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LOCAL BUS SERVICES MARKET INVESTIGATION 

Summary of hearing with FirstGroup on 8 October 2010 

Background 

1. FirstGroup said that the bus industry was very competitive. At the time of deregula-
tion the industry exhibited poor levels of customer satisfaction, but 20 years on 
substantial investment had been made, and bus operators were a great deal more 
efficient and effective. Bus operators competed not just with other operators but also 
with other modes of transport—car, tram, rail. The key stakeholders were the cus-
tomers, and customer satisfaction was fundamental to the business. The National 
Passenger Survey showed very high levels of customer satisfaction and FirstGroup’s 
own internal survey research gave a similar result. 

2. FirstGroup ran its businesses locally on a route-by-route basis. In June 2010 it had 
introduced five Regional Managing Directors. Their principal role was to focus closely 
on the individual operating businesses through the plethora of business KPIs, per-
formance against which was assessed on a weekly and monthly basis, and to report 
to senior management who considered the overall strategic position. FirstGroup had 
to reassess its business in the light of financial, political and regulatory uncertainties. 
The recession was not over. Its workforce was largely unionized and therefore 
changes to terms and conditions of employment had to be negotiated, meaning that 
its business model could be less flexible than that of others. Another issue was its 
pension deficit. 

3. FirstGroup also said that it faced regulatory challenges and that these were currently 
in flux. It was not yet known what changes would be made to the Bus Service 
Operators’ Grant (BSOG) nor to the concessionary fares regime. The regulatory 
impact assessment of the DfT consultation on changes to the concessionary fares 
regime had highlighted reduced reimbursement across the industry of up to 
£132 million a year. Bus priority projects might be cancelled under the forthcoming 
spending review. Obligations under the Disability Discrimination Act would have to be 
taken into account, as did EU legislation on passenger rights. 

4. The bus industry had launched ‘Greener Journeys’ on 20 September which was an 
initiative aimed at converting 1 billion car journeys into bus journeys in the next three 
years; that amounted to a 1 in 25 journey swap from car usage. FirstGroup saw that 
as a key opportunity.  

5. There were at least two operators within 500 metres of approximately 80 per cent of 
bus stops in the UK, so there was a considerable amount of competition available to 
bus customers. Potential competition was always there. FirstGroup had to provide a 
service that was frequent, reliable, value driven, of good quality and with the right set 
of fare options for customers. If that service was not delivered daily, there would be a 
gap and competitors would look at that gap as an opportunity to gain entry. 

The market 

6. In order to achieve customer satisfaction, it was necessary to understand the demo-
graphics of local areas and the needs of passengers in order to appreciate how they 
might use the bus service (whether for commuting, leisure, day trips). Then the 
passengers’ needs had to be matched with the service’s frequency levels, quality and 
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fare structure. Demand on some routes had fallen during the recession and fre-
quencies had accordingly been adjusted downwards. Where it seemed that demand 
could be stimulated, targeted route-based marketing was used. Passengers were 
travelling mainly to work, for shopping, or to go to leisure activities. [] It undertook 
general customer satisfaction surveys in each local operating area.  

7. FirstGroup had made a number of acquisitions after deregulation. Currently, it had 
just come through a very difficult economic period, and over the next five years one 
of its aims was to ensure that it served and maximized customer demand in its 
current markets. A 1 per cent switch in car journeys would equate to a 14 per cent 
increase in bus patronage and stimulating modal shift away from the car was 
extremely important. It would also be important to look at new markets and new 
opportunities over the next five years. These would include partnerships with LTAs 
and PTEs, for example, to [] so as to stimulate greater demand for bus travel into 
towns and city centres.  

8. During the last five years, FirstGroup’s focus had been on improving the quality of its 
offering. It had focused on internal performance issues, making sure it got 8,000 
buses on the road every day and met its own quality standards. It had also made 
three acquisitions (Hutchisons in the Glasgow area, Truronian in Cornwall, and 
Chester City Transport). It had also looked at [] other parts of the country although 
it had decided that none of these offered a market opportunity at that time. 

9. FirstGroup had recently reorganized its bus operations into five regions—London, 
Scotland, the north of England, the south-east of England and the south-west of 
England and Wales. The Regional Managing Directors ensured consistency of 
service and sharing of best practice between local operations. FirstGroup employed 
over 20,000 employees and had to get buses on to 2,064 routes every day. In order 
to stimulate growth for the future, senior management had to manage very closely 
compliance with the operational KPIs as well as assessing its strategic capability to 
grow the market. 

10. FirstGroup constantly looked at what other operators in their localities were doing to 
see if it could learn from them. As all routes were different with different demo-
graphics and demand etc, what worked in one location might not work in another. 
Customers were not the only stakeholders; relationships with the LTAs and PTEs 
were fundamental. LTAs and PTEs could influence demand and competition for the 
road in a number of different ways, eg bus priority measures, volume and pricing of 
car parking and planning decisions. Partnership was very important going forward. 
The five Regional Managing Directors were expected to cultivate stakeholder 
relationships and partnerships. They also ensured the right level of engagement with 
local teams. 

Market developments 

11. The impact of the recession had been quite severe in certain areas. For example, in 
Manchester, there had been [] in passenger numbers [] but since the summer of 
2008, there had been [] of passengers. The reason for this might well have been 
the loss of jobs in certain trades, notably in construction. Similarly, in Sheffield there 
had been little recovery from the recession. [] In Swansea and York, FirstGroup 
had been trying to encourage modal shift by introducing the ‘ftr’ service.  

12. FirstGroup had reacted to the [] of bus patronage on some routes by assessing 
what was appropriate for each route and implementing some back office job losses. 
Some frequency reductions had occurred on some routes []. The [] in the 
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mileage operated had been []. FirstGroup []of the overall UK network had been 
cut during the recession. 

13. The industry-wide campaign called ‘Greener Journeys’ was in its early stages and 
was being piloted in three areas in Exeter, Norwich and Milton Keynes before being 
extended further. It consisted of communication about the benefits of switching from 
cars to public transport, and a million free bus tickets were being distributed (100,000 
winners received ten free tickets each). [] It appealed both to people’s commercial 
instincts and to their altruistic desires to help save the planet. There was certainly a 
growing appetite for greener travel. A YouGov tracker poll prepared for FirstGroup in 
June 2008, at the time when there was a big peak in fuel prices, had stated that of 
those people predicting an increase in public transport usage over the next five to ten 
years, 88 per cent thought the increasing cost of motoring would drive more people 
to leave their cars at home. That figure had risen from 78 per cent six to nine months 
earlier. There was clearly a relationship between people’s thinking about the price of 
fuel and the propensity to travel on public transport.  

14. FirstGroup did not make excessive profits. If BSOG were reduced, FirstGroup would 
have to consider how to respond. [] 

Market definition 

15. FirstGroup looked at opportunity and profitability on a route-by-route basis. For 
example, in the Manchester area, within a relatively small geographic area it was 
possible to have very different patterns of demographics and demand on different 
routes. For example, one could compare routes 135 and 167 coming out of 
Manchester and going north. The 135 went to Bury and had quite a lot of traffic 
generators on the route; it was also in competition with the tram and was run as a 
high-frequency service every 7½ minutes. The 167 went off past a large area of 
parkland and through some industrial estates and terminated in an area of Rochdale 
where there was high car ownership and less desire to use a bus service to 
Manchester. The 167 had operated as an hourly service until relatively recently, 
when FirstGroup had decided that the off-peak journeys were not a commercial 
proposition. The point of this comparison was that the first 2 miles of routes 135 and 
167 were common, but the routes then became very different owing to the nature of 
the areas they served. The fares were not differentiated to a great extent. FirstGroup 
wanted to market a fare structure that was simple for both users and non-users to 
understand and focused a lot of marketing on the [], but it was a simple price 
proposition which was the easiest for drivers, customers and non-users to 
understand. 

16. Sometimes FirstGroup used different single fares to deal with different demographic 
issues. [] The 2-mile journey on the route that was common to the 167 and the 135 
would cost the same price.  

17. As to the supply-side view of the market, FirstGroup said that to an extent, buses 
could be switched from one of the two Manchester routes (167 and 135) to the other 
if demand changed, although it did not necessarily think of it in the terms of moving 
resource from one route to another. It was constantly re-evaluating all of its routes 
and there would be times when it became clear that some routes had too many 
buses on and there would be times when other frequencies needed to be increased. 
If those could be done at the same time, then resources could be moved between 
routes. FirstGroup had made changes on three routes simultaneously in late 2009, in 
order to generate more traffic by attracting people who worked at the Trafford Centre 
retail development on the edge of Manchester. 
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18. If, hypothetically, the 167 route were run by a competitor and the 135 were run by 
FirstGroup, sharing bus stops in Manchester on the first part of each route, the two 
companies would be in head-to-head competition with each other on the common 
part of the two routes and potential passengers who lived between the two routes 
could choose either of them. However, the two routes were going to wholly different 
destinations, so they would not be in head-to-head competition once passengers got 
beyond the common part of each route. What determined head-to-head competitive-
ness was the extent to which passengers had a choice to go on one route or the 
other.  

19. FirstGroup did not see modal shift and competition from other modes as just a long-
run issue but also as a short-term issue. It did not want service provision to appear 
unstable by continually altering its offering to customers. Modal shift could be a short-
run concern in the sense that in the short run, FirstGroup would take account of car-
park pricing in terms of setting the price of its day tickets. Recent changes in car-park 
pricing could be seen in Southampton, where car-parking prices had been reduced 
as a means of trying to stimulate retail demand. That was not an action that was pro-
public transport. On the ring around the edge of Manchester city centre, where there 
were a lot of development sites, large cheap car parks had been created. The price 
of parking there was £2–£4 a day, whereas in the city centre car parks, the charge 
was some £6–£8. This constrained FirstGroup’s policy on the pricing of its day ticket. 

20. FirstGroup’s long-term plan was to have its core markets and core routes very 
explicitly developed and managed. It was necessary to plan for new schools, hospi-
tals and retail developments. Forward thinking tended to be in terms of the next five 
years. Local plans tended to focus on the next few months. 

21. On fare elasticities, FirstGroup said that these were route by route and its customers 
were very price sensitive. Policy makers considering, for example, changes to BSOG 
used different elasticities, looking at the macro level. The elasticity that any individual 
bus operator faced on a route at any particular time would be very different because 
it would not be the result of a market-wide change in costs but would reflect the 
demographics of particular areas, population density etc. 

22. KPIs were assessed for every local individual business. The Regional Managing 
Directors had the responsibility of working with the individual teams to ensure that 
delivery was to the correct standard. Performance was formally reviewed monthly at 
board level. Punctuality could be measured only at the route level, but vehicle failure 
had to be monitored at vehicle level. Some performance indicators such as lost mile-
age and customer complaints were considered at route level as well as at operating 
company level. 

23. On market definition, each route was a market. FirstGroup did not think that the 
market was at a higher level—a depot was just an arbitrary collection of routes which 
could be switched between depots. There was a necessary trade-off between route-
based fares and the need to keep fares simple for customers and drivers so fares 
might not differ much between different routes in the same area. Individual route 
fares were not really practicable although some specific fares existed for specific 
routes. Routes might be considered together in terms of particular characteristics. 
FirstGroup had identified about 40 different types of consumer. Different marketing 
campaigns were targeted specifically at different types of customer but differences 
between individual routes meant that it was not possible to make generalizations 
either in a particular local area or across the country—a ‘one size fits all’ strategy 
would not work. 
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Head-to-head competition 

24. Head-to-head competition was found when two operators were actually competing on 
a corridor or route with a comparable service. These competitors were serving the 
same corridor on comparable timetables over a particular length of route. That length 
would depend on the demand on the flow. Such competition could be short-lived or 
sustained. A route could sustain more than one operator over a sustained period of 
time if there were a sufficient density of people on the route who were potential bus 
users. The frequency of the buses would be related to the demand. If two operators 
remained on the route long term, the market must have grown or have been in-
sufficiently serviced in the first place, and both operators must be in a position where 
they were making enough money on the route for it to be a sustainable proposition 
for both of them. In the last five years, FirstGroup had experienced just over [] 
commercial entries against its commercial services, and [] of those cases had 
there been subsequent exit. 

25. Not all of FirstGroup’s routes could sustain two (or more) operators. If a gap existed 
in the level of frequency or the whole level of service or the fare offering, a competitor 
might come in. If FirstGroup were operating on a route and a new operator wanted to 
come in, FirstGroup would respond robustly, but []. 

26. Another response might be to produce a differentiated offering, for example the ‘ftr’ 
product in Swansea, which provided tram-like quality. At times, FirstGroup might take 
no action because it considered that an entrant had misjudged the level of demand, 
acknowledging that sometimes there might not be a level of demand that could 
sustain two operators on a particular route. It treated every competitor on every route 
very seriously. Any operator, large or small, could deliver what the customer wanted 
at a route level. Sunk costs of entry were not that material and a depot was not a 
prerequisite. 

27. FirstGroup said that it would not necessarily take a larger entrant more seriously than 
a smaller one. Smaller operators could have a specific impact on the profitability of 
particular routes. Quite a lot of smaller entrants then went on to expand their oper-
ations. For example, Norfolk Green had grown to 60 buses; Western Greyhound to 
113; Konect to 38; and an operator previously running school contracts in Leicester 
grew to 22 buses over a period of 18 months. Given that most routes did not run with 
more than (say) ten buses, a five-bus entry could be 50 per cent of the supply on an 
individual route. 

28. FirstGroup thought that the level of competition it faced depended not only on 
demand but also on its quality of service—where its service quality was such that 
demand was being met, another operator might not see any commercial viability in 
entering the market.  

29. In areas where intra-urban and inter-urban services were run by different operators, 
inter-urban services generally met the needs of a different type of customer. When 
running an inter-urban service, an operator had the choice, when reaching the city 
itself, of stopping at all bus stops or stopping at only limited points. If the operator 
chose to stop at most stops within the city, it could put itself in head-to-head compe-
tition with intra-urban operators. For example, in the Manchester area, Transdev 
operated on long-distance services from the Burnley area, coming down the A56 
through Prestwich, and stopping at all the key demand points between the motorway 
and Manchester city centre. So Transdev’s route was a direct competitor with 
FirstGroup’s 98 service, which came from a slightly different area but proceeded 
down the same corridor.  
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Potential competition 

30. FirstGroup thought that it was viewed by other bus companies as a potential competi-
tor in the areas where it did not operate just as other companies were to areas where 
they were not currently operating. Whilst its operating companies assessed their own 
local areas for new opportunities, it would also be looking for attractive gaps in the 
market within its five-year planning horizon. Over the last few years, it had made a 
number of entries against operators of various different sizes. In Manchester, 
FirstGroup operated largely to the north of the city and Stagecoach operated largely 
to the south of the city, but FirstGroup still saw Stagecoach as a potential competitor. 
It aimed to offer a quality service which had frequencies and prices such that gaps 
were not created for any of the other operators in the region, including Stagecoach 
Manchester, to operate services on the northern routes in Manchester.  

31. If potential competition became real, FirstGroup would look at the route and at 
whether it was delivering that combination of frequency, quality and price that satis-
fied the market and satisfied customers and decide whether to react. Actual entry 
might cause FirstGroup to change one or all of the service metrics (including fre-
quency, quality and/or price) on a route but equally, it may decide that the existing 
proposition is right and no change is required. Operations could be sustainable at 
almost any scale; a number of small operators had started small and grown signifi-
cant businesses. Some operators had a business model of running tendered ser-
vices; others were in the coaching business. Some small operators chose to remain 
quite small, for example Jim Stones who operated 16 high-quality buses in the Leigh 
area near Manchester. However, he could look to expand his operations at any time, 
like any other operator.  

32. Some routes would never support more than one operator. When asked about the 
possibility that a potential entrant might be disincentivized from trying to displace an 
incumbent, FirstGroup said that if an operator came into a market that it thought was 
already well-served market, it would be pursuing a high-risk strategy. FirstGroup 
would respond to a new entrant in that situation although the nature of its response 
would depend on the particular circumstances.  

33. In answer to a question on why FirstGroup had not entered the Birmingham area, at 
a given time, FirstGroup said that [].  

Indicators of the degree of competition 

34. Operating margin was one of the measures of profitability that FirstGroup looked at. 
FirstGroup also looked at return on capital employed in reviewing the success or 
otherwise of a particular business. A form of return on capital could be calculated at 
route level, there was a peak vehicle requirement on any particular route, and a cost 
base that was pertinent to that route. [] Pensions were an expensive item. The 
individual history and legacy of a particular route could influence profitability. It was 
difficult to generalize as between urban and rural routes or tendered and commercial 
routes; individual characteristics were important. 

35. FirstGroup had acquired Truronian []. 

36. Profitable routes could have high or low levels of competition and demand was 
fundamental to profitability. [] In theory, the unit of production could be considered 
as the bus rather than the depot. FirstGroup considered that the modern equivalent 
asset approach was the correct way to approach the calculation of the value of a bus 
fleet. 
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37. FirstGroup []. Many LTAs and PTEs required new buses in tenders. In answer to a 
question as to whether there was any correlation between high concentration at the 
route level and profitability, FirstGroup said that on some routes there might be high 
concentrations and high margins, but on others that was not the case—there were 
examples of high-concentration, low-margin routes as well. As to concentration at the 
local level in terms of the network of routes in an area, FirstGroup said that it was 
difficult to generalize about this; the routes, which had their own individual features, 
were the fundamental unit. Economies of scale were not that significant. Smaller 
operators could have a more flexible cost base and therefore any advantages of 
economies of scale could be outweighed by flexibility. 

Theory of harm 1: Intrinsic features limiting competition 

38. FirstGroup was not aware of evidence that the availability of depots acted as a con-
straint on entry. It was difficult to generalize about the optimum size of a depot as 
much depended on the level of requirement by route. Smaller operators might have 
different operating models from larger operators. There was a relationship between 
the size of the depot and the efficiency in relation to the volume of buses within it. 
Whatever the size of depot, if an operator had spare unused capacity and a larger 
site than needed, it might look to move []. Smaller operators could enter the 
market without a depot, for example by using an outstation ([], for example) or a 
parking site and fuelling vehicles at a filling station.  

39. The largest of FirstGroup’s depots had 400 buses at one point but it had depots of all 
sizes ranging from parking sites to outstations, 50 buses to 200 buses and beyond. 
Some central purchasing took place. There were benefits from effective central 
management in spreading best practice, and this had been the aim of appointing 
Regional Managing Directors. FirstGroup had 14 operating companies and five 
regions. It did not believe there were any economies of scale which could impinge 
upon the ability of smaller companies to compete, nor any economies of scale from 
operating in an aggregated way in particular geographical areas. 

40. In answer to a question as to whether FirstGroup perceived any instances of net-
works providing operators with an advantage in serving customers, FirstGroup said 
that it did not believe there were any such instances, or at the most, very few. [] A 
smaller geographic area might exhibit a different pattern of journeys from a city such 
a Birmingham. FirstGroup pointed out that the CC’s own ticketing working paper 
showed that most small operators did not see other companies’ networks as an 
obstacle. 

41. Sunk costs were not significant in the bus industry, as was evidenced by the 1,000 
bus operators that existed in the UK. Driver recruitment and training did not represent 
a barrier to entry. Drivers could be recruited through an agency (FirstGroup had 
recruited a number of Polish drivers). Buses were readily available. Leasing buses 
was also an option. Local knowledge was important but there were many experienced 
smaller operators in the UK market, many of which had at one time worked for the 
larger bus groups. Smaller operators tended to establish themselves in geographic 
areas with which they were familiar. 

42. Local knowledge could also be acquired by on-street observation of buses and 
passengers. The demographics of an area could be assessed in order to get a broad 
picture of the bus market. 

43. Access to facilities had not been a problem. Operators could either access bus 
stations or go on-street. The PTEs managed bus stations and bus stops in their 
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areas. Entrants were able to provide route information, and information about two or 
more operators was often presented at bus shelters.  

44. Multi-operator ticketing was not a deterrent to competition. A good multi-operator 
ticketing scheme would allow a small new entrant access to the network because its 
potential customers could buy a multi-operator ticket and travel across the network. 
In Manchester, multi-operator ticket prices were about 10 to 20 per cent above the 
prices of tickets sold by individual bus operators in line with the greater distance and 
modal flexibility they offered. These prices were set by a company dedicated to 
selling and marketing these tickets with a board made up of the operators from all 
modes and the PTE. Individual large operators could not prevent a reduction in the 
price of the multi-operator ticket if other operators so wished. The arrangements 
brought advantages to all concerned.  

45. In Manchester, [] per cent of FirstGroup’s commercial (non-concessionary) 
revenue was made up of revenue from the multi-operator ticket.  

46. FirstGroup had grown by acquisition because there had been a ready stream of 
sellers. Most companies bought by FirstGroup had been management buyouts. 
FirstGroup had grown but in the process had acquired cost liabilities (largely in the 
form of pension commitments and employee terms and conditions). It looked at its 
businesses very much locally. It was put to FirstGroup that the market share of the 
top four or five bus companies had not declined. FirstGroup explained that it was 
important to appreciate that there were a thousand bus operators in the UK and that 
a number of operators had incrementally grown. The market was noticeably entre-
preneurial. Over a period of time, family members did not wish to continue with the 
business and so consolidation occurred. Some quite significant medium-sized com-
panies were now in operation. For example, Centrebus had grown rapidly over the 
last four to five years and now had approximately 300 buses; its growth had been 
achieved through a mixture of commercial entry, tendered entry and acquisition.  

Theory of harm 2: Exclusionary conduct 

47. There were some instances where FirstGroup had engaged in wholly lawful and 
proportionate intense short-term competition. Its guiding principle was to comply with 
the law.  

48. In the distant past, the industry more generally had seen some examples of 
behaviour that were not now seen.  

49. FirstGroup would always compete legally but robustly. Temporary changes in pricing 
policy could stimulate the market but were not always removed if a competitor with-
drew. FirstGroup had clear compliance systems in place to prevent any improper 
competitive conduct.  

50. FirstGroup considered that the dynamic of what it saw in the industry suggested that 
there the worry about exclusionary conduct was a myth, particularly as FirstGroup 
had seen quite a number of entries against its services, and most of those entries 
were still in place, and also based on the evidence of the instances of entry and 
expansion identified in the CC’s working paper. 

51. FirstGroup was also surprised that the CC was contemplating stepping away from 
the current legal position of abuse of a dominant position and was not aware that any 
other authority had considered such a theoretical construct. 
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52. In summary, FirstGroup was not aware of any examples where aspects of conduct 
had inhibited competition in the bus industry. 

Theory of harm 3: Geographic market segmentation 

53. FirstGroup said that a number of locations that it now served had been acquired 
historically through acquisition and FirstGroup had maintained its level of service and 
seen opportunity to grow within those markets. [] Its decision on taking on any new 
market was whether it felt that there was a commercial opportunity to enter that 
market. If considering entering an area, one factor that it would expect and take into 
account was a reaction from competitors already within that area. Gaps in the market 
needed to be carefully identified. FirstGroup did not accept the principle that no bus 
operator looked outside ‘its area’.  

54. The bus market in most of the country was either fairly stable or had historically been 
in a long-term decline linked to the car ownership trend. In this situation, if the oper-
ators which were in those areas were providing a good quality of service, it was 
difficult to identify where the gaps might be to make a profitable entry into the market. 
FirstGroup did not consider that there could be significant regional economies of 
scale and its businesses were run very much from a localized perspective. 
FirstGroup had entered against a number of smaller operators but smaller operators 
had also entered against it. 

Theory of harm 4: Impact of regulatory environment 

55. Regulation did not skew competition between bus operators because it applied to 
everyone and covered minimum standards of vehicle maintenance, operation, safety 
and customer quality aspects. The policies of an LTA or PTE on car parking and 
planning would apply to all operators within a market. If an LTA pursued a policy that 
drove up the overall level of demand, that could attract a new entrant, say on to a 
corridor on which it had not previously operated. FirstGroup’s relationships with LTAs 
and PTEs were of critical importance. Inevitably there were different priorities and 
different views. Smaller operators often maintained very good relationships with local 
councillors—their local focus assisted in this. At one time in Manchester during the 
discussions regarding the proposed congestion charge and associated bus service 
enhancements, senior staff in FirstGroup spent some [] per cent of their time on 
negotiations with the PTE. The Greater Manchester Bus Operators Association held 
collective discussions with the PTE on raising public transport quality in the area 
therefore providing representation of smaller operators. 

56. For example, FirstGroup was in active discussions with three of the northern PTEs 
(Manchester, West Yorkshire and South Yorkshire) about partnership proposals. 
There were benefits in working together to grow the market. There was no reason 
why any operators should be excluded from quality partnership arrangements. 
FirstGroup had entered into a voluntary agreement with Arriva and district councils in 
Chester in relation to frequencies. [] Other examples were a voluntary quality 
partnership in Aberdeen and a partnership called Streamline in Glasgow. [] 

57. The Traffic Commissioners had a regulatory role in ensuring a framework of set 
standards for all operators. Under the current arrangements, the Traffic 
Commissioners would not be able to undertake effectively any competition/economic 
regulation in addition to quality standards regulation. The Traffic Commissioners 
were currently under-resourced and would need the economic abilities of the OFT.  
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58. The concessionary fare regime was complex and reimbursement was calculated on a 
different basis in different areas. This was not a barrier to entry because the 
reimbursement arrangements were complex for everyone. FirstGroup did not believe 
that higher fares were associated with higher levels of concessionary passengers. 

Tendered market: Theory of harm 5: Tender design 

59. Regarding tender design, operators needed flexibility so that they could make 
alternative bids. For example, flexibility was needed so as to allow bidding for 
different combinations of routes from different operators. The more people who could 
bid, the more bids would come in, and in theory more bids should result in a lower 
price. Therefore very prescribed arrangements to which operators found it difficult to 
respond to might result in a lower number of bidders. 

60. A complicated tender process might deter smaller operators. Sometimes the 
response time to the tenders was too short. In principle, the advantage of a cost-
based contract was that the local authority was taking the revenue risk. []  

Theory of harm 6: Barriers to entry in the tendered market 

61. De minimis contracts were properly used. They could be useful in some circum-
stances. LTAs might initially award an emergency de minimis contract for a short 
period of time, so that they could take time to decide what type of service would be 
appropriate in the long run. There could be problems with ticketing if an evening 
operator was different from the daytime operator. 

62. The tendered market was contestable. FirstGroup had moved into Cardiff where it 
had successfully built a tender business. In Merseyside, FirstGroup had entered, 
winning 25 school bus contracts, but had lost them three years later. The tender 
market was a useful way to get a foothold and then develop further. A number of 
operators had used the tender market as a springboard into a commercial operation, 
for example Norfolk Green, Western Greyhound, Rotala, Veolia and Stagecoach in 
north Devon. 

Theory of harm 7: Bidding strategies 

63. FirstGroup said that it did not disagree with the CC’s approach set out in the updated 
issues statement that the CC did not expect to pursue this theory of harm. 

Theory of harm 8: Exclusionary conduct 

64. FirstGroup did not consider that there was great potential for exclusionary conduct in 
the tendered market. 

Theory of harm 9: Gaming 

65. FirstGroup agreed with the CC’s decision in the updated issues statement that the 
CC would not pursue this theory of harm. 
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