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Czech Republic plans to use EU structural funds (ERDF) to subsidize
procurement of new rolling stock for regional rail passenger transport

EIB/JASPERS wants to ensure an effective usage of funds and fulfillment of
European legal framework according to the following basic conditions:
=  Funding should be consistent with the existing legal and economic framework
= EU policies and regulations (state-aid, public service)
= QOrganisational and market structures in Czech Republic

®  Funding should consider PSO contracts, awarding and tendering procedures as well
as other aspects of a competitive rail market

On the basis of an analysis of rolling stock financing structures and funding
experience in other EU countries, the study shall provide necessary information
and recommend four possible alternative approaches to use EU funds for that
purpose in the Czech Republic.
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Competitive Requirements |
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Competition in passenger rail services

= No mandatory EC guidelines for competition in passenger rail services, but direct
awards should fulfil some conditions

= National law or economic considerations push competition in many European
countries

= Awarding of contracts should be transparent and avoid discrimination of certain
bidders => impact on questions of state aid

Allocation of risks

= Allocation of risks between public transport authority (PTA) and train operating
company (TOC) affects remunerations for PSO contracts

= Distribution of risks affects also competitiveness of possible bidders and has
Impact on prices as well

Subsidies for rolling stock cannot be analysed without affecting
general questions of financing as well as the type of contract and
allocation of risks

5
Funding Regional Passenger Rail Rolling Stock, Seminar on State Aid for Transport projects co-financed by EU Structural Funds, Warsaw, May 28th




Competitive markets and financing rolling stock 11l k cCu JasperSj

Subsidies and state aid — general legal background

Criteria for the presence of state aid:
= |ntervention by the State or State resources
» |ntervention is liable to affect trade between member states
= |t confers an advantage to the recipient
- Assessment of advantage according to the 4 “Altmark” criteria
= |t distorts or threatens to distort competition

‘ prior notification requirement

Basis for compatibility of the State aid with the common
market:
= Regulation No. 1191/69 (from 3rd December 2009 on No.

1370/07): aid is regarded as compatible and not subject to
notification requirement if it meets the conditions laid down in

the Regulation

= Regulations No. 1107/70 and 1192/69: aid can be declared
compatible by European Commission after prior notification
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Subsidies and state aid for rolling stock S

uropean Region:

EC guidelines on State aid for railway undertakings
- 4 cumulative conditions must be met:

= Rolling stock must be assigned to urban, suburban or
regional passenger transport services

* Rolling stock must remain assigned for 10 years to the
service for which it received aid

= Commission may make the granting of the aid subject to
the condition on the recipient undertaking to sell under
normal market conditions any rolling stock it is no longer
using

» The replacement rolling stock must meet the latest
interoperability, safety and environmental standards
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Main problems will occur at the end of contract period

= Rolling stock can be used for up to 30 years, contracts normally last for much shorter
periods

= Without additional obligations the TOC can have a more advantageous position than
other competitors in future tenderings by using the subsidized rolling stock

= Benefits of subsidies may be transferred from PTA and passengers to incumbent
TOC

= Problems will occur with tendered as well as direct awarded contracts
= | ife period of the contract and economic lifetime of funded rolling stock has to be
taken into account

= No state aid problems will occur when rolling stock will be handed over to the PTA
after end of contract period

= Reimbursement of difference between subsidy and pro rata current value by the TOC
Is also possible
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Direct subsidies for No direct subsidies for
rolling stock to TOC rolling stock to TOC
| . I
4
European Stuttgart, Dublin, Ireland: France: TOC Marschbahn, Transitio, Sweden:
Examples Germany: Direct (SNCF) orders Germany: Direct subsidies
100%, RS has subsidies to on account of Remuneration for RS to PTA,
to bound over TOC regions for PSC; Re-use PTA owns RS,
to new operator || (monopoly for (100%), some guarantee, TOC operated by TOC,
in next CIE as state regions lease leases RS main-tenance by
tendering railway, no RS pool
competition)
Additional o Operate
1$inancing ) F'“a“‘."f‘g py loans Leasing
: (for remaining investment) .
instruments pool-based solutions

9
Funding Regional Passenger Rail Rolling Stock, Seminar on State Aid for Transport projects co-financed by EU Structural Funds, Warsaw, May 28th




uuuuuuuuuuuuuuuuuuuuuuuuuuuuuu

Competitive markets and financing rolling stock 11l k cCu Jasgxg‘yé*:j
European case studies — main results |

Direct investment subsidies to the TOC

= Some countries in western Europe reduced or abolished direct subsidies for rolling
stock in recent years (Netherlands, Switzerland, Danmark, etc.)

= Reason normally were problems with questions of competition and state-aid

= Analysed case studies show either monopolies for state railways or usage of
additional instruments like contractual obligations to avoid problems with competition
(termination clauses)

Investment subsidies to PTA

m  Specific subsidies for rolling stock are paid to PTA by a few countries, mainly for pool
solutions (Sweden)

No direct investment subsidies

®  Some countries switched over to payment for public service contracts and other
financing instruments
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Situation in Czech Republic e B

Current situation

General conditions:
= Separation of rail infrastructure and operating companies carried out

= No monopoly by law, free access for Czech TOC (according to Directive 91/440)
but up to now only few new operators providing passenger services

= Up to 99% of passenger rail services provided by CD

Competition and awarding of contracts:

= Regions responsible for basic services, additional services can be ordered by
municipalities

= Few experiences with tenderings and competition of rail passenger services
(Ustecky Kraj and Karlovarsky Kraj)

= Most Regions have direct awarded contracts with CD

= Short-time contracts are common
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Actual problems:

= Old rolling stock = strong need for new or modernised rolling
stock

= De facto monopolistic structure, only CD has sufficient and
nation-wide ressources for procurement and maintenance of
rolling stock

= Decision making up to the discretion of the operator, regions
need more know-how to be treated as equal

= Duration of most contracts only for one year - evidence for the
general problem of financing services (also problems with state-
aid conditions)

= Lack of money either by PTA and TOC - strong need for
efficient and economic solutions

= Know-how mainly provided by CD, PTA still improve their
knowledge

—> all possible solutions should follow the principle “keep it
simple”
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Budgets for regional public transport in 2007

Kraj (region) Expenses for regional pub- | complete re- | percentage of
lic transport (Mio CZK) | gional budget budget
Capital city total | Rail | Bus (Mio CZK)  Rail | Bus

Jihocesky Ceské Bud&jovice 696 321 375 9.620| 3,3%| 3,9%
Jihomoravsky Brno 922 468 454 8,6%| 8,3%
Karlovarsky Karlovy Vary 294 170 124 9,8%| 7,3%
Kralovéhradecky |Hradec Kralové 513 298 215 3,5%| 2,5%
Liberecky Liberec 400 205 195 2.365| 8,7%| 8,2%
Moravskoslezsky |Ostrava 961 18,0%
Olomoucky Olomouc 615 328 287 8.000] 4,1% ‘ 3,6%
Pardubicky Pardubice 476 3.576 13,0%
Plzefisky Plzen 540 320 220 3.000 10,7%‘ 7,3%
Praha No data available
StredoCesky (Praha) 1.391 778 613 15.600| 5,0%| 3,9%
Ustecky Usti nad Labem 681 393 283 11.325| 3,5%| 2,5%
Vysogina Jihlava No data available
Zlinsky Zlin 472 7.000 6,7%
total: 7.961

Notes:

Budgets for Bus include payments for urban bus services only in case of city border crossing services
In some regions complete budgets include payments for school affairs (as an item in transit, up to 50%)
In Zlinsky kraj payment for school transport services is included in the total value

Source: Compilation by TU Dresden, based on reports and internet research
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Ordered passenger services by the regions in 2008:

Source:

Kraj (region) Ordered train-km |Payment Average costs per
(in Mio. CZK) |train-km (in CZK)
JihoCesky 6.300.000 328,0 52,1
Jihomoravsky 8.867.310 491,0 55,4
Karlovarsky 2.500.000 130,2 52,1
Kralovéhradecky 6.105.553 310,0 50,8
Liberecky 4.126.000 200,0 48,5
Moravskosllezsk)'/ No data available 553,0
Olomoucky 328,0
Pardubicky 5.000.000 261,5 52,3
Plzerisky 5.280.000 330,0 62,5
Praha 2.861.355 226,9 79,3
StredoCesky 13.440.000 794,8 59,1
Vysocina 4.600.000 260,3 56,6
Ustecky 7.350.000 375,0 51,0
Zlinsky 4.840.000 220,0 45,5
4.808,7 55,1

Compilation by TU Dresden, based on reports and internet research
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Key issues for future funding structure in Czech Republ [
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= Duration of PSO contracts is usually shorter than life-cycle of rolling
stock

= Are perspectives for and requirements of regional rail passenger
services sufficiently clear to agree long-time PSO contracts?

= Regions need flexibility, TOCs need reliably constraints for their
calculation

® Rising risks for TOC compensate benefits of subsidies

= How to avoid problems in future tendering procedures?

= Different institutions awarding PSO contract and rolling stock
Investment subsidy

= How to ensure that regions and passengers benefit from investment
subsidy?

® Can TOC calculate reliably on the provision of rolling stock
Investment subsidy?
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Core requiremenets for a future funding structure
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=  Nation wide, consistent, reliable framework for the distribution of
funds

= Equal level of know how on both sides, TOC and PTA

= Compatibility whit PSO contracts (either directly awarded or
tendered) and probably increasing competition in future

= Well balanced risk allocation between PTAs and TOCSs,
provision of a sufficient base for the TOC's calculations

= Certain level of flexibility for the PTA to readjust services and
PSO contracts according to changing objectives, passenger
demands, social-economic developments and budget
restrictions

= Nation wide consistent fleet strategy and technical compatibility
of rolling stock (e.g. couplings, floor level, technical train
commuinication) to ensure flexibility for future changes

- Need for action: find an EU rule compliant solution to introduce
new rolling stock, which can be implemented in a relatively short time.
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A L e B Model

_ Awarding of PSO

Direct awarded PSO contract contract

Isolated adjusting obligation | jointly regarded and only indirect Relation
subsidy, of existing | for new negotiated subsidy and PSp relation; e.g. between PSO
separated | PSO PSO contract (1370/07) .| contract rules contract and
payment of | contract contract(1l .| maintenance subsidy

PSO contr. | (1191/69) | 370/07) of RS

Train operating companies Recipient of

(e.g. CD. Connex Moravia, Viamont) 3 subsidy

) :
Notification | Subsidy and PSO payment has to be | requires " | requires Problems at the
necessary | regarded as an economic unit knowledge &  knowledge awarding stage
Problems with overcompensation with tenderi 9’% / with pools
N
legal risks of direct awarding

Handover of funded vehicles or refund of subsidies None Problems at the
Otherwise cost advantages in following tenderings end of the
contract
Re-use guarantee for fleet after contract Not necessary Possible
Dept service guarantee Add-Ons
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Isolated investment subsidy ~ T77T

Description of Model

= |solated investment subsidy. Compensation for operations is separated from
investment subsidies and is fixed in a PSC

= PSC will not be adjusted
= Notification according to Article 88 EC/ Regulation (EC) nr. 659/99 mandatory

21
Funding Regional Passenger Rail Rolling Stock, Seminar on State Aid for Transport projects co-financed by EU Structural Funds, Warsaw, May 28th



Isolated investment subsidy I k CWw Jaspers

ooooooooooooooooo

Model A

A /passenger numbers (and ticket ™

revenue) may increase - hence

the danger of over-compensation
will be aggrevated with net cost
contracts (ticket revenue is not

. displayed in this graph) /
Subsidy and regular compensation are independant of each oth?\

danger of overcompensation

Payments to TOC

time

reduced capital costs due to
subsidised procurement of

Matching rolling stock
contribution

Additional effect: With new rolling stock energy
costs and maintenance costs may decline

Costs of TOC
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Isolated investment subsidy sesmaen RS

Critical aspects of the model
= Obligation of yearly control of overcompensation may be necessary

= Decision of EC for the payment of investment subsidies which are not
taken into account for the overall compensation of public service
obligations is still unclear

= Total maximum subsidy rates of 30 to 50% __ [railway sector state aid
guidelines]

= Risks of delays due to uncertain duration of the notification procedure
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procured public service contract (PSC) o

Model B 1

= Based on existing PSC (in line with reg. 1191/69), renegotiation of PSC necessary,
admission of certain obligations in the contract

Model B 2

= Obligation to award a PSC in line with reg. 1370/2007 after approval of funding
application. The PSC will have to fulfill certain conditions.

Model B 3

= Direct award of PSC (in line with reg. 1370/2007) including certain obligations

Obligations to be included into the PSC in all thre e models

= Obligation to procure new rolling stock, use of subsidized rolling stock will be
restricted to the railway lines covered by the contract

= Adequate termination clauses (handover of RS or refund of subsidy)

= Unity of financial compensation with two elements: investment subsidy and regular
compensation payments, as compensation for all public service obligations set out
in PSC (according to reg. 1370/2007).
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Subsidy with obligation for conclusion of PSC I k C W Jaspers
Models B1, B2

adequate return on

investment
O A
O
|_
(®)
‘;; Sum = Total
e financial
c control for :
= overcompensation! compensation
% fixed in PSC
(a
time i
. Based on calculations of
Obligation for total costs !
conclusion of PSC |
(@)
,C_) Matching /X
“5 contribution termination clauses at end
s of contract (e.g. re-use
o guarantee, obligation for
8 transfer to next TOC
A 4
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Investment subsidy as part of PSC 1 k

Model B3

adequate return on
investment

[ [ [ [ [ [ [
A Avoidance of overcompensation has to be controlled!

Sum = Total
financial
compensation
fixed in PSC

Based on calculations of
total costs !

26
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') capital costs ’ termination clauses at end
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! for transfer to next TOC or
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Models for payment of subsidies NKCUW aSperSj

Award of subsidy versus award of PSC

Model Investment subsidy \ Public service contract

A

No economic connection between subsidy and PSC payment

B1
Existing PSC in accordance with 1191/69

R —

Awarding of PSC and subsidy will be negotiated jointly

Subsidy and PSC payment regarded as an economic unit
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a public service contract (PSC)

uuuuuuuuuuuuuuuuuuuuuuuuuuuuuu

Model C — competitive tendering

= Competitive tendering of PSC (in line with reg. 1370/2007) including
obligation to use new rolling stock

= Winner of contract shall fulfill same obligations as in models B
= Obligation to procure and use new rolling stock
= Adequate termination clauses

= Use of subsidized rolling stock will be restricted to the railway lines
covered by the contract.

=  Unity of financial compensation with two elements: investment subsidy and
regular compensation payments, as compensation for all public service
obligations set out in PSC (according to reg. 1370/2007)
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Investment subsidy as part of PSC
Model C — competitive tendering
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Tendering of public service contract to the best bidder

adequate return on |
\7 investment

Payments to TOC

Sum = Total
financial

compensation
fixed in PSC

Based on calculations of
total costs !

capital costs

Costs of TOC

termination clauses at end of
contract (e.g. obligation for
transfer to next TOC or to PTA)
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Additional items to be considered
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= Normally contracts will have to be concluded for at least
10 years (if state aid has to notified on the basis of the
EC state aid guidelines for the railway sector) and up to
15 years (according to reg. 1370/2007).

= Restriction of the level of investment subsidies for new
rolling stock is not necessary, since these subsidies are
part of the overall compensation for all public service
obligations in the PSC (on the assumption the contract
has following obligations)

= Control of overcompensation in line with annex
of reg. 1370/2007,

= Termination clauses for the end of the contract
period

= Obligation to use rolling stock only on railway
lines covered by the PSC
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Models B1, B2, B3 and C T
T Guarantee to use tied\

aid resp. subsidised
rolling stock within its
territory for the expected

Subsidy
payment

useful life

Guarantee to use I -
subsidised rolling |
stock only on lines |

covered by PSO |

contract
Agreement on
- <1 Investment ~<~ .
subsidy TS~

of contract period

&kes over rolling stock Alternative
obligations for end

Pro-rata refund of investment subsidies,
if TOC wants to keep rolling stock
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Implementation of PTApool =%

Model D

= Solution for a second step — in the Czech Republic not
suitable for a short-term implementation

32
Funding Regional Passenger Rail Rolling Stock, Seminar on State Aid for Transport projects co-financed by EU Structural Funds, Warsaw, May 28th



Implementation of PTA Pool I k

4 Step 4. \
Number of rolling Inclusion of
further networks PTA Pool
stock

Step 3:

Transfer of vehicles

from the old operator

to the PTA pool

Network A, B, ... Network A, B, ...
Step 2.
Step 1: Preperation of a PTA pool (nation-
Direct or wide or for some regions
competitive
award of PSO b
contract; direct
award of Start of End of 1st
subsidies contract contract
period period
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