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Learning Objectives 
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At the end of this lesson you will be able to: 
 Name reasons why an agency might contract to deliver 

transit services 
 Explain when it is feasible to reduce operating costs 
 Identify potential cost savings and savings offsets 
 Describe the steps for successful procurement process 
 Identify best practices for contract management 



CONTRACTING 
FOR TRANSIT SERVICES  

3 



Types of Contractors 
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 Another transit agency 
 Municipality 
 Human service 

transportation provider 
or non-profit agency 

 Private for profit 
transportation company 

 Taxi company 
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Does Your Agency Contract for            
Transit Services? 
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 Does your agency contract for transit services? 

 If yes, what type of organization?  
 Another transit district 

 Another public entity, not a transit district (city or county, 
for example) 

 Human service transportation provider/non-profit 
 Private for profit company 

 Private for hire (taxi) 
 Other 



Contracting to a Taxi Company 
6 

 May require special 
considerations 
 Terms and conditions 
 Compliance 
 Oversight 

 
To learn more, visit  
“The Role of Private-for-Hire 
Vehicles in Transit in Texas” at: 
http://d2dtl5nnlpfr0r.cloudfront.
net/tti.tamu.edu/documents/0-
5545-1.pdf 
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Transit Service Delivery Models 
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 Directly operated 
 Management services contract 

 General manager and key staff 
 Transit service contract 

 Operations and maintenance (O&M) 
 Turnkey contract 

 Management staff 
 Operations and maintenance 
 Vehicles 
 O&M facilities 

 



Transit Service Delivery Models 
Group Discussion: Advantages of Different Models 

Function 
Directly 

Operated and 
Publicly 
Owned 

Transit 
Management  

– Public 
Employees 

Transit 
Management  
– Subsidiary 
Corporation 
Employees 

Transit 
Service 
Contract 

Turnkey 
Contract 

Policy Board Public Public Public Public Public 

Administration/ 
Planning/Grants 

Public Public Public Public Public 

General Manager 
[Key Management] 

Public Contractor Contractor 
Public 

Contractor 
Contractor 

Transit Service 
Supervision 

Public Public 
Public 

Contractor Contractor 
Subsidiary 

Operating/ 
Maintenance 

Public Public Subsidiary Contractor Contractor 

Vehicles/ Facilities Public Public Public Public Contractor 



Why? Why not? 

Reasons for contracting to deliver 
transit service 



Why Contract for Transit Services? 
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 Secure specialized expertise  
 Serve a niche market 
 Enhance customer service 
 Start new service or expand service quickly 
 Avoid upfront capital costs by contracting for 

service and vehicles, especially for new service 
 Reduce cost and improve operating efficiency 
 



Resources 
11 

 Transportation Research Board (TRB) 
 Special Report 258: Contracting for Bus and 
 Demand-Responsive Transit Services 
 Transit Cooperative Research Program (TCRP) 

 Research Results Digest 46: Supplemental Analysis of 
National Survey on Contracting Transit Services 

 National Center for Transit Research (NCTR) 
 Analysis of Contracting for Fixed Route Bus Service 
 



A contract for service 
may or may not reduce 
operating costs 

How does a private contractor 
reduce costs? 



Reasons a Contractor  
Might Reduce Costs 
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 Lower payroll costs – wages and benefits 
 Work practices 
 Lower administrative overhead 
 Expertise 
 Use of technology 
 Cost-effective maintenance procedures 
 Flexibility 



Activity 1: Discussion and Examples 
14 

Activity 1: Roundtable Discussion 

 Can you think of additional ways a contractor 
might be able to reduce the costs of providing 
transit services? 

 Please write your thoughts on the worksheet 
provided. (Handout) 



Savings Offsets – Possible Costs to 
Contract for Transit Services 

15 

 Transaction costs to procure transit services 
 Agency transition costs, especially to change labor 

structure 
 Agency contract management and oversight 
 Contractor costs may increase with agency emphasis 

on performance  



Activity 2: Discussion and Examples 
16 

Activity 2: Roundtable Discussion 

 Can you think of additional costs to consider 
before contracting for transit services? 

 Write your thoughts on the worksheet provided. 
(Handout) 

 



Is Contracting Transit Service a Good 
Option? 

17 

Possibly – Contracting might be cost-efficient 
 Strong need for flexibility 
 Level of service is easy to quantify 
 Private agency can provide needed expertise 
 Your agency has relatively high costs for: 

 Wages 
 Generous benefits 
 Restrictive work rules 



Is Contracting Transit Service a Good 
Option? 

18 

Probably Not – Contracting might increase cost 
 Potential cost savings not easy to calculate 
 Estimated costs savings are minimal  
 Lower cost may sacrifice effectiveness 
 Lack of private sector competition 
 Procurement is not transparent 
 Agency sacrifices public control 

 



Effects on Agency Employees 
19 

 Transit agencies must confer with legal counsel to 
determine the applicability and impact of federal 
protections for transit workers 

 You must assess risk associated  
    with Section 13c of the  
 Federal Transit Act 



Resources 
20 

 U.S. Department of Labor Fact Sheet on Protections 
for Transit Workers. 
http://www.dol.gov/olms/regs/compliance/special_
warranty.htm 

 Transit Cooperative Research Program,  
Legal Research Digest, Transit Labor Protection–A 
Guide to Section 13(c) Federal Transit Act, 
Transportation Research Board, Washington, D.C., 
June 1995.  
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Requirements in the contractor scope of services 
can impact cost savings 

Developing a Scope of Services 



Develop a Clear and Specific  
Scope of Services 

22 

 Describe the span of service 
 Specify the level of service 
 Identify the resources required 
 Outline minimum expectation for supervision, 

management, and administration 
 Establish performance standards 
 Define link between level of service and 

performance requirements 
 



Items in Scope of Services that Can 
Significantly Impact Cost 

23 

 Fuel 
 Insurance 
 Vehicle maintenance 
 Reservations and 

scheduling demand 
response 

 Routing and scheduling 
fixed route transit 

 Dispatch 
 Technology 
 Vehicles 
 O&M facility 
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Is Contracting Turnkey a Good Option 
for Your Agency? 

24 

 Elements of a Turnkey contract 
 Service 
 Maintenance  
 Vehicles 
 O&M Facility 

 Benefits 
 Contractor provides capital investment 

 Risks  
 Contractor owns the capital assets 
 Increases operating costs to include 

amortized capital 
 



Capital Cost of Contracting 
25 

 Contracting for turnkey transit services may permit 
some expenses to be eligible as capital expenses 
(80% capital cost reimbursement) 
 Maintenance  
 Vehicle cost 
 Operations facility cost 

 Must be a private contractor 
 Review the most recent legislation 
 and FTA guidance  



Group Activity: Discussion and 
Examples 

26 

Group Activity: Discussion 

 Has your agency had experience applying the 
Capital Cost of Contracting benefit for a turnkey 
contract? 

 Tell us about your experience 
 



Resources 
27 

 Federal Transit Administration, Circular 9030.1D 
Urbanized Area Formula Program: Program 
Guidance and Application Instructions, Last Revision 
May 10, 2010.  
 

 
 



The method matters, affects outcome 

Choosing the right procurement process 



Assess Competitive Market 
29 

 Research possible contractors 
 Issue a request for interest 
 Provide an opportunity for open discussion 
 Hold a pre-proposal conference 



Types of Procurement 
30 

 Invitation for bid (IFB) 
 Request for proposals (RFP) 
 Two-step procurement 
 Best value procurement 
 Non-competitive procurement 



Resources 
31 

 Federal Transit Administration, Best Practices 
Procurement Manual, Issued November 2001. 
Last Revision October 2005.  

 Federal Transit Administration, Third Party Contracting 
Guidance (FTA Circular 4220.1F). 
Revised April 14, 2009.  

 Federal Acquisition Regulations (FAR), FAR 37.6 
Service Contracts. https://www.acquisition.gov/FAR/  

 

https://www.acquisition.gov/FAR/


Learning from other’s experiences 

Best Practices for contract management 



Suggestions for Selecting the 
Contractor 

33 

 Consider cost and qualifications 
 Clearly define selection criteria 
 Use internal cost estimates as a baseline 
 Contact with your peers for references 
 Ask contractors to self-identify issues in previous 

performance 
 Research if the issues were remedied  

 



Activity 3: Terms and Conditions for a 
Good Contract 

34 

Activity 3: Roundtable Discussion 
 Please take a few minutes to review the sample list of 

terms and conditions for a good contract. (Handout) 
 Can you think of any other best practices to include 

for a good contract? 
 Please share. 



Ensuring Quality Service 
35 

 Maintain public control of strategic planning, service 
and performance standards 

 Outline all duties and roles of all parties 
 Establish clear mechanism to make changes 
 Define all expectations for service quality 
 Use performance measures and reporting practices 

to monitor quality 
 Include penalties and rewards for performance 



Attributes of Good Performance 
Measures 

36 

 Relevancy 
 Understandable 
 Comparable 
 Timely 
 Reliable 

Mission Goals Objectives Targets Measures 



Summary 
37 

 Why might an agency contract transit services? 
 What are some circumstances that make it feasible 

for a private contractor to reduce operating costs? 
 What are the cost savings and savings offsets to 

consider before contracting for services? 
 What are the steps for successful procurement? 
 What are best practices for effective contract 

management? 



Thank you! 

Evaluation Forms 
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