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The model includes actions to ensure the funding of: 

 

• The implementation and expansion of the system. This includes investments in 

infrastructure, equipment, initial planning activities and commissioning.  

 

• The system's operation and maintenance, including the payment to service 

providers, as well as to licensed institutions and companies for the collection 

system, control and information technologies, and system access infrastructure. 

 

• The performance of the corresponding allocations (planning, regulation and control) 

by the management entity. 

Financial and fare collection system model (1) 
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• This aspect considers fare administration and the implementation of measures that 

ensure the following: financial profitability commitments by private operators, 

compliance to the operational standards established by contract, and the provision 

of an affordable transportation service encompassing the entire city. This also 

implies the development of operational models that cover low economic profitability 

areas (due to low demand and/or high operational costs), ideally with service 

standards similar to those offered in high-profitability areas. 

 

 
Varela, Sebastián (2014), Op. cit. 

 

3 

Financial and fare collection system model (2) 
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• In general, cities in Mexico and Latin America have preferred to develop a model in 

which the planning, infrastructure building, and the implementation of collection, 

control and information systems are covered with public funding, originating from 

both, the federal government (the support of PROTRAM has been essential for this 

case in Mexico), and state and municipal governments. However, the challenge of 

implementing high-standard, growing and complex systems creates the need of 

finding new sources that can ensure permanent funding, in order to guarantee 

infrastructure maintenance, funding of the management entity, as well as to 

maintain previously established operational standards. 

 

 
This observation is valid for transportation systems based on buses. In the case of railway systems, its 

operation is still in the hands of public companies. 

 

Hidalgo Darío, and Aileen Carrigan (2010). 
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Beyond the application of subsidies, it is convenient to take into account other funding sources that 

complement the income obtained by fare collection. Among such sources we can find: 

 

Capital gain capture systems refers to tax instruments that allow the public sector to capture the land 

rising value in a certain area, as a result of the materialization of public works or public transportation 

network enhancements.  The recovery of such increments can be made directly through the application 

of taxes that can later on be used to fund its infrastructure investments. 

 

Policies and demand management programs. The most notable ones among these are: charging for 

street parking with parking meters, pricing specific road areas (example: Singapore, London, and 

Stockholm), as well as by the application of green taxes for congestion or vehicle emissions. The 

collected resources by means of these mechanisms can feed a substantial fund aimed to finance both 

the infrastructure and its operation. 

 

Specific tax for gasoline and diesel, which can be allocated to a trust fund in order to finance 

infrastructure and its operation. A mechanism like this one allowed for the implementation of 

Transmilenio in Bogota, where a local fuel tax funded 46% of the initial infrastructure costs. A 25% of 

surcharge should be added to the latter figure since it is currently applied to finance system expansion 

works in the city. 

 

Advertising rights: for both vehicles and stations/designated stops. 
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New funding sources for Integrated 
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• Most of the systems in Latin America seek to cover operational and equipment 

costs through the income provided by fare collection, without considering subsidies 

for that purpose, not even to compensate for discounts or payment exemptions 

(required by the State) to specific groups, such as older adults, students and 

people with disabilities. However, the need to maintain low fares (given the low 

income levels of most of the system users) endangers long-term financial 

sustainability and therefore, threatening the compliance to service quality standards 

established as part of the operation regulations.  

Fare model (1) 
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• This is the reason why the definition of the fare should reflect the true cost of the service per 

passenger, what is usually called "technical fare". In case the technical fare cannot be equated 

to the "social fare" (what the user can afford to pay), necessary additional sources (beyond fare 

collection) should be considered from the beginning in order to fund the system's operation, 

maintenance and expansion without compromising its financial future.  The social fare can be 

focused in sectors with less resources. Current available technology allows for this. However, 

the establishment of a differentiated fare requires a precise and extended socio-economic 

measurement system for the users, which could be manipulated for a political benefit: discount 

card in exchange for votes. 

• In turn, the operator contracts must clearly establish the mechanisms and the frequency of fare 

increases, which should take into account inflation, equipment costs variation, fuel, etc. This 

provides certainty to both finance agents and system operators, thus ensuring the continuity of 

service standards established in the operational regulations. 
 

Hidalgo Darío, and Aileen Carrigan (2010), Op. cit. 

 

In this regard, a pilot program has been developed in Bogota with the World Bank's support. The subsidy equals 40% of the fare 

cost, considering a maximum of 21 trips per month. A boarding discount model has recently been implemented in the Mexico City 

Subway System after the fare was raised from 3 to 5 pesos on December 2013.  

There is a third fare type, that could be called "penalty fare", by which the State reduces or freezes the fare in order to force the 

operators to carry out improvements in the service that may result in an increase to the value charged to the user. 

 

In most cases, the most of the rolling material is acquired with bank financing. This will result unaffordable or expensive if there is no 

fare safety policy to be applied in the long term. (The greater the uncertainty, the greater the interest rate.) 
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• The flat fare (same price regardless of time and distance of the trip) is easy to 

communicate to users and implies a lower cost for long trips, which generally 

entails a cross-subsidy for low-income population located in the outskirts. However, 

it can be translated in a demand loss for short trips, whose cost is high compared to 

the alternatives. 

 

• The time-based fare allows transfers between services during a specific time 

window, making the integration easy and promoting the use of complimentary 

services. The definition of such application time should allow for most of the origin-

destination integrations to occur inside the established time frame.   
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Flat fare, time fare or distance fare? (1) 
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• The zone-based fare or distance fares are common in large cities.  This type of fare 

has the advantage of linking the cost of the trip with the production cost (longer 

trips are more expensive to offer) and to discourage the urban expansion. 

However, these have the disadvantage of affecting the low-income population that 

lives in the city's outskirts. Furthermore, communicating the structure of these 

systems becomes quite complex.   

• Likewise, differentiated fares can be established as per demand levels, which helps 

to decompress the system in peak hours. In any case, it is important for the 

integrated system to offer lower costs than the non-integrated system.  A model like 

the one described is operating in Transantiago, the integrated system in Santiago 

de Chile, which defines three fare types: low time, valley time, peak time. 
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Flat fare, time fare or distance fare? (2) 
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Whenever there are various operators in charge of the system, it is necessary to 

establish a distribution mechanism for generated income. Currently, it is possible to 

identify four models in this regard: 

 

• Distribution based on prior income (that is to say: before fare integration). 

 

• Distribution based on transportation demand (number of transported 

passengers). When this model is applied without regulatory efforts by the authority, 

the agreed operational standards can be compromised (such as travel times, user 

service levels inside the transportation unit). Under this model, the operator has the 

stimulus of transporting a greater amount of passengers within a minor amount of 

travelled kilometers per day, which results in high saturation inside the vehicles 
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Income distribution (1) 
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• Distributions based on supply (travelled kilometers). This payment model is 

very good for exclusive mass transportation corridors with a fixed route, because 

there is transparency in regards to the length of each trip. This model can also be 

applied to feeder or pre-trunk routes operated by transportation units equipped 

with GPS. Such technology allows for transparency regarding travelled kilometers 

and whereabouts of the units.  

 

• Mixed distribution based on supply (travelled kilometers) and demand 

(transported passengers). In such a model it is common for operator and State to 

share the risks, which guarantees minimum income levels to operators. 

 

Strategies for Public Transport in Cities (SPUTNIC), Guidelines in market 

organization. Public transport integration. 

11 

Income distribution (2) 
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I. Identify the financial scheme based to fund the transport system in your city. 

Which percentage of the incomes are related to the fare?   

 

II. Are there subsidies to cover part of the costs?  Is it legally possible to receive 

funding from other sources such as crossed subsidies?  Are there congestion 

charging policies in the city which could fund the public transport system? 

 

III. If the previous question present a “No” for an answer, how prepared is the city to 

start discussions around different types of funding for public transportation in 

order to improve quality of service so that it doesn’t affect low income families? 

 

Please post your response in the News forum under Unit 6: your task. 

 

Unit 6 task 
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