators. Whilst the private sector Operators bear the cost of the additional cost
of the transition to a ZEB fleet, this will impact the amount of the West Midlands Bus Network
they are able to provide commercially. There is some uncertainty around the future of ZEBRA
funding and if it will be available in the future. For this Assessment, it is assumed ZEBRA funding
or equivalent will continue for the period of this Assessment. However, any reduction in ZEBRA
funding or removal of ZEBRA funding will likely slow down the transition to a ZEB fleet in the
West Midlands Bus Network under the Reference Case and the Delivery Options.

For the Franchising Scheme the Authority would acquire major depots within the Franchising
zones and would make these available for Services under Franchise Contracts, thus reducing
ongoing contractual payments for service. These depots would be used for the operation of the
largest Lots within each Franchising zone. Smaller Lots may be operated from other depots
owned or secured by the Operators. To ensure a successful transition towards a ZEB fleet,
investment will be required for ZEB infrastructure at depots. For Franchising, this will be funded
by the Authority through grants, where available, or through borrowing, to be repaid from the
revenue received from the farebox. The depot purchase and development costs under the
Franchising Scheme equate to £44.8 million (2023 prices). The total costs to fit-out the depots
to accommodate the ZEB fleet is £70.6 million (2023 prices). Further details are provided in the
Commercial Case. These costs would be partly recouped over time through reduced contractual
costs.

Additional Interventions

If additional funding becomes available, there are a range of additional interventions that the
Authority would be able to implement under the Delivery Options. However, as these
interventions would require additional funding, any further intervention is uncertain and therefore
the interventions have not been included in any of the Delivery Option forecasts.

Impact of the Delivery Options
Introduction

The anticipated impacts of the increased Services output, network enhancements and depot
acquisitions described in paragraph 2, are set out in this paragraph 3. This paragraph 3
describes the impacts of these interventions on different groups of society as required by the
Franchising Guidance set out in paragraph 1. Other impacts of the Delivery Options which are
not quantitively included in the model and appraisal are also discussed within this paragraph 3.
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3.2

3.3

3.4

3.5

3.6

This paragraph 3 also outlines which Delivery Options can support delivery of the West Midlands
BSIP. The BSIPs four main objectives are as follows®’:

(a) More sustainable and attractive service offer, including to motorists;
(b) Consistent good delivery of the service offer;

(c) Ensuring a good passenger experience for all; and

(d) Reducing impacts on environment.

This paragraph 3 concludes with discussion about the potential impacts during the transition
stage of both Delivery Options.

When referring to impacts of the Delivery Options, they are in comparison and relative to the
Reference Case in order to assess the Delivery Options. An example, as shown below, is where
Franchising provides an increase in service level compared to the Reference Case. As with the
other options, Franchising presents a scenario where bus demand is continuing to fall
(compared to the present day), but with Franchising this decline is slower than under the
Reference Case, as illustrated in paragraph 6.

Impact of Interventions
Impact on Passengers

The impact of any network enhancements achieved through an increased Services output and
more balanced distribution of resources under the Franchising Scheme (compared to the
Reference Case) would benefit existing passengers by providing a more integrated West
Midlands Bus Network, reducing journey times and introducing new routes. This is one of the
more significant impacts of the Franchising Scheme and the scale of the impact on passengers
is monetised in the Economic appraisal and discussed further in paragraph 4. A better integrated
West Midlands Bus Network is a key output for the Authority to retain and attract new
passengers and to achieve their BSIP objective of a 'More sustainable and attractive service
offer'.

Both Delivery Options will attract new passengers compared to the Reference Case because of
fares and ticketing enhancements and greater Services output. Greater Services output and
fares and ticketing enhancements compared to the Reference Case will impact existing
passengers, by providing improved interchange opportunities between bus and other public
transport models largely through coordination of timetables, and offering ticketing initiatives can
also ensure passengers receive the best value for multiple modal trips.

The Franchising Scheme will attract more new passengers to the West Midlands Bus Network
than the Future Partnership, partly due to the greater level of Services retained. The majority of
new trips will shift from private vehicle users, whilst a small minority of new users will come from
other modes including active travel users and rail passengers. The number of new bus users is
modelled and forecast for the appraisal through an elasticity-based approach, which is detailed
in paragraph 4.
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3.7

3.8

3.9

3.10

3.11

Fares and Ticketing

Both Delivery Options involve changes to fares and ticketing which will benefit existing bus users
and potentially attract new users compared to the Reference Case. Under Franchising, the
Authority would take full control of bus fares and ticketing in the Authority's Region. As part of
the Future Partnership, it has been negotiated with the Operators that a new entity would be
created with the purpose of increasing nBus ticket sales, this entity would have stakeholders
from the Authority and the Operators to ensure collaboration.%

The changes to fares and ticketing outlined supports the first BSIP objective by providing a more
simplified and attractive ticketing offer. Through Franchising, it is likely that there are more
benefits for this to be realised than under the Future Partnership, as there is little need for
negotiation with the Operators and the Authority has full discretion of what ticketing structure
and fares to introduce. The impacts of these changes have been estimated and appraised within
this Economic Case, with the methodology to forecast the impact detailed in paragraph 4.

Improved Customer Experience

As identified in paragraph 5 of the Strategic Case, the Authority ranks in the bottom three out of
English authorities in regard to passenger satisfaction on Services. Improvements through
fares, ticketing, and balancing the distribution of resources as set out above, can support the
ambition of the Authority. In addition, the key objective identified by the Authority in its BSIP is
'Ensuring a good passenger experience for all' across the Authority's Region. To achieve this,
an array of improvement and initiatives would most likely be required, such as improved
customer information and infrastructure, increasing passenger safety and providing a better
customer experience.

Delivering this objective is most likely to be achieved through Franchising, as a result of the
West Midlands Bus Network being under full control of the Authority. Delivering this objective of
the BSIP under the Future Partnership would require continuous negotiation with the Operators
for any customer experience improvements to be offered. Due to the uncertainty of which
customer experience improvements would be delivered under each Delivery Option, customer
experience benefits have not been quantified within this Assessment. However, it is reasonable
to assume that passengers would benefit from an improved customer experience offer among
both Delivery Options.

More Reliable Services

Under Franchising, the implementation of bus priority measures becomes more likely due to the
realignment of costs and benefits. The implementation of bus priority measures will create more
punctual and reliable Services to the benefit of passengers. In addition, ticketing reforms (for
example, working to increase the use of contactless ticketing) and simplification of the fares
offered across the Authority's Region may support quicker boarding of passengers and reduce
delays at bus stops, further improving journey times and journey reliability. Similarly to network
improvements, more reliable Services will help generate bus patronage, reducing the negative
external impacts associated with travel and benefit the economy. The scale of these benefits
will be proportionate to the journey time improvements perceived by passengers.
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Under Franchising, the Authority, working in partnership with local highway authority partners,
would have control over the specification of bus priority measures, including their alignment with
Services themselves. The public sector itself will benefit from any additional revenue generated
because of increased reliability, offering further incentives to introduce reliability and punctuality
measures.

For the Future Partnership, the Authority would continue to negotiate with the Operators to align
bus priority improvements with Services to ensure the maximum benefit is realised. Operators
also have an incentive to provide reliable Services, as improved reliability will increase revenue
(modal shift from passengers from other modes). Additionally, incentive payments may be
received from the Authority for improvements in reliability.

Both Delivery Options and the Reference Case can support LAs with the implementation of bus
priority measures if funding is available. However, given Franchising better enables alignment
of bus priority improvements, the BSIP objective 'Consistent good delivery of the service offer’
is likely to be achieved and delivered faster under Franchising (as opposed to the Future
Partnership and the Reference Case), although this will be largely dependent on the level of
funding available. Under Franchising, the Authority and the LAs could work together on planning
Services and bus priority in a single-system approach. Alternatively, whilst objectives can be
aligned through a partnership, Operators may not always use the interventions provided or may
not invest any savings in wider improvements for passengers.

Under the Delivery Options, there is likely to be a slight net benefit to passengers. Any
improvements are likely to be immaterial in relation to the economic benefit to the West Midlands
Bus Network which is reported in this Assessment. Individual priority measures will significantly
impact the locality close to where the priority measure has been implemented, however it is
unlikely to significantly benefit the whole of the West Midlands Bus Network. It is therefore not
appropriate to estimate and monetise this impact and only a qualitative assessment has been
carried out for the purposes of this Assessment.

Neighbouring Authorities

As detailed in paragraph 7 of the Strategic Case, the Delivery Options are likely to have an
impact on bus users in the neighbouring areas especially those users that regularly cross
boundaries into the Authority's Region. A number of workshops have taken place with
neighbouring authorities in order to maximise the benefit of the Delivery Options on users.
Overall, it is expected that both Delivery Options will have positive impact to passenger
experience and improve quality of service available. In addition, any minor negative impacts the
Authority will seek to mitigate through continued engagement with neighbouring authorities.

Environmental and Social Impacts
Modal Shift

The change in level of Services provided in the Delivery Options relative to the Reference Case,
and the resulting change in patronage, will result in modal shift from private vehicles to local
Services. The scale of this impact for each Delivery Option is shown in paragraphs 8 and 9.
This modal shift will reduce the overall environmental and social impacts associated with travel
that affect the wider population in the Authority's Region and beyond. Greenhouse gas
emissions, particulate emissions (air quality impacts), levels of congestion and accident rates
will all decrease with modal shift to bus away from private car usage. This change is captured
in the appraisal of each Delivery Option through the use of DfT's MEC approach.
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In addition, modal shift to bus from active travel modes or other public transport modes from a
social and environmental perspective is unlikely to result in material net disbenefits. In many
cases, changes in the Services offered would alter the type of destinations that passengers
access, in addition to the choice of mode. Recent work for the Authority suggests there is a
quantifiable health benefit overall from each bus trip compared to the overall choice of
alternatives including car, resulting from increased time spent walking to and from bus stops. A
qualitative assessment has been carried out to determine the volume of benefit to physical
activity for each Delivery Option.

Transition to a ZEB Fleet

'Reducing Environmental Impact' of the West Midlands Bus Network is a key objective in the
BSIP, and an efficient roll out of ZEBs is vital to meeting this target. Emissions from buses will
be reduced across all Delivery Options, including the Reference Case, as old vehicles will be
replaced by new lower-emission vehicles over time.

For the Reference Case and the Future Partnership, this will be dependent on agreement with
the Operators. Under Franchising, the Authority would have full control of the vehicle fleet and
will be able to closely manage the introduction of the new vehicles, which will allow better
realisation of the benefit of reduced bus emissions and improve the efficiency of the transition.

There is a high cost associated with the transition to lower emission bus vehicles, in particular
ZEBs, and, without intervention, there is a risk that this cost premium may slow down such a
transition. For the Future Partnership and the Reference Case, it is assumed that the Operators
would buy and own the vehicles. For Franchising, the Authority would purchase the vehicles
and lease them to the Operators. For the purpose of this Assessment, it is assumed that ZEBs
are introduced at the same rate across the Reference Case and the Delivery Options.

Some benefits of ZEB introduction can be captured and assessed through the DfT's MEC
approach. This approach captures the net benefit of more Services and more bus journeys
being on ZEBs under the Delivery Options.

Through Franchising, the Authority would be able to deploy ZEBs in areas of poorer air quality
first, to realise the highest benefit due to the Authority having full control of the roll out of the
ZEB fleet. In comparison, under the Reference Case and the Future Partnership, the roll out of
the ZEB fleet will be heavily influenced by commercial priorities. Although agreements between
the Authority and the Operators could exist to ensure the deployment of ZEBs to the areas with
poorest air quality, this involves a large amount of uncertainty.

For this Assessment it is important to note that a targeted roll out of ZEBs is possible under the
Reference Case and the Delivery Options. Differences in the pace of transition to ZEBs between
areas will have limited impact on the overall benefits for each Delivery Option. For these
reasons, no benefits resulting from targeted rollout of ZEBs have been included within this
Assessment.

Under the Franchising Scheme, the cost of purchasing the ZEB fleet is significant and has been
included within this Assessment under the proviso that the costs will be funded through a mix
of grant funding and borrowing paid for through the farebox. The modelling framework reflects
the benefits and other impacts of ZEBs, as well as the cost. The budget implications of
transitioning to ZEBs are also included within the Franchising Scheme.
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Impact on the Operators

A key impact of the Franchising Scheme, as described in paragraph 2, is the impact on the
Operators. Compared to the Reference Case and the Future Partnership, the Operators would
no longer be responsible for deciding the West Midlands Bus Network. Pooling of resources
(likely via TUPE) would reduce overheads for the Operators, and this should be reflected in the
bidding process. Additionally, the elimination of wasteful competition on the West Midlands Bus
Network would allow new Services and/or route changes to be carried out with no additional
funding.

The difference in service level between the Future Partnership and the Reference Case is
smaller than in the Franchising Scheme, with a number of small interventions resulting in
modest changes to the commerciality of Services. These changes in turn affect the pace at
which Services transfer into the supported network.

Under the Reference Case and the Delivery Options, there is a possibility that Operators may
exit the market through necessity or choice, or because of not securing any Franchise
Contracts. In addition, the new Operators could join the market to deliver Services in the
Authority's Region. This is most likely under Franchising, but is theoretically possible under the
Reference Case and the Delivery Options.

As the current market is largely dominated by one Operator, the Franchising of Lots gives an
opportunity for smaller Operators to enter the market, where previously they may not have been
able to gain a foothold in the market due to the monopolistic market conditions. The design of
the lotting strategy allows for a number of 'small Lot' Franchise Contracts for every 'large Lot'.
The smaller Lots are designed to be competitive to small and medium sized Operators due to
the lower vehicle requirements. More detail on the lotting strategy is provided in the Strategic
Case Appendix.

Furthermore, as set out above, under Franchising the Operators will no longer have to invest
directly for new vehicles/depots and infrastructure improvements for the larger Lots in each
Franchising zone. For smaller Lots within each Franchising zone, the Operators will still invest
in the depots, but the vehicles and infrastructure will be funded by the Authority. Under the
Reference Case and the Future Partnership, the Operators will continue to invest in fleet and
depots as they are currently, noting that the Future Partnership would see the Authority also
purchasing some strategic depots for Supported Services to operate from.

WEI

The interventions previously described in paragraph 2 resulting in an increased Services level
and increased accessibility to the West Midlands Bus Network for both Delivery Options will
benefit the economies of the West Midlands and the UK. Both will benefit from a wider range of
WEI.

Reducing time costs for passengers (and in particular business passengers) can generate
improvements in productivity, most of which are captured through conventional time-saving
benefits. However, when there are spillovers to third parties that are not fully internalised in the
time costs perceived by businesses or users of the West Midlands Bus Network, then there can
be WEI driven by agglomeration benefits.

Agglomeration benefits occur when people and jobs are effectively 'brought closer' together
through better transport links, resulting in increased participation in the workforce. A larger
workforce means there is better matching between jobs and the people with the most
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appropriate skills who will be relatively more productive and therefore increase economic output.
WEI also comes from the better matching of labour supply and demand resulting in increased
productivity. Finally, a small proportion of benefits all come from transport interventions enabling
new businesses to be able to sell into or out of the West Midlands. In both cases, most of the
benefits are captured through the conventional time-saving benefits but some distortions cause
the benefit to not be fully captured. The resulting WEI from each Delivery Option are discussed
in paragraph 8.

Impact of Transition
Franchising

Transitioning from the Reference Case to Franchising risks the Operators ceasing to run
commercial Services prior to or during transition stages. The loss of these commercial Services
would cause severe short-term disbenefits to bus users as well as social and economic impacts
to the Authority's Region. This risk could be mitigated through short-term agreements and
contracts with the other Operators; however, this is likely to come at a significantly increased
cost to provision due to a lack of competition and reduced efficiency. This risk is most likely to
be realised if the sequence in which Services under a Franchising Scheme causes non-
franchised Services to become commercially unviable, in which case the Operators could stop
running the Services. This risk is most complex for NX, as the largest Operator in the Authority's
Region.®® The risk of cessation of commercial Services by NX and others has been considered
during the development of the Franchising Scheme so that this risk may be mitigated as much
as possible.

If the Operators feel obliged to end operation of some Services, (i.e. those where the commercial
viability is particularly marginal), this would be done on a 'route by route' basis and would
therefore be similar to the current 'business-as-usual' situation which happens if an Operator
deems a route unviable commercially. The Authority would assess the loss of the service
against its minimum access standards and decide whether to intervene and run the route as a
Supported Service, at a cost to the Authority's budget. The Authority would most likely provide
funding to support Services where minimum access standards were not met, as the loss of the
service would be unacceptable, although this would be done on a 'route by route' basis.
However, growing calls on the Authority's budget from other areas may limit the level of funding
allocated towards running these Supported Services.

The Authority would not be passive in its approach to managing these risks to ensure the
continuous running of the Services. This approach is discussed further in the Management Case
alongside details of the contingency budget set aside for this. Assuming the transition to
Franchising is done efficiently and effectively, the majority of commercial Services would be
able to continue without an impact on passengers. Existing Supported Services and new
Supported Services identified through the tendering procedures would continue to be operated
as long as the funding is available. £5 million has been allocated for the costs of tendering
additional Services during this transition. As the costs would be required for the period prior to
the Franchise Contracts starting, the costs are considered to be minimal and manageable and
therefore do not impact the case for Franchising, and the impact on the Authority or passengers
has not been appraised within this Assessment.

99

Services operated by NX accounted for 94% of bus patronage in 2023
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The Future Partnership

The Future Partnership has been developed with collaboration and input from the large
Operators, which mitigates the transition risk that the Operators may withdraw or terminate
Services. The impact of transition to the Future Partnership from the Reference Case was
considered to be marginal and therefore not included within the appraisal.

Risk of Delivery Options

Alongside the risk of transitioning to one of the Delivery Options previously described above,
there are number of further risks in relation to:

(a) Procurement;

(b) Operating;

(c) Implementation; and
(d) Revenue.

These risks and the Authority's approach to mitigating them have been set out in detail in
paragraph 6 of the Management Case.

Summary

As this paragraph 3 has shown, in comparison between the two Delivery Options, Franchising
would enable the greatest level of intervention in Services and has the potential to deliver the
largest benefit to passengers and residents as well as in relation to the objectives set out in the
Strategic Case and the BSIP. For both Delivery Options to be appraised, the benefits associated
with each must be weighed against costs of intervention, risks, and wider affordability and
deliverability issues.

This Assessment and the remaining paragraphs within this Economic Case establish that the
benefits for both Delivery Options are greater than the costs and the VfM of each will be
discussed with a summary provided in paragraph 13.

Forecasting Approach
Introduction

This paragraph 4 presents the forecasting approach for demand, revenue and costs and how
they differ across the Delivery Options. For this appraisal to be robust, it is vital that the forecasts
developed for these three aspects of bus operations are appropriately detailed and reliable. The
forecasts generated within this Economic Case underpin the financial and commercial analysis
described elsewhere in this Assessment.

The Current State of the West Midlands Bus Network and Main Economic Drivers

As evidenced throughout the Strategic Case, the commerciality of the West Midlands Bus
Network is reducing due to multiple external and internal factors. The cost of operating Services
must be balanced by the incoming funds, in the form of farebox revenue or public sector subsidy
for Services to remain operational.
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This affordability equilibrium of Services is not isolated to individual routes, or even the
Operators, but encompasses the whole of the West Midlands Bus Network as a system. Six
conditions impact the equilibrium of the West Midlands Bus Network system:

(a) social and economic factors, as well as effects from the wider transport network which
influence demand (exogenous demand drivers);

(b) wider macro-economic and supply chain conditions as well as local operating
environment (for example network congestion) affecting the cost base (exogenous cost
drivers);

(c) the legal and regulatory system under which buses are operated,;

(d) strategic choices about Services directed by the Operators and/or the Authority (as
relevant) on fares, ticketing, routeing and timetables (endogenous demand and cost
drivers);

(e) the public funding available for subsidising Services; and

(f) the Operator profit margin to make running Services commercially attractive.

The exogenous drivers of demand set the potential for bus use in the Authority's Region.
However, the actual demand that can be reached depends on the Services operated. The
choice of which Services to operate depends on the overall affordability of the West Midlands
Bus Network.

The Authority is able to change the point of the equilibrium through strategic decisions, either
directly by prioritising which Services to operate, subsidies/grants or through fares and ticketing
which have an impact on demand and revenue. The degree to which the Authority can influence
these decisions is dependent on the regulatory system under which Services operate, which
has been shown previously in Table 2-2. Under the Reference Case and the Future Partnership,
the Authority's control is limited. Under the Franchising Scheme, the Authority would have full
control over most elements of the West Midlands Bus Network and Services.

As set out in paragraph 2, the level of operating margin required depends on the risks that the
Operators are exposed to under each regulatory system and are influenced by the level of
competition in the market. These interactions are summarised in Figure 2-1 below.
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Figure 2-1: System Diagram of the West Midlands Bus Network
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4.7 As presented in paragraph 5 of the Strategic Case, the West Midlands Bus Network has been
experiencing declining patronage for more than 50 years. Between 1974 and 2020, bus
boardings dropped by 54%. This decline was compounded by the Covid-19 Pandemic and
patronage is still struggling to recover to pre-Covid-19 levels. The resultant fall in revenue has
made parts of the West Midlands Bus Network unaffordable for the Operators which, without
continued public sector subsidy, would have led to Service cuts. On the assumption that there
will be no additional budget available to subsidise Services, and on the basis that the reduction
in patronage has been over a long period, it is reasonable to expect that, without a significant
increase in bus funding, the trend of patronage decline will continue. The approach to
forecasting, described in the remainder of this paragraph 4, has therefore been developed in
this context.

The Forecasting Approach
Overview

4.8 In the context of the current broadly deregulated system, Services are either operated
commercially or are Supported Services.'® As demand, revenue and costs change, there will
be a different equilibrium between Services operated commercially, Supported Services, and

100 There are some Services which are partially supported where only particular days or periods are operated on a

supported basis
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Services becoming viable/unviable given the funding envelope. The modelling approach seeks
to establish what the equilibrium point is in any given year as the conditions above vary under
different futures.

Under the current regulatory system, where Supported Services cannot directly compete with
commercial Services, the decision to transfer commercial mileage to supported mileage follows
a two-stage process:

(a) the Operators decide which of their existing Services they can continue to run on a
commercial basis — either through 'trimming’ parts of routes which are not
commercially viable such as unprofitable days or time periods or dropping whole
Services from the West Midlands Bus Network; and

(b) the Authority decides which Services it will support based on the gaps in the West
Midlands Bus Network and its available budget — 'cutting' routes which are not
affordable.

The modelling framework has been designed to reflect the situation described above — first
looking at the overall income against the cost and determining the margin by service, then
modelling the processes of trimming or dropping routes (decisions taken by the Operators) and
cutting (decisions taken by the Authority based on the available budget for Supported Services).

This process is repeated for each modelled year and can be summarised in three key stages,
which are discussed in more detail below:

(a) forecasting of 'unconstrained' demand, revenue and cost;

(b) portfolio assessment of all Services to determine which Services and periods would be
commercially operated and which will be trimmed or dropped from the West Midlands
Bus Network; and

(c) an assessment of which Supported Services can be supported and which will be cut,
based on the available budget.

Unconstrained Demand, Revenue and Cost Forecasts

The model uses historic demand, revenue and cost data provided by the Operators and the
Authority. The data is disaggregated by Services and was provided for FY 2022/2023.

During this period, the Operators received grant funding to account for revenue lost due to
Covid-19, and some special event and school Services. These included Covid-19 BSOG,
Network Stability Fund and Network Planning Fund payments. The revenue data provided was
modified to reflect this, using payment information provided by the Authority.

Cross-boundary Services are removed from the Operator data and not subject to the trimming
and cutting processes described below. They would be managed through a Service Permit
Regime as necessary, in a coordinated approach between the Authority and the other LAs
involved.

The 'unconstrained' projections use the FY 2022/2023 data as a base year and the modelling
pivots of the network operated at that point in time. Whilst this may not capture some of the
subsequent changes to routes and Services, it provides a reasonable approximation of the
demand, revenue and costs associated with the Services. The forecasting models cover a 25-
year period through to FY 2046/2047.

134



4.16

417

4.18

4.19

4.20

4.21

4.22

4.23

4.24

An elasticity model is used to forecast future demand, which is unconstrained, in this context
meaning the forecast is made before the trimming and cutting processes are applied. This
reflects the demand potential of the FY 2022/2023 West Midlands Bus Network in response to
projected future changes to the key economic and social factors affecting bus use.

In FY 2022/2023, residual effects of the Covid-19 Pandemic continued to impact bus patronage,
which recovered a further 10% in FY 2023/2024 to approximately 90% of pre-Covid-19 levels.
A corresponding uplift was applied to the demand forecast in FY 2023/2024 to reflect this
recovery.

As the exogenous drivers (outlined earlier in this paragraph 4) are independent of decisions
made about Services under any regulatory system, the same exogenous forecasts underpin the
Delivery Options.

Capped Fares are reflected in the forecasts with the West Midlands scheme having been
guaranteed until January 2025. On the end of the arrangement, fares are assumed to increase
to £2.70.

Under the Reference Case, the operation of Services is assumed to continue with the status
quo; without strategic changes to Services, the continuation of the current ticketing structure
and fares remaining constant in RPI real terms.'® This was considered a prudent central
assumption whilst fares historically have been kept low in the Authority's Region, and there are
BSIP targets to reduce average fares per kilometre in real terms, fares in recent years have
grown slightly faster than inflation.

No explicit endogenous changes are applied in the modelling. Revenue is treated as a function
of demand, calculated by applying derived yield values per journey to the demand forecasts. As
fares remain constant in real terms, yield is also assumed to be constant within the model.

Once the demand potential based on operating the 2022/23 network has been established along
with corresponding revenue and cost forecasts, the affordability equilibrium assessment of the
West Midlands Bus Network is conducted in the trimming and cutting stages.

Trimming

Each Operator will decide which Services to operate commercially based on the profit margin
across its portfolio,'?? or, in the case of larger Operators, possibly the portfolio of each depot,
with a target margin that needs to be achieved. Individual Services may make margins above
or below this target, and in some instances may even seemingly be loss-making, however on
aggregate, the Operators aim to achieve or exceed the required margin and take corrective
action when they do not.

Managing Services as a portfolio is commercially advantageous to the Operators as it allows
them to maximise the Services they run and use of their assets, supporting higher levels of

101

102

All modelling has been conducted in RPI real terms. Therefore, an inflationary (RPI) increase in fares will elicit no
change in demand

As ENCTS payments are negotiated separately by each Operator, the effective yield generated will vary. The base year
yield remains associated with each route
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demand across the West Midlands Bus Network including by operating some Services on a
marginal cost basis.

Where the desired margin is not being achieved due to a fall in revenue or increase in costs, an
Operator will seek to trim underperforming parts of its portfolio generating the least profit or the
biggest loss. An Operator may decide to stop operating an entire service or reduce the level of
service on an existing route. Changes to Services will typically entail not operating during certain
days or time periods but could also include route changes or reductions in frequency.
Conversely, where the margin exceeds target, an Operator may decide to introduce new routes
or enhance the level of Services on existing routes.

In the modelling, a single assessment is conducted for all Services collectively for each
Franchising zone,'® rather than separate assessments for each Operator's portfolio. This is
reflective of how a service's commercial viability is based not only on the current Operators
required margin but that of other Operators who may not adopt the same margin as a measure
of commercial viability. It is assumed that the average margin percentage underpins the
commercial viability of the Operators' businesses and therefore would remain broadly constant
going forward.

For each forecast year, the portfolio of Services is assessed to establish which Services will be
commercially operated, based on the income generated by these Services, the cost, and the
Operators' required profit margin, which varies by Franchising zone as seen in the data they
provided. The model assesses whole Services and where appropriate, individual periods but
does not consider the other ways in which the Operators may reduce or trim Services, for
example reduced frequency or the length of a service, which are assumed can have less
significant impacts than cuts to whole Services.

The income stream for commercial Services comprises farebox revenue, the payments that the
Operators receive from the Authority for carrying passengers who receive free concessionary
travel under ENCTS, and, for the base year only, BSOG received by the Operators from DfT.

The Authority receives funding for ENCTS through the Transport Levy from its constituent LAs,
which is allocated in the model to commercial Services based on:

(a) The ENCTS demand, forecast from Operator base year data, carried on the Services
and periods determined to be commercial; and

(b) The effective FY 2022/2023 yield, by Operator, per ENCTS trip derived from Operator
base year data, assumed to remain constant in real terms. %

Cutting

Once the commercial Services and periods have been determined, the model assesses which
of the remaining Services and periods can be supported and those to be cut from the West
Midlands Bus Network. What can be supported is based on the net cost of the Services and
periods in scope and the budget remaining available for Supported Services Contracts.

103

104

See the Commercial Case: Lotting Strategy

The revenue on which margin is based includes public sector funding for ENCTS
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The net cost of each Service and period to the Authority will include the margin applied to the
gross operating cost by the Operator less any farebox revenue generated. As with the
commercial margin, the modelling uses a single average margin value across all Services in
each zone as it is not reasonably possible to capture how this might vary on a service-by-service
basis. As discussed elsewhere, the average margin assumed for Supported Services is
assumed to be 7.5%,'% in comparison to commercial Services which average between 6-7%
for the Authority's Region (but vary by zone). This current margin is atypical due to the impact
of Covid-19, where the Operators suffered significant loss in farebox revenue due to a dramatic
fall in patronage as shown in paragraph 5 of the Strategic Case.

In the Reference Case, a year-on-year increase of 0.4% in the cost of Supported Services is
assumed over the first 10 years. This expected increase is due in part to an increase in the
margin sought by the Operators for Supported Services due to the impacts of limited
competition. This could make it viable for a cross-boundary Operator to compete to run the
service at a higher cost base but slightly lower margin, increasing the Supported Service cost
to the Authority.

In the Future Partnership, this growth is assumed until implementation date, where depot
purchase is assumed to facilitate competition and reduce the cost base of running the Supported
Service.

The annual budget for Supported Services is modelled as the bus subsidy budget, derived from
the broad bus budget, less any ENCTS payments to the Operators.

The decision of which Services to support is modelled as being based on the relative net cost
per passenger alone, with a separate budget for each Franchising zone used in the cutting
process. As other metrics to this decision are secondary to cost, this is judged to provide a
reasonable approximation of the outcome at a network level.

There is an interdependency between the commercial and Supported Service assessment. This
is a result of the feedback effect occurring due to a proportion of the demand from cut Services
being reabsorbed by the West Midlands Bus Network. This effectively increases revenue on
remaining Services, which can enable more Services to be commercially operated and more
Services to be supported.

Where an Operator has to reduce commercial Services one of three things may happen:

(a) another Operator may step in if it has a lower cost base for that Service or can generate
more revenue;

(b) the Authority may step in, providing direct subsidy, and contract the running of the
service or period to the Operators on a supported basis; and

(c) the Service or period is cut from the West Midlands Bus Network, with alternative ways
of providing any essential connectivity which is lost being investigated.

105

Relatively little data is available which shows what margin the Operators are making in West Midlands on Supported
Services, in part connected with the majority of Supported Services being let as net cost contracts. The assumed margin
of 7.5% is consistent with the assumed margin on Franchise Contracts (explained elsewhere in this document) having
the advantage of reducing the potential for unintended distortions affecting the results. Sensitivity testing of alternative
margin assumptions has been carried out is reported later in this Economic Case
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In principle, the Authority will seek to maintain as much of the West Midlands Bus Network as
possible through running Supported Services Contracts. However, its ability to do this depends
on the budget it has available and the cost of operating Supported Services. Where costs
exceed budget, in line with its powers the Authority will consider which Services it can support,
and Services or periods will either be cut from the West Midlands Bus Network or reconfigured.

The lotting strategy element of the Commercial Case sets out nine Franchising zones into which
Services in the Authority's Region are divided as part of the Franchising Scheme. When each
zone is let the Services within each zone would then be split into a series of Lots, with the
Services in each Lot being let as a single Franchise Contract. For the purposes of this
Assessment the budget used for the 'trimming' and 'cutting' processes described above has
been divided between the zones on a per capita basis.

This ensures that the unavoidable cutting of Services is balanced across the Franchising zones
so, for example, those cuts are not concentrated within the zone where bus operation is least
profitable. To ensure any excess budget is redistributed to other Lots, the model applies the
cutting in order of commercial profit starting with the most profitable area first, transferring any
remaining or surplus funding downwards across the zones.

The funding for contracting Services will be taken from the Authority's broad bus budget. This
also covers bus administrative costs and the reimbursement to the Operators for ENCTS on
commercial Services. Further detail on the budget used for the Reference Case and the two
Delivery Options can be found in the Financial Case.

How the budget is balanced in practice is more complex. In part because the amount paid to
each Operator for ENCTS is not fixed in absolute or pro-rata terms but determined by periodic
negotiations, and because administrative costs will change in response to wider budgetary
pressures.

The Forecasting Approach across the Delivery Options
Reference Case

The appraisal of the Delivery Options considers the net benefits and costs against the
Reference Case. A reasonable Reference Case needs to establish what changes would occur
to the bus market under business-as-usual conditions including any enhancements committed
to, or highly like, on the part of the Authority or the Operators. The Reference Case should not
include any of the West Midlands Bus Network enhancements that are assumed to be included
and delivered as part of either Delivery Option.

Under the current regulatory context, most Services within the West Midlands Bus Network are
run by commercial Operators who have control over when and what Services they run. Services
will be affected by the underlying exogenous impacts on bus travel because of macro social and
economic changes in the Authority's Region; and, in the Reference Case, by any endogenous
effects because of changes to Services or fares made by the Operators, for commercial
Services, or the Authority, for Supported Services.

A future of ongoing decline in bus revenue would result in commercial Services being trimmed
or reduced as they become financially unviable for the Operators. Unless the Authority
introduces additional Supported Services (at increased cost) to cover the reduction in
commercial Services, the West Midlands Bus Network will contract, resulting in disbenefits to
passengers. The Reference Case, therefore, does not align with the objectives of bus reform
which are set out in paragraph 6 of the Strategic Case.
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The Future Partnership

The approach described for the Reference Case also broadly applies to the Future Partnership,
which uses the same base year Operator data, the same exogenous growth forecasts and the
same trimming and cutting processes.

However, the Future Partnership assumes that the Authority has negotiated a deeper
partnership that allows it to exert greater influence over the delivery of Services in the Authority's
Region, allowing additional determination over what Services are operated, fares and ticketing.

The Future Partnership, as described in the Strategic Case and in paragraph 2 has been
modelled and reflects the extent of change that the Authority believes that the Operators would
reasonably agree to under the Future Partnership, recognising there is already a strong EP
under the Reference Case in place in the Authority's Region. It has been informed by
discussions with the Operators as an appropriate and robust comparator for the Franchising
Scheme. The changes and interventions considered under the Future Partnership are assumed
to generate bus user benefits which are described in paragraphs 8 and 10. Figure 2-2 below
shows the forecasting approach for the Reference Case and the Future Partnership.
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Figure 2-2: Forecasting Approach Diagram for the Reference Case and the Future Partnership
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4.49

4.50

4.51

4.52

4.53

Franchising

Under Franchising, the Authority would take control of Services operating entirely in the
Authority's Region, with some Services, including cross-boundary Services, operating under
Service Permits. This effectively gives the Authority full decision-making power over fares,
ticketing and the network of Services operated within the Authority area. The Authority would
use its control over the West Midlands Bus Network to deliver further enhancements including
further service rationalisation and coordination improvements for a number of routes, presently
operated by combinations of major and small Operators, allowing resources to be used
elsewhere on the West Midlands Bus Network.

The overall Authority control of the West Midlands Bus Network would also mean that Services
currently tendered by the Authority would no longer need to be contracted as separate Services.

As with the modelling of the other options these endogenous changes are captured within the
unconstrained forecasts. Network enhancements elicit a demand, revenue or cost response
which is estimated using elasticities. The elasticities used and the magnitude of the response
itself are described in more detail in paragraphs 5 and 7.

Franchising changes the process which determines what Services are operated. As Services,
(excluding cross-boundary Services operating under Service Permits) are contracted under
Franchise Contracts to the Operators, there is no decision point for determining commercial
Services and periods. In this instance the determination process becomes a single assessment
point (only cutting rather than trimming and cutting), where all Services are considered
collectively within each Franchising zone with the choice of which are operated based on:

(a) the cost of Services;
(b) the mark-up applied by the Operators as part of the competitive bidding process; and

(c) the total income for operating Services, comprised of the farebox revenue generated
and the level of funding available.

As with Supported Services under the Reference Case and the Future Partnership, the decision
of which Services to operate is modelled based on the relative net cost per passenger. Figure
2-3 below shows the forecasting approach for the Franchising Scheme.
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Figure 2-3: Forecasting Approach Diagram for Franchising
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4.54

4.55

4.56

Key Modelling Assumptions

The forecasting approach for the Delivery Options uses a range of assumptions which inform
the demand, revenue and cost forecasting, as well as the affordability of the West Midlands Bus
Network.

Subsequent paragraphs of this Assessment outline the data and assumptions used to forecast
demand, revenue and operating cost for each Delivery Option. However, the key overarching
assumptions in developing this Assessment, are set out below:

(@)

(b)

(e)

The collective average profit margin across the portfolio of all commercial Services in
the Authority's Region is assumed to remain constant over the forecast period. This has
been based on FY 2022/2023 revenue and cost data provided by the Operators and
the Authority. This means that, where the Operators see their average commercial profit
decline due to rising costs and/or falling revenue, they will seek to trim or drop Services
to return to their target average margin;

Where the Operators have to trim/drop Services to maintain commercial viability, they
are assumed to do so on the basis of the ratio between revenue and operating cost for
each individual service, hence maximising the profit margin for the portfolio;

In contrast, where the Authority decides to and can afford to provide additional funding
for Supported Services, it is assumed that those Services with the lowest cost per
passenger ratio will be supported first, in order to cater for as many passengers as
possible and maximise the social benefit associated with the Supported Services. In
reality, the Authority may not use this method and whether Services will be supported
will be decided on a case-by-case basis. For example, Services which serve rural or
deprived areas and better fit with the Authority's strategic aims may be prioritised even
if the service has higher cost per passenger ratio that other Services at risk of being
cut;

Supported Services under tendered contracts are assumed to have a 7.5% margin on
revenue, which is uplifted over time to reflect the assumed increase in cost of operating
Supported Services (as described in paragraphs 4.32 and 4.33).'% While there is
limited data from the Operators which informs this assumption, it is considered
reasonable and in line with benchmarked mark-ups in similar contracts (the rationale
underpinning this assumption is provided in paragraph 4 and Table 4-8 of the Financial
Case); and

Services under Franchise Contracts are assumed to have a 7.5% margin on revenue.'"”
The margin that the Operators will target for these Services will be based on a number
of factors, such as level of competition, risk and reward balance or other wider portfolio
considerations.

Because of the different administrative and management costs associated with each Delivery
Option, the effective subsidy budget available from the Authority for procuring Services is lowest

106

107

Equivalent to 8.1% mark-up on operating costs

Equivalent to 8.1% mark-up on operating costs
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for Franchising. Budgets, sourced from the Authority and the Financial Case, are summarised
below in Table 2-3.

Table 2-3: Budget Available Under Each Delivery Option

Option Budget for FY 2027/2028 (expressed in FY

2022/23 prices)

The Reference Case £71.2 million
The Future Partnership £70.9 million
Franchising £69.5 million

Source: The Authority and the Financial Case

4.57

4.58

4.59

4.60

Addressing Uncertainty

Uncertainty is inherent to forecasting and must therefore be a key consideration in determining
the social, economic and environmental impacts of the Reference Case and the Delivery
Options assessed in this Economic Case. The two main areas of uncertainty are the following:

(a) future growth trajectory of bus patronage, recognising there is a level of uncertainty in
socioeconomic forecasts and the elasticity response of patronage; and

(b) availability of funding and ability for the Authority to support an increasingly less
commercial network.

The HM Treasury's Green Book Guidance and DfT’s Uncertainty Toolkit'® propose a scenario
development and assessment process as one of the tools to appraise the performance of the
Reference Case and the Delivery Options under different forecasts of the future, through the
use of different assumptions for the key identified areas of uncertainty. The aim of this process
is to test a wide range of different futures to understand whether the Reference Case or either
of the Delivery Options is the most appropriate way forward and which brings about the best
changes.

The objective of this scenario development process is to appraise how the relative performance
of the Reference Case and the Delivery Options varies depending on uncertainty factors. This
allows consideration of conditions under which it would be appropriate, from this Economic Case
perspective, to choose one Delivery Option over another one, informing the Authority’s overall
decision-making process.

Future Trajectory of Bus Patronage

The central case demand forecast has been developed based on best understanding of the
impact of exogenous and endogenous drivers on demand. However, there is some uncertainty

108

TAG: Uncertainty Toolkit, Supplementary Guidance, Department for Transport, 2021.
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4.61

4.62

4.63

4.64

4.65

5.1

in the socioeconomic forecasts and long-term elasticity response of the market to drivers of
growth.

The Authority has previously carried out work to consider the potential range of future bus
patronage growth, using the UTG Metropolitan Bus Model to specify and test potential
scenarios. This work has been used to inform the demand scenarios in this Assessment. The
forecast growth under the Reference Case was compared with the growth rates of the Delivery
Options to determine a reasonable range of uplifts to test.

As such, three possible ‘extents’ of the spectrum of uncertainty have been considered:

(a) a central case ‘Base’ demand forecast based on the expected growth of, and response
to, exogenous drivers;

(b) an ‘upside’ demand scenario where a percentage uplift is applied to the central case
forecast, increasing gradually to reach 15% by Year 5 of Franchising; and

(c) a ‘downside’ demand scenario where a reduction is applied to the central case forecast,
gradually increasing in magnitude to reach a 15% reduction by Year 5 of Franchising.

Availability of Funding to Support the West Midlands Bus Network

The Authority and the Government currently provide significant financial support to Operators,
but face competing demand for funding, and so it is not guaranteed that the current level of
funding can be maintained.

Furthermore, bus costs are forecast to grow faster than bus revenues so the same level of
funding will not be able to continue to support the current West Midlands Bus Network
financially. As Services run by Operators become commercially unviable the Operators are likely
to trim these Services to maintain their target profit margin. Therefore, if the same level of
funding is available the West Midlands Bus Network will reduce in size and reach.

For this, three scenarios, as set out in paragraph 9 of the Financial Case, have been proposed:

(a) a Base Funding Scenario: the current level of funding (based on the planned funding
for FY 2024/2025) for Services is maintained in nominal terms, with available budget
growing in line with TAG RPI,

(b) an Upside Funding Scenario: an additional £50 million per year is made available by
the Authority. This is indexed by RPI, remaining constant in real terms over the appraisal
period; and

(c) a Downside Funding Scenario: the available budget is 10% lower than the central case

from FY 2031/2032, continuing across the appraisal period.
Unconstrained Demand, Revenue and Cost Forecasting Approach
Introduction

This paragraph 5 presents the forecasting approach to estimate unconstrained demand,
revenue and costs for the West Midlands Bus Network. Unconstrained demand, revenue and
costs forecasts are projections of the potential demand, revenue and costs that would be
supported if the FY 2022/2023 West Midlands Bus Network were retained.
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5.2

5.3

54

55

5.6

5.7

5.8

5.9

5.10

The forecasts for demand and revenue comprise two parts:

(a) the change as a result of social and economic exogenous drivers, which is common to
all regulatory cases; and

(b) the changes (endogenous drivers) brought forward under the Delivery Options.
Similarly, the costs forecasts comprise of the following two parts:'%°

(a) growth in the underlying cost drivers, which is common to all regulatory cases; and
(b) the changes brought forward under the Delivery Options.

Demand Forecasting Approach

The approach to forecasting has been developed using industry good practice, parameters from
"The demand for public transport: a practical guide' (TRL, 2004), the 'Black Book' and in
alignment with DfT's TAG.

Demand has been forecast using an elasticity model which estimates the changes in bus
demand caused by the behavioural change of passengers as a result of exogenous and
endogenous drivers. This approach is considered appropriate as opposed to a full public
transport model as the impacts of reform are incremental, and predominately impact an existing
passenger population. This approach allows for forecasting and analysis on an individual-bus-
service level.

Base Year

The forecasts have been based on passenger data from FY 2022/2023 provided by the
Operators and the Authority.

Demand data has been provided by the Operators from ETM records. The demand data from
all the Operators is disaggregated by route and ticket or concession type.

The revenue data for commercial Services comes from data of on-bus ticket sales collected
from ETM alongside demand data, mobile and online ticket revenues, the Authority annual
payments to the Operators for passengers using season tickets and ENCTS reimbursements
to the Operators.

For the yield calculation, the yield value is derived separately for singles, multi-trip products and
ENCTS. The yield value for singles is inferred directly from the demand and revenue data.

Exogenous Forecasts

Demand for bus travel is impacted by social and economic factors that are independent of how
buses are operated. These exogenous effects influence the underlying demand for bus travel
regardless of any approach taken to bus reform. The following exogenous drivers that can
impact bus demand and have been captured as part of this Assessment are:

109

It should be noted that costs are presented net of Operator margin, allowing a more equivalent comparison among
Delivery Options, where margin differs between commercial and Supported Services
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5.11

(a) GDP: although GDP increases are associated with increases in travel demand, this
increase usually translates into high car ownership levels with detrimental effect on bus
travel. The overall effect of GDP on bus travel, when factoring for car ownership, is
therefore net negative;

(b) Population: a larger population will result in increased bus usage and therefore demand

(c) Employment: increases in employment are associated with increased travel through
more people commuting and travelling for business as well as having greater
disposable income to spend on discretionary travel; and

(d) Car ownership and cost of car ownership (car operating cost): declining costs of car
travel and increased car ownership will have a detrimental impact on bus travel due to
modal shift away from bus.

As previously described in the Strategic Case, bus patronage has been in decline for many
decades and the impact of exogenous effects is forecast to generate a continued decline in bus
patronage within the Authority's Region. The unconstrained demand trajectory under the
Reference Case is shown below in Figure 2-4. Bus demand, based on these modelled factors
alone, is forecast to be around 65 million passengers lower by FY 2046/2047 under the
unconstrained Reference Case.

Figure 2-4: Unconstrained Demand Forecast for the Reference Case
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Endogenous Forecasts

The endogenous forecasts capture the passenger impacts of changes made to Services in the
Authority's Region either by the Authority or the Operators. Separate endogenous forecasts
have been produced for each Delivery Option, including the Reference Case against which they
are compared.

Network Interventions

The network interventions and enhancements are described in paragraph 2. Under the
Reference Case and the Future Partnership there are no anticipated changes to the West
Midlands Bus Network. However, the level of service across the West Midlands Bus Network
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5.14

5.15

5.16

5.17

5.18

5.19

5.20

will reduce as a whole, as a result of only a limited number of Supported Services being able to
operate within the Authority's budget when commercial Services cease to operate as they
become unprofitable. The Future Partnership does have other interventions, such as the
acquisition of depots to improve competition, and fares and ticketing which cause the demand
to be higher than the Reference Case.

For Franchising, proposed Service changes are expected to be delivered, as outlined in
paragraph 2. The demand impact for network interventions is modelled using a long and short-
term elasticity approach. The revenue impact of the network interventions is proportionate to
demand in both cases.

Fares and Ticketing

Under Franchising, the Authority proposes a range of measures to improve and simplify
ticketing. These changes are expected to result in an increase in demand. When evaluating
comparable proposals, research for Nexus found that passengers perceived a willingness-to-
pay benefit that would equate to an uplift in demand of 2.5% for extensive ticket simplification.'?

Under the Reference Case, the range and validity of tickets would remain the same, and
therefore no demand or revenue impact is applied.

Under the Future Partnership, subject to negotiation with the Operators, additional fare capping
would be implemented, and further ticketing simplicities introduced. A demand uplift of 1% has
been assumed, representing a proportion of the benefit achievable with the full fare
simplification measures. An approximately offsetting fare cut of 1% is assumed.

Under Franchising, the Authority would have full control of the fares and ticketing of Services
under Franchise Contracts. This would facilitate the introduction of a single sales channel or
app, providing further simplification for passengers. A demand uplift of 2% is applied,
recognising recent measures have gone some way to simplify fares in the Authority's Region,
with an offsetting fare cut of 2%.

Revenue Forecasting Approach

Fares paid by passengers are the primary form of revenue generated from the commercial
operation of local Services. However, a proportion of journeys are paid for under ENCTS, a
reimbursement to the Operators for the provision of concessionary travel which is funded from
the public sector purse. Whilst not strictly a revenue stream in the same way that farebox
revenue is, it is appropriate to treat it as such for the purposes of appraisal and the wider
Assessment. Therefore, forecasts are produced for farebox revenue and ENCTS revenue.

Commercial Services Operator Remuneration

Where a service is operated commercially, the Operator retains revenue. The revenue received
by an Operator across all its commercial Services is a combination of the fares received for
singles, the revenue from its own single-Operator tickets and a portion of the revenue generated
from the sale of nBus and nNetwork tickets. This proportion is based on estimations of the
passenger journeys taken on an Operator's Services using each product.

110

Simplified Ticketing Research (Nexus, 2013)
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5.22

5.23

5.24

5.25

Supported Services

Services operated wholly under contract to the Authority (fully Supported Services) are mostly
tendered as net cost Services.'' Under a net cost service, the Operators take on income and
cost risk but retain all passenger revenue; subsidies are paid by the Authority for any
unprofitable Services. For some commercial Services, Operators receive de minimis payments
from the Authority."'? These payments are made, for example, where the hours of operation or
the route of commercial Services are extended at the request of the Authority. In these
instances, the payment is received in addition to any fare revenue generated by these Services.

ENCTS

There is a statutory requirement for local Operators to accept ENCTS passes, as discussed in
the Strategic Case. Whilst it uses audited Operator estimates of the number of journeys made
on their Services using ENCTS passes, the reimbursement is impacted by Operator specific
variations in operating cost and the available budget for ENCTS. ENCTS is primarily funded by
HM Treasury and forms part of the DLUHC formula grant provided to each LTA. This funding is
not explicitly allocated to any Operator but the negotiated amounts for Services are paid to the
Operators and any remainder retained by the Authority to fund concessionary travel on
Supported Services.

Revenue Forecasting Approach

Farebox revenue forecasts are calculated using the forecast demand, which is segmented by
different ticket types and the yield per journey for each product.'"® Where appropriate, the yield
is changed in line with fares changes. ENCTS revenue forecasts are calculated similarly but
using the derived per journey subsidy amount paid to each Service provider instead of yield.''
The yield value of ENCTS is assumed to remain constant in real terms. This has been assumed
to allow a consistent representation of the commerciality of Services overall.

Cost Forecasting Approach

Paragraphs 5.24 to 5.45 describe the cost of operating buses within the Authority's Region and
how the costs of the Future Partnership and Franchising compared against those incurred under
the Reference Case. As part of this comparison, it considers the cost to the private sector, costs
to the Authority and costs to HM Treasury under each Delivery Option.

As discussed in paragraphs 2 and 3, this Economic Case does not appraise all the interventions
proposed as some interventions do not require the introduction of Franchising or implementation
of the Future Partnership (such as bus priority measures). Therefore, in comparing both Delivery

111
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114

This includes a self-payment for the use of the Authority Tickets

De minimis payments can be provided by LAs to pay for enhancements to existing commercial Services, such as
extensions or diversions. These payments are capped as they were limited by EU state aid rules

In this context, yield is used to describe the average value of fare revenue received per trip for each ticket category,
taking into account any variations/discounts/concessions etc and as such, not specifically aligned with any published

fare value

This includes payments made for ENCTS use on Supported Services
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5.27

Options to the Reference Case, the net impact of these interventions would be neutral and
would not influence the case. The interventions which are appraised are therefore:

(a) Network enhancements;

(b) Fares and ticketing changes; and
(c) The introduction of a ZEB fleet.
The Reference Case Operating Costs

The data provided by the Operators and the Authority has been used to estimate the operating
costs. The forecasts are based on a single base year (FY 2022/2023), with growth factors
applied to estimate the increase in costs over the appraisal period. To allow for appropriate
growth rates to be applied and relevant cost changes to be made for the appraisal, costs have
been itemised into the following groups:

(a) Driver costs;

(b) Depreciation;

(c) Fuel;

(d) BSOG (a negative cost, payments made to Operators);
(e) Tyres;

(f) Insurance;

(9) Engineering;
(h) Overheads; and
(i) Other costs.

The base year breakdown of costs is presented in Figure 2-5.
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Figure 2-5: Bus Operating Cost Breakdown
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Cost growth

5.28  The growth of costs will be different for each cost group due to the influence of different market
factors.

5.29  Fuel is tied to the Diesel Fuel Index from the TAG Databook,''® expressed in real RPI terms. As
BSOG is linked to the cost of fuel, its change is also tied to the to the Diesel Fuel Index.

5.30  For all cost groups other than fuel and BSOG, the growth rate is treated relative to RPI growth.
As such, RPI growth is adjusted for each of the cost groups based on Confederation of
Passenger Transport data (which shows how each of the cost items grew historically relative to
RPI).1® The underlying increase or decrease in growth rates beyond RPI is affected by factors
such as average national and local wages, changes in materials costs and changes in insurance
premiums. The total cost growth by segment for all Services is presented in Table 2-4.

Table 2-4: Cost Growth Rates (real growth)

Cost item Base Index Real annual growth rate
Driver costs RPI +0.5%
Fuel Diesel fuel index -
BSOG Diesel fuel index -
15 Table A1.3.7 of the May 2024 TAG Databook
116 Analysis of CPT Cost Index reports 2014 to 2019, Midlands data
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Cost item Base Index Real annual growth rate
Tyre cost RPI -0.5%
Depreciation RPI +1.0%
Insurance RPI -1.5%
Engineering RPI 1.0%
Overhead RPI -
Other costs RPI +3.0%
5.31  Overall, the combined impact of the growth in costs for Services is equivalent to a composite

5.32

5.33

5.34

5.35

5.36

annual growth rate of 0.62% (CAGR) above RPI over the period 2022 to 2046.
Operating Cost Impact of Network Interventions

The cost of running Services is affected by the total distance operated by the vehicles providing
the service (service kilometres). It is also affected by factors such as the length of the route,
journey speed, the frequency of journeys, time taken up by positioning journeys (dead mileage),
allowances for unpredictable delays (balancing time), accommodations for driving hours
regulations, and any refuelling/recharging movement. These factors combine to establish the
PVR, which is the maximum number of vehicles required at any period over the course of a day
to deliver the timetable of the Service.

For each operating cost item, the total annual cost will be predominately influenced by either
the Services kilometres, or by the PVR. The total cost of each item is therefore calculated using
one of these. For each service change, uplifts to total vehicle kilometres and PVR have been
derived and are applied to the relevant cost items to generate the forecast operating cost.

For proposed service rationalisations or coordination of headways, no additional cost is
assumed as there is no change to the level of service provided, simply a more even timetable
of the existing Services.

For interventions on routes where two or more Operators are currently competing, a reduction
in PVR is assumed to represent the efficiency gained from avoiding duplication of the West
Midlands Bus Network. It is assumed that the magnitude of any changes proposed are such
that there would be no negative impacts to the passenger journey experience, such as crowding.

Zero Emission Fleet Costs

The Reference Case and the Delivery Options considered within this Assessment are expected
to transition the bus fleet to ZEBs. This transition will affect:

(a) Vehicle costs;

(b) Depot/infrastructure costs;
(c) Fuel costs; and

(d) Driver costs.
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5.39
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5.41
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5.43

Vehicle Costs

The appraisal has looked at the transition to ZEBs. Whilst the costs of purchasing electric buses
will decrease relative to diesel buses over time, there is uncertainty about the rate of change
and the eventual cost of transitioning. For appraisal purposes, subsidised vehicle costs are
assumed to remain constant at today's prices over the forecast period. The current cost of a
ZEB is assumed to represent a net cost to the Authority of £296,000 per bus (in FY 2022/2023
real prices). This figure includes the acquisition of the bus and is net of the BSOG on acquisition
of electric buses which covers 75% of the difference in cost between a ZEB and a new diesel
bus.

Depot Infrastructure Costs

Using ZEBs requires new charging infrastructure at depots. No on-route charging infrastructure
has been assumed for the operation of battery buses as on-route charging is not a solution that
most Operators consider to be attractive at this time (and even allowing short charging windows
within operations would still require extra vehicles and/or disadvantage passengers).

Depot fit-out costs, which assumes DfT funding for ZEB related infrastructure, are assumed at
£60,000 per ZEB."""

Treatment of Fuel Costs

The energy costs for charging battery electric buses are lower than the equivalent fuel cost for
diesel buses. This will result in a net 'fuel' saving in the operating cost of buses. The energy cost
for a battery electric bus is assumed to be three quarters of the equivalent fuel costs.

Additional Driver and Vehicle Costs

Battery electric buses have a more limited range than their diesel counterparts. In some
instances, this will mean a vehicle cannot complete a days' service under a single charge. To
counter this issue, the Operators may increase the number of vehicles used to fulfil the
timetabled service, relative to the number of diesel vehicles used. This reduces the operating
kilometres of each vehicle and therefore the required range. Vehicles having to return to the
depot during the course of a day to recharge also ties up drivers on non-productive work,
reducing efficiency and potentially increasing resource requirements.

An average uplift in the PVR of 5% above the number of diesel vehicles is assumed to be
required for operating the service using battery electric vehicles. This has a corresponding
impact on the number of drivers required. The same uplift is assumed for the driver costs.

Administration and Management Costs

The Authority will have increased costs associated with preparation, implementation and then
management of each Delivery Option. Authority staff costs, administration costs and office costs
will also increase under the Delivery Options. The values for these costs have been informed
by the Management Case.

17

Information provided by TfWM, based on consultancy work conducted by Evenergi for CEBC
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5.44  Following initial implementation costs, ongoing management costs for the Authority to manage
the Future Partnership would amount to £0.8 million per annum (FY 2024/2025 prices). Further
detail is presented in the Financial Case and the Management Case. The Reference Case also
contains ongoing management costs for the Authority, amounting to around £0.5 million (FY
2024/2025 prices). An increase in costs to the Authority of 1.5% of the cost of Supported
Services is assumed, associated with increased management costs as more of the West
Midlands Bus Network becomes supported over time.

5.45  Following initial implementation costs, ongoing management costs for the Authority to manage
Franchising would amount to £4.2 million per annum (FY 2024/2025 prices). Further detail is
presented in the Financial Case and the Management Case.

6 Demand, Revenue and Costs Forecasts
Introduction

6.1 This paragraph 6 provides an overview of the demand, revenue and cost forecasts for the
Delivery Options. As described in paragraphs 4 and 5, the forecasts take into account the long-
term impact on bus patronage and the constrained funding available to the Authority to support
Services. The 'central' scenario with the central demand forecast and funding assumptions, as
described in paragraphs 4.60 to 4.65, has been used throughout this paragraph 6. Other
scenarios have been tested with their forecasts shown at the end of this paragraph 6. The
forecasts do not include cross-boundary Services which are considered separately.

Demand Forecasts

6.2 The demand forecasts for the Reference Case and the Delivery Options are shown in Figure 2-
6, Figure 2-7 and Figure 2-8, for the central scenario. The proportions of bus demand on
commercial and Supported Services are shown within the graphs - noting that under
Franchising, all Services are represented as being supported.

Figure 2-6: The Reference Case Demand Forecast
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Figure 2-7: The Future Partnership Demand Forecast
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Figure 2-8: Franchising Demand Forecast
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All Delivery Options show an initial increase in demand as the West Midlands Bus Network
continues to recover from the Covid-19 Pandemic, with the Operators supported by ongoing
grant funding. However, following this the long-term trend of declining patronage will continue
at different rates across all Delivery Options. As Services become unprofitable, the majority
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6.4

6.5

eventually become supported in the Reference Case and the Future Partnership. The Future
Partnership enables somewhat more Services to stay commercial for longer than the Reference
Case.

In the Reference Case and Future Partnership, the proportion of Supported Services increases
significantly. Several factors contribute to this. Historically, support payments made by the
Authority to Operators have contributed to maintaining commercial routes. Rising costs and
falling revenues from reduced patronage have reached a tipping point of the affordability of
routes, meaning fewer are meeting levels of profitability required to be operated commercially.
Services which were previously commercial may only require a small amount of subsidy to be
viable but are considered as ‘supported’ in the model framework. This means the budget is
supporting more, but better performing, Services than in the past.

Franchising allows the greatest proportion of bus demand to be maintained in the West Midlands
Bus Network followed by the Future Partnership and the Reference Case. A summary of bus
demand in the West Midlands Bus Network in FY 2046/2047, is presented in Table 2-5.

Table 2-5: Bus Demand in FY 2046/2047 journeys

Delivery Option Total Demand | Commercial Demand | Supported Demand
(million) (million) (million)

The Reference Case 86.7 1.2 85.5

The Future Partnership 89.4 1.2 88.2

Franchising 95.7 - 95.7

Source: Economic Case forecasting models

6.6

Revenue Forecasts

The revenue forecasts for the Reference Case and the Delivery Options are shown at Figure 2-
9, Figure 2-10 and Figure 2-11 for the central scenario. The proportions of bus revenue on
commercial and Supported Services are shown within the graphs.
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Figure 2-9: The Reference Case Revenue Forecast (Emillion, FY 2022/2023 prices)
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Figure 2-10: The Future Partnership Revenue Forecast (Emillion, FY 2022/2023 prices)
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Figure 2-11: Franchising Revenue Forecast (Emillion, FY 2022/2023 prices)
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A similar pattern is observed in the revenue forecasts that was seen in the demand forecasts
with an initial increase followed by a slow decline across all Delivery Options. Franchising allows
the greatest proportion of bus revenue to be maintained, followed by the Future Partnership and
the Reference Case. A summary of bus revenue in the West Midlands Bus Network in
2046/2047, is presented in Table 2-6.

6.7

Table 2-6: Bus Revenue in FY 2046/2047 (Emillion FY 2022/2023 real prices)

Delivery Option

Total Revenue

Commercial Revenue

Supported Revenue

The Reference Case 96.1 1.9 94.2
The Future Partnership 98.5 1.9 96.6
Franchising 104.6 - 104.6

Source: Economic Case forecasting models

Operating Costs Forecasts

6.8

The operating costs forecasts for the Reference Case and the Delivery Options are shown at

Figure 2-12, Figure 2-13 and Figure 2-14 for the central scenario. The proportions of bus
operating costs on commercial and Supported Services are shown within the graphs.
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Figure 2-12: The Reference Case Operating Cost Forecast (Emillion, FY 2022/2023 prices)
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Figure 2-13: The Future Partnership Operating Cost Forecast (Emillion, FY 2022/2023 prices)
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Figure 2-14: Franchising Operating Cost Forecast (Em, 2022/23 prices)
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6.9 Similarly to the revenue and demand forecasts shown above, the same pattern is replicated for
operating costs. There is an initial increase, followed by slowly declining operating costs as
demand falls and Services are withdrawn. Franchising allows the most Services to be retained,
resulting in higher operating costs compared to the Future Partnership and the Reference Case.
A summary of bus operating cost in the West Midlands Bus Network in FY 2046/2047, is
presented in Table 2-7.
Table 2-7: Bus Operating Cost in FY 2046/2047 (Emillion FY 2022/2023 real prices)
Delivery Option Total Operating Cost Commercial Supported Operating
Operating Cost Cost
The Reference Case 123.4 1.8 121.5
The Future Partnership 126.4 1.8 124.5
Franchising 134.5 - 134.5
Source: Economic Case forecasting models

6.10

Cost of the Delivery Options to the Authority

Currently, the Authority tenders Supported Services Contracts predominantly as net cost
contracts, where the Operators retain revenue whereas in gross cost contracts the Authority
retains the revenue. For Franchising, all Services would be tendered as gross cost contracts.
The cost of delivery across the Authority's Region from the position of the Authority is presented
in Figure 2-15 and Figure 2-16. These firstly consider the total value of payments from the
Authority to the Operators under the Delivery Options (the 'gross impact on the Authority') which
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6.11

6.12

comprise contract payments under Supported Services Contracts,''® ENCTS payments made
to the Operators (for the Reference Case and the Future Partnership), and contract payments
for Services (under the Franchise Contracts). Secondly, the fares income on Supported
Services or Services under Franchise Contracts are taken into account, offsetting the costs
above (the 'net impact on the Authority').

Gross Impact

As shown above, the Delivery Options see an increased proportion of Supported Services,
which has a significant impact on the gross cost of Services to the Authority. As under the
Franchising Scheme, all Services are controlled by the Authority and the gross cost is much
higher than the Reference Case and the Future Partnership. However, as the proportion of
Supported Services increases considerably over time, the difference between the Future
Partnership and the Reference Case, and the Franchising Scheme, reduces.

The components of the gross impact on the Authority for the Reference Case and the Delivery
Options are shown within Figure 2-15, Figure 2-16 and Figure 2-17. The components include
the direct cost of operating Services, the Operator margin for delivering those Services, and (for
non-franchising schemes only) the ENCTS payments made for commercial Services. The
dotted lines within the graphs show the total from the previous figure(s) for reference.

Figure 2-15: Gross Impact on the Authority, the Reference Case (Emillion, FY 2022/2023 prices)
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118

Whether Services are procured under gross cost or net cost contracts is disregarded in this analysis for the purposes
of clearer illustration of the differences between Delivery Options
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Figure 2-16: Gross Impact on the Authority, the Future Partnership (Emillion, FY 2022/2023
prices)
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Figure 2-17: Gross Impact on the Authority, Franchising (Emillion, FY 2022/2023 prices)
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6.13  Figure 2-18 provides an overview of the Reference Case and the Delivery Options and the gross
impact on the Authority.
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Figure 2-18: Gross Impact on the Authority of the Delivery Options (Emillion, FY 2022/2023

prices)
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Net Impact

Fare revenue from Supported Services partially offsets the gross impact on the Authority
described above. Under the Future Partnership and the Reference case, the Supported
Services will not be highly profitable. If they were, they would be part of an Operator's
commercial portfolio, but the revenue received from these Services will cover a proportion of
the costs incurred.

For Franchising, the proportion of the costs covered by the revenue generated will be higher
than the other Delivery Options as the profitable commercial Services will be included within the
Authority's revenue stream. The increase in retained revenue under Franchising means the
Authority has to manage a greater revenue risk. The financial implications of revenue risk are
discussed further in the Financial Case.

Franchising will incur the lowest net overall cost to the Authority (when the costs, net of revenue,
are considered). The Future Partnership and the Reference Case have a similar net impact
position to each other. This is shown in Figure 2-19 and Figure 2-20.

163



Figure 2-19: Net Impact on the Authority of the Delivery Options (Emillion, FY 2022/2023 prices)
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Figure 2-20: Gross and Net Impact on the Authority of the Delivery Options (Emillion, FY
2022/2023 prices)
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6.17

6.18

6.19

Comparison of Forecasts Across Scenarios

Table 2-8, Table 2-9 and Table 2-10 summarise the forecasts of demand, revenue and
operating costs for the Reference Case and each of the Delivery Options.

The results show that in all cases, Franchising outperforms the Future Partnership and the
Reference Case, with Services carrying more demand and generating more revenue for all
combinations of bus patronage and Authority funding.

Whilst there exists uncertainty around the long-term impacts on demand and funding, these
results show that, across scenarios, Franchising performs better than the Reference Case and
the Future Partnership. For Franchising, demand ranges in FY 2042/2043 between 81 million
and 160 million passengers (compared to a range of 76 million to 153 million for the Future
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Partnership) and revenue in FY 2042/2043 between £92 million and £173 million (compared to
a range of £86 million to £167 million for the Future Partnership).
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Table 2-8: Summary of Bus Demand in FY 2042/2043 across Scenarios (journeys)

Option

Base demand

15% uplift in demand by 2031/32 and

15% reduction in demand by 2031/32

onwards and onwards
Base Upside Downside Base Upside Downside Base Upside Downside
funding | funding funding funding funding funding funding funding funding
The Reference Case 97m 125m 90m 119m 147m 113m 76m 102m 70m
The Future Partnership 100m 127m 93m 122m 150m 115m 78m 104m 72m
Franchising 105m 133m 98m 129m 158m 122m 83m 109m 76m

Source: Economic Case forecasting models

Table 2-9: Summary of Bus Revenue in FY 2042/2043 across Scenarios (Emillion, FY 2022/2023 real prices)

Option

Base demand

15% uplift in demand by 2031/32 and

15% reduction in demand by 2031/32

onwards and onwards
Base Upside Downside Base Upside Downside Base Upside Downside
funding | funding funding funding funding funding funding funding funding
The Reference Case 108m 141m 99m 129m 162m 122m 87m 119m 80m
The Future Partnership 110m 142m 102m 131m 164m 124m 89m 121m 82m
Franchising 115m 148m 107m 138m 171m 130m 94m 126m 85m

Source: Economic Case forecasting models

Table 2-10: Summary of Bus Operating Costs in FY 2042/2043 across Scenarios (Emillion, FY 2022/2023 real prices)

Option

Base demand

15% uplift in demand by 2031/32 and

15% reduction in demand by 2031/32

onwards and onwards
Base Upside Downside Base Upside Downside Base Upside Downside
funding | funding funding funding funding funding funding funding funding
The Reference Case 133m 198m 119m 149m 214m 137m 116m 181m 105m
The Future Partnership | 137, 201m 123m 152m 219m 139m 119m 184m 108m
Franchising 142m 210m 128m 160m 229m 146m 126m 192m 110m

Source: Economic Case forecasting models
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7.1

7.2

7.3

7.4

7.5

7.6

7.7

Approach to this Economic Assessment
Introduction

This paragraph 7 outlines the approach that has been taken to assess the impacts of the
Delivery Options. This paragraph 7 outlines the methodology and key assumptions that have
been used for calculating and monetising:

(@) User Benefits;
(b) Marginal External Impacts; and
(c) WEI.

The net impact of the Delivery Options compared to the Reference Case are presented in this
paragraph 7. Both monetised benefit and relevant non-monetised benefits are discussed.
Guidance from TAG and the HM Treasury's Green Book Guidance indicate that the VM
assessment is comprised of monetised benefits, non-monetised benefits and consideration of
uncertainty in this analysis.

The following paragraphs in this Economic Case reflect the structure of DfT's standard
'Appraisal Summary Table', detailing the impacts of the Delivery Options on the:

(a) Economy (paragraph 8);

(b) Environment (paragraph 9);

(c) Society (paragraph 10); and

(d) Public Accounts (paragraph 11).

This Assessment also considers how the benefits will impact and be distributed among different
social groups and demographics within the West Midlands. The groups relevant for each impact
are defined by DfT guidance.™?

Establishing the Appraisal Period

To appraise the Delivery Options, it is necessary to consider the length of time over which costs
and benefits of intervention will be recorded. Typically, with transport intervention, an appraisal
period of 60 years is used to reflect the period over which infrastructure investment still has
residual use without needing complete renewal.

There is no significant infrastructure investment central to the Delivery Options which drive the
appraisal period. The largest capital investment is the purchase of the ZEB fleet funded by the
Authority in the Franchising Scheme. A monetised appraisal period of 40 years has been used
starting from FY 2027/2028. To facilitate the introduction of ZEBs there will be further spend on
charging facilitates and other associated infrastructure driven by the fleet investment.

The 40 year appraisal period aligns with the life cycle of a ZEB which is between 15 and 20
years. ZEBs typically need to renew their batteries or fuel cells (hydrogen only) midway through

119

TAG Unit A4.2 Distributional Impact Appraisal
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7.8

7.9

7.10

this length of time. For the Reference Case and the Delivery Options, the last diesel buses in
the bus fleet are expected to be replaced in 2041 and their replacements would need to be
renewed around 2056. A 40-year appraisal period was considered reasonable as it would fully
realise the benefits of the Delivery Options, including the environmental benefits associated with
the deployment of ZEBs. It is important to note that, in extrapolating demand, revenue, and
costs beyond the forecasting horizon, care has been taken to ensure that the monetised
appraisal is not unduly influenced by any individual year close before or after that horizon.

Economic Assessment Treatment of Revenue and Costs

Revenue and costs have been forecast from FY 2022/2023 to FY 2046/2047. The appraisal
start date is assumed to be FY 2027/2028 and continues for 40 years. For appraisal years after
the final forecast year no further growth is assumed. Revenue and costs for these years are the
average of the last five forecast years. The final forecast year is FY 2046/2047 and the five year
average starts from FY 2041/2042. For the Future Partnership, a six year average is used due
to volatility of demand, revenue and costs in the forecast years. This assumption is made as
reliable forecasting data and assumptions are not available for a longer period.

In line with the HM Treasury's Green Book Guidance and TAG, a number of adjustments have
been made to the revenue and costs for the purpose of this Assessment.

The adjustments made are:

(a) Conversion of costs to 2010 GDP Deflator real: this has been done using RPI, to
inflate to nominal terms, and GDP deflator indices, to derive real appraisal values from
May 2024 version of DfT's TAG databook'?;

(b) Conversion to market prices: this adjustment is made to bring the costs in line with
the transport user 'perceived cost' created by the effects of taxation. An uplift of 19% is
applied to the costs, as per DfT's TAG requirements'?’;

(c) Optimism bias: an optimism bias of 44% has been applied to the vehicle and depot
costs, as per DfT's TAG."?2 Optimism bias is an economic construct, which, as a part of
the economic assessment of each Delivery Option, is applied to costs to account for the
observed tendency for underestimation of project costs; and

(d) Discounting to 2010 PVs: in line with the HM Treasury's Green Book Guidance'?® and
TAG, costs have been discounted at 3.5% per annum for 30 years from now and 3.0%
for the remaining 15 years of the appraisal period to 2066.

120

121

122

123

TAG databook annual parameters sheet
Chapter 5 of TAG Unit A1.2: Scheme Costs
Chapter 3 of TAG Unit A1.2: Scheme Costs

Annex 6 of The Green Book
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7.11

7.12

7.13

7.14

7.15

7.16

7.17

Monetised Appraisal

The appraisal has been conducted in line with the latest TAG guidance available at the time of
this Assessment and associated TAG Databook parameters provided by DfT.'?* All values are
shown as 2010 PVs and 2010 Market GDP Deflator Real prices.

Estimating Benefits per Trip

DfT's prescribed approach to deriving bus user benefits is to assess the change in the GC of
travel between the Reference Case and the Delivery Options. This includes GT and the
monetary cost of travel to the passenger. The time component is a composite measure of
people's journeys that considers each leg of a trip — walking to a stop, wait time, in-vehicle
journey time, walk from a stop, and interchange (if applicable) weighted relative to in-vehicle
time to account for difference in passenger perceptions.'?® The monetary cost of travel can be
converted into time units by the application of a value of time.'2¢

Transport demand is responsive to changes in travel costs. This change is typically forecast
using observed elasticities to forecast the demand impact based on passengers'
responsiveness to changes in fares or to the components of journey times. The same elasticities
can be used to estimate the average GC change experienced based on predicted change in
demand.

The forecasting approach applied for the VfM assessment works dynamically at an individual
Service level, representing the affordability and commercial difficulties affecting the Operators
and LAs. The framework offers spatial detail and capability in comparison with an aggregate
approach.

The demand forecast for the Reference Case and the Delivery Options has been based on the
elastic response of bus users to changes in service levels and fares, as described in paragraph
4.57. The consolidated demand change between the Reference Case and the Delivery Options
has been used to estimate the average passenger benefit, that is the benefit which would result
in the overall forecast change in demand. The assumptions for this calculation as well as a
worked example are provided in the Economic Case Appendix.

The benefits per journey are estimated based on the change in GT minutes, creating the
demand forecasts shown in paragraph 6. For existing journeys, passengers receive the full-time
benefit. The interventions will generate additional bus journeys that would not have occurred in
the Reference Case. Based on the TAG 'rule of a half', for new journeys passengers receive
half the value of the equivalent time benefit.’?’

Total journey time benefits have been monetised within this Assessment using passenger
values of time. The values of time vary based on whether a journey is for business, commuting
or other purposes. To calculate the total user benefits, the forecast demand is segmented into

124

125

126

127

May 2024 TAG Databook
Weightings as per Chapter 6 of TAG Unit A1.3 User and Provider Impacts
Sourced from table A1.3.2 of the May 2024 TAG databook

TAG UNIT A1.3 User and Provider Impacts - Page 2
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7.18

7.19

these groups. The values of time and journey purpose splits for bus users are taken from the
TAG Databook.'?8

Marginal External Impacts

Travel and transport use is associated with a number of impacts include social, environmental
and economic impacts. These impacts affect the wider society and impact users of other
transport modes and 'non-transport' users. These impacts are broadly created by vehicle
movements and include:

(@) Congestion: any vehicles using public highways will generate congestion affecting
journey times and journey reliability of other road users;

(b) Greenhouse Gas Emissions: many forms of transport are associated with greenhouse
gas emissions such as CO2;

(c) Local Air Quality Impacts: most forms of transport generate emissions such as
particulates and NOx. These create adverse health conditions in people exposed to
them particularly when created in high concentration;

(d) Accidents: in any form of transport there is an inherent risk of accidents occurring. The
costs of any accidents include those associated with injury, death, pain and suffering or
property damage. Increasing the number of vehicle kilometres on the road will increase
the numbers of accidents, incurring a social cost;

(e) Noise: transport generates noise which can impact on the health and wellbeing of those
exposed to it;

(f) Infrastructure Costs: vehicles generate wear and tear on the infrastructure they use,
meaning they have to be maintained, repaired and replaced at a cost to the
infrastructure provider. Increased vehicle movements will increase the rate of wear and
tear and increase these costs; and

(9) Indirect Tax: the use of some vehicles generates tax income for HM Treasury through
fuel duty. Any change in the amount these vehicles are used will affect the quantum of
tax generated.

The MEC values in TAG A5.4 provide the marginal cost associated with an additional kilometre
of vehicle travel by region. The West Midlands is used to estimate the net changes in MEC
resulting from each Delivery Option. The MEC of these externalities is set out in Unit A5.4 of
TAG (May 2024) and estimates the change in these costs as a result of the transport
interventions and within the VfM assessment it will measure the MEC of travel as a result of the
Delivery Options. The proposed interventions in Services impact the MEC of travel as a result
of reductions in private car usage, introduction of ZEBs and increases in Services.
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7.20

7.21

7.22

7.23

7.24

7.25

7.26

7.27

Impact of Reduced Car Use

Both Delivery Options will increase bus usage in the Authority's Region compared to the
Reference Case, and a proportion of this bus usage will be as a result of modal shift away from
private cars, reducing the total external costs of vehicle journeys in the Authority's Region.

Using an approach consistent with TAG, a per trip MEC is calculated based on an average
length of a car journey in each Franchising zone.'?® This unit cost is applied to all new bus
journeys which would otherwise have been taken by car, assumed to be 25% of the increase in
bus demand based on the TAG bus diversion factors for Metropolitan areas.'*°

Impact of Additional Services

Additional Services will generate a disbenefit as buses generate external costs, although
typically smaller values per passenger journeys than with cars. As the Delivery Options generate
more Services than the Reference Case this will cause a disbenefit in terms of externalities.

TAG provides PSV MEC rates for congestion, air quality, greenhouse gas, and indirect taxation
impacts. PSV MEC for road infrastructure maintenance costs, accidents, and noise are
assumed to be zero, and for the purposes of this Assessment ZEB local air quality, greenhouse
gas, and indirect taxation MEC have also been assumed to be zero.

The PSV external costs have been calculated using the unit rates per PSV kilometre from TAG
and applying an uplift on the number of service kilometres operated as a result of the
interventions.

Impacts of ZEBs

The greenhouse gas and air quality externalities vary depending on how a vehicle is powered.
Transitioning to a ZEB fleet from a diesel engine bus fleet will reduce the greenhouse gas and
air quality impacts of bus.

The Reference Case and the Delivery Options assume that the whole bus fleet in the Authority's
Region will transition to using ZEBs. Under Franchising, the Authority has the opportunity to
accelerate the transition to a ZEB fleet, but there is uncertainty surrounding this. Therefore, it is
not assumed that the Delivery Options will accelerate this transition therefore there is no
environmental net benefit for either Delivery Option.

Revenue Impacts
Impacts on Services

Both the Delivery Options would allow a greater number of Services to be operated than the
Reference Case. This leads to a greater number of fare-paying passengers in the West
Midlands Bus Network which will increase the revenue generated. The total costs of operating
Services will slightly increase partially offsetting some of this revenue increase.

129

130

Internal analysis using outputs from PRISM modelling
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7.28

7.29

7.30

7.31

Impacts on other Public Transport Modes

Bus competes with rail and the tram network in multiple places across the West Midlands. As a
result of reform, some passengers may shift away from these modes to bus. The Authority want
to support integration between all modes, but this has not been represented in this Economic
Case. The drop in demand on rail services as a result of this mode shift, will impact ticket sales
and therefore revenue, affecting the Government's transport budget.

The impact on rail revenue has been calculated based on:

(a) a yield per rail journey of £2.26 (2023 prices) has been assumed a reasonable estimate
of the average yield of rail journeys that could be abstracted to bus. This assumption is
based upon average adult heavy rail fares and does not include Metro fares.'®' This
value is assumed to remain constant in GDP Deflator real terms (noting that any real
increases in rail fares may lead to additional demand transferring to Services, if bus
fares do not increase in real terms); and

(b) using TAG bus diversion factors an assumed 29% of the induced bus demand from
interventions coming from journeys that would have otherwise been taken by rail.'3?

Impacts on Exchequer

Fewer car journeys and rail journeys, as a result of bus reform, will have a direct impact on tax
income. Fewer car journeys will reduce fuel consumption and the tax income from the duty paid
on it. Fewer rail journeys will already reduce indirect taxation due to reduce tax from rail fares.
In addition to these impacts, an increase in bus patronage will reduce indirect tax this, as it is
assumed in TAG that money spent on untaxed public transport travel would have been spent
elsewhere in the economy where this is indirect tax.

Social Benefits of Services

Improving connectivity within the West Midlands Bus Network can increase access to education
and employment opportunities as well as access to activities that reduce social exclusion.
Increased patronage will generate social benefits as a result. For the Delivery Options, the value
of the social impact of improved Services have been calculated by:

(a) Estimating the number of return (non-business) trips that only occur because of the
enhanced Services based on the demand uplift in each Delivery Option and applying
the TAG bus diversion factor for 'no travel' of 12%'33;

(b) Applying the social benefit value from TAG for return trips, which is £3.84 for concession
pass holders and £8.17 for non-concession pass holders, in 2010 prices'*; and
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Table A5.4.6 from the May 2024 TAG databook
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7.32

7.33

7.34

7.35

7.36

7.37

7.38

(c) Applying value of time growth to the social benefit values to estimate the benefits over
the appraisal period.

The social benefits highlighted above are not in addition to the user benefits, as indicated in the
relevant research published by the DfT'*® and in the TAG Databook3 on the value of the social
impact per return bus trip. However, they do provide context and rationale for how transport
intervention can deliver social benefit by monetising the proportion of benefits relating to trips
that would have otherwise not taken place.

Non-monetised Impacts

As required by the HM Treasury's Green Book Guidance and TAG, the VfM assessment must
consider the monetised impacts and non-monetised impacts where these are relevant and
material. In addition, the assessment should consider any uncertainty, which is considered
through scenario and sensitivity testing. Within this Assessment, although a proportion of
impacts have been monetised, some impacts which are part of the assessment of the Delivery
Options have not been.

These non-monetised aspects have been assessed using DfT's TAG'’ seven-point scale:
Large Beneficial; (Moderate) Beneficial; Slight Beneficial; Neutral; Slight Adverse; (Moderate)
Adverse and Large Adverse. These, together with the monetised impacts as well as the
uncertainty in deriving these, have been used to determine VfM categorisations for each of the
Delivery Options under consideration.

Distributional Impacts

DI assessments consider the different impacts of a proposed scheme on the particular social
groups defined in TAG. As part of the DI assessment, the proportion of the population impacted
by a proposal who fit into each of these social groups is compared to the proportion living in a
LA area, and the UK population as a whole.

Unlike typical transport interventions, where the outcome may have a significant impact on a
certain geographic population, bus reform affects the whole of the Authority's Region. The
distribution of benefits across both Delivery Options are spread relatively evenly across the
Authority's Region, benefiting all social groups and geographies.

Further interventions made possible by bus reform are likely to have more impact on different
geographic areas and social groups and would need to be assessed on an individual
intervention level. These future interventions such as bus priority improvements are not certain,
they have not been assessed within this Economic Case.

TAG unit A4.2 recommends that the first step in the DI assessment is to identify the broad areas
that are likely to be impacted by the transport intervention, and whether there will be positive or
negative effects on different social groups. For the purpose of this Assessment, the following
metrics identified by TAG have been put forward for further consideration in the second step
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Monetising the social impact of bus travel, Mott MacDonald and Department for Transport
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7.45

recommended by TAG, the assessment of a proposed scheme's impacts on different social
groups:

(@) User benefits;
(b) Accessibility;
(c) Air Quality; and
(d) Affordability.

Whilst there are other relevant metrics set out in TAG, such as noise, accidents, security, or
severance, they are not considered to be materially impacted by any of the Delivery Options
under consideration, or that their impacts do not disproportionately affect any particular social
group. As such, they have not been further assessed as part of the DI analysis.

User Benefits

The split of user benefits is relatively even across the Franchising zones in the Authority's
Region.

Accessibility

The main measure of accessibility for the Delivery Options assessed is the number of Services
that operate under each.

As this Economic Case has described earlier, Franchising would enable a greater number of
Services to be operated than the Future Partnership scenario. The Future Partnership, in turn,
enables the operation of more Services than the Reference Case for all patronage and funding
scenarios. There will be a higher demand for these Services in a Franchising outcome than the
Future Partnership or the Reference Case.

A greater level of accessibility is therefore provided by the Delivery Options than by the
Reference Case, providing opportunities for more disadvantaged social groups, such as people
with disabilities, younger or older people, or those from minority groups to access leisure,
recreation, and employment opportunities throughout the West Midlands.

Air Quality

Every year in the West Midlands, up to 2,300 people die early due to long-term exposure to air
pollution.”™® The distribution of poor air quality often disproportionately affects the most
underprivileged areas. In order to address this, the Authority's Region has 7 AQMAs, as well as
a CAZ in Birmingham.

Poor air quality that is caused by high levels of air pollution can negatively impact the health of
a population. This can have a knock-on effect by causing long-term health issues, reducing
productivity and life expectancy of the population, see Table 2-11.
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Table 2-11: Life expectancy in the West Midlands

Metric

Solihull | Walsall West

Midlands

Birmingham | Coventry | Dudley | Sandwell Wolverhampton

England

Male life
expectancy
at birth
(years)

76.3 76.8 78.3 75.7 79.5 76.9 76.3 77.1

78.9

Female life
expectancy
at birth
(years)

81.1 81.6 82.4 80.6 83.6 81.2 80.4 81.6

82.8

Source: Office for Health Improvement and Disparities

7.46

7.47

7.48

7.49

Life expectancy is lower than the national average for males and females in all the West
Midlands apart from Solihull. The two areas with the lowest life expectancy are Wolverhampton
and Sandwell. Birmingham has a CAZ, whilst the whole of Sandwell Borough has an AQMA in
place. This highlights the importance of air quality to health outcomes in the West Midlands.

In the Reference Case and the Delivery Options, increased uptake of ZEBs will lead to an
improvement in air quality in the places where the ZEB fleet is rolled out. Whilst the Delivery
Options may allow for the rollout of ZEBs to targeted areas with highest air quality issues, this
has not been quantified in this Economic Case because there is no current plan as to where
specifically in the Authority's Region, or on which routes, ZEBs would be rolled out to. This
would not be expected to have any material impact on the case for either Delivery Option due
to the likely low scale of any monetised impact when compared with other appraisal elements,
thus the air quality impact is neutral.

Affordability

Affordable Services play a key role in enabling certain social groups to access opportunities that
may not be otherwise available due to lack of alternative transport modes. This is particularly
important for younger and older people that may use bus as their primary means of transport.

Birmingham has the largest proportion of population which is 14 years and younger and the
smallest proportion of people aged 60 and above. In comparison, around 27% of Dudley and
Solihull populations are over 60, as well as having very low proportion of 15- to 24-year-olds.
The age profiles of the districts in the West Midlands are shown in Table 2-12.

Table 2-12: Residential population in West Midlands by district

Population | Birmingham | Coventry | Dudley | Sandwell | Solihull | Walsall | Wolverhampton | West

age profile Midlands
average

14  years | 20.91% 18.68% 17.70% | 20.80% 18.07% | 20.17% | 19.74% 18.12%

and

younger
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Population | Birmingham | Coventry | Dudley | Sandwell | Solihull | Walsall | Wolverhampton | West
age profile Midlands

average
15to 24 15.69% 16.50% 10.75% | 12.40% 10.43% | 11.77% | 11.81% 12.11%
25t0 39 21.67% 21.46% 19.17% | 21.05% 17.64% | 19.93% | 20.59% 19.43%
40 to 59 23.99% 24.06% 26.19% | 26.17% 26.77% | 25.29% | 26.12% 25.86%
60 to 74 8.32% 8.60% 10.96% | 9.10% 11.06% | 9.97% | 9.82% 10.64%
75 years | 9.42% 10.69% 15.22% | 10.49% 16.02% | 12.87% | 11.92% 13.84%
and older

Source: Office for National Statistics TSO07A — Age by five-year age bands

7.50 As well as this, affordable Services are important for ensuring deprived social groups have
access to opportunities and to important Services. Table 2-13 shows that over a third of
Birmingham LSOAs are in the top 10% most deprived nationally, with over a quarter of Walsall
LSOAs in the same situation.

Table 2-13: Indices of multiple deprivation in the West Midlands by District in 2019

2019 Indices Birmingha |Coventry |Dudley |Sandwell |Solihull|Walsall | Wolverhampt | West

of Multiple ([m on Midlands
Deprivation average
Deprivation -{41% 14% 11% 20% 12% 26% 21% 26%

Proportion  of
LSOAs in most
deprived 10%
nationally

Source: Ministry of Housing, Department for Levelling Up, Housing and Communities English indices of
deprivation 2019.

7.51  The Delivery Options will help with affordability of the West Midlands Bus Network for the most
disadvantaged and vulnerable social groups. The Future Partnership includes fare capping and
reductions in the price of multi-Operator tickets, whilst the Franchising Scheme gives the
Authority full control over fares and ticketing for the Services. It is reasonable to assume that
neither Delivery Option would lead to negative affordability outcomes for low income groups in
the West Midlands, and it is likely that fares and ticketing interventions in both Delivery Options
would lead to positive affordability outcomes for low income groups.

Summary

7.52 The Delivery Options would provide benefits across the Authority's Region, without a
disproportionate impact, either positive or negative, on any geographical area or social group.
Franchising, however, could enable the operation of more Services under a given funding
package than the Future Partnership, or the Reference Case, would. Because of this, there is
a chance that Franchising would have greater potential to address some of the challenges
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7.53

8.1

8.2

8.3

8.4

8.5

related to equity, affordability, air quality, and accessibility than the Future Partnership or the
Reference Case would.

The Authority's Region could see greater possible advantages through Franchising than with
the Future Partnership, due to the control that the Authority would have over the West Midlands
Bus Network, and how it can align the benefits of Services to those areas most in need of them.
There has been no specific consideration given to how Franchising could influence distributional
outcomes to those most in need.

Impacts on the Economy
Introduction

The study of the economic impacts for this Economic Case is presented in the order set out in
the DfT Guidance. Initially, this paragraph 8 considers how buses contribute towards growing
and enhancing the economy of the West Midlands. The economic impacts appraised include
those benefits which affect economic output including productivity impacts from time savings,
other transport user benefits, impacts on Operators, and wider economic impacts associated
with the Delivery Options.

The results refer to the core demand and the funding scenario that assumes a constant Authority
budget, in real terms. The impacts results presented in this paragraph 8 and the subsequent
paragraphs 9, 10 and 11 are calculated as net figures against the Reference Case to allow
direct comparison between the Delivery Options.

Passenger Benefits
Business Bus Passenger Benefits

Business passengers receive only a small amount of the benefit of Services compared to those
using buses for commuting and other journey purposes, as business use only constitutes 1% of
bus demand.™® The business bus passenger benefits equate to £7.8 million for the Future
Partnership and £18.6 million for Franchising.

Paragraph 3 discussed the slight beneficial impacts of the proposed interventions to improve
customer service and integration with other modes. Franchising will deliver an integration
benefit, whilst the Future Partnership would only deliver part of the customer experience benefit
compared to Franchising. These benefits have not been specifically modelled as part of this
Assessment.

Transport User Benefits from Other Modes

Road transport users using other modes benefit from bus reform through decongestion from the
modal shift to bus, and the related societal impacts. To the extent that additional Services,
incremental to the Reference Case, require additional vehicles on the road, these Services
would generate additional congestion. However, given that additional Services would be filled
by passengers at least partly diverted from private car, the net impact on congestion is likely to
be positive. Compared to bus use for business journeys, non-bus users receive a higher
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8.6

8.7

8.8

8.9

proportion of the impacts due to a higher journey purpose share of 26.9%.'° The number of
vehicles required for the Delivery Options may cause a small disbenefit, but this has not been
modelled and the number of vehicles is assumed to stay constant.

The net impact on non-bus business journeys stems primarily from the reduction in MEC
imposed as a result of car travel, monetised using the DfT MECs approach. The total travel
benefit accrued for non-bus business journeys as a result of fewer car journeys is £2.6 million
and £7.7 million for the Future Partnership and Franchising respectively.

Private Sector Transport Provider Impacts
Overall Impact on the Operators

The Delivery Options will have a number of impacts on the Operators within the Authority's
Region in three main ways:

(a) the enhancements to Services will increase the cost of operating Services;
(b) the enhancements to Services will increase revenue generated; and
(c) the number of Services operated under Supported Services Contracts increases over

time for the Reference Case and the Future Partnership due to the reduction in
commerciality of the West Midlands Bus Network over time. This reduces the overall
margin received by the Operators.

The net effect on the Operators under the Delivery Options compared with the Reference Case
is shown in Table 2-14, where the impacts should be thought of in terms of flows towards the
Operators, meaning negative values represent incremental costs, and more negative values
means greater incremental cost is incurred. The commercial costs and revenues under the
Franchising Scheme are for those Services that continue under commercial operation during
the transition period.

SMOs are likely to benefit from the opportunities that the Franchising Scheme presents. SMOs
will be able to bid for individual Lots with pre-specified Services, rather than the capital-intensive
and more risky challenge of entering the market under the current regulatory conditions.

Table 2-14: Summary of Aggregate Operator Impacts

2010 PV The Future Partnership Franchising (Emillion)
(Emillion)

Passenger Revenue £1.4 -£173.2

Supported Services Contract £44.5 £281.4

Payments

Operating Costs -£46.1 -£95.6

Net Impact -£0.2 £12.6
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Source: Economic Appraisal

8.10

8.11

8.12

WEI

Transport interventions can lead to a range of WEI which benefit the wider economy. The
benefits are often greatest where markets are not operating efficiently, and transport
interventions can help to overcome this. For example, better connecting areas of high
unemployment with industrial areas may lead to an increase in the number of people employed,
and improvements to the attractiveness of the industrial site due to its improved access to a
pool of labour.

The scope of analysis envisaged at each of the levels set out in TAG™ reflects this distinction,
whereby 'Level 1' benefits cover direct economic impacts in the transport market assuming the
scheme brings about insignificant land-use change, excluding all WEI. 'Level 2' benefits build
on this to capture wider 'connectivity' related economic impacts that can be estimated without
explicit land-use modelling. These are:

(a) Agglomeration (static clustering): positive productivity effects which increase with the
scale and concentration of economic activity within a conurbation. Through bus reform,
agglomeration benefits arise from firms and workers being located 'closer' to one
another;

(b) Output change in imperfectly competitive markets: improvements to competition
that arise from increasing the number of accessible suppliers of goods and Services.
Transport improvements can stimulate competition, through new entrants joining the
market; and

(c) Labour supply impacts: reductions to commuting costs remove barriers to work and
increase the range of opportunities available to jobseekers. Transport improvements
can encourage new workers to join the labour market.

Table 2-15 provides a summary of the WEI for the Delivery Options. It shows that Franchising
provides significantly more WEI than the Future Partnership. Both Delivery Options still provide
a net benefit for WEI compared to the Reference Case. There is a lot of uncertainty surrounding
the WEI estimates provided, which should be considered fairly illustrative and shouldn’t be given
much weight in the final decision.

Table 2-15: Wider Economic Impact Summary

Benefit The Future Partnership Franchising (Emillion)
(Emillion)

Agglomeration £66.7 £246.2

Imperfectly competitive markets £0.7 £2.2

Labour Supply Impacts £1.9 £6.8
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Total WEI £69.3 £255.2
% of total conventional 19.4% 29.5%
benefit

Source: Economic Appraisal

Additional Economic Impacts
Reliability Impact on Business Passengers

The reliability impacts anticipated for bus passengers depend on the delivery and funding for
bus priority measures. Whilst improvements to reliability are a key consideration, they stem
more from bus priority measures — something not covered by regulatory change. A benefit of
Franchising is that the Authority would have the responsibility to deliver reliability interventions
and receive the benefits of increased fare income. This provides an incentive for the Authority
to deliver on reliability issues, as an important feature of Franchising.

However, given reliability improvements are dependent on additional funding becoming
available, and it is not known if any reliability improvements would only be delivered under one
of the Delivery Options, this Economic Case has not included reliability and the potential
monetised benefits reliability improvements may bring about.

There are assumed to be no material regeneration benefits as a result of bus reform. Although
improvements to service frequency, additional Services and service route changes will deliver
connectivity enhancements, these are not expected to directly support or enhance public
transport accessibility to major developments. The impact has therefore been assessed as
neutral for the Reference Case and the Delivery Options.

8.13
8.14

Regeneration
8.15

Summary
8.16

A summary of the impacts on the Economy is provided in Table 2-16.

Table 2-16: Summary of the Impacts on the Economy

2010 PV The Future Partnership Franchising (Emillion)
(Emillion)

Business Users £10.4 £26.3

Transport Providers -£0.2 £12.6

Reliability (Business Users) Neutral Neutral

Regeneration Neutral Neutral

Wider Impacts £69.3 £255.2

Source: Economic Appraisal

8.17  The non-monetised impacts (reliability and regeneration) are considered to have a comparable,

neutral impact in Franchising and the Future Partnership scenarios. Business bus passenger
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9.1

9.2

9.3

9.4

impacts are nearly six times higher in Franchising than in the Future Partnership. As discussed
above, the impact on transport providers is different under each Delivery Option. Under
Franchising, with the revenue, operating cost, and investment cost impacts resulting in a
negative impact on the Operators overall, whilst the additional Services compared to the
Reference Case deliver a small benefit to the Operators in the Future Partnership.

Impacts on the Environment
Introduction

The study of environmental impacts for this Economic Case includes the benefits and
disbenefits of transport interventions on the natural and physical environment. Unlike other
transport interventions, bus reform does not construct new physical infrastructure, meaning the
scope for environmental impacts is limited to those caused by vehicle use. There is an overlap
between the impacts on the environment and impacts on society (set out in paragraph 10).

The impacts considered on the environment set out by TAG are:'4?
(a) Noise;

(b) Air Quality;

(c) Greenhouse Gases;

(d) Landscape;

(e) Townscape;

(f) Historic Environment;

(9) Biodiversity; and

(h) Water Environment.

Noise

The associated reduction in car journeys resulting from bus reform will reduce car-related noise
pollution, which will give health benefits to residents. Whilst there is potential for an adverse
effect on noise pollution from the increase in Services, this will be offset by transition to battery
and hydrogen buses with quieter engines than diesel buses. The DfT TAG Databook'* value
for the noise impacts of PSV is zero.

Noise impacts are calculated using the level of modal shift described in paragraph 3 and MEC
rates from the latest TAG Databook'#* which use average values of noise benefit; though in
reality these impacts could be more pronounced than the MEC average near significant
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9.5

9.6

9.7

9.8

9.9

receptors and in central locations where bus represents a significant proportion of the traffic
flow.

The PV benefits of noise reduction are £0.2 million and £1.5 million for the Future Partnership
and Franchising respectively, relative to the Reference Case. This is driven by a higher volume
of car journeys being replaced by bus journeys under the Delivery Options than in the Reference
Case.

Air Quality

Air Quality improvements resulting from implementation of the Delivery Options come from two
avenues:

(a) the first way is through modal shift away from car use. The level of modal shift between
other modes and bus is calculated through the bus diversion factor approach outlined
in paragraph 7. Emissions generated per person per trip by bus are significantly lower
than the equivalent by cars. Health benefits will be generated by the net reduction in
NOx and particulate emissions from travel. The relatively higher number of Services
resulting from the Delivery Options will generate a small air quality disbenefit that will
be outweighed by the benefit generated by modal shift. The net air quality benefits,
estimated using the MEC approach outlined in TAG, are £0.1 million and £0.3 million
PV for the Future Partnership and Franchising respectively, relative to the Reference
Case; and

(b) the second way is through the introduction of ZEBs into the fleet, given that the tailpipe
emissions of ZEBs are significantly lower than those of diesel buses. Under the Delivery
Options, the pace of ZEB introduction is more certain than in the Reference Case,
enabling maximisation of potential benefits. However, the Reference Case and the
Delivery Options transition to a ZEB fleet at the same speed and therefore this has not
been quantified.

The monetised air quality benefits of ZEBs under the Franchising and the Future Partnership
are modest, relative to the Reference Case. There are several factors that may change the
scale of these benefits as described below.

These benefits have been calculated using the TAG MEC methodology.'* The approach
assumes that the introduction of ZEBs negates any emissions that affect air quality; however,
particulate emissions are also produced by tyres, brakes and degradation of the road surface
and therefore will still be produced by ZEBs. However, in the context of the monetised appraisal
this impact is assumed to be negligible and has not been quantified.

Vehicle emissions impact air quality in a very localised manner, and benefits of reduced
emissions differ by area. MEC associated with air quality in TAG are based on average air
quality across the UK, however urban areas tend to have a significantly lower air quality than
the national average. As there is a significant urban coverage in the Authority's Region, the
average UK values in MEC may understate the true benefit of the increase in air quality. The
CAZ in Birmingham, and AQMA across the Authority's Region, are at risk of not meeting air
quality objectives set by the Government.

145

TAG Unit A5.4 Marginal External Costs

182


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1159488/tag-unit-A5.4-marginal-external-costs.pdf

9.10

9.11

9.12
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This differing distribution of air quality benefits will play a role in deciding where ZEBs should
be rolled out. The localised air quality conditions mean that targeting ZEB introduction in areas
of low air quality can maximise the benefits associated. In Franchising, as opposed to the
Reference Case, and the Future Partnership to some extent, where ZEB rollout is market-led,
the Authority has full control over where ZEBs are introduced. This will help to maximise the air
quality benefits. The introduction of ZEBs under the Franchising Scheme has not been
developed and planned to the level of detail of which Services, routes, or corridors would benefit
from ZEBs and precisely when.

There is a material gross benefit of ZEBs under the Future Partnership and Franchising,
however, net of the Reference Case, this is much smaller. The Reference Case takes an
arguably optimistic view of the pace of Operator-led introduction of ZEBs. Under the Future
Partnership, it is assumed that the Authority would include the ability to negotiate full influence
of the pace of transition in the Future Partnership conditions. A slower pace of change in the
Reference Case would lead to a somewhat higher net benefit under the Delivery Options. In the
Franchising Scheme, the financing of ZEBs by the Authority ensures certainty of the pace of
transition and that the vehicles with the lowest emissions are introduced.

Overall, and on the basis of the MEC results and the potential for further benefits related to the
possible faster pace of transition, the net air quality benefits of the Delivery Options can be
argued to be moderately beneficial, particularly for Franchising.

Over the appraisal period, the eventual transition to an entirely ZEB fleet will ensure the air
quality benefits are pan-regional. However, as noted earlier, before the entire fleet is converted,
Franchising gives greater control to the Authority over where the deployment of ZEBs is
prioritised. This means their use can be targeted at areas where vulnerable demographics, for
example children, will be impacted most, such as routes adjacent to schools. This will have a
positive distributional impact on the air quality benefits towards these groups, though this benefit
has not been specifically quantified and monetised in the economic appraisal.

Greenhouse Gases

Greenhouse gas emissions will be reduced through the same two avenues as air quality — modal
shift and reduced emissions of buses.

The reduction in greenhouse gases resulting from the Delivery Options is estimated at £1.0
million and £2.7 million for the Future Partnership and Franchising respectively. This modal shift
is calculated using a bus diversion factor from the DfT TAG databook'® and the impact is
calculated using the MEC methodology.'#’

In Franchising and the Future Partnership scenarios, the introduction of ZEBs generates a
reduction in greenhouse gases, though this is not assumed to be incremental to the Reference
Case. There may be greenhouse gas emissions associated with the energy source used in the
ZEBs; however, this Economic Case does not take this into account and assumes zero
emissions based on the point of use. However, these associated emissions would still be lower
than emissions from diesel buses, and so the level of benefit remains similar.
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9.17

9.18

9.19

9.20

9.21

As mentioned above in paragraphs 7.44 to 7.47, the Future Partnership and, to a greater extent,
Franchising, provides more certainty that ZEBs are introduced at a maximised rate of
introduction. This could increase the benefit from slight to moderate.

In the context of a declining West Midlands Bus Network, car trips would increase. Under the
Delivery Options, however, there would be a lower decline in bus trips, leading to an incremental
greenhouse gas benefit over the Reference Case.

Additional Environmental Indicators

TAG"'™® indicates that this Assessment should also consider the environmental impacts on
landscape and townscape, historic environment, biodiversity, and the water environment of the
area affected by the Franchising Scheme. Whilst these can be important indicators for
predominantly infrastructure projects, the Delivery Options will not have the same physical
impacts and therefore these impacts do not need to be considered in any detail, since the
programme impact of either Delivery Option will be negligible as both are scored Neutral.

Summary

The Delivery Options have limited impacts on the natural and built environment, centring mainly
on modal shift and greater certainty over the introduction of ZEBs. The replacement of the
existing, largely diesel fleet, in line with national and local policy and commitments to achieving
Net Zero, is anticipated to happen under the Reference Case and the Delivery Options; the
advantages of the Delivery Options are therefore marginal benefits from providing greater
confidence in the rate of change and of focusing ZEBs deployment in areas where
improvements in local air quality and/or traffic noise are most needed.

Table 2-17 summarises the performance of the Delivery Options, relative to the Reference
Case, against the Environment impact categories set out in TAG.

Table 2-17: Summary of the Impacts on the Environment

2010 PV The Future Partnership Franchising (Emillion)
(Emillion)

Noise £0.2 £1.5

Air Quality £0.1 £0.3
Greenhouse Gases £1.0 £2.7
Landscape Neutral Neutral
Townscape Neutral Neutral
Historic Environment Neutral Neutral
Biodiversity Neutral Neutral

148 TAG Unit A3, Environmental Impact Appraisal
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2010 PV The Future Partnership Franchising (Emillion)

(Emillion)

Water Environment Neutral Neutral

Source: Economic Appraisal

9.22

10

10.1

10.2

10.3

10.4

10.5

There is little difference between the Franchising and the Future Partnership with regard to
environmental benefits. There is a marginally higher benefit for both Delivery Options relative to
the Reference Case, with the benefits from Franchising marginally higher than for the Future
Partnership. These stem from greater opportunities for the Authority to directly influence ZEB
introduction.

Impacts on Society
Introduction

The impacts on society set out by TAG'® measured in the Economic Appraisal relate to the
first-order impacts on transport users who travel for non-business purposes, including
commuters, those in education, and other purposes. Societal impacts include those on bus
passengers, other highway users as well as active travel users.

Passenger Benefits
Consumer Bus Passenger Benefits

The largest proportion of benefits under the Delivery Options are made up of welfare impacts
on non-business bus passengers. Bus trips for commuting and other purposes make up over
98% of demand,' counteracting the lower value of time estimates compared to business
passengers.

The monetised impacts of the Future Partnership and Franchising stand at £337.8 million and
£812.5 million respectively. They are primarily driven by door-to-door journey time savings due
to the better preservation of existing Services, alongside new Services, and the increased
coordination, rationalisation, and frequency of existing Services.

Passenger charge benefits enabled by fares and ticketing reform make up a small percentage
of the passenger benefits and are outlined in paragraphs 10.20 and 10.21.

Transport User Benefits (other Modes)

Bus diversion factors from TAG'" indicate that of the additional demand in the Delivery Options,
25% of journeys would otherwise have been made by private car, and 10% made by taxi or
other private hire vehicles.'®? This modal shift will ease congestion and enable reduced journey
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Table A1.3.16 of the January 2023 TAG Databook
Table A5.4.6 of the January 2023 TAG Databook

Table A5.4.6 of the January 2023 TAG Databook. Of the remaining 65%: 11% comes from rail, 18% from light rail, 6%
from cycle, 18% from walk, and 12% from people who didn't travel previously.
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10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

times for other road users. There is, however, a congestion disbenefit of the increased number
of buses operating in the Delivery Options. The monetised benefit of the Future Partnership and
Franchising stand at £8.8 million and £25.8 million respectively.

The distribution of the wider transport user benefits will be similar to the bus passenger benefits
as the change in congestion, calculated as a part of the MEC impacts, will occur in the same
areas as the new bus journeys take place.

Social Value of Bus

The Delivery Options will keep existing Services in place. There is a benefit to society of not
withdrawing existing Services. Buses provide access to education, employment, and leisure
and recreation activities across the Authority's Region. As such, the non-removal of these
Services has social value that can be monetised through TAG A4.1. This Economic Case has
monetised the benefits of keeping existing Services running.

This Economic Case applies the value of the social impact per return bus trip to the passenger
that do not lose their Services as a result of the Delivery Options as they would have done under
the Reference Case. These values are split by concessionary and non-concessionary pass
holders. The impacts of these trips are included in, and are not additional to, the passenger
benefits reported in at the start of this paragraph 10. They are £27.0 million and £65.7 million
for the Future Partnership and Franchising respectively.

Reliability

As mentioned previously in this Economic Case, the Delivery Options do not include the
implementation of bus priority measures or other measures targeted towards improving
reliability and journey times. The Delivery Options do, however, give the opportunity to make
such reliability improvements.

In the Future Partnership, this opportunity will fall to the public sector to commit to reliability
interventions, and to incentivise and reward the Operators for their commitments. For the
Operators, the incentive to provide reliable Services changes from an indirect impact on revenue
(from passengers travelling by other modes) to a direct impact (incentive payments from the
Authority).

Under Franchising, the public sector itself would receive additional revenue generated as a
result of increased reliability, offering further incentives to introduce reliability and punctuality
measures. The Authority would have even more control over reliability, which would be specified
in the Franchise Contracts.

A Slight Beneficial impact has been assumed for the Delivery Options as the extent of these
opportunities is limited and a large amount of uncertainty around the implementation of bus
priority measures.

Physical Activity

As with the reliability measures above, the Delivery Options are unlikely to involve any
significant changes to bus routes and infrastructure. Previous work completed for the Authority
has found that additional bus travel can, on net, generate physical activity benefits through
increased walking to and from bus stops. Though the magnitude of those benefits is highly
uncertain, and the methodology for calculating them is unlikely to be entirely robust, the overall
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10.14

10.15

10.16

10.17

10.18

10.19

10.20

impact is likely to be positive. This has been assessed as Slight Beneficial for both Delivery
Options.

Journey Quality

Under the Future Partnership, there remains limited Authority control over customer experience
of using Services. Under Franchising, however, the Authority has full control over customer
experience, which will benefit bus passengers through improvements to journey quality.

Additionally, in the Franchising Scheme, the Authority would gain full control over Services,
giving the opportunity for better integration between public transport modes. Better modal
integration, especially for modes with a high volume of interchange, is likely to enable a positive
improvement to journey quality for public transport users, compared to the Reference Case and
the Future Partnership.

Overall, the impact on journey quality under the Delivery Options has been assessed as Neutral
for the Future Partnership and as Slight Beneficial for Franchising.

Accidents

As with the externality benefit of decongestion, the associated reduction in car use under the
Delivery Options will also result in a reduction in the rate of highway accidents, and thus reduce
the associated costs. As was the case with noise impacts, TAG'® values the impact on
accidents of additional Services as zero. The benefits associated with a reduction in highway
accidents would be £1.8 million for the Future Partnership and £4.8 million for Franchising.

Security

Whilst the increase in the Authority's control over the West Midlands Bus Network will allow for
provision of improved security at stops or on vehicles (through ensuring good lighting and
visibility, high quality CCTV provision and recording, and access to emergency help and
information etc), a change in bus regulation will not directly impact security on the West Midlands
Bus Network. The impact on security has therefore been assessed as Neutral for both Delivery
Options at this time.

Access to Services

Improved bus provision as a result of the Delivery Options is aimed at improving quality of life
for residents of the West Midlands by improving connectivity to education, healthcare, retail,
and leisure destinations. These connectivity improvements may arise from ticket integration,
service coordination, and information provision, allowing for improved Services. This has
therefore been assessed as having a Slight Beneficial impact on access to Services for both
Delivery Options.

Affordability

Changing bus regulation in the Authority's Region has the opportunity to have an effect on the
cost of travel across the Authority's Region. The changes to fares and ticketing systems in
Franchising (and, although less so, the Future Partnership) will have a positive distributional
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10.21

10.22

10.23

10.24

10.25

10.26

impact by making Services more affordable, of particular significance in deprived and low-
income areas.

A small proportion of the passenger benefits are passenger charge benefits driven by fares and
ticketing reform. This includes the willingness-to-pay benefit from simplified and integrated
ticketing as well as the personal affordability impacts of fares reductions. This proportion of the
user benefits are £14.7 million and £29.8 million for the Future Partnership and Franchising
respectively.

Severance

Severance in this context is the variable and cumulative negative impact of the West Midlands
Bus Network on the behaviour and wellbeing of residents/people who use the local area who
need to move across bus-served infrastructure. An example of a severance barrier could be the
lack of a footbridge to cross the road which has a high frequency of buses along it, impeding
residents' ability to cross the road.

As mentioned earlier in this Economic Case, neither Delivery Option will be likely to have any
significant impact on public transport infrastructure across the West Midlands, as routes are
assumed to remain largely unaffected. Any existing severance barriers will therefore remain in
place given either Delivery Option. As such, the impact of the Delivery Options on severance
are assessed as Neutral.

Option and Non-use Value

There are few areas in the Authority's Region where residents have very limited access to public
transport of some kind, and the kinds of changes which are currently being made to the West
Midlands Bus Network are more of the 'trimming' rather than the 'cutting’ kind, meaning the
magnitude of passengers who will entirely lose their service initially is likely to be small.
However, later in the appraisal period when the difference between the Delivery Options and
the Reference Case becomes wider, the scope for inclusion of option and non-use values
becomes greater.

TAG A4.1 suggests that option and non-use values should be calculated when the Delivery
Options appraised 'substantially change the availability of transport services.'™ Given the
uncertainty surrounding the distribution and speed of trimming and cutting to the West Midlands
Bus Network in the Reference Case, these benefits have not been calculated directly and a
qualitative perspective has been taken. For the Future Partnership, the potential mitigation of
Services cuts is not considered to be substantial enough and the impact has been designated
as Neutral. For the Franchising Scheme, the potential to prevent the elimination of public
transport opportunities is considered large enough for a designation of Slight Beneficial.

Summary

The Delivery Options set out in this Assessment will have a significant positive impact on
society, proportionate to the extent that the current gradual trend of a decline in service levels
in the Reference Case can be mitigated against.
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10.27 Table 2-18 summarises how the Delivery Options perform against the TAG'® Society impact

categories, relative to the Reference Case.

Table 2-18: Summary of the Impacts on Society

2010 PV The Future Partnership Franchising (Emillion)
(Emillion)
Commuting and Other Users £346.6 £838.3

Reliability (Commuting and
Other Users)

Slight beneficial

Slight beneficial

Physical Activity

Slight beneficial

Slight beneficial

Journey Quality Neutral Slight beneficial
Accidents £1.8 £4.8
Security Neutral Neutral

Access To Services

Slight beneficial

Slight beneficial

Affordability £14.7 £29.8
Severance Neutral Neutral
Option and Non-Use Values Neutral Slight beneficial

Source: Economic Case Appraisal

10.28 All quantified societal impacts are greater in the Franchising Scheme than in the Future

11

Partnership. The commuting and other passenger impact, reduction in accidents, and
affordability impacts are all driven by a higher forecast of bus patronage under the Franchising
Scheme. Whilst both Delivery Options are assumed to have slight beneficial impacts on access
to Services and reliability, only Franchising is assumed to have a slight beneficial impact on
journey quality, for the reasons outlined above.

Impact on Public Accounts
Introduction

Adhering to the guidance in TAG Unit A1.2,'% investment and operating costs for the Delivery
Options being appraised should be reported in a Public Accounts table. The revenue, operating
cost, and investment impacts on (local and central) Government are included and summed to
calculate the impact on the 'Broad Transport Budget', and the indirect taxation impacts are
reported as the impact on 'Wider Public Finances'.
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The direct costs of the Delivery Options are detailed in Table 2-19. The results refer to the core
demand scenario and the funding scenario that assumes a constant Authority budget, in real

Table 2-19 summarises the impact on public accounts of the Delivery Options. In the case of
Franchising, all Services are specified and funded, and all revenue from them collected, by the
Authority. Revenue collected amounts to £249.8 million and the Authority funding to £281.4
million with a net profit of £31.5 million (incremental to the Reference Case, PV). This includes

The Authority will incur additional operating costs under the Delivery Options incremental to the
Reference Case. This is from costs including, but not limited to, higher costs of staff, transition,
or renegotiation and tendering. These costs stand at £3.4 million and £34.2 million for the Future

11.2

terms.

Costs to Broad Transport Budget
11.3

all previously commercial and Supported Services.
11.4

Partnership and Franchising respectively (2010 PV).
11.5

With regards to the purchase of a fleet, additional vehicles are required under the Delivery
Options compared to the Reference Case. For the Future Partnership, part of this additional
cost is accounted for in the operating cost line of the appraisal, as the fleet is paid for by the
Operators through deprecation, with the remainder included as Government investment costs.
Under Franchising, the Government also contributes part of the cost, with the Authority
contributing the remainder.

Table 2-19: Full Summary of Impact on Public Accounts

2010 PV The Future Partnership Franchising (Emillion)
(Emillion)

The Authority

Revenue (Supported Services / | -£25.9 -£249.8

Supported Services Contracts)

Operating Costs | £3.4 £34.2

(Administration costs of each

Delivery Option)

Investment Costs (Depot and | £31.9 £291.5

Fleet Costs)

Operator  Subsidy/Supported | £44.5 £281.4

Services Contract Costs

Sub Total (net impacts) £53.9 £357.2

Government (Transport)

Revenue £23.4 £59.1

Investment Costs £0 -£1.9

Total £23.4 £57.2
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2010 PV

The Future Partnership
(Emillion)

Franchising (Emillion)

Government (Non-Transport)

Indirect Tax Revenues £0.1 £1.4
Totals

Broad Transport Budget £77.3 £414.4
Wider Public Finances £0.1 £1.4

Source: Economic Case Appraisal

11.6

There are costs associated with other public transport modes due to modal shift to bus. As set
out in paragraph 7, a combination of DfT diversion factors and an assumed rail yield have been
used to estimate a reduction in rail revenue as a result of passengers switching to bus travel.
This impact is reported in the Government (Transport) row in Table 2-19 above and totals £23.4
million for the Future Partnership and £57.2 million for Franchising.

Wider Public Finances

The modal shift resulting from the Delivery Options, particularly from car and rail, will have an
impact on indirect taxes collected by the Government. Fewer rail and car journeys will impact
tax revenues generated: fewer car trips means reduced fuel duty paid due to lower consumption,
and less rail travel means lower indirect tax collected on rail fares. Bus diversion factors from
TAG %7 are applied to calculate the drop in rail and car journeys associated with increased bus
usage. The impact of this on indirect tax revenue is then estimated using the MEC approach in
TAG A5.4."%8 Furthermore, an increase in bus patronage will reduce indirect tax, as it is
assumed the money spent on bus travel would have been spent elsewhere in the economy
causing a drop in indirect tax. The impact of this on Government accounts is £0.1 million and
£1.4 million for the Future Partnership and Franchising respectively. See Table 2-20 for a
summary of the wider public finances.

Table 2-20: Summary of Wider Public Finances

2010 PV

The Future Partnership
(Emillion)

Franchising (Emillion)

Government Funding (Non-Transport)

Road Infrastructure £0.2 £0.5

Bus and Coach £3.2 £9.0

Rail -£3.3 -£8.1
157 Table A5.4.6 of the May 2024 TAG Databook
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2010 PV The Future Partnership Franchising (Emillion)

(Emillion)

Indirect Tax Revenue Total £0.1 £1.4

Source: Economic Case Appraisal

11.8

Summary

Table 2-21 provides a summary of the impacts of the Delivery Options against the Public
Accounts categories provided in TAG.'® The material difference between Franchising and the
Future Partnership is largely because of the transfer of revenue and operating costs between
the public and private sector is a significant part of the Broad Transport Budget impact of the
Franchising Scheme but does not occur under the Future Partnership. Other factors include:

(a) The Franchising Scheme includes significantly more public sector investment than
occurs under the Future Partnership as this is a transfer of funding to the public sector
from the private sector; and

(b) Higher patronage forecasts for Franchising drives higher indirect taxation and rail
revenue impacts than the Future Partnership.

Table 2-21: Summary of the Impacts on Public Accounts

2010 PV The Future Partnership Franchising (Emillion)
(Emillion)

Cost to Broad Transport Budget £77.3 £414.4

Wider Public Finances £0.1 £1.4

Source: Economic Case Appraisal

12
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12.2

VfM Appraisal Outputs
Introduction

The purpose of this paragraph 12 is to present the outputs of the appraisal of the Delivery
Options in this Economic Case. The results utilise the standard DfT reporting tables, including
the presentation of the TEE and NPV.

It is important to note that in the context of VfM appraisal, the HM Treasury's Green Book
Guidance places a greater emphasis on the NPV rather than the BCR-led approach followed
by traditional DfT economic case appraisals. This is because the transfer of costs and revenues
between the private and the public sector can make the BCR a less useful comparative metric
of the economic performance of each of the Delivery Options.'®°
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TAG Appraisal Summary Table

Private sector costs and revenues are reported as part of the PVB and public sector costs and revenues are reported
as part of the PVC, in the standard TAG presentation of impacts. Thus, a transfer that provides no net change to social
welfare can often arbitrarily move the BCR in unintuitive ways
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12.3

12.4

12.5

12.6

As a result of this, an alternative 'social' BCR has been calculated for the purpose of comparing
the Delivery Options within this Assessment. All benefits and revenues (public and private) are
included in the PVB and all costs (public and private) are included in the PVC, which drives the
calculation of the 'social' BCR. This has resulted in the 'social' BCR being less affected by
changes in revenue allocation between options and scenarios and is therefore a more useful
comparator than the DfT's usual BCR metric.

The conclusion of this paragraph 12 sets out a statement of the VfM of each Delivery Option,
resulting from the analysis and results set out in this Economic Case.

Economic Appraisal of Scenarios

Table 2-22 summarises the performance of each Delivery Option against the net benefits and
costs relative to the Reference Case. Like the previous paragraphs, the results refer to the core
scenario where it assumes core demand and the funding scenario that assumes a constant the
Authority budget, in real terms.

The TEE for the Future Partnership and Franchising is shown in Table 2-22. The table follows
the structure of DfT's standard reporting template, which presents the distribution of impacts
across different groupings of travellers and private sector businesses. The user benefits
reported in the TEE table include the congestion impacts calculated using MEC.

Table 2-22: TEE for the Future Partnership and Franchising

2010 PV The Future Partnership Franchising (Emillion)
(Emillion)

Non-business

Commuting traveller benefits £206.1 £490.5

Other traveller benefits £140.5 £347.8

Business

Traveller benefits £10.4 £26.3

Private sector provider impacts -£0.2 £12.6

Other business impacts £0 £0

Net business impact £10.2 £38.9

Total TEE £356.8 £877.2

Source: Economic Case Appraisal

12.7

12.8

Table 2-23 outlines the elements of the social PVC and PVB for each Delivery Option compared
to the Reference Case, and the resulting NPV and BCR. The NPVs presented here are identical
to those that would be calculated using the standard TAG approach.

The calculation of the social BCR in Table 2-23 has been used in the context of other bus policy
schemes (for example, for Nexus' Quality Contract Scheme) and is recognised in the DfT
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publication'®! which adopts the current approach for the BCR ('NATA' BCR) as a sensitivity test
which is appropriate to perform.

Table 2-23: Summary of NPV and BCR

2010 PV The Future Partnership Franchising (Emillion)
(Emillion)
User benefits £357.0 £864.6
Non-user benefits £3.0 £94
Change in bus revenue £27.2 £76.7
Change in revenue on other -£23.4 -£59.1
modes
PVB £363.8 £891.5
Change in bus operating Costs £46.0 £95.6
Regulation management costs £3.4 £34.2
Indirect taxation £0.1 £1.4
Depot investment (net public £31.9 £289.6
and private sector)
PVC £81.4 £420.8
NPV £282.4 £470.8
BCR 4.2 21
NPV including WEI £338.1 £682.5
BCR including WEI 5.2 2.6

Source: Economic Case Appraisal
Economic Assessment Outputs for Scenarios under Consideration

12.9 Table 2-24, Table 2-25 and Table 2-26 present a summary of the VfM assessment for the
monetised benefits for the Delivery Options under the different scenarios assessed through the
modelling and appraisal that informs this Economic Case. The purpose of the range of scenarios
is to allow consideration of whether the Delivery Options deliver VfM across a range of outcomes
and whether the relative performance varies between the Delivery Options.

12.10 Franchising performs better than the Future Partnership across all the scenarios in Table 2-24,
delivering a higher NPV relative to the Reference Case. In percentage terms, the scenarios

161 NATA Refresh: Appraisal for a Sustainable Transport System (Department for Transport, 2009)13
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12.11

12.12

each deliver a relative similar percentage change in NPV for the Reference Case and each of
the Delivery Options. For example, providing an additional £50 million in funding (scenario 1)
delivers 27% additional NPV for Franchising, compared with only 3% increase for Future
Partnership.

As would be expected, combining the downside and upside scenarios tends to generate more
extreme results, in both positive and negative directions (Table 2-25). However, the incremental
benefit provided varies depending on whether the demand or funding upside is additional. For
example, adding the demand upside to the funding upside provides 13pp more NPV to the
Future Partnership case and 21pp more NPV to Franchising. The same is true for the downside
scenarios, where reducing demand by 15% provides more incremental disbenefit than does
reducing the Transport Levy by 10%.

Lastly, two additional Franchising-only scenarios are shown to have a very detrimental impact
on NPV, owing to the implications for Operator margins (Table 2-26). Scenario 9, where
Operators own vehicles, is assumed to generate a 2.5pp increase in Operator margin, reducing
NPV by 48%. Scenario 10, where Operators own depots, is assumed to generate a 1.5pp
increase in margin, reducing NPV by over half.

Table 2-24: Franchising funding and demand scenarios — VfM Assessment

Scenario The Future Partnership | Franchising (Emillion)

(Emillion)

2010 NPV % difference | 2010 NPV % difference
from central from central
case case

Central Case £282 - £471 -

1. Funding Upside: +£50m £290 3% £596 27%
2. Funding Downside: Transport | £232 -18% £397 -16%
Levy -10%

3. Demand Upside: +15% £323 14% £592 26%
4. Demand Downside: -15% £199 -29% £265 -44%

Source: Economic Case appraisal

Table 2-25: Franchising funding and demand combination scenarios — VfM Assessment

Scenario The Future Partnership | Franchising (Emillion)

(Emillion)

2010 NPV % difference | 2010 NPV % difference
from central from central
case case

Central Case £282 - £471 -
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5. Funding Upside and Demand | £328 16% £698 48%
Upside

6. Funding Upside and Demand | £236 -16% £460 2%
Downside

7. Funding Downside and Demand | £155 -45% £178 -62%
Downside

8. Funding Downside and Demand | £333 18% £558 19%
Upside

Source: Economic Case appraisal

Table 2-26: Franchising scenarios — VM Assessment

Scenario Franchising (Emillion)

2010 NPV % difference from
central case

Central Case £471 -

9. Operators own vehicles: 2.5pp increase in margin, | £242 -48%
3% increase on fleet

10. Operators own depots: 1.5pp increase in margin | £203 -57%

Source: Economic Case appraisal

12.13

12.14

12.15

Sensitivity Tests

To assess uncertainty around the monetised economic appraisal, several tests were conducted
to assess the sensitivity of the modelling and appraisal results to key changes in assumptions
and inputs. Results for all the tests modelled apart from three (tests 17, 18 and 23 are for the
Financial Case only) are provided in Table 2-27. In general, flexing assumptions in sensitivity
tests 11-25 tend to have a much larger impact on NPV in Franchising than in the Future
Partnership. Given this, the focus of this paragraph is primarily on the Franchising sensitivity
tests.

Sensitivity tests 11-16 present a range of margin upside and downside scenarios which have
sizeable impacts on NPV. The Supported Services margin represents the margin which
Operators earn on Supported Services in the Reference Case. Changing this margin changes
the volume of Services that can be supported in the Reference Case, as the funding available
is fixed. Given this, sensitivities 11 and 13 represent upside scenarios as margins are higher in
the Reference Case, reducing the level of Service, and increasing the incremental level of
Service in Franchising. Correspondingly, if Operators earn lower margins in the Reference Case
(sensitivities 12 and 14), then a greater level of Service is provided in the Reference Case, and
the incremental benefit of Franchising falls. Sensitivities 15 and 16 are more intuitive, where the
margins that Operators earn directly affects the level of Service available in Franchising.

Sensitivity tests 20-22 generate smaller changes in NPV in Franchising compared to the
previous six but are included as they flex some of the core assumptions embedded in
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Franchising. Sensitivity 20 increases the level of variable management costs in the Reference
Case, which reduces the incremental cost of Franchising, as Services can be delivered relatively
more efficiently. This increases the NPV by 22%. Sensitivities 21 and 22 test the importance of
the core assumption that the public sector can borrow at lower interest rates than the private
sector. Reducing the wedge between the two rates lowers the net benefit of the Authority owning
and financing vehicles and depots in Franchising (by 22%), while the inverse is true when the
wedge is increased (16% increase in NPV).

12.16 Sensitivity tests 26-28 test a few core appraisal assumptions that are important for this
Economic Case. The most material of these tests is sensitivity 27, which calculates the baseline
level of generalised time using a network-wide, rather than Franchising area-wide average. This
increases the average length of each trip, in terms of generalised time, which in turn increases
the average user benefit per trip. As a result, NPV increases by 25% in the Future Partnership
and by 35% in Franchising.

Table 2-27: Sensitivity tests

Sensitivity test The Future Partnership | Franchising (Emillion)

(Emillion)

2010 NPV % difference | 2010 NPV % difference
from central from central
case case

Central Case £282 - £471 -

11. Supported Services Margin: | £276 -2% £663 41%
+2.5pp on fixed component

12. Supported Services Margin: | £293 4% £265 -44%
-2.5pp on fixed component

13. Supported Services Margin: | £332 17% £590 25%
+2pp on variable component

14. Supported Services Margin: | £229 -19% £341 -28%
-2pp on variable component

15. Services under Franchise | - - £203 -57%
Contracts Margin: +2.5pp on

fixed component

16. Services under Franchise | - - £690 47%
Contracts Margin: -2.5pp on

fixed component

19. Fleet Costs: +10% - - £465 -1%

20. Variable Management costs: | £262 7% £574 22%
+1pp
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21. Financing Costs: Bringing | - - £365 -22%
public and private sector rates
closer by 1%

22. Financing Costs: Taking | - - £545 16%
public and private sector rates
further away by 1%

24. Revenue retained from | £287 2% £448 -5%
cutting: -10pp

25. Revenue retained from | £278 -2% £467 -1%
cutting: +10pp

26. User Dbenefits during | £256 -9% £414 -12%
transition

27. Generalised time derivation £352 25% £636 35%
28. Car journey distance in MEC | £293 4% £496 5%
29. £3 Capped Fares £292 3% £453 -4%

Source: Economic Case appraisal
VfM Statement

12.17 The VfM assessment of the Delivery Options is considered and summarised in Table 2-28,
which includes the monetised and non-monetised aspects and its distribution, and assessment
of the certainty of outcomes.

Table 2-28: Summary of Monetised and Non-monetised impacts

2010 PV The Future Partnership Franchising (Emillion)
(Emillion)

NPV £282.4 £470.8

NPV including WEI £338.1 £682.5

Overall non-monetised impacts Slight beneficial Slight beneficial

Distributional impact Slight beneficial Beneficial

Source: Economic Case appraisal

12.18 The Franchising Scheme is forecast to deliver a higher net monetised impact, as demonstrated
by the NPV of £470.8 million compared to the £282.4 million delivered by the Future Partnership.
As noted in paragraph 12.8, this assessment does not change depending on the treatment of
private-public transfers (conventional TAG or 'social' approach).

12.19 Both Delivery Options deliver non-monetised benefits that have been assessed to be slight
beneficial, owing to the greater control over operations, management, fares and ticketing that
will be afforded to the Authority, which is more pronounced in the Franchising Scheme. Similarly,
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12.20

the Distributional Impacts of both Delivery Options would provide benefits without a
disproportionate impact, either positive or negative, on any geographical area or social group.

An assessment of the relative levels of uncertainty surrounding the Delivery Options is outlined
in Table 2-29. During transition there is a 'medium'’ level of uncertainty in the Future Partnership,
given the negotiation and agreement required with the Operators for the Future Partnership to
be introduced. There is more uncertainty surrounding the transition to the Franchising Scheme,
as the actions of the Operators on certain routes, especially where margins are thin, is
unpredictable. The level of uncertainty around Franchising is low during operation, given the
large degree of control the Authority is afforded over operations and investment. The
commerciality of the West Midlands Bus Network under the Future Partnership and the
continuing transfer of Services from commercial to tendered, creates a higher level of
uncertainty during the operation of the Future Partnership. There is substantial uncertainty
around the future evolution of the Future Partnership given the residual revenue risk that lies
with the Operators, and the potential need to renegotiate the contractual relationship with the
Operators.

Table 2-29: Assessment of Uncertainty

Phase The Future Partnership Franchising
Uncertainty during transition Medium High
Uncertainty during operation Medium Low
Uncertainty around evolution High Low

Source: Economic Case appraisal

12.21

The VM classifications awarded to the Delivery Options, relative to the Reference Case, is
summarised in Table 2-30. The Future Partnership initially achieves a VfM category of 'Very
High', owing to the low costs of delivering the benefits to passengers of an enhanced network
and fares and ticketing reform. Franchising has the potential to deliver a greater volume of user
benefits than the Future Partnership, given the greater control over service provision, fares and
ticketing, and the bus fleet. However, this greater volume of benefits comes at the cost of higher
investment in fleet, depot and management cost, driving a lower BCR. With the inclusion of non-
monetised and distributional impact, both Delivery Options' VfM category remains the same.

Table 2-30: VfM Classification

VfM Classification The Future Partnership Franchising
Initial VfM Category Very High High
Adjusted VfM category, also | Very High High
considering:

Non-monetised
impacts
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VfM Classification The Future Partnership Franchising

° Distributional impact

. Uncertainty

Source: Economic Case appraisal
13 Conclusions
Introduction

13.1 This paragraph 13 provides a summary of the economic performance of the Future Partnership
and Franchising under the baseline (core) scenario. The main impacts are summarised in the
Delivery Option Appraisal Summary in Table 2-31, which includes monetised and non-
monetised impacts. These impacts are then summarised in the VfM Conclusions for the Delivery
Options considered.

Delivery Options Appraisal Summary

Table 2-31: Appraisal Summary Table

Economic Type 2010 PV The Future Franchising
Partnership (Emillion) | (Emillion)

Economy Business Passengers | £10.4 £26.3
Transport Providers -£0.2 £12.6
Reliability ~ (Business | Neutral Neutral
Passengers)
Regeneration Neutral Neutral
Wider Impacts £69.3 £255.2

Environment Noise £0.2 £1.5
Air Quality £0.1 £0.3
Greenhouse Gases £1.0 £2.7
Landscape Neutral Neutral
Townscape Neutral Neutral
Historic Environment Neutral Neutral
Biodiversity Neutral Neutral
Water Environment Neutral Neutral
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Economic Type 2010 PV The Future Franchising
Partnership (Emillion) | (Emillion)
Society Commuting and Other | £346.6 £838.3

Passengers

Reliability (Commuting
and Other Passengers)

Slight beneficial

Slight beneficial

Physical Activity

Slight beneficial

Slight beneficial

Journey Quality Neutral Slight beneficial
Accidents £1.8 £4.8
Security Neutral Neutral

Access to Services Slight beneficial Slight beneficial

Affordability £14.7 £29.8
Severance Neutral Neutral
Option and Non-Use | Neutral Slight beneficial
Values

Public Accounts Cost to Broad | £77.3 £414 .4
Transport Budget
Wider Public Finances | £0.1 £1.4

Source: Economic Case Appraisal

13.2

13.3

VfM Conclusions

The Delivery Options have been shown to generate a substantial NPV when compared to the
Reference Case, meaning they generate more benefits and revenue than the costs required to
implement and operate them. Comparing the NPVs of the Delivery Options suggests that the
Franchising Scheme would generate a large total positive impact on broader society, while the
Future Partnership would generate a greater volume of benefits for each pound spent, indicated
by a higher BCR.

The advantages of Franchising are primarily through the greater control the Authority would
have over specifying the West Midlands Bus Network, in terms of service frequencies, fares and
ticketing, and the roll out of the ZEB fleet. Franchising achieves a VfM category of high, whereas
Future Partnership achieves a VfM category of Very high when considering WEI and DI. The
VfM categories are driven by the BCR assessment however, and in terms of the magnitude of
NPV achieved, Franchising would be considered better VfM. The levels of uncertainty are
similar between the Delivery Options, given the trade-offs surrounding transition, operation and
future evolution of the Delivery Options.

201



1.1

1.2

1.3

1.4

1.5

1.6

1.7

Economic Case Appendix
Estimating Trip Benefits
The key assumptions to calculate the benefits per trip are set out below in this Appendix.
A reference GT for each bus trip has been based on two key parameters:

(@) An average in vehicle time was calculated for each Franchising zone by analysing the
distance between prism zones which produced an average value, weighted by zone-to-
zone public transport demand. This average in vehicle time ranged from 12 to 24
minutes dependent on the Franchising zone;

(b) A similar method was also used to calculated average access, egress and wait time for
each Franchising zone. This time ranged between five - six minutes across the
Franchising zones. The ‘walk’ and ‘wait’ elements have been weighted by a factor of
two as specified by TAG, which reflect passengers’ perceived preference for time spent
on-board compared to walking to or waiting at stops.

The initial network enhancements, as set out in paragraph 2, include service rationalisation and
increase timetable integration. Further infrastructure interventions may also be delivered under
the Reference Case and each of the Delivery Options but have not been modelled due to the
uncertain nature of these developments. However, Franchising gives LAs a greater incentive to
invest in bus priority as the public sector will directly benefit from the improvements due to
increased revenue and reduced operating costs. Therefore, it could be concluded that under
Franchising more interventions may be delivered (if affordable) than under the Future
Partnership or the Reference Case.

For non-concession passengers, an additional cost element has been added to reflect the
perceived cost of the fare. This cost was calculated as 11 additional minutes on average and is
added to the reference GT. This value has been calculated using an average yield per journey
based on data provided by Operators and converted to minutes using a journey-purposed
weighted average Value of Time.'®? There is no additional cost component added to
concessionary demand as travel is free for these passengers.

The percentage changes in bus demand between the Reference Case and the Delivery Options
are based on the demand forecasts set out in paragraph 6.

An elasticity approach has been used to estimate the level of journey time, or bus user, benefits
which would give rise to the change in demand described above. An elasticity of passenger
demand to GT of -1.1 has been used, based on the values from a 2018 Rand Europe study on
behalf of the DfT'®3 which is the most current parameter referenced by DfT guidance.

Table 2-32 presents an example of how the GT benefit of the network enhancement is
calculated for an individual Service. Please note, this table is to illustrate the method outlined
above and to be used for illustrative purposes only.

162

163

Calculated using bus journey purpose data from Table A1.3.16 and Values of Time from Table A1.3.2 of the May 2024
TAG Databook.

Bus fare and journey time elasticities - RAND Europe and SYSTRA prepared for UK Department of Transport (2018)
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Table 2-32: Worked example of Generalised Time benefit calculation

Generalised time (GT) (a) 69 minutes
GT elasticity (b) -1.1

The Reference Case demand (c) 18 million
Incremental service demand (d) 0.39 million
Change in demand (e = d/c) 2.2%
Implied GT change -1.3 minutes

(f = (1+e)"(1/b)-1)*a

Time saved per passenger (hours) 0.02 hours

(g =-f/60)

Value of Time (£ per hour) (h) £11 per hour'®4
Benefit per passenger (i = h*g) £0.24

Existing user benefit (j = i*c) £4.4 million
New user benefit (k = (d*i)/2) £0.05 million

Source: Economic Case Appraisal

164 The Value of Time in this example is a simplification of the process used in the economic appraisal, where specific

values are used for each journey purpose as per the values given in TAG. The user benefits have been shown without
discounting applied here, whereas in the appraisal they are discounted to 2010 values.
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1.1

1.2

1.3

Introduction
Purpose

The purpose of this Commercial Case is to assess the commercial implications of the Reference
Case and the Delivery Options being considered in this Assessment, with reference to the HM
Treasury's Green Book Guidance requirements and the Franchising Guidance. Bus Back Better
is clear that in order to access future Government funding specifically for Services, there must
be either an enhanced partnership or Franchising Scheme regulatory structure in place.

Requirements of the HM Treasury's Green Book Guidance

Section 6: "Preparing the Commercial Case" of the HM Treasury's Green Book Guidance
requires an assessment of the proposed commercial arrangements for the current bus delivery
model and of the proposed Delivery Options. This includes:

(a) a determination of the required procurement arrangements to implement the proposed
Delivery Options;

(b) an assessment of how these arrangements can be procured competitively; and
(c) an assessment of the relevant risks and how these will be managed.
Requirements of the Franchising Guidance

Paragraphs 1.63 - 1.67 of the Franchising Guidance state the following:

Table 3-1: Fulfilment of the requirements of the Franchising Guidance

Para Content of Franchising Guidance How the case meets this requirement

1.63 Section 123B of the Act requires an | This Commercial Case as a whole considers
authority to consider, as part of their | the extent to which the Authority is likely to
assessment, the extent to which the | be able to secure local service contracts. An
authority is likely to be able to secure that | overall assessment is provided in the
local services are operated under local | conclusion at paragraph 8.
service contracts.

1.64 The authority should consider how the | Paragraphs 7.2 to 7.21 explain the proposed

options could be procured competitively and | design of the procurement of the Franchise
what the contractual arrangements would | Contracts.

look like, with the view to ensuring, for
Franchising proposals in particular, that the
proposed franchised services could be
secured under local service contracts or
through service permits. In particular, an
authority should consider how they intend to
facilitate the involvement of small and
medium sized Operators, bearing in mind
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Para

Content of Franchising Guidance

How the case meets this requirement

the need to ensure competition for the first
and subsequent rounds of procurement.

1.65

An authority should also clearly set out how
they intend to facilitate cross-boundary
services, including how the service permit
system will be used to enable those services
to operate.

Paragraphs 6.17 to 6.37 set out how the
Authority intends to facilitate cross-
boundary Services, including how a Service
Permit Regime will be used to enable those
Services to operate.

1.66

In addition, an authority should consider the
transition periods to the new options, setting
out how they intend to ensure that services
to passengers are protected during that
period, and what commercial arrangements
they plan to put in place to manage that
process.

Paragraphs 6.103 to 6.107 describe the
transitional period arrangements that will be
required and how Services will be protected.

Paragraphs 6.108 to 6.112 assess the risk
of network disruption and how these risks
could be managed.

Paragraphs 6.113 to 6.116 outline the fare
arrangements during transition.

1.67

In developing the Commercial Case of the
assessment, an authority or authorities
should ensure they have considered the
following factors, set out their proposal in
relation to each and their reason for
adopting such a proposal:

(@)

The commercial model they intend to
employ.

The commercial models are described at the
beginning of each paragraph:

e Paragraphs 4.1 to 4.4 (The Reference
Case)

e Paragraph 5.3 (The Future Partnership)

e Paragraphs 6.1 to 6.4 (Franchising)

The size and geographical scope of the
areas to which contracts will relate.

Paragraph 6.7 outlines the size and
geographical scope of the areas to which
the Lots will relate to.
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Para Content of Franchising Guidance How the case meets this requirement
(c) The length of contracts. Paragraph 6.12 analyses the duration of
Franchise Contracts.

(d) Whether Franchising will be phased-in | Paragraphs 6.90 to 6.107 outline the

gradually. phasing, implementation and transitional
activities and procedures in the event of
Franchising.

(e) Other key contractual arrangements, | Paragraphs 7.22 to 7.27 highlight the
including those relating to the transfer of | pension and TUPE implications regarding
staff. the transfer of staff.

(f) How they intend to facilitate strong | Paragraph 7.1 sets out how the involvement
competition for contracts. of SMOs will be facilitated.

Paragraphs 7.2 to 7.32 explains the
proposed design of the procurement of the
Franchise Contracts.

(9) The key commercial risks, their potential | Paragraphs 4.10, 5.9, 6.38 and 6.39
impacts and how they would be mitigated | summarise the risks and responsibilities
and managed under the Reference Case, the Future

Partnership and the Franchising Scheme
between the public and private sector.
Structure of this Commercial Case
14 To address the requirements of the HM Treasury's Green Book Guidance and paragraphs 1.63
- 1.67 of the Franchising Guidance, this Commercial Case is structured as follows:
Paragraph(s) | Topic
2 Commercial Objectives: this paragraph sets out the Authority's Commercial
Objectives, developed for the qualitative assessment of the Reference Case and
the Delivery Options.
3 Market Overview: this paragraph includes:

) Introduction
) Regulatory Environment for Buses
. Description of the nature and history of the regulatory environment

within the Authority's Region
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Paragraph(s)

Topic

Current Market Structure

. The Operator market share

. Current fleet provision

o Current Depot composition

. Approach to ticketing

Authority interventions

o Tendered and Supported Services
. Other financial support

Conclusion

Details: these paragraphs include:

Introduction

Contracting Principles

Risk Allocation of the Reference Case and the Delivery Options
Performance Incentives

Depot Provision

Fleet Provision

Phasing, Implementation and Transition

Provision for SMOs

Procurement Arrangements

Pensions and TUPE implications

Assessment of the Reference Case against the Commercial Objectives

Conclusion

Conclusion: summarises the conclusions of this Commercial Case.

2 Commercial Objectives

Introduction

2.1 Within the context of the requirements of the HM Treasury's Green Book Guidance and the
Franchising Guidance, this Commercial Case must set out the commercial implications of the

Reference Case and the Delivery Options.

2.2 In order for the Reference Case and the Delivery Options to be compared on this basis, the
Authority has developed a series of Commercial Objectives, linked to its overarching objectives

for this Assessment (as set out in paragraph 6 of the Strategic Case).

Commercial Objectives

2.3 The Commercial Objectives are as follows:
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3.1

3.2

(a) Best Value: delivery of Services in the Authority's Region should maximise the output
generated by the Authority's investment in the West Midlands Bus Network - it is
measured by the extent delivery promotes strong competition and innovation in the
West Midlands Bus Network, which in turn drives best value;

(b) Optimise Passenger Outcomes: delivery of Services in the Authority's Region should
maximise passenger outcomes in terms of passenger experience - it is measured by
the extent to which delivery drives positive passenger outcomes in relation to fares and
ticketing, punctuality and reliability, customer service and vehicle standards;

(c) Ease of Introducing Changes: delivery of Services in the Authority's Region should
allow the Authority to easily make changes to the West Midlands Bus Network or
introduce new initiatives or interventions - it is measured by how easily the Authority
could introduce or make a change to the West Midlands Bus Network, infrastructure or
customer focused initiatives;

(d) Ease of Implementation: delivery of Services in the Authority's Region should allow
the Authority to implement it with ease - it is measured by the extent to which it can be
implemented with a minimal level of resource input, time and complexity;

(e) Risk Allocation: delivery of Services in the Authority's Region should minimise risk
during operation to the Authority - it is measured by the extent to which the Authority is
exposed to risks relating to financial risk (revenue and cost), operational and
reputational risks, and asset risks; and

(f) Commercial Sustainability: delivery of Services in the Authority's Region should
maximise the commercial sustainability of the West Midlands Bus Network - it is
measured by the extent to which delivery offsets the industry trend of a declining the
West Midlands Bus Network, and provides alignment between costs and benefits of any
investment by the Authority.

The Commercial Objectives have been used to assess the Reference Case and the Delivery
Options in this Commercial Case on a qualitative basis and will be taken together with the
Economic Case, the Financial Case and the Management Case to form a view on a preferred
Delivery Option.

Market Overview
Introduction

The Authority is the strategic transport authority for the Authority's Region, responsible for
setting the vision, policies, and priorities for improving transport and mobility. The Authority also
has devolved powers and funding to deliver and commission Services, infrastructure, and
information, in partnership with the Operators and LAs.

This paragraph 3 provides an overview of the bus market and the role the Authority plays in
shaping and supporting. It includes the following sub-paragraphs:

(a) Regulatory Environment for Buses: describes the nature and history of the regulatory
environment for Services within the West Midlands;

(b) Market Structure: describes the structure of the bus market in the Authority's Region,
including the Operator market share and current fleet and depot provision;

216



3.3

3.4

3.5

3.6

(c) The Authority Interventions: describes the historic and current bus market
interventions undertaken by the Authority; and

(d) Summary and Conclusion.
Regulatory Environment for Bus
Introduction

The West Midlands Bus Network is one of the largest in the UK, serving a population of over
2.9 million people across seven metropolitan boroughs. The market is characterised by a mix
of commercial and Supported Services, with varying levels of competition, integration, and
quality.

As set out in paragraph 2 of the Strategic Case, the current bus market in the West Midlands is
deregulated, in line with the majority of areas of England outside of London, with Greater
Manchester, Liverpool City and West Yorkshire among the latest other CAs to progress the
implementation of Franchising.

This paragraph provides an overview of the regulatory environment for the bus market in the
Authority's Region, its history, evolution, and current challenges.

Bus Service Deregulation in 1986

The regulatory environment within the West Midlands market has evolved over time, reflecting
the changing dynamics and wider challenges of the sector. The Transport Act 1968 required
the creation of the WMPTE to co-ordinate public transport (including the ability to operate
Services) and was overseen by a group of elected councillors from the Authority's Region,
collectively the WMPTA. Existing municipal bus companies were combined into a single
dominant operation covering the whole of the Authority's Region. From 1974 until 1986 the West
Midlands County Council became the PTA for the West Midlands, though much of the revenue
funding came from the seven local Metropolitan District Authorities rather than the West
Midlands County Council. In 1986, with the abolition of the West Midlands County Council, a
new WMPTA was formed. At the same time, the implementation of bus deregulation in England
(outside London), required WMPTE to create an arm's length company for operating Services.
This company became NX and was owned by WMPTA. Transport coordination functions stayed
with WMPTE, along with powers to financially support the provision of unprofitable but socially
necessary Services. In January 1991 WMPTE adopted the brand name Centro, to help
differentiate it from West Midland Travel. During the early 1990s, the Government forced all
PTAs to sell their arm's length bus operations. Following a competitive process, which included
looking at the Reference Case and the Delivery Options to break the Operator into smaller
operating units, WMPTA decided to sell the entire bus operations to the management through
an employee share ownership scheme. The management were keen to float the company on
the stock market and merging with NX, which was already a publicly listed company, saved the
costs of independently floating the company on the stock market. The West Midlands Travel Ltd
(trading as National Express West Midlands and National Express Coventry) is still by far the
largest Operator in the Authority's Region today. Following the Local Transport Act, WMPTA
was reconstituted as an Integrated Transport Authority and, along with Centro, continued to
exist until 17 June 2016 when their functions were absorbed into the newly created Authority.
As the Authority, the former Centro transport functions, responsibilities, assets, and staff all now
operate under the Authority's brand.
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3.8

3.9

3.10

3.11

3.12

3.13

3.14

The main intentions of deregulation were to increase competition, efficiency and innovation in
the bus market, and to reduce the public subsidy and bureaucracy involved in the provision of
Services. The proponents of deregulation argued that the previous system of regulation was
stifling the responsiveness and flexibility of the Operators to meet the changing needs and
preferences of the passengers. Deregulation was also introduced with the intention to stimulate
new entrants, lower fares, improve quality and increase patronage in the bus market.

Bus deregulation in the Authority's Region has played out in a different way to many other urban
areas because of the dominance of a single Operator who runs an extensive commercial West
Midlands Bus Network covering the whole of the Authority's Region. This was a legacy of the
WMPTE operations where a strong network of high frequency bus corridors had been created.
Over the years many of the competing Operators have either run predominately contracted
Services or run in head-to-head competition with NX because the opportunities to run or create
bespoke commercial Services is limited due to the dominance of the main Operator. Being a
network Operator, NX has been able to offer an attractively priced travelcard for use solely on
their Services. This was partly helped by the WMPTE allowing their arm's length bus company
to keep the operation of their network travelcard that WMPTE had created back in the 1970s.
This made it difficult for competitors to get any foothold in the market. With the sale of West
Midland Travel, the WMPTA required them to assist in the creation of an all-Operator travelcard,
but this has always had, until the recent '‘Bonfire of Bus Tickets', a price premium over the single
dominant Operator products, so proved relatively unattractive to passengers.

VPA

A VPA is a written agreement that would be entered into between LAs and the Operators. The
purpose of such agreements is to enhance the quality, efficiency and sustainability of Services
while aligning with public transport policy objectives. VPAs are not legally binding contracts but
are based on mutual interests and shared goals between the involved parties.

In a VPA, the Operators and LAs would need to agree in order to provide infrastructure like
priority lanes, stops and interchanges and negotiate arrangements for use of that infrastructure.
The Operators would meet this with commitments on vehicle standards, maximum fares,
frequencies and timings; however, there is no commitment for any party to remain in a VPA if
they chose not to.

The first West Midlands voluntary partnership was created in 1996 with the Line 33 Showcase
partnership in north Birmingham. This became the blueprint for a number of route-based
agreements between the Authority (then Centro), the Operator and the local highway authority.
The Operator provided new low floor buses, the local highway authority provided bus priority
and Centro provided new bus stop infrastructure.

The concept was copied successfully by a number of other transport authorities with the
Showcase concept providing the basis for route or corridor based SQPS legislation in the
Transport Act.

To facilitate the extension of Midland Metro through Birmingham City Centre and to manage the
resultant Service changes, the country's largest SQPS was created. This scheme mandated for
the first-time various bus vehicle standards (most notably vehicle engine emission standards)
which required the Operators to make improvements that they would have otherwise not made.

The Local Transport Act allowed for multi-Operator agreements and ways of working together
which Centro were able to utilise with a number of multi-Operator partnership agreements.
Between 2008 and 2012 a series of West Midlands Bus Network reviews were undertaken
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3.19

where both improvements and reductions to the Services were implemented in a managed way
with full consultation with stakeholders to meet new or changed travel demands. The delivery
of these reviews was underpinned by bus partnership agreements between the public sector
and the Operators.

In several instances, 'Qualifying Agreements' were entered into on corridors where the
Operators ran competing Services, in order to provide an integrated timetable, joint ticketing
and a better customer offer. Invariably however these were short-lived, with one Operator or
the other determining they were commercially disadvantaged and reverting to on-the-road
competition.

From 2015 the Authority, the Operators, LAs and other partners worked together through the
Bus Alliance, a VPA to "deliver high levels of passenger satisfaction and drive forward
investment in Services."

The Bus Services Act rebadged SQPS as AQPSs and these were implemented in
Wolverhampton city and Solihull town centres alongside and in addition to the regionwide Bus
Alliance.'®® This was to provide additional commitments to improve various areas such as
vehicle emission standards, stand allocation slots to reduce bus congestion and improve
passenger safety, improved stops and shelters, bus priority and passenger information
improvements. These additional measures were incorporated into the EP under the Reference
Case as the AQPS expired, this being completed by May 2023 when the Wolverhampton AQPS
was formally revoked.

The EP under the Reference Case

An enhanced partnership represents a more formal and legally binding agreement between LAs
and the Operators than its predecessor, the VPA. The shift towards an enhanced partnership
was driven by the need for greater LA influence over Services. The EP under the Reference
Case is a statutory partnership between LAs and the Operators that sets out how they will work
together to deliver improvements to Services in the defined geographical area set out in the EP
under the Reference Case. This type of partnership was introduced by the Bus Services Act,
the EP superseded the previous arrangements in the sector, namely the VPA (outlined in
paragraph 3.9). Following the publication of the Bus Back Better, all LAs were required to
publish a BSIP, and set out how the objectives therein would be delivered either through an
enhanced partnership or Franchising.

The Reference Case consists of the following two parts:

(a) The EP Plan: a clear vision of the improvements to Services that the EP is aiming to
deliver, mirroring the BSIP; and

(b) The EP Scheme(s): an accompanying document that sets out the requirements that
need to be met by local Services that stop in the geographical area defined in the EP
scheme, to achieve BSIP outcomes.
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Prior to the Bus Services Act, Advanced Quality Partnership Schemes were known as SQPS. These placed binding
requirements on the Operators and LAs in relation to provision of Services entering a specific geographic area, with the
first of these implemented in Birmingham city centre in 2012 (SQPS), Solihull 2017 (AQPS) and Wolverhampton 2018
(AQPS).
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An original EP Scheme was made on 28 June 2021 and covered the majority of the A34/A45
Sprint Bus Rapid Transit route between Walsall and Solihull. Since the initial signing of the EP,
a number of subsequent variations have been published, as highlighted below:

(a) Variation 001 was made in June 2022 and expanded the scheme to the extent of the
Authority, initially excluding the areas covered by AQPS arrangements but this variation
committed to bringing in these areas along with the additional requirements as AQPS
schemes expired; and

(b) Variation 002 was made in November 2022 and implemented commitments arising from
the BSIP.

The latest iteration (Variation 003) was made in September 2023 and relates to fares initiatives,
introduction of a mechanism to address over-supply of buses on certain Service, and removal
of requirements to provide WiFi on vehicles under certain circumstances.

This involved creating 'Route Requirements' and under legislation the Authority had to take on
bus registration powers for all routes wholly within the EP Scheme under the Reference Case.
This was implemented on 5 March 2023.

This means that for routes wholly within the Authority's Region, the Authority has registration
powers as opposed to the Traffic Commissioner (i.e. the Operators submit Service registrations
to the Authority, who determine whether or not a registration should be accepted). However,
these powers are only limited in nature as the Authority can only refuse a registered Service if
it does not meet the EP requirements or an Operator has not given sufficient notice.

The Authority has been actively involved in implementing various interventions within the VPA
and, more recently, the EP. These interventions are part of a broader strategy to improve public
transportation Services, particularly Services, in the Authority's Region.

Bus Back Better is a significant policy intervention, aimed at revitalising and enhancing Services
throughout the country. %8 It provides a framework for this and provides the CAs with the ability
to consider the implementation of Franchising, as an alternative regulatory option to the EP.
The Authority now stands at a pivotal juncture where it can consider the Franchising model as
a means to further its objectives for the West Midlands Bus Network.

Market Structure

The following paragraph describes the current market structure in the Authority's Region,
including:

(a) The Operator market structure: the composition of Operators active in the Authority's
Region;
(b) Current fleet provision: the current fleet employed by Operators to deliver the existing

network in the Authority's Region;

(c) Current depot provision: the current depot landscape in the Authority's Region; and
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(d)
the Authority's Region.

The Operator market share

3.27
is shown in Table 3-2:

Table 3-2: 2023 market share for the Operators in the West Midlands

Approach to ticketing — the current ticketing structure and initiatives that exist within

As of April 2024, there are 14 bus companies operating in the Authority's Region. Market share

The Operator

Market Share by
passenger
journey (%)

The Operators
market share
includes

commercially run
Services

The Operator only
operates Cross-|
boundary Services

Arriva Midlands and Arriva Midlands <1 v v
North Ltd

Rajinder Banga (t/a Banga Buses) <1 v

Chaserider Buses Ltd <1 v
Rotala Group (t/a Diamond Bus Ltd) 3.9 v

Kev's Cars and Coaches Ltd <1

Silverline Landflight Ltd <1

West Midlands Travel Ltd (t/a National 93.2 v

Express West Midlands)

BP Brown Travel Ltd (t/a Select Bus <1 v v
Services)

Carolean Coaches (Solus Coaches) <1 v
Midland Red (South) Ltd (t/a 1.3 v

Stagecoach Midlands)

Travel Express Ltd (t/a Lets Go) <1 v

221



The Operator Market Share by | The Operators [The Operator only
passenger market share |operates  cross-
journey (%) includes boundary Services

commercially run
Services

Walsall Community Transport <1

A&M Flexi Bus <1 v

Coventry Minibuses <1

Source: Swift and nBus transactions'®”
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As illustrated in Table 3-2 above, the market share in the Authority's Region is characterised by
a single large dominant Operator, NX, which holds 93.2% of market share by passenger
journey. The next largest Operator is Diamond which holds 3.9% of market share, and the
remaining 2.9% is made up by 12 other Operators, large and SMOs, which run a mix of
commercial and Supported Services.

As well as the fact that NX already had a dominant market share (paragraph 3.6), the current
market has been shaped by a reduction in the total number of Operators present in the
Authority's Region in recent years. This has been partly through a consolidation of the smaller
Operators whereby the parent company of the second largest Operator, Diamond, has
purchased operations to consolidate their market position, including Hansons in 2017, Central
Buses in 2018 and Johnsons Excelbus, Claribels and Midland Classic in 2022, all of which
previously operated both commercial and Supported Services. A number of other Operators
have either gone out of business, made a commercial decision to no longer operate, or decided
to only operate cross-boundary Services into the Authority's Region.

In recent years, the Supported Services market, which consists of the Services that are
contracted and subsidised by the Authority to meet social or policy objectives, such as
accessibility, mobility and integration, has become more important in filling the gaps and
complementing the commercial network. The Supported Services are subject to competitive
tendering and quality monitoring by the Authority and accounted for ¢.9.6% of the West Midlands
Bus Network in 2023.

The average number of bids for Supported Services Contracts has fluctuated in recent years
depending on the nature and complexity of the contract. For example, contracts that require
more vehicles, tend to receive fewer bids than contracts that are less resource-intensive.
Therefore, this highlights that smaller Operators may find it more difficult to overcome the
logistical challenges associated with fulfilling the requirements of larger Supported Services
contracts, this is likely to be due to the difficulties associated with being able to scale their
operations effectively, such as acquiring a fleet and recruiting drivers.
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Swift and nBus transactions, July 2023 to Jan 2024
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The following graph at Figure 3-1 illustrates the low and fluctuating level of bids for Supported
Service Contracts in recent years. No data is shown for 2021 because West Midlands Bus
Network was being maintained through grant funding in the wake of the Covid-19 pandemic and
so was effectively in stasis for much of that time.

As can be seen from Figure 3-1, the extent of competition for Supported Services is limited.
This reflects the consolidation of the market in recent years, with a number of larger Operators
acquiring SMOs, as well as the SMO market being susceptible to changes in market dynamics
and the impact of enforcement by the Traffic Commissioner. In addition to the significant market
share of the largest Operator in commercial Services, the above highlights the lack of
competition for Supported Services Contracts.

Figure 3-1: Average bids per tender (Supported Services) 2014 - 2023
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Current Fleet Provision

3.34

3.35
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Introduction

There are ¢.2,000 vehicles registered for use on local Services operating in the Authority's
Region. Around 1,600 of these are understood to be run out of operating centres in the West
Midlands, predominantly on Services that would be under Franchise Contract. The remaining
400 are based at operating centres in adjacent areas and form the pool of vehicles that are
typically (but not exclusively) used within the Authority's Region. Due to a lack of data around
interworking and engineering spares, this figure is expected to be higher than the actual PVR
of the relevant Services. The actual number of buses operating across the West Midlands Bus
Network regularly changes in response to needs and investments made by the Operators.

As the West Midlands operates a deregulated bus market, vehicles are almost entirely owned
or 'leased' by the Operators who run them on a commercial Service, or on a small number of
routes, under contract to the Authority on socially necessary Services where no commercial
provision exists. One exception is the hydrogen fuel cell bus fleet owned by Birmingham City
Council and leased to NX.

As control of the fleet currently sits with the Operators, they can broadly decide how it is
deployed and the investment that is made in vehicles. Broadly the number of buses in the
Authority's Region will be driven by the overall requirements of the West Midlands Bus Network
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based on the routes, timetables and the wider network conditions in particular highway traffic
and congestion. %8

Where the Authority has directly provided funding to support the acquisition of a fleet, namely
in the purchase of ZEBs, BSOG funding obligations have been established that give the
Authority some influence over the fleet, including acquisition of fleet contracts in the event of
Franchising.

Ownership Profile

As the dominant Operator, NX owns ¢.74% of the bus fleet in the Authority's Region; at the time
of writing, 1,413 vehicles. The proportion of the fleet is lower than their overall passenger market
share as a result of the types of Services and vehicles they operate — a higher proportion of
double deck buses running on commercial Services with higher passenger loads per bus.

Stagecoach has the second largest fleet operating on West Midland's Services, with Rotala
(Diamond) having the only other sizable fleet in the Authority's Region. Stagecoach deploy their
vehicles mostly on cross-boundary Services running into Coventry, while Diamond operate
some of their Services within the Authority's Region from other depots in Worcestershire. Hence
the apparent inconsistency with overall market share.

Figure 3-2: Fleet Allocation breakdown — Vehicle Classification (February 2024)

Fleet Profile by Operator within the West Midlands

Walsall Community Transport 1
Thandi Red

Midland Red (South) Ltd (t/a Stagecoach Midlands)
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Please note provision has been made within the analysis of the contraction of fleet in line with the size of the network.
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Source: Multiple'6®

Fleet Investment and Age

3.40

At the time of writing, the average age of the fleet across the West Midlands Bus Network stands
at 11 years. Almost 15% of the fleet is aged over 15 years and over a third over 10 years.

Figure 3-3: Fleet Age breakdown (February 2024)
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Given that the Operators typically depreciate these assets over a period of 15 years, the age
profile of vehicles indicates an underinvestment in fleet. Where consistent investment was
taking place in an established bus market, there would be a more even spread of vehicle ages
and an average age of around seven - eight years.

As NX own the large majority of vehicles in the fleet, their investment will drive the overall age
profile. Notably, unlike all other large Operators in the UK, NX now only operate in a single
region. This means the investment in the fleet across the West Midlands Bus Network is much
more fixed as vehicles cannot be cascaded to different regions to unlock new investment and,
similarly, older vehicles don't get imported into the area from elsewhere.

The underinvestment by NX and other Operators is likely driven by several factors:

(a) the generally challenging commercial environment for operating Services;
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Data compiled from multiple sources: "NXUK Fleet List Jun 2022", West Midlands Travel Ltd., July 2022; "DBL Fleet
List", Diamond Bus Ltd., July 2022; "Stagecoach Midlands Fleet List", Midland Red (West) Ltd., July 2022; "Bustimes",
https://bustimes.org/, accessed February 2024; "Quack77 — Fleet Lists", https://buslists.uk, accessed February 2024;
"West Mids Bus Retrofits List for EST 2021-06-24", TFWM, June 2021.

Datacompiled from multiple sources: "NXUK Fleet List Jun 2022", West Midlands Travel Ltd., July 2022; "DBL Fleet
List", Diamond Bus Ltd., July 2022; "Stagecoach Midlands Fleet List", Midland Red (West) Ltd., July 2022; "Bustimes",
https://bustimes.org/, accessed February 2024; "Quack77 — Fleet Lists", https://buslists.uk), accessed February 2024.
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(b) the shock of the Covid-19 pandemic and the inflation crisis; and

(c) the transition to ZEBs — the Operators appear to be deferring investment to maximise
opportunities for BSOG funding to offset the higher investment costs compared to diesel
vehicles.

For the Operators other than NX, notably Rotala, a factor in the age profile of the vehicles has
been the moving of newer vehicles out of the Authority's Region primarily to take advantage of
Franchise Contracts in Greater Manchester CA. This will be an ongoing risk, which could widen
to NXs' fleet, as more CAs move to the Franchising models.

Overall, an aging fleet becomes harder to maintain and reduces Service attractiveness,
therefore delivering poorer outcomes for passengers alongside increased ongoing operating
costs of bus in the Authority's Region.

Fleet Composition and ZEB Transition

Table 3-3 shows the make up by fuel type of the fleet operating in the Authority's Region, at the
time of writing. As can be seen, diesel vehicles make up the large majority of the fleet.

Table 3-3: Fleet by Fuel Type (February 2024)

Fuel Type Fleet Numbers Percentage of total fleet
Diesel 1,766 91%
Electric 161 8%
Hydrogen 20 1%
Total 1,947 100%
3.47 Table 3-3 above indicates that the vast majority of diesel buses have engines of Euro VI

3.48

standard or equivalent: currently the most stringent harmful emissions standard and the
requirement for the CAZ in Birmingham. The high number of buses meeting the Euro VI
standard is, in a large part, a result of an enhanced partnership commitment and Government
grants for exhaust retrofitting technology. Although, as of April 2023, the EP under the
Reference Case mandates that all vehicles on local Services should meet Euro VI emission
standards, 100% compliance has not been achieved due to a pause on final funding rounds
pending a Government review of exhaust retrofit technology.

In support of the West Midlands climate and air quality aims, the Operators have begun to invest
in ZEBs with the support of public sector funding. Of the 161 battery electric buses, NX own or
control 156 (c.97%) of these. These are delivered as part of the Government and wider public
sector funded ULEB and latterly the Coventry Electric Bus City Project. The remaining 5 battery
electric vehicles belong to Diamond and were repowered to electric, enabled by BSOG funding
via the Clean Bus Technology Fund. The 20 Hydrogen Fuel Cell buses are owned by
Birmingham City Council and delivered through their participation in the European JIVE
programme and leveraging other local funding sources. These are leased to NX at a peppercorn

226



3.49

3.50

3.51

3.52

3.53

3.54

rate who operate them on public Services and have made investment in specialist facilities with
liability for fuel supply arrangements for the fleet. It should be noted that this fleet has been
grounded for large parts of 2023 and 2024 due to issues in production, securing supply and the
overall price of hydrogen. These vehicles will transfer into NX ownership in 2028 at nil cost.

Up to a further 111 vehicles will be delivered in FY 2024/2025 in support of Coventry Electric
Bus City primarily operated by Stagecoach on cross-boundary Services with Warwickshire. The
Authority has, in principle, up to £43 million available for the roll out of further ZEBs from DfT's
ZEBRA funding and Birmingham City Council's CAZ funding.

The adoption of ZEBs has been significantly influenced by subsidies from the public purse,
which offset the higher upfront and overall costs associated with these vehicles. At the time of
writing, no ZEBs had been delivered without public sector funding.

Previous statements by NX had indicated that post Coventry Electric Bus City, they would be in
a commercial position to move to procuring battery electric buses without Government subsidy
and had procured a further 170 electric vehicles without a direct BSOG. However, this position
and procurement was under the auspices of a previous leadership team. At the end of 2023, a
new leadership team came in and changed tac — seeking general subsidy from the Authority of
£74 million to maintain their network and asking for the use of Government ZEBRA funding,
intended to support a large-scale hydrogen bus fleet, to be used instead to support procurement
of further battery electric buses. In this context, the aim of the Authority's previous BSIP to have
a ZEB fleet by 2030, has now been diluted as the aim had been underpinned by NX's
commitments.

This all highlights the need for the Government to continue to be a market-maker to support
vehicle transition to Net Zero. However, in the current deregulated market, the continued
investment into ZEBs is challenging due to misalignment between public sectors aims and
objectives and commercial needs and required learning across all the Authority ZEB
programmes. These challenges are further exacerbated by the constraints of state aid
legislation, meaning funding cannot always be deployed efficiently to the Operators. Ultimately,
these challenges have slowed the pace of delivery of these projects as well as putting funding
and delivery at risk.

Fleet Impacts on Competition

NX's control over the large majority of the fleet in the Authority's Region is a facet of its market
dominance. To establish itself as a material competitor to NX, the number of vehicles needed
by another Operator would require significant investment. This level of investment would be a
barrier to entry even for larger Operators. This risk is compounded with the other barriers to
entry in the Authority's Region and the level of risk in entering a new market or business
expansion.

In a deregulated market, the subsidising of the ZEBs from the public purse could worsen the
competitive environment in the Authority's Region. In Coventry, the bus market has in effect
been frozen as a result of the Coventry Electric Bus City. The BSOG funding for the project has
also been fully allocated to NX and Stagecoach and there is limited scope for future BSOGs,
targeted at Coventry, due to the restricted and sporadic nature of ZEB funding for buses. Any
Operator looking to compete in the city with new commercial Services or even an Operator
looking to expand, will face a major barrier with the unmitigated investment costs for ZEBs and
are, as such, unlikely to try and enter the market.
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With public funding the bus market has already made a significant shift towards ZEBs and the
Net Zero targets set a clear political mandate for this to continue. As it stands, the situation in
Coventry could be repeated in other parts of the Authority's Region. Incumbent Operators are
much better placed to take advantage of BSOG funding. With this funding in place, both
Operators and LAs are incentivised to promote further regulatory controls to protect against
other Operators competing with ZEBs. Without then further interventions in the market, the
Authority and the LAs could be faced with a dichotomy between competition and a more
sustainable fleet.

Summary

In the current deregulated market, the provision of fleet is almost entirely the responsibility of
the Operators, bar the funding made available to support the transition to ZEBs. As such, the
Authority does not have any direct liabilities for fleet and is insulated from the responsibilities
and risks of investment in it. However, there are several commercial challenges relating to fleet
resulting from the current deregulated market:

(a) There has been inconsistent and, generally, underinvestment in fleet by all Operators,
which has led to an aging fleet over time;

(b) NX market dominance is reinforced by the level of investment required to provide fleet
to compete on the road;

(c) Significant public sector support and funding will still be required to continue to transition
to ZEBs;
(d) The dynamics between the public sector and private Operators can make the effective

deployment of ZEB funding challenging; and

(e) The continued transition to ZEBs could worsen already poor levels of competition in the
Authority's Region.

Current Depot Provision
Introduction

Across the Authority's Region, there are currently 10 large depots (nine operated by NX and
one by Diamond).

The Authority has recently acquired the Walsall Depot from NX, the depot has been leased back
to NX and the Authority has a right to break the lease if there is a decision to franchise, but
otherwise the Authority does not have a right to access the depot.

The location of these Depots is spread across the West Midlands, as shown in Figure 3-4.
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Figure 3-4: Existing Large Depots in the Authority’s Region
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3.60  Figure 3-4 further highlights the dominant position which NX has, as they currently have access
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to nine of the 10 large operational depots, which have a combined capacity of over 1,000
vehicles, more than the total number of vehicles operated by all of its competitors within the
Authority's Region.

Market engagement responses have also identified how lack of access to suitable depots is
viewed as being a major barrier to entry or expanding operations within the market. The
Operators explain that finding suitable depot sites is challenging, costly and time-consuming,
and that it gives an advantage to incumbent Operators who already have established depots in
the Authority's Region.

Access to depots therefore gives NX a competitive advantage, as it reduces its operating costs
and gives it more flexibility and security in managing its fleet and Services. It also creates a
barrier to entry for potential competitors, as they would face higher costs and risks in acquiring
or leasing suitable sites for their operations. The availability of land and planning permission for
bus depots is limited in the Authority's Region. There are some sites that were once municipal
bus depots that have been sold and converted to other uses, increasing the investment required.
This has led to some current Operators of Supported Services running 'dead-mileage’ trips to
and from route termini as high as 30-miles in each direction, increasing fuel costs and drivers'
hours.

Approach to Ticketing

Single and return fares within the Authority's Region are set by the Operators (as required under
bus legislation), supported by interventions from the Authority or Government (such as the
recent initiative to deliver a £2 single fare cap). Under the Reference Case there has been a
move towards standardisation of fares. This has seen all single Operator season tickets (1 day
validity and greater) removed and replaced by the multi-Operator nBus ticket with its previous
price premium removed. This has significantly simplified the ticketing offer for passengers and
now enables them to use their ticket on any Operator's Service.
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In using the net subsidy arrangement for Supported Services, the Authority can only set
maximum fares for its Supported Services giving the Operator the theoretical freedom to charge
cheaper fares.

Historically, NX's approach to ticketing has been characterised by several strategic initiatives
that have contributed to its increased market share:

(a) Innovative Pricing Models: NX has implemented dynamic pricing strategies that
adjust fares based on demand, time of travel, and purchase channels, making it more
attractive for price-sensitive passengers;

(b) Travelcard Integration: the integration of travel cards has simplified the ticketing
process for passengers, offering convenience and flexibility, which in turn encourages
repeat usage;

(c) Technology Adoption: NX has leveraged technology to enhance passenger
experience through mobile ticketing apps and contactless payments, reducing barriers
to purchase and use; and

(d) Customer Loyalty Programs: by offering rewards and incentives, NX has fostered
customer loyalty, which not only retains existing passengers but also attracts new ones
through word-of-mouth and positive reviews.

This has delivered customer benefits in terms of cheaper tickets and greater options for
purchase but has also entrenched NX's market monopoly. The CMA performed a regional study
of the West Midlands in 2011. The study highlighted how the market was monopolistic and anti-
competitive in nature. A particular example outlined within the report was the NX Travel Card,
which was a season ticket that allows passengers to travel on any NX bus in the West Midlands.
Prior to the Bonfire of Bus Tickets the NX Travel Card was cheaper than the multi-Operator
nBus ticket. The study highlighted that the Travel Card is perceived by other Operators as a
significant barrier to entry and hindered competition in the West Midlands bus market, as it
creates loyalty and reduces the attractiveness of alternative offers.

The Authority has recognised the anti-competitive landscape that currently exists and has taken
steps through the EP under the Reference Case to increase competition and create fairer
outputs for all passengers. For example, the Authority supported a fare freezing scheme from 1
April 2022 until 30 June 2023 at a cost of £7.7 million (EP Scheme Variation 3 paragraph 5.73;
Table 1 BSIP Funding).

Paragraph 5.53 of EP Scheme Variation 3 states that the Authority will work with Operators to
reform ticketing, whereby the nBus multi-Operator tickets and multi-Operator contactless
capping become the main form of multi-journey bus tickets, significantly reducing the overall
number of tickets on offer. The nBus multi-Operator ticketing change has already been
delivered and work continues on multi-Operator best value capping.

In conclusion, the fares and ticketing landscape has been heavily influenced by NX's strategic
approach, which has been instrumental in expanding its market share and whilst the Bonfire of
Bus Tickets is working towards opening the market, it is likely to take significant time before
entrenched customer behaviour changes to create a more level playing field for other Operators.
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Public Sector Interventions

Regular Interventions

The Authority administers several key funding interventions to support the West Midlands Bus
Network, alongside a range of other technology investments including RTI, infrastructure,
stations, safety and resources. As stated above in paragraph 3.63, fares are set by Operators,
supported by interventions from the Authority. The following subcategories have been
subsidised by the public sector:

(@)

Child concessions: these are tickets which have a tiered pricing structure, whereby
under 5s travel for free and under 18s pay a discounted rate. These concessions are
subsidised by the Authority, at a rate negotiated with the Operators;

ENCTS: ENCTS is a statutory concession for (i) all passengers who have reached the
state pensionable age; and (ii) eligible disabled passengers falling into one of the
categories of disabled persons set out in Section 146 of the Transport Act.
Reimbursement rate is paid to the Operators on the basis that this should leave them
'no better or worse off', however it remains an important income stream to the
Operators, particularly on Services which carry high numbers of concessionary pass
holders which may not otherwise operate. The statutory scheme is for journeys made
between 09:30 and 23:00; however, the Authority pays for this to extend to end of
Service; and

BSOG: BSOG is a grant paid to Operators of eligible Services and community transport

organisations to help them recover some of their fuel costs. This is funded by the
Government.
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Figure 3-5: Expenditure on Concessionary Initiatives 2018 - 202471
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Figure 3-5 highlights the annual significant investment in the market, despite which the Authority
has little direct control over the broader network under the Reference Case, including fare levels,
ticketing, timetables and Service standards.

Post-Covid-19 Interventions

The Authority recently introduced a bus recovery package to stabilise the West Midlands Bus
Network and ensure that essential Services could continue to operate despite reduced
passenger numbers and increased operational challenges following the Covid-19 pandemic.
This package included financial support to the Operators and measures to adapt Services to
changing demand patterns; this was essential in order to avoid the immediate loss of up to a
third of the West Midlands Bus Network and the resultant economic and social consequences,
which was a point that was recognised by the SAU.

The bus recovery package entailed providing a subsidy of £74.44 million to local Operators for
the period from 1 July 2023 to 31 December 2024. The subsidy is made up of the following
components:

(a) £19 million of BSOG Plus from the DfT devolved to the Authority;

(b) £36.44 million of repurposed BSIP funding that has DfT approval to be used for this
purpose; and

(c) up to £19 million of local funding from the Authority's earmarked reserves.

These financial interventions are designed to achieve the specific policy objective of maintaining
an efficient and socially acceptable West Midlands Bus Network that will prevent an estimated
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30% reduction in Services on top of a 12% reduction already implemented during the Covid-19
period and reductions that had already being made pre-Covid-19 pandemic and an estimated
loss of 67.2 million journeys in the 18-month period up to the end of December 2024.

Under the Terms and Conditions applicable to the Operators for both the Network Stability Grant
and BSOG Plus, a number of conditions need to be met in addition to the commitment for
network stability to December 2024. These include:

(@)

(b)

(h)
(i)

agreeing a mechanism for future fare changes and not increasing fares until such time
this is implemented;

agreeing a ticketing simplification plan with the Authority in-line with the 'Bonfire of Bus
Tickets';

agreeing all proactive marketing and promotional campaigns being undertaken by the
Operators with the Authority and wider partners;

adhering to the conditions of the EP under the Reference Case and committing to
delivery of the BSIP. Failure to do this resulting in financial deductions from the BSOG
and future BSOGs and payments including concessionary travel reimbursement;

providing enhanced passenger information to inform passengers and stakeholders of
disruption on the West Midlands Bus Network including missing journey information;

agreeing and implementing the process for providing data pertaining to cancelled trips
to the Authority for inclusion in the RTI passenger information system;

adhering to all other reasonable requests for accurate operational data to aid the
network review and monitor and report on the performance of the West Midlands Bus
Network;

specifying data to enable the Authority to calculate regular payments; and

open book accounting.

Supported Services

Under the terms of the Transport Act 1985 and the EP Scheme, the Authority will continue to
subsidise socially necessary Services as defined within the Authority's Access Standards where
they are not provided on a commercial basis. The Authority will provide support either on a de-
minimis basis or undertake a competitive procurement process for Supported Services.
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Figure 3-6: Expenditure on Supported Services 2018 - 2023
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3.77  The Authority provides financial support for c.10% of West Midlands Bus Network's total
kilometres in the form of tendered Supported Services Contracts for providing specific bus
departures (predominantly at evenings and weekends) or route extensions on otherwise
commercial Services at a cost of £21.63 million to the Authority in 2023, as outlined in Figure 3-
6, this is an increase of ¢.112.5%, from £10.18 million over the five year period to 2023.

172 Subsidised Bus Contract List, November 2023
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Figure 3-7: Expenditure on Supported Services by Operator 2023

Walsall Community Transport gy
Travel Express Ltd (t/a Lets Go) g
Midland Red (SOUth) Ltd (t/a Stagecoach... I

Carolean Coaches (Solus Coaches)

West Midlands Travel Ltd (t/a National Express... pu—

Silverline Landflight Ltd g
Kev’s Carsand Coaches Ltd g
Rotala Group (t/a Diamond Bus Ltd)  p———
Chaserider Buses Ltd

Rajinder Banga (t/a Banga Buses) g

Source: Subsidised Bus Contract List'”3

3.78

3.79

3.80

3.81

3.82

Figure 3-7 highlights that in calendar year 2023, 42.5% of the value of Supported Services
Contracts was with Diamond, with 21% being given to NX.

The lack of a competitive market, with NX operating c.94% of commercial Services may reduce
all the Operators' incentive to maximise quality and performance standards. It also means that
when the Authority is undertaking a tendering exercise to award contracts for Services that are
not commercially viable, there is a very limited market which would otherwise place increased
pressure on tender prices.

The Authority has invested c.£55 million on non-Covid-19 related interventions, as set out in
paragraph 3.70, which encompasses routine measures aimed at maintaining both the existing
West Midlands Bus Network and Service offerings. In addition to these standard expenditures,
the Authority has also provided an additional £74.44 million in the form of a bus recovery
package to maintain the West Midlands Bus Network for an 18-month period up to the end of
December 2024.

Despite this considerable injection of approximately £156 million of public funding for the 18-
month period up to the end of December 2024 into the system, it is important to recognise that
the Authority's influence over the broader market remains limited.

Furthermore, there is a discernible gap in the integration of the West Midlands Bus Network with
other modes of travel, highlighting that further strategic interventions are likely to be required in
order to effectively join up various modes of transport, as this is crucial for fostering a more
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efficient and accessible network that can meet the diverse needs of the public and adapt to
future market shifts.

As part of the commitment to deliver improved connectivity within the BSIP, the Authority
procured a number of enhanced Supported Services which began in January 2023. The aim for
the enhanced provision is to provide passengers with improved travelling opportunities through
the provision of Services with longer hours of operation, improved connectivity with the wider
network and better links to key local centres and destinations. During the period of operation of
these Services, it is the aim that they should be delivered to a high standard and therefore
support patronage growth. At the expiry of the period of funding, the aspiration is that these
Services will move towards or achieve commercial sustainability. The Operators were asked in
their tender responses to consider how they could work with the Authority to give these Services
the best opportunity to become sustainable once the period of funding is completed, and an
element of quality scoring was included within the tender assessment which differed from
normal tenders which are scored on 100% price. This alternative approach has succeeded in
growing patronage but has required concerted effort by both the Authority and the Operators
beyond that which has typically been the case for Supported Services.

Conclusion

The bus market within the Authority's Region was deregulated, with the intention to drive
competition, improve efficiency and enhance Service quality by introducing market-driven forces
into the public transport sector.

However, the anticipated competitive landscape did not materialise, and contrary to the
objectives of deregulation, NX, since privatisation, has not only maintained its level of market
share but has consolidated its position as the market leader with 93.2% of the market share.
NX has significant control over the Depot landscape, which further entrenches its market
position, as owning / controlling a significant portion of the Depots for bus operations creates a
significant barrier to entry for both the existing Operators and potential new entrants.

The market has shown limited initiative in regularly renewing its fleet, with minimal levels of
investment in ZEBs without subsidy. Where such investments occur, they are often subsidised
by the Authority, indicating a reliance on external financial support for fleet modernisation.

Despite the continued support and investment provided by the Authority, it is evident that they
have limited influence over critical aspects of the provision of Services, such as ticketing, depot
access and the diversity of the Operators.

Introducing more competition into the market could act as a catalyst for innovation and
investment, as a more competitive landscape could compel the Operators, including NX, to
invest in their fleet, adopt new technologies and improve Service offerings in order to maintain
or grow their market share.

It is also likely to provide the Authority with a more commercially driven landscape in which to
allocate funding, ensuring that the public investments yield the maximum benefit for passengers
and also ensures that they are gaining VfM on any investments which are made.
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4 The EP under the Reference Case
Introduction
4.1 This paragraph 4 sets out the commercial arrangements in place under the Reference Case
against which the Delivery Options are compared in this Assessment.
4.2 This paragraph is structured as follows:
Sub-paragraph(s) | Topic
4 o EP under the Reference Case
41-4.20 . Introduction
. Contracting Arrangements
o Risk Allocation
. Performance Incentives
. Fleet and Depot Provision
. Procurement Arrangements
4.21-4.23 . Assessment of the EP Scheme against the Commercial Objectives
4.24 - 4.25 . Conclusion
4.3 The EP under the Reference Case in the Authority's Region represents a strategic collaboration
aimed at improving transport Services across the Authority's Region. This initiative is a product
of the Bus Services Act, which allows LAs and the Operators to work together to enhance the
provision of Services and builds on previously strong partnership work between the Operators
and LAs in the Authority's Region.
4.4 As outlined in paragraph 3.14, the scheme was originally developed in June 2021, with 3
subsequent variations being published to date.
Contracting Arrangements
4.5 In the context of the bus market, there are two distinct operational models that facilitate the
provision of public transportation. These models are subject to regulatory frameworks that
ensure the delivery of reliable, efficient and accessible transport Services for the public.
4.6 The first of these models relates to commercial Services, these are Services that the Operators

are free to run, subject to registration with either the Traffic Commissioner or the Authority
(noting that the Authority took on registration powers from the Traffic Commissioner in 2023).
These Services are provided by the Operators, ordinarily without direct financial support from
Local or National Government, except for BSOG and concessionary travel reimbursements as
described in paragraph 3.70, and Services are typically driven by market demand and are
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controlled by the Operators and designed to be financially self-sustaining. Within the Authority's
Region, the vast majority of routes are run on a commercial basis (90.4%).

The second type of model relates to Supported Services. These are Services which are
considered by the Authority to be socially desirable but not provided for by the commercial
market. As stated in Table 3-4, 9.6% of the West Midlands Bus Network is operated by
Supported Services. Supported Services are contracted on a net cost basis, which means that
the Operators collect all fare box revenue, while the Authority pays the Operator a regular fixed
contractual payment for providing the Service.

As of May 2024, there are 128 Supported Services Contracts in existence. These types of
contracts arise when parts of the West Midlands Bus Network are considered by the Operators
not to be commercially viable but deemed by the Authority to have social benefit in line with
Authority's Access Standards, so a contract is tendered to fill the gap in provision. The West
Midlands Bus Network and tenders are reviewed periodically, with the typical length of tendered
contracts three years long. In some cases, a 'de minimis' contract is given as a direct award to
an Operator if this is considered the most economical way of filling a gap (for example, a short
extension to an otherwise commercial route).

The Authority is not able to subsidise a Service that could be considered by the Operators to
compete with their commercial Services.

Risk Allocation

Services within the Authority's Region are run commercially by the Operators except for
Supported Services contracted by the Authority. The allocation of risk and responsibilities
between the Authority and the Operators is described in Table 3-4.

Table 3-4: Risk allocation under the Reference Case

Risk

Allocation

Revenue Risk . Commercial Network: 90.4% of the West Midlands Bus Network is

operated on a commercial basis, on these Services individual
Operators take revenue and operating cost risk.

o Supported Network: 9.6% of the West Midlands Bus Network is
financially supported by the Authority for Supported Services. These
contracts are let on a net cost basis and therefore the Operator
continues to retain fare box revenue on top of a regular fixed subsidy
payment to ensure that the total revenue received by an Operator to
provide a Service is viable in comparison to the cost to run it, plus any
profit.

. Therefore, the Operators still take revenue risk on fare box revenue but,
depending on the extent to which the Operator accounts for the fixed
contractual payment to cover operating costs and overheads, the
Operator will take less overall revenue risk in comparison to providing
commercial Services.

) Whilst the Authority has no duty to act as the Operator of last resort on
specific Services, it has a statutory duty in respect of providing Services
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Allocation

which are considered socially necessary, and in practice is likely to
make interventions if there is a sudden withdrawal of commercial
Services.

This is evidenced by an increase in the level of network support
required, including a bus recovery package of £74.44 million in recent
years following the Covid-19 pandemic, as further outlined in
paragraphs 3.72 to 3.75.

Therefore, while there is little direct exposure to revenue risk, the
Authority is affected by reductions in Operator revenues over the long-
term as this will almost certainly lead to the cancellation of marginally
commercial Services, and this changes the priorities for the Authority in
assessing where to target funds for Supported Services.

Fares and
ticketing

Fares and ticketing are historically set by individual Operators and
therefore the risk ultimately sits with the Operators.

As stated in 3.66 above, the Authority has intervened through the EP
under the Reference Case and had taken revenue risk to support a
fares freeze up to 30 June 2023 using BSIP funding.

The Operators have agreed to both remove the price premium for the
multi-Operator nBus season tickets and also remove their own season
tickets so that the multi-Operator ticket is the only one available.

The Operators have also agreed to a pricing mechanism that has been
shared with the CMA that will see fares changes limited to inflation,
taking into account any variation in bus costs from consumer inflation.

Employment of
bus staff and
station provision

The responsibility for employment of bus staff sits with the Operators,
including drivers, revenue protection staff, maintenance staff,
management and network planning. Most staff involved in the delivery
of Services are employed by individual Operators.

The Authority is responsible for:

Providing, maintaining and operating bus stations (12) including slot
booking management, staffing, cleaning and provision of 24-hour help
points.

Provision and maintenance of ¢.12,200 bus stops and associated
infrastructure.

Provision and maintenance of c.1,400 real time information displays.

Provision, operation and maintenance of a customer contact centre,
providing help and support to passengers via a range of media (phone,
email, social media and live chat) in relation to its areas of responsibility.

Co-ordinating with highway authorities to manage network performance
and control: provision and maintenance of the RTCC as a hub for
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effective management of the highway and the West Midlands Bus
Network and to provide up-to-date information for passengers.

Undertaking the role of Registration Authority.

Co-ordinating multi-Operator ticketing products and marketing
campaigns.

Network planning for Supported Services.
Co-ordinating the EP under the Reference Case.

The Authority currently employs staff to manage their limited
interventions in the bus market. Of the Authority's approved budget of
approximately £88.8 million to support the Authority's Region's bus
passengers for FY 2022/2023, £11 million is allocated to the Authority
staff resources looking after bus-related activities, information and
marketing.

Service
specifications
and branding

The 'West Midlands bus brand' is used widely across the West Midlands
Bus Network (on the Authority's bus stop infrastructure (including bus
stations) and on the TfWM.org.uk website). However, Service
specifications and branding of vehicles currently are the responsibility
of the Operators, with limited influence from the Authority.

Under the terms of the EP under the Reference Case, the Authority has
some influence as paragraph 8.3 of EP Scheme Variation 3 states that
vehicles must be in an appropriate finished livery, which clearly
identifies either the Operator or brand route. On some VPA routes the
Authority have encouraged the adoption of a single 'West Midlands bus
brand' between the Operators (however this has not been tested in
practice and legal advice has suggested that this is likely to be
challenging).

Timetable
routes

and

Commercial Services: these are the responsibility of individual
Operators, however the EP under the Reference Case sets out the
Operators' obligations with regards to timetable changes (EP Scheme
Variation 3 paragraphs 8.5 and 8.6) and places frequency limits on
some corridors to prevent over-bussing (Route Requirements).

Supported Services: the Authority designs the route and timetables
and are responsible for developing any updates or changes to be
implemented by the Operator who holds the Supported Services
Contract. Services need to be designed around commercial routes to
prevent them competing.

Provision
Infrastructure

of

Under the Reference Case, the Authority (and constituent LAs) have
the following obligations, and therefore bear any associated cost risk.
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Provision of infrastructure upgrades, including for example traffic signal
upgrades, real time information displays and CCTV. Paragraph 6.1 of
EP Scheme Variation 3 also states that the Authority and local highway
authorities will seek to progress and deliver 20 named bus priority
schemes.

Para 7.2 of the EP Scheme Variation 3 provides protection for extant
bus priority infrastructure, where any proposed changes need to be
considered by the Authority, LAs and the Operators.

Performance
monitoring

The legal responsibility of monitoring performance for commercial
Services sits with the Operators.

The Authority can utilise AVL data feed analysis, backed up by on-street
monitoring to monitor the Operators performance, but has no powers to
manage poor performance on commercial Services — this power sits
with the Traffic Commissioner. The Traffic Commissioner has the power
to fine the Operators and place restrictions on or remove their Operators
License in the case of poor performance over a sustained period of
time.

The Authority is able to manage performance on its contracted Services
and requires the Operators to provide regular Service monitoring data
to enable this, supplemented by on-street monitoring. Poor
performance would normally result in contractual payment deductions
for issues on specific trips, a necessity for performance plans for
ongoing performance issues with contract termination and retendering
in more extreme circumstances.

Operating Costs

Opex risk sit with the Operators, as any increase in Opex must be borne
by the private sector in order to continue to operate Services on a day-
to-day basis. If Opex costs increase to the extent that they are not
covered by revenue, Services can be withdrawn.

Paragraphs 8.32 and 8.33 of EP Scheme Variation 3 state that the
Operators will commit to work with the Authority to agree a process
through which, using an open book approach, Opex savings can be
identified and agreed for reinvestment in the EP Scheme area on a
case-by-case basis, as a result of new public investment to improve
Services. Any savings identified will be agreed with each Operator and
captured in the EP Scheme. Any changes to the EP Scheme to capture
this reinvestment would see the EP Scheme automatically varied,
without the need to follow the variation process. In practice, isolating
any Opex savings resulting from specific targeted bus priority measures
is challenging, with no clear examples of reinvestment in the West
Midlands Bus Network having been delivered as a result of this
mechanism.
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Risk Allocation
Service Provision | The Operators are subject to a number of Service Provision Standards,
standards and the EP Scheme Variation 3 states that the "Operators commit to

provide 99.5% of registered journeys on qualifying local services,
excepting reasons outside of their control" (paragraph 8.37 of EP
Scheme Variation 3), although the Authority is not able to penalise the
Operators if they do not meet these standards. In practice the
commitment of 99.5% is not being met by the Operators and the
Authority has no mechanism to penalise.

. The EP Scheme Variation 3 also sets out Vehicle Standards which the
Operators must meet. Whilst these have been negotiated with the
Operators, if an Operator is unable or unwilling not to meet these
standards, they can choose not to operate.

4.1

412

4.13

4.14

Performance Incentives

The bus market in the Authority's Region operates under a model that incentivises the Operators
to maximize revenue on commercially viable Services. The underlying principle is that, despite
the differences in their operational frameworks, both types of Services are driven by the same
fundamental economic incentive, to increase revenue against a backdrop of relatively fixed
costs. There is no obligation for the Operators to do this as part of a network approach, indeed,
the Transport Act 1985 prohibits cross subsidy that deliberately seeks to supress competition.
Measures the Operators take to maximise revenue will not always equate to supporting a wider
network, but increasingly focusing on the most heavily used Service to the detriment of those
that are less profitable.

Commercial Services in the Authority's Region are ordinarily operated without direct financial
support from the public sector (with the exception of BSOG, Concessionary fare
reimbursements and the recent support during and after the Covid-19 pandemic). As the cost
structure for commercial Services is characterised by a high proportion of fixed costs, such as
vehicle procurement, maintenance, and staffing, the primary incentive for the Operators of these
Services is to maximise revenue, which is directly linked to their financial viability and
profitability.

Supported Services, in contrast, are those that receive subsidies from the Authority to operate
routes that are not commercially viable but are deemed socially necessary. While these
Services receive financial support to cover the net cost of operation, the incentive to maximize
revenue remains. The Operators will generally price tenders with the intention of covering all (or
the majority of) operational costs, overheads and profit, with fares revenue generated providing
additional profit on top of this. As Supported Services are currently let on a net cost basis, the
Operators are incentivised by maximising revenue.

Depot Provision

There are currently 10 large depots in the Authority's Region, nine operated by NX and one by
Diamond. Depot availability gives these Operators a competitive advantage over the Operators
who do not have depot facilities in the Authority's Region, as it reduces their operating costs
and gives them more flexibility and security in managing its fleet and Services. It also creates a
barrier to entry for potential competitors, as they would face higher costs and risks in acquiring
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4.16

417

4.18

4.19

4.20

or leasing suitable sites for their operations or incur significant dead mileage in transporting
vehicles to or from the Authority's Region at the start and end of each day. Acquiring or
developing a new depot is not a quick or cheap process and would need to be undertaken by
an Operator 'at-risk’, given they could not be certain they would be able to run profitable
commercial Services or be successful in winning the Authority tenders.

Fleet Provision

Under the current framework, on both commercial and Supported Services, the Operators own
or 'lease' their own vehicles, which are based at bus Depots across the Authority's Region, or
in some instances just outside of it. Broadly, the Operators retain full control over the fleet, how
it is deployed and any investment decisions. The exception being where the Authority and LAs
have provided funding for ZEBs, with BSOG funding agreements stipulating usage conditions
and rights over the fleet.

Despite the delivery challenges faced, under the Reference Case, given the strong case for the
transition to ZEBs, the Authority would seek to obtain more funding and provide BSOGs to the
Operators to offset the higher costs of investment and enable procurement of ZEBs.

Assuming sufficient funding can be obtained, it would be expected that the profile of transition
from a diesel fleet to a ZEB fleet would follow the natural replacement cycle of vehicles, after
15 years of operation. Based on the current age profile of the fleet this would result in a ZEB
fleet by 2039.

Previous ZEB funding has come from targeted DfT funding schemes including All-Electric Bus
Town and ZEBs Regional Areas which have allowed the Authority to provide direct BSOGs to
the Operators procuring ZEBs. The Authority will seek to participate if similar funding schemes
were created by the Government. If there are no further funding rounds or the Authority is not a
successful applicant, the Authority can also consider the CRSTS round 2 as an alternative
funding source. All funding requests for ZEBs would be subject to a business case separate
from this Assessment.

Should sufficient funding not be available, we would expect to see the Operators further delaying
investment until funding became available or prices of ZEB and diesel buses became
comparable. As there is currently no further regulatory intervention pertaining to bus emissions
planned in the Authority's Region, as a backstop the Operators could continue to purchase
diesel fleet.

Procurement
Supported Services are procured on a net cost basis:

(a) the Operators are invited to join the Authority's procurement system where they can
upload company information and details to become one of the Authority's approved
Operators to operate Supported Services Contracts;

(b) The Authority will issue invitations to tender to approved Operators. This includes a
detailed Service specification on the Authority's procurement system where approved
Operators can bid to operate the Service specified; and

(c) The Authority will review Operator submissions through the Authority's procurement
system and a Supported Service is awarded based on a pre-determined criterion. In

243



the vast majority of procurement exercises, VfM is used to determine the preferred
bidder. Supported Services Contracts are awarded for varying time lengths.

Assessment of the Reference Case against the Commercial Objectives

421 Paragraphs 4.21 to 4.23 assesses the performance of the Reference Case against the
Commercial Objectives.

422 ltis important to stress that this is an evaluation of the 'as is' EP under the Reference Case
against the Commercial Objectives. Therefore, this Assessment only considers the
enhancements described above that have already been agreed and implemented.

423  This Assessment R-A-G rates the EP under the Reference Case against the Commercial
Objectives in Table 3-5, whereby:

(@)

(b)

(c)

Green means there is a high potential that the Reference Case allows for the delivery
of the Commercial Objective;

Amber means that, while the Commercial Objective could be met under the Reference
Case, there are a number of challenges; and

Red means that it is unlikely that the Commercial Objective will be met under the
Reference Case.

Table 3-5: Assessment of the Reference Case against the Commercial Objectives

Commercial Assessment RAG
Objective
Best Value In assessing the Reference Case for best value, the extent to which the

Reference Case promotes strong competition and drives innovation has
been considered across both commercial and Supported Services.

Commercial Services

. Commercial Services are run by the Operators who compete on
street and provide Services based on consumer demand without
direct Government intervention. Market analysis indicates that the
market structure in the Authority's Region is monopolistic in
nature, as NX currently holds ¢.93% market share across the West
Midlands Bus Network, which significantly reduces the level of on
street competition.

. As competition is limited for commercial Services, this has resulted
in a bus market which lacks significant innovation without public
sector support or subsidy, this is evidenced through:

o Public sector funding has enabled the Operators to offer
low-cost fares. In the absence of subsidy, it is likely that
limited competition would lead to an increased fare price.
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Commercial Assessment RAG
Objective
. There has been a lack of innovation from the Operators,

which is evidenced by the significant efforts required from

the Authority to implement initiatives — including, for

example, capping of contactless bank card paid fares

across different Operators' Services, or the transition to

ZEBs, as both of these examples have only progressed

with significant levels of Government support.

Supported Services

o The Operators are free to stop running Services when no longer
commercially viable, which results in the Authority "stepping in"
and tendering as a Supported Service.

o The level of competition for Supported Services has been limited
and diminishing in recent years, in part driven by the lack of
competitive commercial market reducing the number of market
Operators competing for Supported Services.

o This is highlighted through the declining trend of average number
of bids per tender over the last 10 years, the average number of
bids has dropped from 3.2 in 2014 to 2.4 in 2023.

. Tenders need to be designed in such a way that they do not
compete with the Operators' commercial Services, and that leads
to inefficiencies in how they are planned and suboptimal customer
experience.

Rationale for rating - In summary, dominance of a single Operator results

in lack of competition for commercial Services, resulting in a limited market

and thus competition for Supported Services. The market shows limited
signs of innovation without Authority intervention.
Optimise In assessing the Reference Case for passenger outcomes, the extent to
Passenger which the Reference Case promotes a positive customer experience in
Outcomes relation to fares and ticketing, reliability, customer service and vehicle

standards has been considered.

) The Authority cannot set fares through the Reference Case and
can only implement a passenger-friendly fares policy (for example,
single system fares, promote multi-modal travel and introduce
concessionary fares) by agreement. As this has proven difficult in
practice, it is likely that the inconsistency regarding fares in the
Authority's Region is suboptimal for passengers.

. There is limited incentive for the Operators to join up the West
Midlands Bus Network / promote multi modal travel integration, as
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Commercial
Objective

Assessment

they view other forms of public transport as competitors and are
not incentivised to agree to align timetables, which results in a
suboptimal passenger experience.

. As the West Midlands bus market is monopolistic in nature, the
Operators may not consistently make pricing decisions which are
optimal for passengers (for example, balancing long-term
passenger growth with short-term (annual) shareholder returns).

) Current fare levels 'subsidised' by Government funding are
therefore 'masking' the overall affordability of fares. However,
despite its investment, the Authority does not currently have full
visibility over underlying costs, revenues and margins, which
highlights that there is a clear misalignment of costs and benefits
of Authority interventions.

. It is possible that this is compounded by the current competitive
environment preventing competitive tension or a viable benchmark
for cost of Supported Services Contracts.

. The lack of competition in the market has the potential to lead to a
reduction in reliability, given that the Operators are not incentivised
to deliver the very best Service possible as there is limited scope
to lose market share to rivals.

o There is a lack of clarity from passengers regarding customer
service, with both the Operators and the Authority having
responsibilities depending on the issue and whether or not a
Service is a Supported Service. This lack of clarity diminishes
overall trust in the system.

. Integration of different Operators and the Authority's technology
system is challenging, leading to difficulties in providing a joined-
up approach to ticketing and inconsistent standards in real time
passenger information.

Finally, the current regulatory model has the potential to lead to
inconsistency in Service standards and vehicle standards - as individual
Operators are driven by different objectives and investment drivers. This
is particularly evident in the lack of investment in the fleet in recent years,
with an average age of vehicles operating in the West Midlands Bus
Network over 10 years old.

Rationale for rating: In summary, the inconsistency of fares across the
Authority's Region and lack of competition results in the Operators being
less incentivised to drive reliability. The regulatory model does not lend
itself to consistency of customer service across different Operators, and
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Commercial Assessment RAG
Objective
an underinvestment in assets such as the fleet has been observed in
recent years.
Ease of | In assessing the Reference Case for ease of introducing changes, the
Introducing extent to which the Authority can easily introduce or make a change to the
Changes West Midlands Bus Network , infrastructure or customer focused initiatives

has been considered.

. Interventions in the commercial bus market are likely to require
negotiation and agreement with the Operators, this can be time-
consuming and create delays in improving the experience of
passengers.

o Some of the Authority's strategic objectives can be reflected within
the Reference Case, but the scope of this is limited with little
influence over sanctions. If an Operator does not wish to comply
with standards they can withdraw Services.

. The extent to which the Authority can influence or make network
and infrastructure interventions to the bus market under the
Reference Case is also limited. These strategic interventions are
difficult to implement. This includes, for example, the Authority's

ability to:
o Influence branding across the West Midlands Bus
Network
o Consolidate customer services and data sharing
o Introduce multi-door vehicles
. Introduce MaaS
o Even when funding is available for network and infrastructure

initiatives and there is Operator support, it has been challenging
to implement new initiatives due to compliance with subsidy
control as a result of the deregulated framework.

. Aligning infrastructure investment with wider customer experience
improvement has proven difficult to implement in practice (for
example, implementation of Sprint). There has been significant
infrastructure investment from the Authority to improve journey
times and reliability, but a lack of commitment from the Operators
to meet expectations around vehicle standards without a necessity
for ongoing revenue support. Even if this revenue support was
available it would be challenging to provide this within current
regulatory constraints.
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Commercial Assessment

Objective
Rationale for rating: In summary, it is difficult for the Authority to
implement wider initiatives, without having to bear significant costs in order
to gain agreement with Operators.

Ease of | In assessing the Reference Case for ease of implementation, the extent to

Implementation

which the Reference Case can be implemented with a minimal level of
resource input, time and complexity has been considered.

Given that the Reference Case is already in place, no action is required to
implement the Reference Case.

Rationale for rating: In summary, there is no action required to implement
the Reference Case; however, that is not to say the Reference Case as it
stands today has been easy to implement.

Risk Allocation

In assessing the Reference Case for risk allocation, the extent to which the
Authority is exposed to risks it is not best placed to manage, including
financial risk (revenue and cost), operational and reputational risks, and
asset risks, have been considered.

. The Authority already holds a level of "de facto" revenue risk. This
is evidenced by the fact that, as stated in Table 3-4, the Authority
has a duty in respect of providing Services and is likely to make
interventions if there is a sudden withdrawal of commercial
Services, albeit with suboptimal Services that need to be designed
not to compete with commercial Services. It is also evidenced by
the Authority's actions through the Bus Recovery Grant in the
wake of the Covid-19 pandemic.

. The degree to which the public sector effectively bears revenue
risk due to their statutory duty to consider which Services should
be operated where not provided commercially, has been
highlighted by the need to reallocate Government funding (BSIP
money) via the Network Stability Grant in order to maintain the
current West Midlands Bus Network.

) As Operators are responsible for the day-to-day running of
Services, they will have to bear any increase in operating costs
due to factors such as inflation, wage pressures or increased fuel
prices, unless that risk manifests a necessity to withdraw Services,
in which case the Authority must decide whether to step-in with
subsidy. If the Operators do bear the risk, it will impact on
investment which they are able to make on the West Midlands Bus
Network in the future.

o Under the Reference Case, the Operators are required to provide
both fleet and depots in order to run the West Midlands Bus
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Network, therefore the Authority bears limited asset risk, unless
that risk manifests a necessity to withdraw Services, in which case
the Authority must decide whether to step-in with subsidy.

. Reputational risk refers to the potential loss of stakeholder trust
and the negative perception that can arise from the partnership's
actions or inactions. In the public transport sector, reputation is
critical as it influences passenger choice and can impact long-term
ridership levels. Because there is no clear accountability for
Service provision, an incident involving one partner can have
reputational impact on all partners.

. Therefore, under the Reference Case it appears that risks are
managed and borne by the private sector, when revenue declines
or network/market disruption occurs, the public sector has an
effective risk allocation if it considers that a Service should be
provided.

Rationale for rating: in summary, the Authority holds a degree of revenue
risk, due to the requirement to maintain a certain level of network and will
also bear any reputational risks alongside the Operators. The commercial
market has become increasingly risk averse since the Covid-19 Pandemic.

Commercial
Sustainability

In assessing the Reference Case for commercial sustainability, the extent
to which the Reference Case offsets the industry trend of a declining West
Midlands Bus Network, and provides alignment between costs and
benefits of any investment by the Authority has been considered:

o The Authority is facing a reduction in Services. The cause of this
is the reduction in post-pandemic passenger revenue, increasing
costs and the withdrawal of Government support funding.

. The Authority has implemented the Network Stability Grant, a
subsidy scheme which uses reallocated BSIP funding to support
maintaining the West Midlands Bus Network in its current form
until December 2024. The amount of additional funding being
required to do so is ¢.£36 million and, without such a support
scheme, the West Midlands Bus Network could be reduced by as
much as 30% from January 2025.

. Under the current regime, the lack of control with regards to
implementing change, has led to a situation whereby the Authority
has been unable to facilitate commercial sustainability.

o Under the Reference Case, it is likely that the Operators (NX or
other) will prioritise a short-term shareholder return, rather than a
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longer-term view for the benefit of the broader West Midlands Bus
Network.

. Despite a prolonged period of strong partnership working,
patronage has continued to decline over many years.

Rationale for rating: in summary, under the Reference Case the Authority
is facing both significant cuts to the West Midlands Bus Network and an
increase in Supported Services. There is an inherent misalignment
between costs and benefits, whereby the Authority is investing heavily in
the West Midlands Bus Network, with benefits flowing to private sector
Operators.

Conclusion

424  The Reference Case creates a forum for the Authority and participating Operators to discuss
and address issues that are of strategic significance to each party. It ensures that the Operators
are aware of the Authority's strategic objectives. However, there are a number of challenges for
the Authority in realising its objectives for bus provision under the Reference Case, including:

(@)

Resource and time consuming to implement or make changes: the EP process can
be time-consuming to agree commitments and thus delays improving the experience of
bus passengers. The Reference Case provides the Authority with only limited options
to hold the Operators to account if its objectives are not achieved, and the threat of de-
registration of Services for non-compliance, whilst real, does not necessarily help the
Authority achieve their objectives. The extent to which the Reference Case allows the
Authority to implement its ambitions in relation to, for example, branding, customer
services or vehicle specifications is limited, and the Operators cannot be forced into
initiatives that do not align with their commercial interests. If an Operator is unable or
unwilling to agree to a commitment it can choose to withdraw Services, which limits the
Authority's bargaining position. Finally, there have been challenges in negotiating
integration through the EP under the Reference Case to bring in other transport modes
and requirements due to the inherent complexity, met with lack of Authority control and
requirement for agreement with the Operators;

Misalignment of costs and benefit of Authority interventions: a number of the
significant interventions carried out through the EP under the Reference Case (such as
fare incentives) can involve substantial investment by the public sector. However, the
Reference Case presents a misalignment between where the benefits arising from
these Authority investments accrue, with many benefits flowing directly to Operators as
a result of the Authority investment under the Reference Case;

Limited ability to enhance competition: the current West Midlands Bus Network is
one in which NX accounts for c.94% of bus passenger journeys. This creates barriers
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to entry (such as Depot provision), which hinder both new Operators entering the
market and smaller existing Operators from growing market share; and

(d) Allocation of risk and best value: while the deregulated market appears to transfer
risk to the private sector, the Operators are free to stop running Services when they are
no longer commercially viable (meaning that operational risk may be transferred but not
market risk). In circumstances where the Authority "steps in" to provide Supported
Services, these are typically let on a piecemeal and reactive basis and need to be
designed around the residual commercial network, therefore providing limited ability for
the Authority to engage with the market in advance to generate competition for these
Supported Services Contracts or package contracts together in a way that secures best
value.

4.25 In conclusion, while the Reference Case presents positive steps towards partnership working
and has already demonstrated that it can be implemented and has achieved some positive
passenger outcomes, it underperforms against a number of the Authority's Commercial
Objectives, particularly in relation to implementing new initiatives, long-term sustainability,
driving competition and long-term VfM for the customer.

5 The Future Partnership
Introduction

5.1 This paragraph 5 describes the proposed commercial arrangements for the Future Partnership,
which seeks to establish a number of potential improvements to the EP under the Reference
Case.

52 This paragraph 5 is structured as follows:

Sub-paragraph(s) | Topic
5 . The Future Partnership
51-5.41 . Introduction
. Contracting Arrangements
o Risk Allocation
. Performance Incentives
. Fleet and Depot Provision
. Phasing, Implementation and Transition
o Provision for SMOs
. Procurement Arrangements
. Pensions and TUPE implications
5.42-543 . Assessment of the Future Partnership against the Commercial
Objectives
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5.44 -5.46 . Conclusion

5.3

54

5.5

5.6

5.7

5.8

Introduction to the Future Partnership

In developing the Future Partnership for the purposes of this Assessment, the Authority has
undertaken direct engagement with the Operators to understand the potential changes,
improvements and innovations that could form part of any evolution of the EP under the
Reference Case. The response from the Operators has been limited, and as a result the
Authority has decided upon the following additions on top of the EP under the Reference Case
for the purposes of this Assessment:

(a) Contracting: a shift in approach for the contracting structure of Supported Services;
(b) Ticketing: introducing a joint ticketing sales function; and

(c) Depot Provision by the Authority: introducing additional Depots to be let along with
Supported Services Contracts.

Contracting

Under the Future Partnership, commercial Services in the Authority's Region will continue to
operate in accordance with the existing provisions. This means that private Operators will
maintain the autonomy to determine routes, schedules, and fares for Services that are
commercially viable without the need for public subsidy. These Services are driven by market
demand and will operate under the competitive pressures of the open market.

Presently, in the Reference Case, Supported Services Contracts are let on a net cost basis, as
described in paragraphs 4.5 to 4.9.

Under the Future Partnership, these contracts will be procured and let on a gross cost basis,
which means that the Authority will pay the Operator a fixed fee for the delivery of the Service,
while the Authority retains all fare box revenue.

This transition to gross cost contracting is aimed at creating a greater level of competition and
transparency, relative to net cost, as the bidding process and subsequent breakdown of bids is
likely to provide the Authority with greater oversight with regards to the overall cost structures
required to run these types of Services. It would provide bidders with certainty over the revenue
they would receive, removing an advantage that an incumbent Operator who knows the market
better will hold.

There will be opportunities to incentivize Operators through rewarding strong performance for
example the growth of patronage, delivering strong operational performance and demonstrating
excellent customer service. Bidders will be encouraged to develop innovative solutions and
commitments to enhance Service provision through the life of the contract. However, there will
still be constraints in how Supported Services can be designed to avoid competing with
commercial operations leading to inefficiencies and poor customer experience.
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Risk Allocation

59 Table 3-6 summarises the key differences in risks and responsibilities under the Future
Partnership, relative to the EP under the Reference Case (bold denotes changes, relative to

the Future Partnership):

Table 3-6: Summary of risks and responsibilities

Risk

Responsibility under the
Reference Case

Responsibility under the
Future Partnership

Revenue Risk

Private Sector

Private Sector (Public Sector
for Supported Services)

network management staff

Fares Private Sector Private Sector (Public Sector
for Supported Services)

Ticketing Private Sector Shared Ticketing Function

Service specifications and Private Sector Private Sector

branding

Operating Cost Risk Private Sector Private Sector

Employment of bus and Private Sector Private Sector

Timetabling and routes

Private Sector, (Public Sector
for Supported Services)

Private Sector, (Public Sector for
Supported Services)

Performance monitoring

Private Sector(Public Sector
for Supported Services)

Private Sector (Public Sector for
Supported Services)

Fleet Provision

Private Sector

Private Sector

Depot Provision

Private Sector

Private Sector (Public Sector
for some Supported Services)

5.10

As can be seen from Table 3-6 above, the key changes to the risks and responsibilities reflect

the changes to the Future Partnership relative to the Reference Case, including:

(a) Revenue risk on Supported Services, this will transition to public sector for Supported
Services under the Future Partnership;
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5.11

5.12

5.13

5.14

5.15

5.16

5.17

5.18

(b) Ticketing responsibility would be shared between the public and private sectors under
the joint ticketing approach; and

(c) Depot provision for some depots will be undertaken by the public sector for a number
of depots.
Revenue

Under the Future Partnership, revenue risk will continue to sit with the Operators for commercial
Services, and transition to the public sector for Supported Services Contracts.

Fares

Whilst the Authority would specify fares on Supported Services, the Operators will continue to
set fares on commercial Services within the Authority's Region but will have to adhere to
agreements in line with the BSIP requirements on fare levels, structures, and integration.

Ticketing

The Authority would aim to work closely with the Operators to align and streamline the approach
to ticketing with a particular focus on a unified offer to passengers across Apps, digital channels
and retailing. This would push to deliver a single Transport App, a single retail strategy and a
dedicated and independent sales team.

Service Specification and Branding

The Operators will continue to control the specification and branding of buses and related
infrastructure but will have to agree to and comply with agreements in line with the BSIP
standards on vehicle quality, emissions, accessibility, and information.

The 'West Midlands Bus brand' is used widely across the West Midlands Bus Network on the
Authority's bus stop infrastructure (including bus stations) and on the TfWWM.org.uk website.
Service specifications and branding of vehicles currently are the responsibility of the Operators,
with limited influence from the Authority.

Under the terms of the Reference Case, the Authority has some influence as paragraph 8.3 of
EP Scheme Variation 3 states that vehicles must be in an appropriate finished livery, which
clearly identifies either the Operator or brand route. On some VPA routes the Authority have
encouraged the adoption of a single '"West Midlands Bus brand' between the Operators.

Operating Cost

The Operators will remain responsible for the day-to-day operation of Services, including the
employment of bus and network management staff, the timetabling of routes for commercial
Services, and the performance monitoring of commercial Services.

The Operators will have to bear any increase in operating costs due to factors such as inflation,
wage pressures, fuel prices, maintenance, or regulatory changes. The Operators will also have
to meet the BSIP and Traffic Commissioner targets on reliability, and punctuality, which may
require additional resources or investment. There are however powers contained within the EP
under the Reference Case that provide frequency limits on certain corridors to prevent over-
bussing and encourage the Operators to use this resource elsewhere to benefit the wider West
Midlands Bus Network.

254


http://tfwm.org.uk/

5.19

5.20

5.21

5.22

5.23

5.24

5.25

5.26

5.27

Employment of Bus and Network Management Staff

The responsibility for employment of bus staff sits with the Operators, including drivers, revenue
protection staff, maintenance staff, management and network planning.

However, the aim of a unified approach to ticketing would see the collaboration on a sales and
retail function with staff currently employed by the Operators and the Authority moving into TiCo,
an arms-length ticketing company similar to those established in other urban areas of the UK.

Timetabling of Routes

The Operators would continue to be responsible for commercial routes, as per the Reference
Case, and the Authority would continue to be responsible for Supported Services.

Performance Monitoring

Under the Future Partnership, the Operators are required to manage and assess their
performance, whereas the Authority monitors the performance of the Operators on all Supported
Services.

Fleet Provision
As per the Reference Case, this remains with the Operators.
Performance Incentives

Services subsidised by the Authority have typically operated under a net cost contract model,
which allows the Operators to retain fare revenues and bear the risk of ridership fluctuations.

The potential shift to gross cost contracts would alter the fundamental drivers of Operator
behaviour, as the Operators would no longer have an incentive to maximise revenue. Instead,
the incentivisation structure would pivot towards operational efficiency and cost control, with a
strong contractual management regime needed in order to ensure high Service standards and
deliver against specified performance targets.

Depot Provision

Under the Future Partnership, commercial Services will continue to operate under the same
depot landscape as under the Reference Case, as set out in paragraphs 3.57 to 3.62.

However, the operational model for Supported Services under the Future Partnership will
evolve, as these contracts will alter to gross cost from net cost, as set out in paragraphs 5.5 and
5.6. Under the Future Partnership:

(a) the Authority will intervene and develop four new depots with a capacity ranging from
c.40 to ¢.200;
(b) this would allow the Authority to analyse the current Supported Services Contracts and

efficiently "bundle" some of these Services and allocate to Authority owned depots;

(c) the winning bidder for the contract would occupy one of the relevant depots, creating a
synergistic relationship between the depot and Service provision. The depot would be
occupied by the Operators who would be responsible for all aspects of staffing and
maintenance, as if it were their own site;
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(d) this model ensures that the Operator responsible for delivering Supported Services has
the necessary infrastructure in the correct vicinity to do so effectively and efficiently,
opening up the market to the Operators who may not be in a position to otherwise
acquire a depot at-risk, or install infrastructure in a pre-existing depot thus increasing
the competition for tendered Service contracts; and

(e) potential depot locations will be sought in areas where there is most scope to bundle
contracts to achieve best value, as shown in Table 3-7. Not all contracts will be bundled,
to ensure opportunities remain for the Operators who do not have a preference for this
approach.

Table 3-7: Depot cost breakdown per Partnership Area

Partnership Area | Option(s) Assumed Acquisition Build Year | PVR
Acquisition Year
Cost
Wolverhampton £3m land | £6.5m 2026/2027 2028/2029 | 40
purchase,
£3.5m

development

Sandwell/Dudley Peartree - £7m | £21m 2025/2026 2027/2028 | 200
purchase,
£14m
development

Coventry £3m land | £6.5m 2025/2026 2027/2028 | 40
purchase,
£3.5m
development

South Birmingham | £4m land | £9m 2026/2027 2028/2029 | 40
purchase, £5m
development

Total £43m 320

Commercial arrangements for Depots

5.28 The proposed commercial arrangements for depots under the Future Partnership is that they
would be accessed by the Authority (leased or acquired) and provided to the Operators within
the terms of the Supported Services Contracts.

5.29  The contract will put in place the required terms for depot provision, which are intended to be
on a peppercorn rent, thus reducing the Operators' costs and resulting in a lower Supported
Services Contract cost relative to the Operators providing their own depots.
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5.30

5.31

5.32

5.33

5.34

5.35

The detailed design of contracts will be based on the principle of a "dry lease" with appropriate
flexibility, and controls in relation to asset maintenance, insurance and handback standards.

Fleet Provision

Under the Future Partnership, the market is expected to independently provide and manage the
fleet in line with the current approach.

The Authority has considered the potential to intervene in fleet ownership and concluded that
this is not viable due to; the complexity of contractual relationships required to manage fleet
whilst not having wider control over Service provision; legal and regulatory constraints; and risk
exposure to the Authority of owning fleet without wider control of Services.

While the Authority will not intervene directly in providing a fleet, it will continue to play a
supporting role to the Operators in transitioning to ZEBs, through seeking funding in order to
provide BSOGs, to offset the higher investment costs. The profile of transition to a fully ZEB
fleet would be expected to be the same as under the Reference Case as commercial and
regulatory drivers will be the same.

Phasing, Implementation and Transition

In implementing the Future Partnership, a number of activities are required by the Authority,
starting with a more detailed engagement of the Operators.

A number of subsequent implementation activities would be required, including:

(a) Depot acquisition: in acquiring depots, there is the need for the Authority to firstly
develop detailed business cases for expenditure approval, which considers the costs
and benefits of each intervention and puts in place the necessary procurement,
contracting and management arrangements. This is anticipated to take a period of three
months. Following the approval, there is the need to undertake the depot acquisition,
construction or refurbishment (as required) and readiness for operation which is
intended to take two years;

(b) Supported Services Contracts: in amending the form of contract, there is the need to
firstly undertake a contracting strategy, which includes a mapping exercise to
understand the expiry of current contracts and align this into a series of tranches for re-
procurement which align on contract dates and potentially group Services to make
bidding more attractive for new Operators. This is intended to be carried out over a 3-
month period, with the procurement of Services carried out over a three-year period.

257



Figure 3-8: Implementation Plan — The Future Partnership

Original
2027
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Qa1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Workstream Q1 Q2 Q3 Q4

Project
Approvals

Transition

Depot

5.36

5.37

5.38

5.39

5.40

Business Case for
Spend Complete

All Supported Services
contracted ona Gross
cost basis

Provision for SMOs

Under the Future Partnership, the Authority aims to intervene with regards to providing depots
from which to operate bundles of tendered Service contracts as outlined in paragraphs 5.26 to
5.30.

This strategic move is designed to enhance competition, particularly among new entrants and
SMOs. By owning these assets, the Authority aims to foster a more competitive environment
which is essential to create an environment where a deregulated network can continue to
operate.

The leasing of these depots to the Operators through gross-cost tendered Service contracts is
expected to lower barriers to entry for new entrants or SMOs and enable them to expand their
operations.

It is acknowledged that some SMOs may not wish to scale-up to operate bundles of contracts.
Contracts will only be bundled where it is considered this is the best mechanism to achieve VM.
This approach will not be used for all contracts, with many still left available to bid for
independently.

Procurement
Supported Services are procured on a gross cost basis, as set out below:

(a) The Operators are invited to join the Authority's procurement system where they can
upload company information and details to become one of the Authority's approved
Operators to operate Services contracts;

(b) The Authority will issue invitations to tender to approved Operators which includes a
detailed Service specification on the Authority's procurement system where approved
Operators can bid to operate the Service specified. The template for invitations to
tender will encourage the Operators to develop innovative solutions and commitments
to enhance Service provision through the life of the contract; and

(c) The Authority reviews Operator submissions through the Authority's procurement
system and a Service is awarded based on a pre-determined criteria with a greater
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emphasis on the quality element. Contracts will generally be let for a period of five years
with the possibility of a two-year extension where there is good performance where

network conditions are stable.

Pensions and TUPE

5.41 Under the Future Partnership, there is not anticipated to be any transfer of staff either between
the Operators or between the Operators and the Authority. Accordingly, there will be no change
in pensions provisions. Pensions and TUPE are discussed in more detail within the
Management Case.

Assessment of the Future Partnership against the Commercial Objectives

5.42  Paragraph 5.43 assesses the performance of the Future Partnership relative to the Authority's
Commercial Objectives described in paragraph 2.

5.43 The analysis rates the performance of the Future Partnership against the Commercial
Objectives, whereby:

(@)

(b)

()

Green means there is a high potential that the Future Partnership allows for the delivery

of the Commercial Objective;

Amber means that, while the Commercial Objective could be met under the Future

Partnership, there are a number of challenges; and

Red means that it is unlikely that the Commercial Objective will be met under the Future

Partnership.

Table 3-8: Assessment of the Future Partnership against the Commercial Objectives

the Future Partnership promotes strong competition and drives
innovation has been considered across both commercial and Supported
Services.

Commercial Services

. Under the Future Partnership, commercial Services will continue
to operate under the same depot landscape as under the
Reference Case.

. However, as the Authority is intervening to provide four new
depots for Supported Services Contracts, this is in turn
anticipated to intensify the competitive environment as new
entrants may aim to expand their operations beyond Supported
Services once they have established a foothold in the Authority's
Region.

Supported Services

Commercial Assessment Rating
Objective
Best Value In assessing the Future Partnership for best value, the extent to which
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Commercial
Objective

Assessment

Rating

The Operators will continue to have to stop running Services
when no longer commercially viable (as per the Reference
Case) in which case the Authority may need to source
replacement Operators through the Supported Services market.

. Intervention by the Authority under the Future
Partnership, through acquisition of four depots, has the
potential to enhance competition as SMOs or new
entrants will be able to mobilise in the Authority's
Region, without having to take on the risks associated
with acquiring a depot.

. Given that most Services are not tendered, there will
inherently be inefficiencies in providing a depot solely
for Supported Services.

Rationale for rating: in summary, the intervention in depots by the
Authority has the potential to increase the level of competition for
Supported Services Contracts relative to the Reference Case.

Optimise
Passenger
Outcomes

In assessing the Future Partnership for passenger outcomes, the extent
to which the Future Partnership promotes a positive passenger
experience in relation to fares, ticketing, punctuality and reliability,
customer service and vehicle standards has been considered.

Many of the challenges noted with the Authority achieving its
optimising passenger outcomes objective under the Reference
Case are driven by the overarching regulatory model and
therefore not anticipated to change fundamentally under the
Future Partnership.

Most of the additional objectives of the Future Partnership are to
support increased competition for Supported Services and help
future electric vehicle transition.

As under the Future Partnership:

. The Operators will continue to set the price for fares.

o Alterations to customer service and vehicle standards
will need to be agreed with the Operators in order to be
included.

. Without a significant increase in the overall competitive

landscape, the Operators may not operate Services as
punctually as possible or continue to invest in assets (for
example, in the fleet).

. Limited incentive to integrate between different
Operators' Services and other modes.
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Commercial Assessment Rating
Objective

. The transition to gross-cost contracts may also remove an
incentive that the Operators have to try and grow patronage on
Supported Services through providing high-quality, so this would
need to be controlled through a high-quality contract
management regime.

Rationale for rating: in summary, as many of the challenges the

Authority face in order to maximise passenger outcomes are inherently

associated with the nature of the Future Partnership, the Future

Partnership has also been rated Amber.

Ease of | In assessing the Future Partnership for ease of introducing changes, the

Introducing extent to which the Authority can easily introduce or make a change to

Changes the West Midlands Bus Network, infrastructure or passenger focused
initiatives has been considered.

. All new initiatives or interventions in the commercial bus market
require negotiation with the Operators to make any changes to
the EP under the Reference Case.

) As set out in the assessment of the Reference Case, the EP
under the Reference Case is limited in the extent to which the
Authority can make changes or further network and
infrastructure interventions over and above those set out in the
Future Partnership.

. Therefore, the extent to which the Authority can influence or
make changes to bus provision under the Future Partnership is
as limited as the Reference Case.

Rationale for rating: in summary, as many of the challenges the

Authority face in order to introduce new network and infrastructure

initiatives are inherently associated with the nature of the EP, the Future

Partnership has also been rated Red.

Ease of | In assessing the Future Partnership for ease of implementation, the

Implementation

extent to which the Future Partnership can be implemented with a
minimal level of resource input, time and complexity has been
considered.

. The network changes that underpin the benefits of the Future
Partnership can only be achieved by negotiation due to the
nature of the partnership scheme.

. Therefore, to implement any potential network improvement,
agreement on a consistent basis across the Operator community
would be needed, which, similarly to the Reference Case, is time
consuming, requires resource input from the Authority and is
inherently complex.
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Commercial
Objective

Assessment

Rating

. There remains a material risk that the Operators, and in
particular NX, may not agree to processes that allow for more
ambitious rationalisation of the West Midlands Bus Network as
it may come at a significant cost to NX.

Rationale for rating: in summary, implementation of the Future
Partnership is likely to be more challenging than the EP under the
Reference Case in terms of time and resource input from the Authority.
The inherent complexity and negotiation required results in an Amber
rating.

Risk Allocation

In assessing the Future Partnership for risk allocation, the extent to
which the Authority is exposed to risks it is not best placed to manage,
including financial risk (revenue and cost), operational and reputational
risks, and asset risks, have been considered.

. Many of the challenges noted with regard to the risk allocation
objective under the Reference Case are driven by the
overarching regulatory model and therefore not anticipated to
change fundamentally under the Future Partnership.

. Under the Future Partnership:

o The Authority will continue to hold a degree of revenue
risk, particularly with the move to gross cost contracts
for Supported Services, while operating cost risk
remains with the Operators.

. Reputational risk will continue to be shared between the
Authority and Operators.

o However, due to the acquisition of four depots for the Supported
Services Contracts, the Authority will take on a degree of asset
risk which is associated with managing them.

Rationale for rating: in summary, as the Future Partnership and the
Reference Case regulatory structure are inherently similar, it is likely that
implementing the Future Partnership will bring about both the same and
additional risks that will be associated with setting up and managing four
new depots.

Commercial
Sustainability

In assessing the Future Partnership for commercial sustainability, the
extent to which the Future Partnership offsets the industry trend of a
declining West Midlands Bus Network, and provides alignment between
costs and benefits of any investment by the Authority has been
considered:

. As mentioned in paragraph 4, the lack of control with regards to
implementing change, which has led to a situation whereby the
Authority has been unable to bring about sustainable policies
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Commercial Assessment Rating
Objective

such as fare incentives, alignment to wider policy goals and
competition, will remain the same under the Future Partnership
due to the requirement to agree initiatives with the Operators
before they can be implemented.

. Therefore, it is likely that the trend of continuously increasing
levels of Supported Services will remain the case.

. Under the Future Partnership, the Authority will develop four new
depots for Supported Services Contracts. This is likely to provide
a degree of competition which, in turn, is likely to lead to more
competitive bids for tenders, therefore providing more alignment
between costs and benefits relating to Supported Services
Contracts.

Rationale for rating: in summary, as the Future Partnership and the

Reference Case regulatory structure are inherently similar, whilst there

may be some increase in competition that allows for a greater degree of

commercial sustainability under the Future Partnership, it is likely that

the same challenges and pressure surrounding potential network cuts

will remain without additional funding.

Conclusion
5.44  The Future Partnership builds on the Reference Case, as a result the benefits and disbenefits

5.45

5.46

6.1

of the Reference Case remain in place, namely that the Reference Case creates a forum for the
Authority and participating Operators to discuss and address issues that are of strategic
significance to each party. It also presents challenges in relation to implementing new initiatives,
long-term sustainability, driving competition and long-term V{M for the passenger.

The Future Partnership presents the opportunity to improve on some of these challenges, most
notably driving competition for Supported Services and long-term value for the passenger,
including through depot acquisition and amending the form of the Supported Services Contracts.

However, given the fundamental limitations of the Reference Case, even with the proposed
interventions set out within the Future Partnership, the extent to which it generates a material
impact on the Authority's Commercial Objectives is assessed as limited.

Franchising
Introduction

This paragraph 6 outlines the Authority's proposed commercial arrangements for Franchising in
the Authority's Region, which has been developed to address the requirements of the
Franchising Guidance and aligns with the principles of the HM Treasury's Green Book
Guidance.
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6.2 The model has been informed by existing bus franchise model examples such as the model
used by TfL, various international examples, as well as the model being implemented by the
GMCA and that proposed by the WYCA in their assessment for Franchising.

6.3 The Authority recognises that some elements of the commercial model for Franchising will
benefit from further refinement. The Authority has undertaken an initial market engagement and
the results of this are set out in the Operator Engagement Report at Appendix 2 of the
Management Case.

6.4 The majority of feedback is broadly consistent with the positions being set out for the commercial
model in this Assessment. If the Franchising Scheme is pursued, the Authority will undertake
such further refinement, including consultation and further detailed market engagement.

6.5 This paragraph 6 and paragraph 7 are structured as follows:

Sub-paragraph(s) | Topic
6and 7 o Franchising
6.1-7.32 . Introduction
. Contracting Arrangements
o Risk Allocation
. Performance Incentives
. Fleet and Depot Provision
. Phasing, Implementation and Transition
) Provision for SMOs
. Procurement Arrangements
. Pensions and TUPE implications
7.33 . Assessment of the Franchising Scheme against the Commercial
Objectives
7.34-17.39 . Conclusion

6.6

6.7

Contracting

Paragraphs 6.6 to 6.9 set out the Authority's proposed approach to the scope, size and length
of Franchise Contracts. The approach to the scope and size of contracts is detailed in the
Authority's lotting strategy and is summarised below, alongside the Authority's proposed length
of contracts and arrangements for school and rail replacement Services.

The lotting strategy is based on the following principles:
(a) Geography: minimising overlapping Services in the same geography is key to an

efficient lotting strategy and this requires Services to be grouped by the geography they
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6.8

6.9

6.10

6.11

serve. The depot most appropriate for the Service is likely to be closest to the end of
the route (for example, the route's outer bound);

(b) Size: each large Lot should have a broadly similar number of vehicles, aligned to the
capacity of the large depot envisaged for that zone;

(c) Routes: Services serving the same corridor or radial route should be grouped into the
same depot and therefore the same zone, even if these Services have different
destinations. This premise has also been used when considering the proposed 'cross-
city' and Sprint services that serve much longer corridors across Birmingham; and

(d) Service type: Services should be grouped by the category of Service they provide. This
influences whether the Service goes into a 'large' or 'small' Lot within each zone,
primarily based on the frequency of the Service and type of vehicle used. Primary routes
with 'typical’ vehicles are generally allocated to large Lots, and less frequent, secondary
Services with smaller vehicles more suited for the small Lots. Specific Services like
works Services must be considered, often without designated vehicles and running less
frequently, these Services are likely to fall outside of the large Lots. There may be
instances where Services could feasibly fit in both a large or small Lot, and the decision
of which Lot it should be allocated to is dependent on the available capacity of the large
Lot depot.

Table 3-9 presents the indicative fleet numbers for each of the 9 zones. It is anticipated that the
majority of these vehicles would be operated from the large Lot within that zone.

The Operators have provided current PVR data for their Services, this being the maximum
number of vehicles to operate any given Service. These have been used to determine the total
PVR and number of allocated Services for each zone, noting that additional Services may
operate under Service Permit.

Ordering of Rounds

The Authority proposes to let Franchise Contracts in three Rounds. In developing this sequence,
the Authority undertook an exercise to consider a range of factors in determining the ordering,
including:

(a) the financial stability of the West Midlands Bus Network during transition, aimed to
minimise overlap between Franchised and non-franchised Services;

(b) expected depot availability; and

(c) the commerciality of Rounds to reduce the impact of removing all the most commercially
viable routes first.

The Authority proposes to let Franchise Contracts in three Rounds:
(@) Round 1: Birmingham North, Coventry, Walsall;
(b) Round 2: Dudley, Sandwell, Wolverhampton; and

(c) Round 3: Birmingham East, Birmingham South, Solihull.
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Table 3-9: PVR requirement for each zone

Zone PVR with Spares'’*

Round 1: Birmingham North 178
Round 1: Coventry 164
Round 1: Walsall 182
Round 2: Dudley 164
Round 2: Sandwell 176
Round 2: Wolverhampton 184
Round 3: Birmingham East 132
Round 3: Birmingham South 232
Round 3: Solihull 144
Total 1,556

Contract Length

6.12  The Authority can exercise a degree of flexibility regarding the length of Franchise Contracts.
The applicable domestic EU legislation (Article 4(3) of Regulation (EC) Public Service
Obligations in Transport No 1370/2007 as transposed into UK law) restricts contracts for
Services to a maximum length of 10 years.

6.13  The Authority decided to let contracts on a seven-year basis given a range of factors, including:
(a) feedback from market engagement and the views of Operators;

(b) it would effectively enable an electric vehicle to be used across two contract periods,
with a half-life refurb and battery replacement;

74 Informed by and consistent with the Operator-provided data included within the demand and revenue forecasting.
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6.14

6.15

6.16

6.17

6.18

(c) it is a suitable timeframe to justify the Operators' investment in mobilisation so as to
generate as many bidders as possible, which may include new entrants; and

(d) balancing Operator complacency, as the contract length is not so prolonged that it limits
opportunity for significant innovation. Contracts will include appropriate clauses which
will enable termination for poor performance.

School Services

The Authority's long-standing policy position is that it does not differentiate access to schools,
colleges and other places of education above access to other Services and facilities in the
Authority's Region. Therefore, the Authority does not fund additional buses dedicated to travel
to school. However, a number of Services which operate directly to school and are available to
the general public are operated on a fully commercial basis, from depots that will be utilised for
the larger Franchise Contracts. In a small number of cases the district authorities and/or schools
are funding closed Services dedicated to the provision of home to school Services.

In the case of any commercial local Services which operate to schools, these will be included
as Services under Franchise Contracts. For school Services which are commissioned directly
by the LAs and operate as 'closed door' contracts it is assumed that responsibility and budget
for their provision will be retained by the respective LA. Given the proposal to include local
Services which operate to schools on a commercial basis within future Franchise Contracts is
at odds with the Authority's long-standing position not to provide school Services, Services will
be subject to a review to ensure they meet VfM criteria. Requests for future dedicated school
Services, without LA funding, will be subject to a VM review and other change control process
alongside requests / changes for other Services.

Services to be excluded from Franchising

Further consideration will be given to Services which the Authority may wish to exclude from
Franchising, drawing on the experience of other CAs. This will include further assessment on
a route-by-route basis of the effect that Franchising cross-boundary Services will have on the
commercial bus networks on the respective neighbouring LAs to understand which of these
Services should form part of the West Midlands Bus Network under a Franchising Scheme.

Service Permits and Approach to Cross-Boundary Services

Background

Under the Transport Act (as amended by the Bus Services Act) no local Services (as defined
by the Transport Act) may be provided in the area covered by a franchising scheme unless they

are:

(a) provided under a local service contract (for example, they are a service under
franchising contract);

(b) an interim or exempted service (which should be specified in the franchising scheme);
or
(c) provided under a Service Permit.

The local service designation is made under Section 2 of the Transport Act, the main
requirement being that there are bus stops for boarding and alighting the service within 15 miles
of each other (measured in a straight line). If a route is over a particularly long distance and only
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6.19

6.20

6.21

6.22

6.23

6.24

parts of the route allow a passenger to be able to make a journey of 15 miles or less, then only
those parts of the route with boarding and alighting points within 15 miles of each other should
be registered as a local service. The other parts of the route are classified as a long-distance
service which does not need to be registered.

The Transport Act (Section 123P) allows the Authority to establish a scheme to grant Service
Permits to a party to operate local services in the area to which the Franchising Scheme relates.
The Franchising Guidance provides additional information with respect to the consideration of
Service Permits in franchising assessments and how a Service Permit Regime should be
established.

Therefore, on Day 1 of Franchising, all Services in the Franchising zone will need to be either:
(@) Subject to Franchising;

(b) Permitted; or

(c) Exempt.

Permitting requires consultation, this will need to be carried out when Franchising commences.
The regulations do not contain specific timeframes for the consultation.

Permitting conditions are primarily to ensure that, within the Franchising zone, there are
common fares and interoperable tickets for all Services. Conditions which may be included
within Service Permits include:

(a) enabling tickets to be purchased or fares to be paid in particular ways;
(b) Operators accepting or issuing tickets of a specified description;
(c) Operators offering discounted travel for specified groups and accepting specified

evidence of entitlement to such discounts;

(d) Operators publishing specified information about the local Services provided by them
and about other local Services in the Franchising zone;

(e) Operators publishing specified information about their fares, the fares of other
Operators of local Services and ticketing arrangements applied in the Franchising zone;

(f) requiring vehicles to comply with specified standards;
(9) setting customer service standards; and
(h) setting operational standards.

Permitting is therefore likely to cover many aspects of what the EP under the Reference Case
would cover — which is crucial as the EP specifies that any requirements specified within the
document would end as soon as Franchising is introduced in any part of the Authority's Region.

Should a Service Permit Regime be established?

The Transport Act and the Franchising Guidance acknowledge that not all Services can be
provided under a local Service contract, particularly where a Service originates from a place
which is outside of the Franchising zone. The introductory passage on Service Permits in the
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6.25

6.26

6.27

6.28

6.29

6.30

Franchising Guidance notes that the Franchising authority should ensure that a Service Permit
Regime is introduced to ensure that other Services which do not form part of the network of
Services operated under local Service contracts are still able to operate. It goes on to say, "This
should include services which operate cross-boundary i.e. in both the Franchising area and the
area outside, and also other services which complement the services operated under local
service contracts" (paragraph 1.118 of the Franchising Guidance).

While the Transport Act and the Franchising Guidance make it clear that a Franchising authority
is permitted to establish a Service Permit Regime for cross-boundary Services entering its
Franchising zone, neither the Transport Act nor the Franchising Guidance prevent a Service
Permit Regime from also being established for specific Services which operate wholly within the
Franchising zone. Equally the Transport Act and Franchising Guidance do not specifically
mandate that a Service Permit Regime must exist for all Services which are cross-boundary in
nature. It uses the term "should" rather than "shall" or "must". However, the consultation that
the Franchising authority is required to carry out with adjoining LAs as part of the Franchising
Scheme is likely to highlight whether there is a potential need for a Service Permit Regime
relatively quickly.

Section 123B of the Transport Act requires the Franchising authority's assessment of the
Franchising Scheme to include consideration of whether the Franchising Scheme would
contribute to the implementation by neighbouring relevant LAs of (i) those neighbouring
authority's policies under Section 108(1)(a) of the Transport Act and (ii) other policies affecting
local Services that those LAs have adopted and published.

The requirement in the Transport Act and the Franchising Guidance is for the Franchising
authority to consider transport plans and policies of neighbouring LAs and the effects of the
Franchising decisions on these. However, there is no pre-determined answer set out in either
the Transport Act or the Franchising Guidance. It would be up to the Authority, having
considered the relevant issues, to decide whether or not to establish a Service Permit Regime
for cross-boundary Services.

Managing Cross-Boundary Services Originating Outside the Franchising Zone

In some parts of the Authority's Region, there are Services which originate outside of the
Authority's Region, pass through the Authority's Region and terminate outside of the Authority's
Region. A number of the cross-boundary routes are long, running for over 30 miles, with the
majority of the route being outside of the Franchising zone (for example, route X6 between
Coventry and Leicester via Hinckley).

Another consideration is the areas just outside the Authority's Region where the Services are
completely reliant on the Authority's Services network, but the area happens to be in a
neighbouring Authority's Region (for example, Wythall and Rubery in Worcestershire,
Wombourne and Perton in Staffordshire or Burton Green and Keresley in Warwickshire). In
many cases, routes start in the Authority's Region, leave the Authority's Region and then end
back within the Authority's Region. The Authority's current multi-modal ticketing scheme also
extends beyond the boundaries of the Authority's Region to cover these areas, highlighting that
travel patterns in these areas are intrinsically linked to the Authority's Region.

In these cases, it is most likely that the route would be let under a Franchise Contract, but,
where the route operates outside the Authority's Region, it would be operating in a deregulated
environment and would potentially be subject to competition.
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6.31

6.32

6.33

6.34

6.35

6.36

6.37

6.38

The Transport Act and the Franchising Guidance allow the Franchising authority to establish
different Service Permit Regimes for different types of Service within the Franchising zone.

The Transport Act requires the Franchising authority to grant Service Permits where the Service
in question will benefit local passengers, and where it will not adversely impact on any of the
Services under the Franchising Scheme. Accordingly, the Franchising authority can reject an
application for a Service Permit where the Franchising authority considers that the cross-
boundary Service will adversely impact upon the Franchising network. However, where the
application for a Service Permit is rejected, the Franchising authority's decision needs to be
well-evidenced (meaning that sufficient detail should be requested as part of the application
process for Service Permits).

Conclusion

The Authority has understood that the Transport Act and the Franchising Guidance are drafted
in a way which suggests that it would be challenging for the Authority to establish a Franchising
Scheme which did not include Service Permits for cross-boundary Services. There is a clear
expectation in both the Transport Act and the Franchising Guidance that Service Permits are
likely to be required for various uses, including to support the continued operation of cross-
boundary Services by the Operators running Services from outside the Franchising zone.

There are also strong reasons for permitting from an operational perspective, as outlined above.

The Authority has considered using 'sub-areas' (for example, phasing in the introduction of a
Franchising Scheme across the Authority's Region over time, as opposed to the proposed
approach of introducing the entire Franchising Scheme and then letting contracts over a number
of tranches). This would allow the Authority to introduce Franchising without having to
implement permitting for every Service. For example:

(a) if the Authority chose to pilot Franchising, it could theoretically isolate the impact of
Franchising;
(b) if there was to be a longer roll out period, it could be helpful to separate Franchising

zones and non-franchised areas; and

(c) if different districts had different views on Franchising, sub areas could alternate
between an enhanced partnership and Franchising.

However, there can also be challenges where Services cross between sub areas and therefore
both need to be permitted and subject to an enhanced partnership.

The Authority's position is therefore that there are few benefits for sub areas. The Authority has
therefore decided:

(a) to work on the basis of no sub areas and that Service Permits will be required from day
one of Franchising throughout the Authority's Region; and

(b) to prepare a programme that includes consultation for a Service Permit Regime.
Risk Allocation

Under a Franchising model, the allocation of risks and responsibilities between the public and
private sectors will change significantly from current arrangements.
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6.39 Table 3-10 presents a high-level summary of the risks and responsibilities between the public
and private sectors, with the paragraphs that follow setting out further detail of each (bold
denotes changes from the EP under the Reference Case).

Table 3-10: Summary of risks and responsibilities

Risk

Responsibility under
the Reference Case

Responsibility under
the Franchising

Revenue Risk

Private Sector

Public Sector

Revenue Protection Manageme