25 REQUIREMENT FOR PKP PRIVATIZATION
2.5.1 listory of Polish Privatization

The Iegislative framework for a comprehensive privatization program of the State Owned
Enterprises (or SOFs), included in the Balcerowicz radical reform, was initiated by the Law
on the Privatization of State Owned Entcrprises passed on July 13, 1990 and followed by
other laws, The modificd new Law on the Commercialization and Privatization of State
Owned Enterprises was passed on April §, 1997,

The approach to the privatization processes in Poland has been determined by the existing
social, political and cconomic conditions expressed by the existence of strong trade unions,
numerous and large SOEs (8,441) and a very limited domestic capital for privatization by
direct sale. The mass privatization concept could not be regarded as a completely
alternative solution in the first stage of transformation due to the necessity of time
consuming complex valuations of companies, not ensuring flows of new capital and
management skills required for restructuring. The mass privatization program, however
prepared in 1991, became an instrument of political controversy and was finalrly accepted in
1993 and established in 1994 in a form of the 15 National Investment Funds (NIF).

The government philosophy to the privatization processes in Poland, implementing a
varicly of privatization methods (multi-track), can be characterized by Iwo decision
clements - individually formulated general privatization program by the government for
parlicular enterprises (case by case approach) and a relatively high degree of freedom given
to the privatized enterprises concerning the detailed privatization program and choice of the
privatization method. The reliance placed on voluntary participation by so called “insiders”
represented by managers, employees and trade unions aimed at the acceleration of

privatization processes by avoiding the unexpected conflicts which would result by the
centralization of these processes,

The specific feature of the Polish ownership changes is a separation of the privatization
competencies into different government instilulions according to the scope of economic
aclivity in particular sectors or branches. Decision centers are assigned to regional and local
authorities. The execution, coordination and controt of privatization processes have been
designated to the following government institutions:

* Ministry of Treasury (until October 1, 1996 Ministry of Privatization)
- implementing the transfer of ownership from the state into private hands
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- preparation of privatization policy and capital cooperation with foreign partners

- representation of the State Treasury as sharcholder in the privatization process

- coordination of the cooperation with trade unions and local anthoritics to incorporate
private companics

State Treasury Agricultural Property Agency

- restructuring and the privatization processes of state owned agricultural property

Ministry of Finance

- privatizalion of statc owned banks and insurance companics

Selected ministries and regional authorities in charge

- privatization processes of sclected SOEs, ¢.g. the Minisley of Transport and Maritime

Economy will be responsible for privatization of the Polish State Railways

Aanti-Monopoly Office

- promotion of competition in the economy

The Securities Commission

- regulation of the sccuritics and capital market

2.5.2 Various Methods of Privatization

‘The conducted privatization programs include the following methods:

(1) Indirect privatization {capital privatization)

‘This type of privatization, was intended for large and medium sized, relatively
prosperous SOEs. First a SOE is transformed into a joint stock company with all sharcs
owned by the State Treasury (see Fig. 2.5.1). A new company operates according to the
Commercial Code.

The sale of shares must be preceded by a delailed analysis of the legal situation, current
state and prospects of development, valuation and an estimation of obligations in
respect to the environment.

The State Treasury shares, up 10 80% (5% of the shares are reserved for restitution
claims and 15% free of charge shares for company employees), can be sold to the third
partics through the Initial Public Offering (IPO), tender or by invitation to negotiations.
The payments can be made in tranches, if a potential buyer of at least 30% of (he
company shares is a Polish citizen or the buyer is a Polish company. The first tranche
must amount to at least 20% of price and the nex! tranches must be paid within 5 years.
In this case the interest fate can not be lower than the Indusirial Price Index (IPI). The
free of charge 15% of the shares for company employees can not exceed the product of
number of employees multiplied by eighteen times average wages in the enterprise
sector for the last six months, This part of the shares can not be sold during the two
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(2)

year period and for management during the theee year period.
This indircct privatization method has encompasscd over 1.000 enterpriscs.

Dircct privatization

The direct privatization through liquidation according 1o the article 39 of the Law on
Commercialization and Privatization is intended for relatively prosperous small and
medium sized enterprises. This method can be exccuted through assct sale, contribution
into a company or lease to a company created by a majority of the employees (sce Fig.
2). Dircct privatization is designated for companics with less than 500 employces,
revenues not exceeding the equivalent of ECU 6 miltion and own funds less than the
cquivatent of ECU 2 million in the previous year. The privalization process must be
preceded by a detailed analysis of legal situation, current state and prospects of
development, valuation and an estimation of obligations in respect to the environment.
The asset sale of the company can be realized through tender or invitalion to
ncgotiations. In this case, the agreement must take into account the buyer’s
commitments for investment, protection of the environment and culture and protection
of employment. The social commilments with employees are an integral part of the
agreement. An amount cqual to 15% of company value, limited to not more than the
product of number of cmployees multiplied by cighteen times average wages in the
enterprise sector for the last six months, must be submitted by a buyer to the
company’s social fund. The final price is reduced by this amount.

If a company has no obligations in respect to the State Budget, the above mentioned
amount is equal to twenty four times avcrage wages.
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Step 1: Initiation

The enterprise approaches the government and expeisses an interes
This is the usual path

Alternatively
proposal

the Prime Minister can order privatization orl

Step 2: Feasibility Study

Step 3: Decision

Step 4: Complete
Documentation

Step 5: Additional Appointments
{as required)

Step 6: Ministerial
Decisions

Step 7: Transformation

from Minister of ‘[‘le?ary

Usually this is done by a consulting fitm

_‘

PR

Privatization theough transformation

Privatization through liquidation

Y

A. Management applics for privatizetion

B. Worker's Council applies for privatization

C. Cpinion of Worker's [elegation

D. Opinion of Founding Body

E. Propasal by Workees's Council on Employce Share
Ownership Scheme - {ree of charge 15% of the chares

or
cighteen  average monthly wages in the enterprise
sector
for the 1ast six months multiplicd by number of
employees

F. Deaft of companys status and proposed capitalization

F Dianiolom ~F A nt ABrnmnoanTe AT

A. Auditing
8. Legal analysis

C. Business plan and evaluation
3. Privatization options

.

Minister decides on:

A: Transformation with o7 without conditions

B. Company's status

C. Selection of 2/3 of the Supervisory Board {143 chosen by
employess)

4. Capital structure

Leading 1o transformation swilch {rom a SOE 5 state-
owned

company governed by Commercial Code

*  Notary registration

¢ ¥

Deciston on privatization strategy and pricing
A Trade sale - 10 one of more persons

B. Public offer for sale of shares
C. Management/Employee buyout

Implementation of employce share scheme
Choice among A, Boe C  plus employee scheme

v

Step 8: Strategy
Step 9: Advisers assist on:
Implementation 8. Controlled auction

A. Sales documents f advertisements

C. Selection of short-listed bidders
0, Contract negotiations
E. Due diligence

Appointment of additional advises

Advisers prepare

A. Prospectus

B, Public relation campaign

C. Share distribution syster
0. Marketing to large investors

h S 4

PRIVATIZATION

Fig. 2.5.1 Privatization Through Transformation
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Step 1:

Enterprise or Founding Dody considers steps necessary 10 privatize and decides toinitiate

Initiation the process often with a consulting firm
Slep 2 " Worker's Councit presents opiaion on whether W privatize

Proposal by Workers's Council on Employec Share Ownership Schemz - free of charge 15%
SOE Decision of the sharesor  cightcen  average monibly wages in the eaterprise sector

SOE chooses its preferced method {asset sale, contribution into company, leasing)
Rusiness plan is drafted and Ministey of Treasury questionnaice reganding financial
and legal data is completed.

Cansulting firm is used for valuation of company.,

Documents are given 1o Founding Body (voivedship government or branch)

l

Step 3:
P v Founding Body appoints Preparatory Team to examine docwumenis and readers an
Founding Body’s opinion ] _ . L ]
on the application. If Preparatory Team is nat satisfied with valuation a different consulting
Decision firm  is hired by the Founding Body

*  Preparatory Team opinion is discussed if necessary with SOE.
Peeparatory Team ¢an choose a method other  than one preferted by SOE.

*  Founding Body examines resulls of documentation submitted by Preparatory
Tearn and t¢nders an opinion and draft’s deceee on liquidation of enterprise.

e

Ministry of Treasury reviews documeants and evaluates the financial and legat status.
Approves or disapproves the privatization plan

. . YES NO
Step 4: Ministerial ~
Decision
Step 5: . - - . N
Founding Body administers liquidation Problem resolved in cooperation with
implementation process Founding Body

Sen ! v v

Contribution inlo company.

Methods Assei Sale A new company is created Lease 10 2 company crealed
between the Stale Treasury by majority of employees
and domestic or Foreigal
investor

Fig. 2.5.2 Privatization Through Liquidation
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‘The payment can be made in tranchcs, if the rest ef price is secured after the first franche.
The first tranche must amount for at least 20% of price and the next tranches will be paid
within 5 years. In this case the interest rate can not be lower than the 1PL

The contribution into company or lease of the business is realized through negotiations on
the basis of public invitation. Potential sharcholders should contribute in at least 25% of
capital, The employces can reccive free of charge up to 15% of the shares with the same
restrictions as in the casc of privatization by sale. The transfer can be conducted, if a new
company is cstablished by at least 50% of cmployces, sharcholders live in Poland, equity
capitalization is at least 20% of the establishiment fund and at least 20% of shares are owned
by persons not employcd by the company.

Dircet privatization through liquidation accerding to the Atlicle 39 of the lLaw on
Commercialization and Privatization, April 8, 1997 {carlier Law on Privatization, July 13
1990, Article 37), concerning enterprises in good financial condition, is one of the most
popular privatization procedures in Poland and has already encompassed over 2,800
enterprises. Liguidation according to the Article 19 of the Law on State Owned Enterprises,
September 25, 1981, covers the SOEs in poor financial condition. This bankrupicy
procedure has been implemented for over 1,800 enterprises.

{3) Stabilization, Restructuring and Privatization Program

This program was approved in October 1994 and was aimed at companies in critical
financial condition by providing appropriate management expertise, cash injections,
and other tools. These enterpriscs, encompassing over 30 companies in 1996, will be
privatized in two stages - in the first stage their shares will be bought by the Polish
banks and at its discretion by the State Treasury or Agency for Industrial Development
to several so called Investment Vehicles, created by the European Bank for
Reconstruction and Development jointly with one participating bank. In the second
slage these shares will be sold to privale investors.

(4) Privatization through Restructuring
This method is for enterprises which require restructuring prior to privatization. The
management group, responsible for restructuring, can buy up to 80% of shares. This

option has been selected for around 20 companies.

(5) Bank Debt Agreement Procedure
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‘This relatively new privatization technique, has been used for 164 enterprises during
the period 1994 (o mid-1996, SOEs are commercialized and a part of their sharcs is
transferced to their creditors on the basis of equity swap proceduses,

(6) The Mass Privatization Program (MPP)

‘This privatization program is applied for medium scate SOFs under National Investment
Fund {NIT) Law of 1993. The MPP was created as a key element of the restructuring and
acceleration of privatization processes through the 15 National Investment Funds (NIF)

and was established in December 1994, encompassing 512 companies.

Each NIF, with one exceplion, is managed by the selected management consortium and
holds 34 to 35 lead share holdings (33%) and almost 500 minority share holdings
(logether 27%}) of the other companics in the NIF. The next part of 15% of shares will be
distributed free of charge to company employees and 25% will be held by the State
Treasury. Shares in the companics may be sold by the NIF dicectly to strategic investors,
sold entirely to Polish or international companies or investors, remain as long term
investment of the NIFs, placed in joint ventures or listed on the Warsaw Stock

Exchange.

The distribution of 27.8 million Share Certificates, tradable in bearer form, started on
November 22, 1995, priced at PLN 20 ($8). The successful sale of 95% ended after
twelve months. The NIFs have been listed on the Warsaw Stock Exchange since June
1997. Their price oscillates between PLN 130-140.

2.53 Relationship with EU Directives

The EU railway policy, as a part of general transport policy, is composed of two essential
elements:

* development of railway infrastructure
* liberalization of railway operation

The necessity of development for railway infrastructure has been expressed in the AGC and
AGTC agreements on the main intemational railway lines - international railway network E.
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The existing lines should be modernized in order to achicve a train speed up to 160 km/h.
The construction of new lines should ensute the train speed up to 250 ka/h, The main aim
is a reduction of thc road transport density towands an environment protection. In the
conscquence the network of high speed trains will be created. The development in high
speed trains scems to be a key clement for the future existence of railway transport as a
mode for geserating higher market shares in total transportation. The policy of
liberalization postulates a substitution of the public service functions by an introduction of
business oriented railway operations.

The main directions of transformation in the EU railways are presented in the following

documents:

+ Decrec 1893/91 determines the commercial independence for railways and introduces
the principle of contracts between the government and railway enterpriscs for the
exccution of public service.

* Dircclive 91/440 postulates the implementation of the following rules:

a) guarantee for independence of railway management

b)separation of infrastructure from railway operation. The accounting scparation is
compulsory, while institutional depends on railway management in particular countries.
The government subsidy can not be transferred between infrastructure and railway
operation,

¢) financial recovering towards a liquidation of debls

d) guarantee for access to railway networks in particular countries for intcrnational
railway enterprises

+ Direclive 95/18 determines the required conditions of concessions for railway
enterprises:

a) technical and operational requirements for railway service
b) security of personnel, rolling stock and company organizatton
¢) social rights for employees and customers

* Dirgclive 95/19 postulates:

a) establishment of separate infrastruciure unit (within or outside railway company)
responsible for the atlocation of infrastructure on non-discriminatory condilions

b) introduction of infrastructure fees. The infrastructure fees will be determined by
particular EU members, however the directive recommends:
1) introduction of two level allocation procedure
2) compulsory submission of securily cerlificates from operators
3) deposils or other assurance from operators

The railway infrastructure can be subsidized, if its financial loss is caused by the public

services. The directive introduces a general rule that the sum of revenues and budgel
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subsidy should balance the infrastructure costs.

The present state and directions of development for railway transport were analyzed in the
EU “White Paper. A strategy for revitalizing the Community’s railways” in 1996. The
document critically cvaluates the railway insulation from market forces and stresses a
certain government responsibility for imposed obligations without compensating fully for
the costs. The proposed railway development should be determined by:

* ¢reation of a new réilway bascd on business orientation with independent management

* goverament aid intended to relieve the railways of debt and improve their finances and
its linkage to restructuring program

* adoption of market forces by

a) open access for all freight and for all international passenger services, supported by the
separation of infrastructure management and railway opcrations

b) open access for domestic passenger transport in respect 1o network benefils and public
services

* generalization of public service contracts (PSC) between the government and railway
operators

* full financial compensation of public services and exceptional social costs by the
government

* integration of national raitway systems

* cstablishment of government and EU programs for the redundant employment

The processes of PKP harmonization and adjustment to the EU standards are expressed by
two legal acts:

* PKP Law of 6 July 1995
* Railway Transporl Law, approved by the Parliament in July 1997

The PKP Law postulates a decisive autonomy of the company, however does not change
PKP into a company operating according to the Commercial Code. The competencies of the
PKP Council are similar to a supervisory board and the PKP Management to a board
management in a joint stock company, ' _

The problem of debts does not exist within PKP. It is mainly due to the former rules for
PKP financing in the centrally planned economy. The government aid had a form of grants,
The size of new loans, mostly from international institutions - World Bank, EBRD or EIB

and guaranteed by the government, do not influence on the current finances in a significant
way.

The separation of infrastructure sector is postulated by the PKP Law. This process, planned
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to be terminated by the end of 1998, has been already advanced in the Lublin experiment,
PKP restructuring plan assumies that the infrastructure sector will remain in the company
structure. The Railway Transport Law determines the rules for infrastructure charges,
following the EU directions.

The BU rule of an open access to the infrastructure is also included in the Railway
Transport Law. This liberalization factor cnables the open access to other operators,
domeslic and international, if they posscss a proper concession. In the case of foreign
operators the permission is issued by intcrnational (bilateral) agreements, in which Poland
is one of the partics.

The principles of public scrvice contracts are included in the PKP Law and executed by the
annual agreement between PKP and the government (sce scetion 5.8). The subsidy targeted
to domestic passenger transportation covers agglomeration, regional and inter-regional
transportation.

The agreement also determines government subsidy for investments on railway lines of
national importance, implementing the AGC and AGTC agreements. The subsidy is not
transferable (no cross subsidy), following the EU directives.

The table below presents a comparison of railway restructuring programs in some selected
EU countries and Poland in accordance lo the EU postulates and suggestions. The

information on Polish program is based on the last version of PKP strategy documents
{summer 1997).
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Table 2.5.1. EU Directives and vestructuring programs in sclected KU members and Poland

German | Trance | Gremt | Sweden [Greece | Spain | Poland
Criteria y Britain
SNCF |BR S) CH RENFE | PKP
DB

Relations belween the state and natiopal
railways
privatized X X X

aulononious state company X X X

e

integrated with state administration

Ownership of railway infrastructure
privatized X X X
state but institutionally separated X

state under railway management X X

Infrastructore fees from private users
to1al costs covered X
maintenance costs X X

symbolic fees X

Financing of passenger transportation
totally from own revenues
compensalion for some services X X X X

general subsidies (not specified) X X X

Yinancing of freight transportation
totally from own revenues X X X X X
compensation for some services

general subsidies (not specified) X

Sources of infrastrecture  investment
financing

open capital markei

mixed private and state X x X X X X X

state subsidies

* [ executed in May 1996

Note: not fulfilled places denote a lack of statement in restructuring programs

Source; “PKP Restructuring. WDOKP Pilot Experiment”, Lublin 1997 and documents of
PKP (Strategy and Restructuring Depariment)
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254 Requirement for the PKP Privatization

The PKP privatization should creatc a business oricnted company with independent
management operating according to market rules. T he privatized PKP shall improve the
enterprise performance in the following, widely accepled, scope (sce also discussion in
section 5.3):

+ effective company managemcent

+ increase of efficiency

* devclopment of competitive niarket position

+ increase of quality for services

+ satisfaction of customers

« access to capilal and know-how

+ cost rationalization

+ maximization of profits

1et us consider the requirements of the PKP privatization for lwo possible kinds of the PKP
transformation processcs:

+ privatization of PKP parts, called further small scale PKP privatization

+ privalization of the entire PKP, called further large scale PKP privatization

The foundations for small scale PKP privatization are included in the PKP Law, 6 July
1995:
¢+ Atticle 44, (Chapter 8: Amendments to the Existing Provisions. Temporary and Final
Provisions):
until December 31, 1998, the Minister of Transport may (after consultation with the
Council of PKP) separate from the PKP organization units or organized portions of assets in
order L0
a) use them for the establishment of scparate state-owned enterprise or other state
organization units
b) or use them as contribution to companies or transfer them to the separated entilies
c) or lease them by an agreement, applying respectively provisions on privatization of
state owned enterprises.
+ Afticle 22, (Chapter 5: Organization)
PKP may create busincss entities anticipated in the provisions of law

The privatization of the PKP paris, after separation from the company, can be further

performed according to the Law on the Commercialization and Privatization. The
privatization methods should be recommended in regarg (0 cmployecs proposal, business
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activity and actual market situation.

It is proposed to use two methods for small scale PKP privatization (sce discussion in
scetion 5.2.2):

+ indirect (capital) method

+  direct method

additionally completed in exceplional cases by

* bank debt agreenient procedure

The indirect method is especially recommended as ensuring capital inflows, The direct
method with iis different paths can be applied only for PKP parts, which have less than 500

employces, The bank debt agreement procedure can be used in exceptional cases to cover
possible PKP debtors.

The small scale PKP privatization path could be an cffective instrument in the PKP
restructuring process. It would create new cconomic units from the PKP assets, both with
and without PKP shareholding. However this form of privatization has not been used for the
last two years 1995 - 1997, In addition, the PKP restructuring plan limits separation and
further privatization to the PKP social activities until the end of 1998.

The company argues that the small scale PKP privatizalion can not be conducted due to:
a) lack of acceptance from employees (trade unions) caused by the unemployment
threat combined with loss of railway privileges
b) “bad experience” at the privatization of ZNTK in the early 1990°s.

The trade union acceptance could be however achieved by aitaching some social
commitments to privatization plans, following other non-PKP privatization cases, e.g.
guarantee of no layouts for a certain time period, better motivation system etc. Similarly the
loss of railway privileges can be compensated by expected increase of wages,

The privatization of the ZNTKs was conducted in the early 1990's, at the beginning of the
transformation period with a general lack of transformation experience. The negative
consequences for employees as layouts and decrease of real wages have been observed. The
PKP has not gained expected advantages in the form of decrease in costs duc to a creation
of quasi-monopolistic structure by the former ZNTK companies. Maybe it would not be a
wrong response to separate and privatize (possible with PKP as sharcholder) some traction
and backup enterprises aiming at creation of market competition.

On the other hand there are also many positive examples of privatized PKP parts or with
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PKP sharcholding. The most spectacular case is a joint venture “Adtranz ZWUS Signal” in
Katowice, which was established in 1991, PKP as the main sharcholder (60%) (ransferred
ifs asscts and forcign partner brought know-how and cash inflow. Other positive examples
arc very profitable joint ventures like “Chem-Trans” or “Polzug” (Polish-German company
for container dispatch).

The foundations for large scale PKP privatization (integrated or holding structure) are
different duc to the fact that the company acts according to ils own PKP Law. The
Commercialization and Privatization Law from April 8 1997 docs not cover PKP according
Lo:

s Article 3 pos. 7 as an SOE acting under acts other than law on statc owned enlerprises

It means that the large scale PKP privatizalion requires a new PKP Privatization Law.
Taking into account the size of PKP (over 500 employces) and the Polish Privatization Law,
the indirect (capital) method can be only proposed (sce discussion in section 2.5.2). The
future PKP Privatization Law can be elaborated on the basis of the Commercialization and
Privatization Law for indirect privatization method (sce Fig. 2.5.1 presenting the
privatization through transformation) combined with the existing PKP Law.

In the first stage of transformation the PKP must be corporatized into a joint stock company
owned in 100% by the State Treasury and governed by the Commercial Code. Some
elements of corporation procedure have been already included in the PKP structure (PKP
Law). For example, the functions of the PKP Council are similar to a supervisory boards
(including its composition needed to commercialization processes in Poland). Also the
competencics of the PKP Management have many common features with management
boards in joint stock companies.

The final goal of the large scale PKP privatization is the Initial Pubtic Offering (IPO) and a
successful listing on the Warsaw Stock Exchange (WSE). It means that the PKP should
match all conditions of the WSE. The most significant conditions concem its financial
results. According to the present state of WSE regulations, PKP S.A. must have registered a
pre-tax combined profits for the past three financial years of at least PLN 5 million and a
pre-tax profit for the last financial year (present state of the WSE rules). The future PKP
S.A. must also have pubticly disclosed audited annual financial reports for the last three
financial years.
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3.

ISSUES TO BE SOLVED TOWARDS PRIVATIZATION

3.1 ROLES OF RAILWAY TRANSPORT

3.1.1 Railways Position in Transport System

(1) Commercial viability of raitway busincss

From cras in which railways are the leading role in the land transport, today's
transport policy has been changed to focusing on the competition of diffcrent
iransport means, assuming the development of airplanc and automobile traffic. The
conventional transport policy, which is based on the cntry regulation with a natural
monopoly of railways in the transport markel as its background, have lowered its
effectivencss under the current conditions that the competition of different means of
traffic and the diffusion of private means of traffic have been progressed, and the
fundamentals of the policy have became a policy to attach greater importance o
optimization of welfare values on consumer and national cconomy through the
deregulation to promote the competition between the traffic means and the transport
enterprises .

1 has been anticipated that the railway business also in Poland will face at competition
among traffic means in the future, and the traffic system reorganization will advance on
the basis of the commercial profitability by the principle of the survival of the fittest
under the common rules.

On the other hand, however, because of external effects, ete. in the traffic market,
considerable cases, in which market mechanism is not reliable, are expected, for that
necessary public regulations are required in view of the point of view of social

convenience and utility preservation.

1) Inter regional passenger transport

In general since the traffic demand between cities has a high elasticity against market
related factors, for example, income fevel, qualily and time of service, etc., a tight
competition has been expected between transport means .

a} Focusing at characteristics of the tailway system as a decreasing cost industry, in
Poland, like Warszawa-Katowice and Warszawa-Gdansk, there are cortidors to
connect areas of high density distant from a few thousand kilometers. It is
considered that such corridors create a prominent market to railway systems.
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b) With regards to the predominant property of cach means of traffic, its transport
distance becomes the most important factor. It is said that the railway can
compete predominantly against the aviation in a range of less than 300 km of the
transport distance.  The above-mentioned corridors have satisficd this criteria.

¢) Concerning the competition with long-distance bus, the availability of
expressways becomes a crucial element. If the long distance bus services can get
high-speed advantage through the servicing of expressways, of which nctwaork is
provided in short period in comparison to the railway nelwork, there is a
possibility that they becomes a strong competitor not to be ignored, Therefore, it is
important to improve transport characleristics by means of the  modernization of
track, introduction of high-speed rolling stock, etc.

2) Intra regional passenger transport

‘The PKP has covered the transport network at present also at the intra regional level,
and it is considered that it plays a significant role competing with the other means of
traffic also after privatization. However, since the market scale extremely differs
depending on arcas and places, it is important to examine an adaptability of the
railway system from the point of view of the demand or need. The urban traffic
market has a large-scale traffic demand sepresented by the commutation, and it has
been estimated that the railway can display a role by providing a large lransport
capacity. The railway can be said as the most suitable transport means to the public
convenience in view of its mass lran'sport capacity and being harmonious to the
environment, and it is considered that Iin the big city arca like Warszawa, the
establishment of the municipal public transpori system, incorporating the railway as a
core system, is desirable, However, it is expected that the railway profitability is
hardly maintained in the urban public transport similarly to the Western countries, it
will be necessary that the urban transport is maintained by public assistance with the
public interest aiming at superiority of railway as a public transport system .

On the other hand, as for local transport sectors of PKP, they do not meet the
conditions for the railway business in view of the profitability because their demand
characteristics are of short-distance type and of low-density transport,. From the
economic viewpoint in traffic, it has to be said as very difficult to maintain the public
transport network including the railway in the local traffic market.  As this result, the
demand shift has been continuing from the public transport to private transport means.
However, it is also true that there are railway captives in pari without the transport

3-2



means except the railway, it is necessary that the goverament clarifics the
responsibility of role sharing between the raitway business and the government as to
keeping local railway networks with low profitable lines and should take initiative on
the alternative transport provision, ctc. when the railway has to be abolished.

3) Freight transport

As clarified by the present transport results, the main transport iterus of PKP are of
bulk transport for coal, ores, oil, ete. It is expected that these key items will
reinforce the importance of railway freight in the Polish industrics in the future.
‘Therefore, it is assumed that the bulk freight stands at the comparative predominance
also in the railway industry.  However, accompanied by the economic growth, main
cargo item will shilt from raw materials to the industrial product, it is considered that
raitway freight should maintain its position by doveloping the combined transport

serviees in which railway freight has a close connection with road Iransport
(2) Perspective of car traffic

It is expected that the development trend of road traffic affects considerably to
activities of the railway as a significant competitor against the railway transport.  First,
the car ownership has grown rapidly at present, and considering an increase in
cconomic growth and average income in the future, it is supposed that much more cars
will be owned in households in the future.  As other factors refated to the utilization of
automobiles, changes in utilization trend and the progress in road provision arc
important. Concerning changes in utilization trend, in the case of passenger transporl it
is supposed that passenger cars attract more public interest as means of individual
transport, accompanied with the rise in individual income and time value. Besides,
while the urban structure becomes dispersion type more, specific land-use being
adequate to car usage, will be developed, acting as an element to enhance car
availability . As for the freight transport it is supposed that the unit of transport
becomes smaller and higher qualily is oriented for freight transport with transport
items’ being diversification and high value, accompanied with the cconomic growih .
Relatively the railway transport will decline while the freight transport by truck obtains
chances . '

On the other hand, with regard to the progress to the road provision, it is pointed out
that situation is nol necessarily optimistic . Regarding the present situation of road
network provision, domestic trunk line network is of approximale]y' 367,000 kilometers
(national roads o strects ), the inter-city road has been provided by the Public Road

wd
]
w



&)

Burcau (GPRDP), however, after 1986 the finance of road maintenance has been
reduced, and as the results servicing level of roads has been considerably lowered.
Among trunk roads, what is found at the satisfactory scrvicing level has remained at
level of some 20% of the whole, taking account of the increase in road traffic demand,
and there is no sufficient condition to keep higher car usefulness . Meanwhile,with
regard to the provision of expressway neiwork adequate to the high-speed traffic, the
construction plan extending over 2,600 km has been publicly noticed, and as to the
implementation there has been a plan by toll roads on the basis of the Expressway Law.,
(In 1994 the Road Agency ABEA as a servicing entity was founded). However,
according to the figures publicly announced, the plan assumes to finish the construction
of the road nctwork within 20 years with tota} amount cost reaching to 100 billion US $,
and it is considered that even aparl from cost issug, the plan target, which is (o provide
road network in use at a basc of 160 ki of annual average, is remarkably difticult to be
realized, when considering the necessary term for design and assessment process
carried out before.

In parlicular since the toll road provision has depended on employment of private
sector as the BOT, cte. the business profilability becomes a crucial factor, and it is
remained uncertain whether the construction plan will develop or not according to the
initial target ptan . Assuming the above-mentioncd, concerning the car transport in the
future it is supposed that diffusion of automobiles themselves is progressed and the
social and economic conditions act as a plus factor for the car use, however the
perspective is not necessarily clear and lucid in the future because it has been unknown
whether the road provisioning program favorably progresses or not . It is considered
that at least since the entire expressway network will be hardly developed in these 10
years more or less, the car transport could not give a threat against the railway dealing

with the medium and tong distance traffic. (For the freight it is considered that the
shifl to automobile continues.)

Role of railway from viewpoints of social economics

Rapid increase in car ownership has been progressed accompanied with the economic
growth as seen clear in the present car registration state in Poland. H is foreseen that the
present number of 7,000,000 units of cars more or tess will reach Lo the level excéeding
12,000,000 units in the 21" century . If this increase continues in metropolitan areas
like Warszawa, elc. the road congestion will be deteriorated more, and the lack of
traffic capacity will become more serious. Apparently this trend gives unfavorable
effect to the environment and the living, and it is clear that the relatively moderate road
improvement scale, that has progressed in the present urban area, does nol meet a rapid



increase of road traffic demand, and it is considered that the effective utilization of the
mass public transport,including the railway network, should be taken as the standard of
urban transport policy rather than the increase of road capacity, as suggested from the
Western experience . In the usban transport policy in the EC, il has been suggested that
the punctuality, frequency, safety and low pricing of the public transport, are enhanced
from viewpoints of the urban cnvironment and the attraction of the public transport
should be enhanced. The investment cost for this purpose is not little, but will be
justified from the viewpeint that cffectivencss of railway and the impact to the
cnvironment being little, The railway network in urban area acts not only a simple
industrial infrastructure, but also a close transport infrastruclure for many urban
aclivities, such as social activity, cultural aclivity, tourism, and others, thus it is
considered to be justifiable that the state, tocal government and/or bencficiary
enterpriscs support ils provision.

3.1.2 Traffic Demand Outlook
(1) Traffic Demand Forecast

The detailed traffic demand forecast is shown in the Appendix and the main point is
shown here:

The demand forecast for railway passenger was conducled by using "lour-step
method.”

First Step  : Trip gencration/attraction forecast

Second Sfep : Trip distribution forecast

Third Step  : Modal choice

Fourth Step  : Traffic assignment

The potential number of the railway passcngers was calculated by using the average number
of trip for railwziy passenger over past 5 years of 0.0385 trip/day/person as a contro! total
value. The number of the passengers who will transfer from the railway to automobile
was assumed fo be '13(_) million trips.  Trip generation/attraction model were forecasted by
using the multi-regrcséion model assuming the population, the working population and
GDP of each voivodship (prefecture) as independent valuables. The trip distribution
mode! followed the present pattern method by OD table among main stations based on the
PKP statistics for ticket sales. In the modal choice model, the improvement of the speed
and the cffecis on the rise of the fare were investigated by making the multinominal logit
model from SP (stated preference) survey. The traffic assignment was distributed on the
link bascd on the PKP railway network by all-or-nothing assignment method.
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On the other hand, the railway freight demand forecast employed "growth factor method”
by the steps shown below:

First Step  : Forecast on production volume by commodity
Sccond Step : Trip distribution forecast by commodity
Third Step

The production voluine by main 17 commoditics were used as a control total value. The

production volume was revised by the GDP future forecast and several statistics of the

newest GUS (Central Statistical Office) based on the numerical value which was forecast in

“PKP Restructuring Project” in 1993 and in 1995 through the World Bank. The trip

distribution model was based on the OD table among the main stations by the statistics on

the PKP rail [freight transport,

: Traffic assignment by commodity

The traffic assignment was distributed by main
commoditics on the link based on the PKP railway network through the all-or-nothing
assighment method.

The results for the demand forecast on the railway passenger and the railway freight are
shown in table 3.1.1-2. The number of passcngers in 2005 will decrease by 8% over that
in 1995 and passenger-kms in 2005 will increase of about 7% over that in1995.
Meanwhile, though there will be many fluctuations of {reight ton and ton-kms by each

commodity, the total freight ton and ton-kins in 2005 will stay on the same level as those in
1995, respectively.

Table 3.1.1 Summary of projected railway passenger transport

1995 2005
No. of . | Passenger-kms No. of . | Passenger-kms
Passengers in LS Passengers in -
thousand in million thousand in million
International Fransport 5,049 857 7,500 1,273
Interregional Transport 64,266 15,617 75,500 18,347
Regional Transport * 395,744 10,149 344,000 8,822
Agglomeration Transport 262,969 6,425 263,000 6,426
Total 465,059 26,622 427,000 28,442

Note: Regional transport* includes agglomeration transport.
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Table 3.1.2  Suwmmary of projected railway freight ¢

ransport

s w0y
Freight Tons Ton-kms Freight Tons Ton-kms

| _inthousand | inmillion | __inthousand | inmillion
Hard Coal 107,600 32,722 77,185 23413
Oiher Commodity 116,745 36,372 146,526 45,650
Total 224,345 69,004 223,71 69,123

(2) Modal Choice

The curve on the railway utilization rate in 1995 and 2005 was made by using Railway
OD forecasted in this survey and the Road OD Table forecasted in PHARE Programme
of EC (Dec. 1996).  The result is shown in Fig. 3.1.1-2,
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Passenger Transporl Freight Transport

The share held by the railway system for passenger transport in 1995 is exceeding 50 %
with trip length of more than 300 km.  Likewise, the share held by the railway system for
freight transport is 70 % with trip length of more than 200 km. The long distance
transport by railway system is advantageous for passenger transport and freight transport.
Although the number of registercd cars is increasing year by year, the road development has
not been progressed. The automobiles are used by commuting for short and medium
distance.

In the passenger lransport in 2005, the share Leld by the railway system is more than 40 %
with trip length of 300 km. For the long distance transport, the share held by passenger
teansport will lose abuot 10 % against 1995. The share held by the railway system for



freight transport is about 10 % decrease.  The share held by the railway system for freight
transport is 60 % with trip length of 200 km.  However, the number of the railway
passenger and the number of freight ton will not be more decreased than those of the
present situation.  Because, the demand for passenger and frcight of all transportation
systems is increased as the future business activity and the GDP are developed,

From a vicwpoint of the passenger transport leaving at Warszawa and the freight transport
leaving al Katowice, the share of the railway system transported among main cities is
shown in table 3.1.3-4,

Table 3.1.3  Share of railway passenger (ransport among main cities

Citics Distance ig km Share o: Sl;’a 5: Iway in Share O’E’ l!’Qoas:lv.ray in
Warszawa — Gdansk 326 46 % 34 %
Warszawa — Krakow 302 70 % 58 %
| Warszawa - Kalowice 300 54 % 40 %
Warszawa — Poznan 304 50% 47 %
Warszawa — Szczecin 515 T % 60 %
Warszawa — Wroclaw 373 70 % 59 %

Table 3.1.4  Share of railway freight transport among main cities

.- . . Share of Railway in Share of Rajlway in
Cilies Distance in km 1995 ¥ 2005 y
Katowice — Warszawa 300 97 % 93 %
Katowice — Gdansk 531 86 % 71 %
Kalowice — Szezecin 532 91 % 82 %
Katowice — Poznan 318 89 % 77 %

(3) Investigation of Main Causc for Demand Fluctuation

As the main cause for the demand fluctuation of the railway system, the population,

GDP, fare (1arift), traveling time (transporting time), the number of registered cars, the
road development (motorway extension) are considered.

The population is expected the low growth at an annual rate of 0.23 % untit year 2005
by the GUS. Generally, the number of the population and the traffic demand are the
proportional refation. In Poland, the population is not expected 1o increase and it is
thought that it docs not contribute to the fluctuation of the traffic demand.

Regarding the influence of GDP, the lowering of the demand of all transporl systems

including the railway service before and after 1990 is caused by the decrease of the
purchasing power by the stagnation of the economic activities accompanicd by the rise
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of the inflation. However, in the cconomy of Poland, the growth of GDP is expected
to increase more than § % until 2000, The traffic demand per person is expected to
increase.  This survey forecasts on the premise that the growth per person will be
recovercd to the level of the average trip per person between 1998-1995. I the
frcight transport, it is thought the preduction volume is in creasing and the commaodity
flow is increasing in proportion with growth of GDP.

The recent rise in the railway farc has deteriorated the consumers’ purchasing power.
it is known that it is greatly related with the decrease of the railway passenger.  Itis
understood from the SP survey that the passengers are scnsitive to the raitway fare.  In
summing up, if the fare will rise at 10 %, the number of the railway passengers will
decrease at 10 %.

The freight tariff in Poland is politically decided vpon the coal freight which amounts
to 50 % of the railway freight transport and the relationship between the tariff and the
freight demand is not clear.  The detailed information will be referred in §3.3.

It is very important to shorten the travelling time for the railway passenger, specially
for the passenger on business.  Followed by the CMK (Central Trunk Linc), E-20 and
E-30 are being developed.  As the commercial speed is improved, the number of the
passenger is recovered. It was analyzed in the SP survey on the railway service that
the number of the passenger will increase as the commercial speed is developed.

The shortening of the running time gives little effect on the freight transport.  The
reason is that in the freight transport, it takes much more time to handle the cargo in the
railway yard. 1f the total transporting time is decreased, it will give the cifect on the
demand of the freight transport.

It is well known that the car ownership in Poland has rapidly increased these days.
‘The number of registered cars shows the growth rate of more than 5 % per year since
1991, Likewise, the car tralfic volume shows the increasc rate of 7 % per year from
1991 to 1995. Although in the city such as Warszawa having the number of car
spread rate of 300 cars per 1,000 population, the number of registercd cars is increasing,
the car traffic volume in the city hits the ceiling.  Therefore, it scems that there has not
been changed greatly in the intracity car transport.  On the othcr hand, it seems that in
the intercity traffic, as mentioned in (2), the share of the railway passenger will be
decreased about 15 % and the share of the freight will be decreased about 10 % in
2005.
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The national motorway construction plan has been proposed by AREA and motorway
Al, AZ and A4 are specially important,  Although the development of the ordinary
road nelwork is promoted year by year, the motorway construction has been delayed.
This is mainly because of the fund for the construction.  The construction method of
BOT (Built-Operate-Transfer) is alse applicd, but il is still at the state of the shortage
of the fund. I is speeulated that it wifl be a competitor to the railway transport upon
completion. I will be difficult to complete all facilitics of the highways by 2005,

‘Therefore, it secems it docs not greatly influence the railway service except the
patticular intereity traffic,

3.1.3  Direction of Transport Market Policy

(1} Dircction of market liberalization

According to the Polish transport policy, it has been suggested that as a target the
policy aims at reorganizing the ftransport business, which is exposed 1o strict
competition in intra-regional, inter- regional and international level, being adjusted to
commercial rules at present and from now.

For this reason, it becomes important to arrange the fair market conditions for transport
sector, coordinating effective linkage of the social conditions with transport market by
accompanicd with the development of market economy.  That is to say, it is desired to
make adjustment of competitive conditions between transport sectors, conducting the
prevention from unfair business customs and keeping the level as to the safety,
techniques and comfortableness, as well . As the basic principle related to the
integration of competitive conditions among transport means proposed by the EC, it
has been pointed out that each transport systemn should bear its cost accompanied with
using the infrastructure as the absolute conditions in order to make the equilibrium
markel. In case it is limited to the land transport, a considerable difference has been
observed in the infrastructure cost between the railway transport and the road transport
in Poland, and the equilibrium of infrastructure cost borne between both parties will be
required.

As a clue to consider the measures for this purpose, the following approach is assumed:

© The infrastructure cost has been constituted by two: fixed cost,including the sunk
cost, and variable charge, which is accompanied with the utilization of vehicles.
According to the basic concept of the EC, from a long-term viewpoint it shall be
reasonable that all of this fixed cost + variable cost is borne by the utilizer. On the

one hand, the marginal cost principle to bear only variable cost by the utitizer from
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the vicwpoint in terms of effective ulilization of the faffic system is made
important, and in this case it does not agree with the above-mentioned full cost
principle. To cover the full infrastructure cost only by charging the marginal cost,
the subsidy from the general source by the fee collection separately charged is
made neccssary and indispensable,  However, such a cost transfer between
cconomic scctors is not preferable as a wholc, and finally the full cost principle
shall be aimed, without some exceptions like reason on regional policy, ete.  Alter
all since the size of infrastructure utilization cost is not only crucial factor to utilize
there, but also to determine the scale of railway traffic market, the more adcquate
direction shall be studicd among financial and social conditions where Poland is
found.

@ For the cquilibrium of costs, there is two typical approach, the first way is that the

expenses at the railway side, which is supposed as much bomne, arc reduced, or the
sccond way is that the extra cost at the road side is collected in form of dutics or
surcharges . For the Polish transport policy the increase in charge to the road side
may be cause of inflation, elc,, and il may he desirable to alleviate the infrastructure
cost al the railway side.  For this reason it has been pointed out that the infra cost
is reduced through abolishing local routes with low demand density or the access
right to PKP line is given to operators other than PKP.
It is pointed out as a morc important side that raising of infrastructure cost shall not
be considered only by making agree the competilive conditions of transport
systems, but the investment for the preservation and expansion of the infrastructure
is continved in considering the development with equilibrium of the iraffic network
in the future. Secing from this point the actual situation is lacking of the
investment for the preservation and repair both in terms of the railway and road,
and in case of forccasting the traffic market and the domestic €conomic
development in the future, the facilities investment of more than the present level
becomes indispensable conditions. Therefore it shall be recognize that the cost
charge of minimum limit assuming the expansion of transport infrastructure both
for the railway and road is necessary, and among them it is desirable to make
cffosts for the realization of fair competitive conditions.

(2) Open access of railway infrastructure

In the EC the structural reform plan in the transport sectors, aiming at the EC's market
integration in the future, has been alrcady examined, and as concrete actions several
directives and proclamations to member countries have been issued. Poland has

declared as one of policy targets the matching with the EU standard in the transport
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policy aiming at the futare affiliation with the BU.  Among dircctives up to now, as a
directive to determine the proper way of the railway nctwork in the fulure Burope,
there is an EC's directive (91/440/EEC) (adopted in 1991 and proposed for revision in
1995).
The said directive is composed of the following:
(UGranting the administrative independence right to the railway management
{@Separation the operation sector from the infrastructure on accounting

(vertical separation)
@Finance stabilization of railway business
@Guarantecing the open access to the raitway network of cach country
the above is a suggestion with large influence on the way of being the railway in the
transport market.
Regarding 3 and @, the liberalization (open access to the infrastructure) of railway
teansport in the EC's member countries by the directive No. 10 is proposed, and the
type of access to the infrastructure as indicated below is being supposed to the railway
business including the international railway eaterprise group. '

Table J.L.S  Type of open access in the EC's directive

Division Type of transport Arca where the transport is performed
Interested country in the group tn the other
of enterprise entity country member country
Domestic business | Passenger and Access permilted
entity freight transport - -
International Internatiopal Access and Access and Only passage
Lransport group passenger passage parmitted | passage pecmitied | permitted
transport
Enterprise in International Access and Access and Access and
compliance with composite freight | passage permilted | passage permitied | passage permitled
Arlicle 2 1* transport
Cabolage ransport - - Access
*3 permiticd
International Passengers are possible to get on and off at ali stations.
passenger :
transport *4
Note 1*  Business entity except enterprises peeforming only the area transport seivice within member countries
2&

31&

4i

Rai}way enterprises included in the internationat group and international composite transport require agieements
on managemenl, techniques and finances with the railway infrastructure controller to aveid issues of treffic
managemen! and safety on the international transport service,

Freight transport entrusted 10 a thind interested business entity, under examination additionally proposed from the
EC's Association in 1996,

Is now under discussion bascd on the additional pooposition submitted by EC committee in 1996

It is understood that the above-mentioned rules require the perfect liberalization saying
of the internal and external and indiscriminate handling as to the infrastructure access
of railway business cntity. Against this the actual movement is negative as to the access
to the infrastructure of the proper country by the international railway enterprise group
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for each countty, and it has been found in the trend that the establishment of open
access right is not necessarily changed in a favorable way.

On the on¢ hand, as a movement of servicing the Polish domestic aws, there is the
establishment of the Railway Business Law, intending the legalization bearing in mind
the verlical separation of railway, establishment of license system on railway business
and reatization of open access 1o the infrastructure on the basis of the EC's directive,
Concerning the atticle of open access in it, what is intended on the liberalization equal

or of more than it to the EC's member country is noted.

Table 3.1.6 Comparison between Poland and the EC as to the vertical separation

Division Poland IEC
Applicable Contents Applicabl Contents
law ¢ law
Open Railway An access is permitted with an Directive | For example, to the
access Transpert | assumption to the international | 91/440, international {ransport
Law, Arl. agecement with Poland also o Arl 10 business group that does not
10 the overseas transporl business make Poland as the interesied
catity, (Basically internal and country inside Peland only the
external and indiscriminate) passage is permitied. (3t is not
perfect access free.,)
Railway | Railway The genetal license rules against | Directive | The license rules against
business { Transport | both the railway transport 95/18, railway transport business
license faw, Artt. business and the railway Ant. 4 catities of member countrics
24 infrastructure business are are enacted. However, the
cnacled, access right to the
infrastructure shall pot be
permilted.

That is to say, if there is an agreement with the railway infrastructure business enlity, it
has been provided that any railway transport business including the overseas business
entity (the signing of international agreement is required) can be entered, it is supposed
that the liberalization of railway transport in the territory of Poland rapidly advances,
and it is guessed that the character of railway business in the future is sharply changed.
In this respect, the permit of infrastructure business entity, being different from the
EC's direclive, is established by the general license rules including the railway
transport, and it is mentioned that the infrastructure management is not scparately
handled.

operators, there is an ‘issue of infrastruclure license obtaining by overscas business

As this resuli, in addition to cntry liberalization of the international

entity as a possibility, and it could become a new issue at the stage which the
infrastructure separation is carricd out in the future .

Pan-European international rapid transport network

Pan-Buropean international rapid transport network is a concepl that foresees the EC's
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mtcgration, and supports the increase of high speed transport demand in EC’s countrics
after integration, aiming at connccling cach country in Burope by the rapid railway
network . The EC's commiltee announced the study report on the construction of
European rapid railway network in 1990, and proposed was the rapid transport railway
network composed of 9,000 km of new lines, 15,000 km of improvement for
conventional lines and 1,200 km of connection lines by 2010 as the master plan in it
As a maller of fact, since the EC does not plan the international railway, but the
practical planing and construction are carricd out by member countrics, the adjusiment
of routes between countrics andfor the technical consistency become important issuc,
For this reason, indicated was the guideline of (inferoperability) to make the mutual
service of rapid railway system possible in the EC's Dircctive No. 96/48. According
to this the level that shall provide the vehicle cquipment and infrastructure of Pan-
Europe rapid transport railway network and the function for the mutual service the
rapid transport railway nctwork connecting plural countrics (operability), and the
requisite, ete. to function these effectively have been prescribed, and the interested
countrics shall be required to make cfforts toward the servicing. Poland, being
located in the center of traffic corridor connecting the West Europe to the East Europe,
has some international important routes in the tereitory as a concept route, and there is a
possibility to become issues of domestic railway network servicing in the future in
shape of the international pledge toward the formation of international rapid railway
nelwork.  In particular, it is supposed that the installation of interoperability being
necessary 1o form high speed railway network comes to be important, and as to routes

cortesponding to international important routes, the technical conditions in accordance
with the inlernational standards will be needed .

3.1.4 Consideration of Environment
(1) Preliminary Environmental Survey

1} The purpose of survey

According to PES (Preliminary Environmental Survey), the purpose of the survey is
to size the essence of the negative impact to the environment, by the privatization of
PKP and, in the same time, to make some preparation to decide a nccessary clause by
IEE (Initial Envitonment Examination) and ElA (Environmental  Impact
Asscssments).

Therefore, in this section, nccessary Mems are provided for the environmental
screening and scoping of the options taken in PKP privatization ptan, taking account
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2)

of the JICA cnvivonmental guidcline which is to foresee environmental problems and
provide the environmental protection scheme.

Environmental legislations and EIA screening system
In nowadays Poland, the law concera on the EIA was revised in 1995 and the
cnvironmental legislation came up as following:

* 1973 Statutc on the Protection of Agricullural and Forest Lands (amended in
1982}

* 1974 Statute on Water(replaced in 1990)

* 1980 Statute on Environmental Protection and Management (amended in 1989,
1990, 1993 and 1994)

* 1990 Dceree on Environment Impact Assessments (replaced in 1995)

* 1991 Statute on State Inspeetorate for Environmental Protection

* 1991 Statute on Forests

* 1991 Statute on Nature Conservation

* 1994 Statute on Construction

* 1994 Statute on Mining and Geological Concessions

* 1994 Statute on Physical Development

* 1995 Decree on Environmental Impact Assessments

Present Polish ERA is mainly related to the produce for a matter of the Tand utilization,

and is called OOS for environmental appraisal, when in America it is EIS

(Environmental Impact Statement) and in Western Europe fall down under EIA

(Environmental Impact Assessments).

This reporl is a preparation of the first step to decide and investigate developed

regions. The main purposes of that are shown bellow:

*  tospecify the threat imposed to the nature by the applying development

* todcfine the way of avoiding this danger

* to presuppose changes which comes with the effects of the promoting
dcvclopnient

* to describe the result implemented in the applying development

In case of OOS preparations, multual related matrix, network analysis, agrecments,
lists, revisions, and standard techniques are used. As well, Polish OOS application
methods are different from other countries. In case, environment or somebody is hurt,
the investment malter is determincd to be harmful, and the QOS is obliged to apply. In
Poland, OOS assessment is applying'loward the investment matter of the country,

3-15



countryside and arca’s level, Than, checking the standard conditions, Polish OO0S is
accepted by law and comes under control of the Ministry of Eavironmental Proteclion,
Natural Resources and Foreslry and the Chicf Sanitary Inspector.

The cnforcement of screcning and scoping

Present situation of the Polish National Railway is understood from the collected
materials and the ficld survey'’s data. (The environmental slandard, nature protection
arcas, environment guideline, cic.) Basing on that, there is a possibility to size, among
the others, the essence of the components of the social economy, natural environment,
life environment and also to adopt JICA screening format, as well as, to rate the level
(yes/nofunknown) for the negative impact to the environment that can happen because
of the privatization.

As a resull of the one mentioned above, the needs for applying IEE or EIA arc
decided. Consequently, in case there is a need to apply IEE or EIA, regarding to the
scoping, the impact to cach environment would be classify in 4 ranks. In the same
time, according to applying of IEE or EIA, the important fields and items would be
decided. From those results, grade of the cavironment impact, depending on the
pmécss of privatization, is judged and mentioned in this report.

a) Screening procedures

Screening is defined as a decision linked to the project requiring environment

impact survey. Another words, screening is the first made decision taken under

consideration to environmental problem and should be treated as the first an
important step lo consider. The Preliminary Environmental Survey based on
screening sct up following ideas: _

* Ensure that the planned development does not adversely impact the survival
and life of the inhabitants concerned and that social life reccives full
advantages while sustainable development and expansion for the local area are
sccured.

Ensure that the planned development does not cause significant loss of the
existing state of the natural environment and that a harmonious environment is
maintained while rarc environnmental and natural resources are preserved.

Screening review connected to the process of privatization mentioned in this case,
is putting in practice according to the concretely items and is put in order in JICA
format in the Table 3.1.7, including the column with the effects of the
eavironmental componcnts' research.

According to that, there is mentioned as well as the stand of the influence (o the
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cnvironment as, based on the gencral assessments, the need of implementation IEE
or EIA, It is concluded with a short sentence.
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Table 3.1.7 Resudt of screening

T e -

e Evaluation 7]_7 _ Remark
Social environmentitews o L
1 |Resettlement  {Resettlement accompanying site posscssion] Yes | Ne | Unknown
of (transfer ef right of residence and land
__inhabitants__ Jownership right) N . I
2 (Ecanomic Loss of land or other production| Yes | No | Unknown [Rationalization of management. |
aclivitics opporlunilies; changes in economic structure
3 [Tralfic illmpact on Iraffic congestion, accidents, and} Yes | No | Unkrown
public othet transporlation conditions and impact on
facititics schools, hospitals, efc. o
4 [Community  |Division in local society due to traflic] Yes | No | Unknown
division obstructions -
5 [Cultural Loss of shrines and temples, buricd colturall Yes | No | Unknows
properly |propeity, etc, and their depreciation in value
6 TWater-usc Obstruction of fishing right, water-use right,] Yes | No | Unkoown
right and rightimountain and forest right of common, etc.
of comnion o L
7 |Public  health|Deterioration of health eaviconment dug to] Yes | No | Unknown
conditions production of wastcs and harmful insects
B |Wiastes Production of conslruction wastes, waste| Yes | No | Unknown |Facilitics improvement
dumps, solid wasics, etc.
9 |Hazards Incieased danger of landslides, cave-ing,| Yes | No | Unknown
accidents, eie,
Notural environment
10| Topography  |Alteration of wvaluable topopraphy and soil] Yes | No | Unknown {Excavation
and soillconditions by cxcavaling or eaising ground
condition tevel
11|Soil crosion  [Topsoil corcasion due 1o rains following land] Yes | No | Unknewn
reclamation or forest clearcuiting
12| Ground water [Pollution due to waler shoriage or exuded] Yes | No | Unknown
water caused by excessive pumping
13|Hydrological |Changes in river beds and flow volume due to] Yes | No | Unknown
1egime land reclamation of in flow of drainage
14 |Coastal zoncs [Changes in coastal fauna and itora and coastal| Yes | Mo | Unknown
corrosion dug to changing ocean condilions
13 [Fauna and|Extinction  of species and  breeding| Yes | No | Unknown
fora obstructions  due  to  changing  habijtat
conditions.
16 Meteorology (Changes in temperature and wind conditions} Yes | No | Unknown
due 1o farge-scale reclamation and bujldings,
17|Landscape Topographic changes duc to land reclamation | Yes | No | Unknown |Facitities  improvement  and
and obstruction of harmony due to presence eslablished
of structures.
Pollution
18] Air pollution |Pollution due to harmfu) gases, exhaust fron] Yes | No | Unknown
vehicles and plants, etc.
19{Water Pollution due to inflow of sand, plant] Yes | No |Unknown [Dirty  water  from vehicle
pollution drainage, elc. lavatory  and  drainage  of
construction site
201S0il Contamination due to outflow and dispersionf Yes | No | Unknown
| [contamination [of drainage, harmlul substances, etc.
21 |Noise and|Noise and vibration produced from operation] Yes | No { Unknown |Increase in train  frequency and
vibration of vehicles, train yards, ete, speed up.,
22|Land Subsidence of land surface accompanying] Yes | No [ Unknown
subsidence changes in topography or a drop in
groundwater fevel.
23101fensive Prodociion of exhaust gas and offensivej Yes | No | Unknown
odor odors.
Overall evzluation {EE or E1A is required. Judging from a examination of project plan.

3-18



b} Scoping procedure
Scoping is defined as the procedure to find principal factor of environmental
impact and formulate the cssential survey items according to the cnvironmental
impact of starled project. Therefore, it makes clear the important fields and points
of the environmental impact. Yo define the influence which can be caused to the
cavironment by an invitation of the project, is the one of the main aims of the
scoping.
Hence, based on the confirmation results of scoping, in case 1EE or EIA is nceded
for the environmental phenomenon which ought to be research, following the
JICA environmental prevenlion guideline and applying the checking-list-way, the
grade for the state of impact for every environmental item is determined.
During scoping, in using the checking-list, following procedures and condition
were completed: '

(D Rescarch condition
e Objecling period
The research period targets at the time before and after of the project.
» Consideration of spatial extent
Spatial cxtent is understood as the area not limited for only railway, stations or
switchyards, but also as the zone influenced directly and indirecily by the
vibration or noise caused by train operation and drain discharge.
* Object of the environmental impact
Object of the cnvironmental impact is generally recognized as a negative
influence attend to the present status of the environment.
@ Interpretation of the important fields and items
Secking out an optimal ways, A {recognition of the important impacis), B
(recognition of somewhat impacts), C (unclear impacts. Though, there is a need
for testing, which can come out with some new elfects.) and D (there is no
rccognition for any impacts, so it is not taking under consideration as a IEE or
EIA's object) are divided into four levels, which is very helpful to decide the most
important fields of 1EE or EIA.

In this report, the scoping checking-list is as presented in Table 3.1.8. Besides, if the
result of testing on any environmental objects is grade more then C score, there is a
need to test it again.
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Table 3.1.8 Result of scoping

- {tem | Evatuation | B Basis of evaluation
Social environment itemns o o o
1 |Rescttlement of D None
inhabitants o 1 R o
2 |Economic activities [} Influence for residents duc to the loss in

transportation  service accompanicd  with
abolition of non-profit lines,

| 3 |Traffic/public facilities D None
4 [Communily division D None B )
5 |Cultural property D None 1
8 [Water-nse right and right )] Nonc

| |of common
7 [Public health conditions D None
§ |Wastes C In case of large scaled reform, industrial waste. |
9 |Hazards b Nong

Natural environment

10 |Topography  and  soil In case that a large scale excavation is done, it
condition aceds an examination.

]

i1 }Soil erosion D None

12 {Ground watcr D None

13 [Hydiolegical regime D None

14 [Coastal zones D None

15 |Fauna and flora b None

16 {Meteorology D None

17 jLandscape C Examination is need when reform of facilities
or establishment lakes place.

Poliution

18 |Air pollution D None

19 {Water pollution C Need examination for drainage of construction
and dirty water from a train lavatory.

20 |Soil contamination D None

21 |Noise and vibration B It is thought to be a noise and vibration
accompanied with spced up and increase of
train number.

22 |Land subsidcace D None

23 |0ffensive odor D None

Note: The grading of environmental impact level as follows :
A: Significant impact
B: Almostsignificant impact

C: Unknown (Survey should be necessary, on executing the project, impact may be ideotificd)
D:  Less significant impact

4) Owerall evaluation

Based on results of screening and scoping through employing JICA format, a generat
evaluation is made as follow;

At this stage of the privatization planning, neither IEE nor ELA are required because
no direct impact can be investigation for the environment. Furthermore the matter of
privatization has few rclation with environment. However, it is casily supposed that
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some rationalization will take place when assuming a concrete plan of privatization.
Namely it is considered that the people, who are living atong non-profitable lines to
be lquidated, reccive undesirable effect for their economic activity and the impact by
nois¢ and vibration might increase along some profitable lines where train frequencies
are increasing and train speed gets higher. On the other hand, though it is “unknown”
as influcntial items for environment at present, in a reference of past examples, there
arc “waste, topography and soil condition, landscape, water pollution, and land
subsidence”. Consequently, at the exccution stage of privatization, 1EE or EIA being
based on regulalion are nccessary.

(2) The tendency of the cavironmenlal countermeasures related to transport field in
countrics of EU and others

The railway's environment in Poland and this area of Europe, is getting better every
year, To satisly (he environmental protection basis, during the time E-20 linc was
reform in Poland, the project contained installation of the special facilitics against
noise.

At present in EU, according (o the pollution gases (as a carbon dioxide and nitrogen
compounds) coming from the transport, the European Community seltled the base level
for common exhaust-gas, and is carrying this regulation into effect. Also, EU is of
great concern about the environmentat problem, so adjust successive progress of the
technology, is beefing up the regulations. As a last activities, European Community
suggested a new project of cxhaust-gas purification, and it is being tested now in EU.
Fhe project prepared very strict conditions about the purification ability as well as
fuel's components and quality. And it is still testing to purify it much more.

As a carbon dioxide, through improving gas mileage the amount of the exhaust-gas
should be reduced to minimum, so the European Community is pushing on the
European Automobile Industrial Association to undertake itself procedure.

There is no detailed information about the vehicles-amount-restricts, because it is
different for each country, but it is known that there is a restriction for enicring the
center of the agglomeration by the large vehicles.

As well in Poland, when is going to gain the membership in EU, the same kind of
measure is undertakch, and it is evident, that the restriction about the automobiles
would be also strict. In fbllowing, the strict roles would be put on vehicles used before
the project had been introduced. To make public transport facilitics, such as railway

transport and its service, better for the environment, comes to be essential condition.
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Moreover, together with the tendency of specifying some procedures cennecling to the
cnvironmental problem in advanced european countries, there is an intcrnational
standard (1ISOH4000) serics for the eavironmental management system, which was
planned to {itfully safe the environment from the industrial activities of cach industry
and (o back up the development of the socicty,

To size quantitatively the essence of the environmental safe-load, there was introduced
LCA (Life Cycle Asscssment) project, which legislates environmentally safe load for
all of the production and service. Even for the railway-service among the others
transport facilitics, is seen as not harmful to the global-environment, because of its high
amount of transport per unit energy, the more closer to the 21'st century, the need of
much morc improvement of its statue is required.

As if European Railway, c.g. the German one, it has its own, special private sector of
the environmental improvement and corresponding to the aim which is to reduce an

cavironmental-load, is going to use an cconomical-energy-cars and is getting to recycle
the old ones.

Facing global environmental problem concerned with railway, we can see the earnest
and a will for bringing positive achievements to the case, of european countries. It can
be recognized from the existence of EU's EMAS or British BS7550, which was the
prototype of 1SO14000. Obviously, there is a lot of european countries facing very
eagerly this problem. In Dec. of 1992, the Chairman Meeting took place in UIC. The
main discuss was about the cooperation movement in the matter of the environmentat
protection. For that reason, there was established a special working-group. Last year
started its activity UIC environmental group, what is written in TSM (Towards
Sustainable Mobility) report.

Moreover, from the 1994, the Environment Protection Meeting has been held every
year.  Searching cach country's activity connecled to the railway problem, it is clearly

seen, that the northern parl of Europe as Germany, Denmark or Sweden, is more aclive
than the southern one.

Denmark Railway has its own environmental protection section, holding by exclusive
control staff, To give more concrete information:

a When choosing rolling stock to new roles, cach maker is obliged to present. LCA
data, which is stated as a one point of this selection,

b According to the herbicide spreading on a railway line, there is an instruction to test
the toxicity and sclect the specific one,
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¢ When soit pollution survey is undertaken within possessed land, a cleanup-
movement should be started if needed,

d T'ree planting should be promoted on the railway area.

¢ There should be undertaken the waste classification project.

[ Introduction of the noise counlermeasures.,

On state of autumn 1996, the German Railway sel up in the company's rescarch
institote The Railway Envirommental Center with 230 specialists who are facing the

global environment problem. As a purposc of this research the following points are
stated:

a To follow constituted roles and laws on the EU, cach country and each district.

b To continuously progress development of the industry business, based on
improvement of service facilitics, flexibility, production system and also by securing
the cnvironmental acceptance.

¢ To reinforce a competitive power in the market, by giving strong presence to
ecological privilege of the railway system,

d To take the social responsibility.

Moreover, the following aims are presented:

a Adjusting to the country's projects and aims, there is planed, till the 2005th, to rise
up the amount of the transport simultaneously with reducing 25% of the cnergy
consumption.

b To reduce harmful materials.

¢ To minimize the noise.

d To cut off 50% of the waste materials.

e To increase the recycling rate of rolling cars from 70% (nowadays) to 80%.

There is also a hope to get good results of reducing cxpenses, by economical-energy
utilization, and as well, the authorization purchase of ISO14000 is under consideration.

When diScussing about global environmental problem, the fact that we are viclims and
an assailant in the same time can not be forgotten.

The second problem facing, is a delay 1o understand the bad influence (o the

environment, caused by activities. When considering the example of the railway, the
time from the beginning to the end of using the cars would be counted in the unit of ten.
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)

In this way, the present decisions would influence very much, for yes or no, on the
cnvironmental problem. Cf course, all of the causc-cffect-relations are not certify but,
when the problem become to be a big onc, it would be impossible to manage to solve it.
That's why, the point is not to be conscious too much about others and theirs activitics,
but to make the decisions by oursclves and to responsible for that. Tt is also very
important to make known about environment problem. Just like we can sec it in case of
Swedish Car Industry. All information about the influcnce to the cavironment are
published, and the Industry itself make the great effort (o clear the bad side of the cars'
production. Then, basing on those information’s, it is going to be possible to chose the
product suitably to our lifestyle.

Suggestions to the environmental-protection

Based on the evaluation of each environmental-problem testing list, which depends on
scoping, in case the privatization is surpassingly carried into effecl, the way of dealing
with the problem of an influence to the environment, which is mentioned in A - C
suggestions, is put in order in the following table.

Table 3.1.9 Suggestions about the environmental-protection

Supposed impact Countermeasure

Economic aciivities

Transportation loss with the

To secure the transporl
abolition of unprofitable lines.

system by the other kind of
transport.

Wastes The waste-production with the | To make the disposal-plan,
facilitics on the institution's and to securc the suitable
reform at large scale, dump site.

‘Topography and | Landslide with the large-scale | To facilitate hard waterproof
soil condition excavations, pipe system.
Landscape Demolition of the landscape To design the urban
with the new infrastructure. infrastructure, not to be
' obstacle for the natural
scenery.
Wiater pollution | The drainage with the To prepare water treatment

construclion.

system for the drainage.

Noise and vibration

Noise and vibration with the
increase of the number of trains
and the high speed.

Not to make present
siluation worse, by building
soundproof walls and
improving lrack structure,
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3.L.5  Policy to Mainfain Railway Transport
(1) Role of government, ¢te. on the preservation of the railway transport

A railway enterprise shall be administered, by the principle applicd to a civil enterprise
in the EC's Directive No. 91/440, it is prescribed that the said principle should be
respected also in the category of public service obligation forced by the nation, cle.
{ArL. 5)

From this sens¢ the economic principle has a priority first at the time of preservation
continuance for the railway business, and in case the current balance of routes is
constantly deteriorated and no prospect is given as a going concern, it is indicated that
there may be a case to be withdrawn from the corresponding railway service. By lhe
cstablishment of the Railway Business Law, it is supposed that the railway transport
business from now on will become a license undertaking, if it is a business entity
satisfying the conditions, it can frecly enter into the market, and for the service to
render and the tariff setting an enterprise frecly carey out as a basic style.  For this
reason, il is considered that the unprofitable transport {ield in the railway scctor, for
example, the preservation of the railway traffic in the local transport, etc. that a large
expectation cannot taken in the quantity of demand will come to a issu¢ . As the
situation supposed in this case, two cases are considercd: (D a case to intend the
prescrvation continuance of railways by the rules other than the market economic
principle by any measure, and (@ a case to change over to the transport by other
means of bus transport, eic. The latler is a case to shift to the alternative transport
system with higher economic vatidity on its demand scale, and what becomes issues at
the railway side is relatively little.  The issuc is very large for the case of @ being
that in case the continuance of railway business is intended in spite of that the
economic validity is lost in the railway transport. ‘This means such a case that the
railway service rendering on the basis of the social need even though it is decided as
unreasonable, and the fina'ncc‘chargc adjustment between the business entity and the
beneficiary comes to become a issue. Concerning public traffic service liabilitics in
local governments, through the Law on Local Self-governing Body established in 1990,
the local public transport {mainly aiming at the bus transport) was included in Habilities
of municipality self-government bodies, That is to say, under this law frames, the
organizers of local transport and the offer itsell were instilutionally separated
concerning the transport service quantily and quality necessary, the former assumes a
role to determine the frame as to the quantity and quality of service necessary as the
municipal public transportation from viewpoints of the social benefit, and the latler was
specialized (o be a business activity as the main supplier of public transport services.
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(2)

3.2

The two conclude a contract as to the traffic scrvice required, and prescribe the
particulars {frequency of progress, routes and subsidics) of service rendering in a scope
of financially realizable and socially justificd scivices. The transport busincss enlity
acting as a (ransport service provider has rendered necessary lransport scrvices on the
basis of this contract. Conceming the preservation of railway routes, the system
similar to this is possible, and it is desirablc lo start the examination of a contract as (o
the transport service rendering among the government, local governments and railway
business ¢nlity in the future.

Transport market segmentation

In the passenger iransport of the present PKP, little concen is given to the differences
of transport markel characteristics between the inter regional transport and intra
regional transpoit . For these two transport markets, it is not adequate to apply the
same principle of business administration because of differences, etc. in the social
meaning directed o the transport business. Also regarding the preservation of the
railway transport, in the domain of interurban services covering the whole country, for
the PKP that fostered the administration, technology and transport kaow-how as the
leading role of unique domestic railway transport up to now, its participation to the
business is justifiable also from now on, however for the municipal zone (ransport
service that should examine the quality and quantity of the transport service in
accordance with the transport need limited in a specific region, there is few reason for
the PKP to take part such transport services directly also in the future, and rather it is
desirable 1o assume the liabilities in the transport business at local level and/or at local
scif-governing organizations.

EXPERIENCE OF RRIVATIZATION OF RAILWAYS IN JAPAN AND WEST
EUROPEAN COUNTRIES AND SUGGESTION TO PKP REFORM

3.2.1  Reform of Japanese National Railways

(1) Background

Duc to changes in the industrial structure and increases in the income of people,
transport by automobile and airplane has rapidly developed in Japan since the 1960s. In
this process, the Japanese National railways (JNR) steadily lost its market share, as it
was nol able to innovate its management or improve produetivity to promptly cope

3-26



with changes of the time and circumstances surrounding the raitway industry.

INR was not able to cope with changes in the transport stroclure mainly for the
following reasons.

(DAs JNR was a public corporation, the Dict and the government intervened in the
budget, appointment of execulive members, fares, investment and other important
management affairs. Fares were politically determined to lose chances of timely
revision. ‘Thus, the spirit of autonomous management had gradually been lost.

@The labor-management relation gradually worsened, as thc management wasn't
given competence of self-determination, while labor unions didn't have cost-
consciousness or morale for productivity increase. Either labor or management
was not sufficiently conscious of the reality of business and the relation in between
had gradually become abnormal.

@INR invested an astronomical amount of funds in varicus projects including
construction of Shinkansen lires, most of which were appropriated with borrowed
money to snowball debts and lose normaley of finance. In 1981, funds invested
accounted for 32% of revenue and 70% of outstanding debts were due to capital
investment.

@INR was a mammoth organization to cover the nationwide raitway network with
about 300,000 employces.  Policics of the top didn't efficiently prevail to field units
all over the country, to expose the limit of management and conirol as a single
organization.

®As the Head Office in Tokyo concentratedly managed the nationwide organization,
il was not able to cope with different conditions in different arcas. The
management of revenue and expenditure in package over the entire network caused

irrational inter-division and inter-region reliance.

®As JNR was a nationwide organization without competitors, employees were not
conscious of competition.

Thus, the financial position of JNR gradually worsened to accumulate long-term debis.

In 1984, payment of interest exceeded 30% of revenue.  Subsidics by the government
made an unbearable burden in the national budget. Under the circumstances, the
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government started to drastically restruciure INR.
(2) Special Features of INR Reform

From the viewpeint of traffic density and assets of JNR, it was foreseen that railways
can be sclf-subsistent, if some innovative measures have been taken.  For this reason,
following policies were implemented to reform the operation of INR.

(Obivision and Privatization of JNR

In 1987 April, INR was divided into six passenger railway companies and a freight
railway company with all stocks hcld by the government.  The government planncd
to sell stocks whilc considering the management achievement of each company.
As of 1997 October, stocks of three companies have already been released to the
public. Division and privatization of the former JNR have succeeded in clarifying
the responsibility of management, decreasing internal subsidies between different
divisions, introducing competition conscicusness, slabilizing the labor-management
rlation and promeling community-related marketing,.

(DDisposal of Debts in the Past

Newly organized JR companies will not be viable, if they succeed the total amounts
of long-term debts of JNR and the pension for retired employees. It has been
decided, therefore, that JR companies bear 8.4 frillion yen as the price of asscts they
have received from JNR and an amount of 14.5 trillion yen more, with the balance
being transferred (o the newly organized INR settlement Corporation (JNRSC). It
was planned to reimburse the debts of INRSC by selling lands and stocks at an
amount of 8.9 trillion yen with the balance, 13.8 trillion yen, borne by. the national
exchequer (fax). As sales of lands and stocks have delayed, however, it is
anticipated that the burden on lax payers will amount to more than 20 trillion yen
including the accumulated interest.

@ Treatment of Excess Employees

The number of JNR employees was 277,000 as of 1986 April. The INR
Reconstruction Supervisory Committee calculated the appropriate number of
employees to be 168,0(]0 by referring to the numbers of employees of private
railway companies in Japan. When INR was split and privatized, newly born JR
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companics took over 200,000 cmployees, or 20% more than the appropriatc nutber
calculated by the Committee.  This left 77,000 employees as excessive labor force.
‘fo encourage carly retirement, JNR collected voluntcers who want to retire by
recciving a retirement allowance added with an amount of ten-month salary.  While
JNR planned to collect 20,000 volunteers, 39,000 employees retired by taking
advantage of (his privilege. The government sct up "JNR Employces Re-
cmployment Promotion Headquarters” headed by Prime Minister, and enacted the
“"Special Re-employment Measures Law."  The Law also imposcd obligation on
governmental organizations and local autonomous bodies to make efforts to employ
workers resigned from INR, implement employment exchange services, perform
vocational training and cxtend assistance to workers for re-employment.  Based on
the provisions in the Law, the government influenced local autonomous bodies and
industries to employ workers resigned from JINR.  As a result, those who left JNR
were all re-employed in three years by 1990 April.

@Disposal of Excess Assels

INRSC took over excess assets, long-term debis and lands of 8,800ha out of
62,000ha possessed by JNR. By fiscal 1995, JNRSC sold 3,500ha to obtain
revenue of six trillion yen. Of these lands, 85% were sold through private contracts
and 12 % through competitive bidding.  After INRSC is disorganized in fiscal 1998,
remaining excess assels will be transferred to a different governmental organization.

(&Measures lo Stabilize Management

Three newly organized JR companies with small volumes of iransport were
exempted from taking over INR’s long-term debts, as their management basis is not
stable. [In addition, management stabilizing funds, 1.278 trillion yen in total, were
provided to these three companies. The amount was calculated so that these
companies can secure a profit of 1% by adding the interest from the funds to revenue.
The amount was included in the debts transferced to INRSC, which is virtually borne
by the government, however.

JR companies are now in a paying business thanks to the financial assistance by the
government, measures to smoothen the process 10 the privatization of JNR, spiritual
reform of employees, establishment of sound labor-management relation, productivity
increase, improvement of customer services with fares unchanged and increases in the
volume of transport due 10 economic recovery.
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3.2.2  Reform of British Rail

(M

2)

Background

The United Kingdom, who started railway opcration in 1825 for the first time in the
world, enacted the Transport Law 1947 to nationalize all transport busincsses including
railways and place them under government control.  British Rail (BR) was born when
this policy was reviscd by the Transport Law 1962 to divide nationalize cnterprises into
business-wisc scparated organizations.

In the 1980s, the government promoted privatization of national enterprises including
those of land transport, bus scrvices and air transport, when BR was left unchanged as
its stocks didn't scem to scl well due to its poor business results.  Although BR made
cfforts to cut employces, abolish unprofitable tines and implement various mcasures for
rationalization, its management didn't take a favorable turn.  To revitalize the railway
business, therefore, measures were looked for to transform BR to a private organization
that would be able to fulfil its function on its own feet,

In 1992 July, the government published a white paper that included the following
polices 1o privatize railway busincsses. Namely, the government: (D Nominates
different companies 1o undertake train operation and the management of infrastructure.
(DAdopts a franchise system (o license the right of train operation to a private company
through competilive bidding.

Based on the BR reform plan reported in this white paper, the Railway Law was put in
force in 1993 November to divide BR into more than 90 companics in 1994 April.

Special Features of Reform

Special features of the reform of BR were to:  (DDrastically fractionize railway
businesses in order to expedite competition,  @introduce a franchise system. (3Set
up the Passenger Railway Franchise Board to implement a franchise system and
supervise ratlway companics, and the Railway Supervision Board to expedite
compcetition among thesc companies, profect the interest of users, promote efficient
utilization of railway nctworks and control Rail Access chéfges.

Passenger transport was divided among 25 companics. The ﬁght of operation was
granted to a bidder who required the minimum amount of subsidies among bidders.
After BR was privatized, however, subsidies of thc government had substantially
increased, from 523 million pounds provided to BR in 1892 to 1,980 million pounds in
1996.  Although the Franchise Board predicts that subsidies will decrease in the future,
to 1,842 million pounds in 1998 and further to 764 million pounds in 2004, the
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financial burden on the government will not decrease for the time being. 1t is planned
not to implement an open access to passenger lransport uatit 2004,

Freight transport was divided among three companies.  They are a coal and petrolewn
transporl company, a container {ransport company and a chamnel tunnel transport
company, who arc now in different financial situations,  The channel tunnel company
has accumulated a large amount of debis.

A nationwide company called the Rail Track Company (RT) was eslablished to
manage infrastructure, who controls the right of access, compile a time table, maintain
tracks and signals, and invest in infrastructure,  Tn 1995, RT earned 2.27 billion
pounds in total including 2.1 billion pounds and 80 million pounds from leasing tracks
and real cstate, respectively, and spent 1.97 billion pounds for investment and
maintcnance of tracks.

3.2.3 Reform of Swedish State Railways

(1)

)

Background

Sweden enacted a law to nationalize railways in 1939 and organized the Swedish State
Railways (8)). SJ fell into a financial crisis, as the railway network is too large in
comparison with the population and the area of territory, and the volume of transport
dropped duc to the rapid development of automobiles in and after the 1950s.
Therefore, the government enacted a transport policy law in 1963 (o start a system to
bear the costs of unprofitable services of SJ. The government amended the law in
1979 10 limit the responsibility of SJ only to the operation of commercially profitable
lines. For unprofitable lines that must be maintained to meet social requirements,
provisions were made lo provide SJ with subsidics from local autonomous bodics.
Nevertheless, the finance of SJ dida't improve. The government again amended the
law in 1988, therefore, to separate the operation and infrastructure divisions of SJ into
two different organizations. Thus, SJ was entrusted with train opcration and the
newly organized Swedish Railway Board (BV) with the management of infrastructure.

Special Features of Reform of Swedish Railways
Both SJ and BV are a public organization with their operation not privatized and
transport and infrastructure managed separately. This is a railway management

system that has been adopted for the first time in the world.  8J is in charge of [reight
transport over the entire railway nctwork and passenger transport on trunk lines.
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Passenger transport on local lines is performed by contractors whao have been sclected
through competitive bidding by local autonomous bodies with whom the management
of these lines is entrusted by the gavernment.  In most cascs, however, SJ has been a
successful bidder to conteact the operation of local lines,

8] pays Rail Access charges to the national exchequer and BV is compensated for track
control and maintenance costs and funds for investment by the national budget. In
1995, S} gained a business income of Ke 12 billion with expenses of Kr 10.8 billion,
and paid rental charges of Kr 750 million which was enly 7% of the total expenditure.
BV was allocated with a budget of Kr nine billion from the general account, spent Kr
three billion for track maintenance and invested Kr six billion in tracks.  Rail Access
charges paid by SJ account for about 8% in the annval budged of BV,

One of the special features of ratlway reform in Sweden is that the government
maintains railway facilitics by regarding them as the assets of the country, and invest a
large amount of funds to maintain the railway network in the same way as for other
transport modes including road transport.

324 Reform of German National Railway

(1) Background

The German National Railway was cstablished in 1920 when railway networks in the
country were nationalized. When Germany was divided into West Germany and East
Germany in 1951, the German National Railway was also split into the German Federal
Railway (DB) in the west and the German State Railway {DR) in the east.

While the volume of transport in West Germany increased to a large extent, transporl
by rail hovered low to worsen the financial status of DB.  The government provided
DB with subsidies to a total of 54 billion Mark from 1975 to 1990. However, long-
term debis of DB snowballed every year to 50 billion Mark  until 1990,

Although DR had played a leading role in passenger and freight transport in controlled
markets on the other hand, its market share and the volume of transpoﬁ sharply
dropped since 1990 due to changes in the market structure. As it had excess
employces and superannuated railway facilities and rolling stock, DR required
investments for modernization. .

Under the circumstances, the government determined in 1992 July to integrate DB and
DR, sect up a railway liguidation corporation and separate infrastructure divisions and
railway transport divisions into different organizations after preparations have been

made in the future: Based on such plans, the government enacted a railway reform
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(2)

law in 1993 December.
Special Features of Reform

As special Features of the railway reform in Germany, the government integrated DB
in the west and DR in the cast, established a federal railway assct organization (BEY)
to manage long-term debts, excess asscts and employees of DI and DR, sct up a
federal railway board (EBA)} to plan railway networks and license and supervise
railway operation from a technological viewpoint, and provided a large-scale financial
assistance to the newly organized German Railway Co., Lid. (DBAG) to cover long-
term debis and pension funds.

To make DBAG sland on its own legs, the government took the following financial
measures. (D Reduction of the book value of asseis @Excmption from all debts
with interest (about 70 billion Mark) (@ Investment in projects to modermize DB
@Excmption of DB from the burden of pension funds The government also
provides subsidics based on the tocal area development law to autonomous bodics for
the operation of local railway lincs,

As the government took such financial measures and contracted suburban passenger
transport with autonomous bodies, DBAG which was set up in 1994 January recorded a
profit of 180 million Mark in 1995.

The organization of DBAG was separatcd into three internal independent divisions, i.c.,
the passenger, freight and infrastructure divisions. ‘These three divisions will be
instituted as different private companies after some time in the future.  Regarding the
infrastructure company to be st up in the fulure, the government take charge of
investment while holding a majority of stocks.

When DGAB was set up, 355,000 employees of DB and DR were taken over in
principle by DGAB, BEV and EBA. DBAG will reduce the number of employees by
100,000 in ten years.

3.2.5 Reform of French National Ratlway

M

Background

Under an agreement between the government and railway companics, the French
National Railway (SNCF) was established to cover the entire railway network in the
country. SNCF concluded a contract with the government to perform public transport

services and be compensated for tosses incurred from the operation of unprofitable
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lines,

‘The amount of compensation by the government has increased every year to account

for 70% of the revenue of SNCF in the 1980s.  While starting the opcration of high-

speed TGV in 1981, SNCF had played a leading role in the age of high-speed railway

transport,  However, the stagnated volume of Lransport and increases in capital costs

due to the investment in the construction of high-speed railway network oppressed the

management of SNCF to increase the amount of subsidies by the government to 51

billion frang in 1995.

Therefore, the government introduced a bill to the Dict to drastically reform SNCF by

the following mcasurcs.

(DSNCF shall operate trunk lines alone, with the operation of local lines entrusted (o
autonomous bodies.

@ he infrastructure of SNCF shall be transferred to a newly established public
organization.

@ Two-thirds of the debts of SNCF (175 billion franc as of the end of 1995) shall be
taken over by the new public organization.

@T_ he government will transfer the cost of infrastructure hitherto compensated for to
SNCF, 13 billion franc per year, to the new public organization, and provide 12
billion franc to the organization cvery year to reimburse the transferred debts.

Special Features of the Reform of SNCF

In 1997 February, the said bill passcd the Dict to institute a railway track corporation
(RFF) who manages the infrastructure and grant an cxclusive license to SNCF for
transport on trunk lines and maintenance of tracks contracted with RFF.  RFF took
over the infrastruclure, excess assets, debts of SNCF to an amount of 134.2 billion
franc. RFF's revenue consists of rental charges for track paid by SNCF, sales of
excess assets and subsidies from the government and autonomous bodies.

SNCF possesses railway station buildings, rolling stock, rolling stock bases, workshops
and other buildings, prepares transport plans and performs train operation control.  As
a result, SNCF who suffered a loss of 15.2 billion franc in 1996, will recover the
balance between revenue and expenditure in 1998.

As special features of the reform of French National Railway, SNCF was exempted
from a majority of long-term debts to expedite its restructuring.  Simultancously, the
government set up a public organization who is responsible for raising capilals and
investing in infrastructure. By doing so, the government clarified the responsibilities
of the infrastructure and transport divisions. The govermnment also transferred the
management of local lines 1o autonomous bedies in respective regions.
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3.2.6 Suggestion to PKI Reform

(1)

(2)

&)

Railway reforms in Japan and west Buropean countries were triggered when they fell
into a financial deficit to require huge amounts of subsidics from respective
goveraments. Except some private railway companics in Japan who are enjoying
high density transport demands and can undertake railway transport without obtaining
subsidies from the government, it is very difficult for railway companics to balance
revenue and expenditure while maintaining tracks and implementing capilal investment.
Therefore, management stabilizing funds have been cstablished in Japan for vulnerable
companies with small transport demands to add the interest from the funds to their
revenue.  In western Burope, governments are providing subsidies to passcnger
transport and infrastructure divisions. Given the low transport density of PKP, it is
indispensable for the Polish government to extend subsidies to passenger transport
businesses and invest in the infrastructure.

A common feature among various countries who have reformed national railways is
that the respective government implemented large-scale financial measures.  One of
the reasons why governments must have borne such large financial burdens is that they
have to dispose of long-term debts of national railways as seen in Japan, Germany and
France. To make reformed railways stand on their own legs, governments have also
1o invest in infrastruciute. As the source to deal with such financial burdens, funds
from the national budget are appropriated; excess asscis were sold (in Japan, Germany
and France); stocks were released (in Japan) and the revenue from road transport is
appropriated (in Germany and France). Fortunately, PKP doesn't have long-term
debts. However, investment in facilitics has been insufficicnt. Before PKP is
privatized, therefore, it is required for the government to increase the investment funds
to modernize facilities and rolling stock.

To make raitways operate efficiently and improve productivity, provisions have been
made in each couniry to expedite competition in railway businesses and clarify the
responsibility of railway management. As a means to do this, national railways werc
divided to induce competilion among different raitway companics and new railway
promoters were approved to start railway transport businesses.  To provide freedom of
management and autonomy to railWay companies, they have been privatized. 1t is
required for Poland as well, to introduce an open access system by separating
infrastructure and transport divisions, and privatize PKP by dividing transport divisions
into a plurality of entities.
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(4) Public organizations have been set up in various countrics to assist reforming national
railways, including the control agencies in Germany and the UK, the infrastructure
control agencics in Sweden and France, and the scttlement corporations in Japan and
Germany.  Control agencics arc sct up when existing governmental organizations
cannol fully cope with reforming railways. Infrastructure agencies are organized
when the government largely intervene in infrastructure divisions.  Sctilement
corporations are instituted when a national railway has a huge amount of long-term
debts to mainly take charge of its disposal. In Poland where a chief inspector system
is in force and PKP docsn't have long-term debts, it must be discussed whether
organizations like those set up in other countrics are necessary, by taking into account
conditions spccific to the country.

(5} Among different countries, a common factor that has worsened the balance between
revenue and expenditure is the cxcess cmployees.  However, curtailment of
employces is very difficult, as labor unions oppose it. In addilion, there are few
tecipients for discharged workers. In the case of JNR reform, the government took
the initiative in re-employing 77,000 excess employces and made efforts for referral.
INR encouraged carly retirement by paying exira amounts in addition to retirement
allowance. In Poland, the problem of excess employees is a key to the reform of PKP.
The government is required, therefore, to take the initiative in solving this problem.

(6) Countries who have rcformed their national railways clarify businesses in which
railways can exhibit their advantages and those where railways are not advantageous.
A typical case of the latter is the operation of local lines. Unprofilablc local lines,
which must be abolished in principle, are entrusted to the finance and management
responsibility of local autonomous bodies, in case they musl be maintained from the
viewpoint of social and economical needs of respective communitics. It is also

required for Poland to clarify the responsibility and burdens to be borne by autonomous

bodies for the operation of local tines.

3.3 TARIFF STRUCTURE AND FARE ANALYSIS
3.3.1 Existing Tariff Structure

(1) Tarift system
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Present PKP tariff system, being adapted to passenger and {reight transport, reflects 2
components being contrary to each other . The first is that some part of present tariff
involves official price regulated by the Government price control and the second is that
prescnt tariff is mainly bascd upon the commercial view, taking account of the market
situation and policy . Meanwhile, the specific farc discount system is also introduced
from both statutory and marketing vicwpoint and such a fare reduction system should
be also included when considering PKP fare system . Furthermore, the State has
subsidized PKP by compensating the revenuc loss of passenger transpoit and it is

considered that such a subsidiary has significanily related to PKP fare sysiem .

A) Substantially PKP tariff is controlled by the Government policy through the so-
called official price which is applicd to passenger and freight fare .

B) It is nccessary to take account of several fare related matters like discount farc and
government subsidy with considering the present fare system, because they will
affect the realization of farc system in practice .

However as mentioned in several EC direclives, future railway management should be

lcgally and economically independent from the Government regulation, and this means

any railway enterprises can make independently their own business plan, including
own farc and tariff system . Presenl situation indicates the farc system allows public
intervention through the official price system and the discount system, and it is
considered that the railway business principle should be established through separating
its commercial activity from the social obligation charged to railway, ncgotiating
with the State and local Government .

Related legal system

As mentioned above, many statutory rules are related to present railway fare, it is
necessary to review the existing fare system,taking account of interretationship
between the fare system and related statole . The related slatule comprises not only the
law concerning public transport sector, including railway, but general law concerning
sacial economic sector . These relationship is summarized in figure 3.3.1.
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Figure 3.3.1 Interrelationship of statutory system related to fare

The prescription of related legal system is shown in table 3.3.1 ,

Table 3.3.1 Outline of the law related to fare system

Item Prescription Legal background
Competence of Board of manageiment is approved to setile | Art. 32 of law on PKP

PKP in the fare by itself. Art. 11 of Transport law
sctilement of fare

Application of ‘The minister of transport and finance can | Official notice of the minister

official price for
the railway farc

introduce official price for the public
transport including railway if necessary .

of transporl, based upon art.
18 of price law .
Amendment of art, 2 of
transpoit law

Official price for
passenger
railway transport

Offictal announcement of passenger fare
for normal and season ticket .

Directive by the minister of
transport

Official price for
freight railway
transporl

Official announcement of freight tariff for
the transport of specific commodity, coal
freight to the power plant and ore .

Ditto

Free and reduced
charged kranspor!

Range and definition of legal privilege for
frec and reduced charged transport .

Law on the special right of
reduced charged transpor!

(3) Tariff structure

1) Passenger tariff
Therc are 4 kind of tariff tables applied for PKP passenger fare .
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(DBasic fare : is applicd to normal ticket farc by train types, to scason ticket fare
passcnger and to suburban train tickel farc .

@Baggage fare : is for parcel, bicycle accompanied with boarding, baby carriage and
vehicle .

@Other charge : charter fare clc.

@Extra charge : for reserved seats and slecping berth .

a) Normal ticket

» Passenger fare is fixed by the train type, including normal train, fast train and
qualificd train, and the scat classcs, that is 1" and 2™ class .

e As a farc difference is equal 1o the 50% of 2°*° class fare in normal train between
any ncighboring upper rank, the fare structure is  rather simple and clear {or
users .

* Typical fare differcnce is as follow ;

Fast train farc = Normal train fare times 150%
Qualified train farc = Normal train fare times 200%

Accordingly,maximum fare difference occurs between the highest fare, qualificd

train 1%, and the lowest fare, normal train 2™, and the ratio becomes 3 to 1,

comparing the fare in same haul range .

* Average tariff is decreasing according to its travel distance .

» Among normal train ticket, official price is applicd to the 1st and 2nd class fare
of normat train through the directive of the minister of transport .
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'Fable 3.3.2 PKP PASSENGER TRAIN FARES 1997

Travel PRICE of NORMAL TICKET ]
Distance Ordinary Fast Express
(km) 1 il 1 i} { I

l- 10 1.80 1.20 2.70 1.80 3.60 2.40
- 20 3.00 2.00 4.50 3.00 6.00 4.00
21- 30 4.35 2.90 6.53 4.35 8.70 5.80
31- 40 5.55 3.70 8.33 5.55 11,10 7.40
41 - 50 6.60 4.40 9.90 6.60 13.20 8.80
St- 60 7.80 5.20 11.70 7.80 1560  10.40
61- 70 200 6.00 13.50 9,00 1800 1200
71- 80| 1005 6,70 15.08 10.05] 2010  13.40
81- 90 11.10 7.40 16.65 11100 2220  14.80
91- 100 1215 8.10 1823 1215, 2430 16.20

101- 120 13.35 8.90] 20.03 1335 2670  17.80
121- 140 1440 9.60] 21.60 14.40] 2880  19.20
141- 1606 15.60 10.40] 23.40 1560 3120  20.80
161 - 180 16.65 11.10] 2498 16.65] 3330  22.20
181- 200 17.70 11.80] 26.55 17.70] 3540  23.60
201 - 220 18.75 1250 28.13 18.75 37,50 25.00
221 - 2401 1950 13.00] 29.25 19.50 3900 26,00
241 - 260 2040  13.60F 3060 2040 4080  27.20
261 - 280 2100 1400 3150 2100 4200 28.00
281-  320F 2205 14.70]  33.08 2205 4410  29.40
328 360 2310 1540 3465  23.10] 4620  30.80

361 - 400 2370 15.80 35.55 23.70 4740  31.60
401 - 440F 24.60 16.40 36.90 24.60 49.20 32380
441 - 480 25.50 17.00 18.25 25.50 5100 34.00

481 - 5201 2640 17.60 39.60 2640 5280 3520
521 - 560 27.60 18.40 41.40 27.60 55.20 36.80
st - 600 28.50 19.00 4275 28.50 5700  38.00]
601 - 640 29.40 19.60) 44.10 29.40 5880  39.20
641 - 680 30.30 20200 4545 30.30 60.60 4040
681 - 720 31.20 20.80 46.80 31.20 6240  41.60
721- 760 32.10 21.40 48.15 32.10 6420  42.80
761 - 820 33.00 22.00 49.50 33.00 66.00  44.00
821 - 880 34.20 22.80 5130 34.20 68.40  45.60
881 - 940 35.10 23.40 52.65 3510 7020  46.80
941 - 1000 36.00 24.00 54.00 36.00 7200  48.00

b) Scason ticket

+ Scason ticket consists of the sectional scason ticket, the district scason ticket and
the suburban section ticket .

* The sectional ticket allows a holder to get on and off trains freely at any stations
between the section shorter than 100 km .

* The sectional ticket is divided into two kind, one is nominal ticket and another is
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anonymous ticket .

The validity of ticket covers types of 1 month, 3 months and 6 months .

There are 2 scat class available, 1st and 2nd classes of which fare difference is
50% of the farc lower rank licket .

Comparing with the normal ticket, the scason ticket is discounted about 50% and
the discount rat¢ increases according to its validity .

The district scason ticket is such a ticket that its availability is  limited not only
in the section but wider arca covering several DOKP districts .

The district ticket is divided into two kind, one is nominal ticket and another is
anonymous licket .

The validity of tickct covers types of 1 month, 3 months, 6 months and 1 year.
Average fare of the district ticket is 6 times larger than the sectionat ticket .
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Table 3.3.3 Season ticket

Type of Train  [Class Noimal § Scason Ticket
Ticket Tickei Period
tace | 1 month 3 months 6 months
fareinzl [Disc|Fareinzl  |Disc. fFarcinzl  |Disc
Sectional  Nominal{Ocdinary |2 20| 44.00{ 05| 11000] 0.6 19800] 0.7
Ticket *1
* 30| 6600 0.5{ 165.001 0.6 297.00] 0.7
27.50% 1.0[ 22.00r 0.5 55.00] 0.0 93.00| 0.7
1"-50% 1.5] 33.00] 0.5 8250 0.6] 14850 0.7
Seclional Ordinaty |2 20| 55.00| 04 137501 0.5; 247.50] 0.6
Anonymous Ticket
! 1 30| 8250 04] 20625 05 371250 06
Rapid  [2™ 3.0 8250] 0.4 20625 05| 37125, 06
* 451 123.75] 047 309.38] 0.5 556.88] 0.6
District.  Nominal{Ocdinary [2° 268.40) - 671.00] - 1,207.80
Tickel *2
1 - | 4o260) - | 1,00650] - | 181170
2-50% 134.20| - 335.50] - 60390 -
1°.50% - 201.30] - 503.25] - 90585 -
District Anonymous|Ordinary 2™ 335.50| - 838.75 1,509.75
Ticket *2
1 503.25] - 1,258.131 - 2,264,603
2"-50% 167.75) - 419.38| - 754388 -
1*L.50% - 251.63] - 629.07| - 1,132.32{ -
Note) 1. Fare calculation is made, supposing 20 km as a section length of sectional

ticket.

2. Fare calculation is made,supposing trips moving between two DOKFP.

3. Discount ratio is an ¢stimation made by author .

Source) Tables of transport charge PKP in 1997
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Average tariff of passenger fare is reduced by haul as shown in figure 3.3.2 .
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Figure 3.3.2 Passenger fare and tariff distribution by haul
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2) Treight tariff

(Diasic freight tariif for standard wagon tead (tablc A)
Basic tariff is fixed according to the haul length of freight, considering transport to
usc the 25 ton capacity wagon with 2 axles . There are two types of tariff available,
one of which is the official price for coal and ore transport and another is for the
commodity transpott other than coal and ore .
Rate change with loading volume and using different wagon other than standard
wagon (25 ton load } is calculated by a conversion table .

@arifi for narrow gauge track section ( table B)
This tariff is applicd for the transport in nairow gauge scction .

@ Tariff for piggy back transport (1able C)

@ Tari{l for the UTI ( standard loading unit } { table D)

®Tariff for ferry transport between Polang and Sweden ( table E )

®Special charge

Special charge is applied for the use of siding, the measurcment of cargo weight,
loading and unloading and custom clearance etc.

Surcharge of the transport for hazardous material is as follows ;

50% surcharge is applied for the special hazardous, the explosive, the liquefied gas and
the radioactive substance . 25% surcharge for other hazardous material .

When using special wagons like a wagon with refrigerator, extra long wagon and lower
decked wagon etc., 109 surcharge is applicable .

Tariff rate is decreasing by haul length and its change is large till 200 km of leagth as
shown in figure 3.3.3 .
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(1) Coal and iron o1¢

Distance in] Weighi(tones) o
km 10 15 20 25
50 13.56 1115 9.69] 8.72
100 18.60 15.29 13.29 11.96
200 28.61 23.52 2045 18.40
300 38.69 31.80 27.65 24 88
400 48.76 40.09 34.85 31.36
500 58.84 4837 42.05 37.84
600 63.92 56.66 49.25 44,32
700 7899 654.94 56.45 50.80%
800 85.07 73.22 63.05 57.28
900 99.15 81.51 70.85 63.76

1000 109.22 89.79 7805 70.24
1200 129.38 106.36 92.46 83.20
{2) Other producits
Distance in Weight(tones)
km 10 15 20 25
S0 1493 12.27 10.67 9.69
100 20.46 16.82 14.62 13.16
200 31.47 25.87 22.49 20.24
300 4254 3498 30.40/ 27.36
400 53.62 44.08 38.32 34.48
500 64.69 53.18 46,23 41.60}
600 75.76 62.28 54.14 48.72
700 86.83 7138 6205 55.84
800 91.90 80.485 69.96 62.96
9030 108.97 89.59 71.88 70.08
1000 12005 98.69 85.7% 71.20
12060 142.19 116.89 101.61 91.44
02000 [
01800 [o-——{— [ 1 ——
01600 on it distence -—1--—
01400 | % l-— | t—t— —
103200 e -
3:0.51000 S Al R -
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Figure 3.3.3 Freight tariff distribution by distance
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(4) Discount system

Regarding PKP passenger fare system, many kind of fare discount is made for the
specific passengers . The discount system are comprised of that determined by law and
by market policy of PKP and its contents are specilicd by reduced rate and application .
‘The scope of fare discount by cach recipient group is shown in table 3.3.4 .

Table 3.3.4 Passenger fave discount system

Cause of { Group to get advantage Content of discounting
discounting B
By law Members of parliament Free of charge

Pupils with handicap and their carctaker, the blind and their
carctakers, caretaker for the disabled person

Infant below 4 years old, border guard, custom officer,

Police officer on duly, military person on duly

Highly handicapped person of 1* grade Free of charge for normal
train,2™ class

50% discount for narmal
train, 1" class

qualified train 2™ class
Child before elementary school, military personnel off duty, | 50% discount

person belonged to union, the war disabled, the blind

Student until 26 years ofd 50% discount for 2™ class
Teacher, Profcssor 50% discount for normal
train,2™ class
By transport | Employees, pensioners and their family Free of charge  of
operator discounting

3.3.2 Fare Level
(1) Comparison of railway fare level

Comparable Tare level is shown in Table 3.3.5 and 3.3.6 for the rail passenger fare and
the rail freight fare among the Furope countries . This chart shows the relative fare
level between each counlries, converting the rcal fare per unit transport into the
universal money term ( purchasing power parity ).

According to this table, the PKP fare is staying at lower level than that in western
countries and the passenger fare is in particular . This is because present PKP fare
includes some aspect of the official price as mentioned before .
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(2) Railway farc comparison with other transport mode

Some fare comparisons, in which the railway passenger fare is contrasted with PKS bus
lare ( for tong distance service ), are shown in figure 3.3.6 and 7 . Present Bus fare is
also regulated as the Government official price (o some extent but its application
depends on the operators policy . According to the transport law, a bus operator is
requircd to apply the official pricc for the bus fare of specific routes if it expects the
compensation for the operating revenue loss due to the few demand . The figure 3.3.6
shows the comparison between PKP railway fare and bus fare in case of adapting
official price to both . They look almost same level, excluding a range from 40 10 120
km, where the PKP fare shows slightly higher level . Generally any bus operalor can
fix its own farc of the bus routes cxcept for above mentioned case, in which the
operator requests governmenl subsidy . The figure 3.3.7 shows the comparison between
PKP farc and bus fare in long range and it is observed that the bus operator sels
competitive fare for PKP fare within 250 ~ 300 km range where the bus fare keeps
lower level than railway . The average tariff of long distance bus appears to change by
route and il is mentioned that the bus tariff structure implics competition with railway .

Meanwhile, figure 3.3.8 shows a comparison result of the freight tariff between railway
and truck cargo . In this figure cach linc explains basic tariff by transport means and
cargo weight . As far as referring to the figure, it scems that the truck cargo tariff is a
little higher than that of railway and the difference amounts to 2 times in average priéc,
however it should be remembered that actual mode choice of freight transport is made
not only by its cost but other factors . There are many factors considered to affect the
mode choice, for example total transport hours, service quality ( less damage through
transport ) and convenience for loading and unloading . In addition there are many
commercial practice to discount freight fare from viewpoints of marketing and it is
mentioned that real fare might be quite different from the released price
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Figure 3.3.8 Freight tariff comparison between railway cargo and truck cargo
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(3) Comparison with price index of other goods and services

Table 3.3.7 shows the increase rate of PKP railway fare with other primal price index
during last decade . Each number denotes index of the price in  respective year to that
of previous year . As a wholg, it is observed that the price had increased drastically in
1990 and it has been keeping stable increase between 120 ~ 130 thereafter . In this
figure hightighted cell shows

same increase characteristics as an average price index .

the highest rate and italic one shows the fowest for
cenvenicnce . According to that, PKP raitway fare seems to maintain moderate increase
rather than the price group of heating and electricity, while the passenger fare shows
slightly high'incrcasc . Accordingly, the PKP railway fare is considered to be almost

Table 3.3.7 Price increase comparison between railway tariff and other price

Year 1990 1991] 1992] 1993] 1994 199511995/
1590
Commadity
Railway Freight 996.9| 133.1] i126.0] 1232 1319 124.6] 3395
Tariff Passenger 9303 202.6] 1700} 163.0] 1359 127.6] 9735
Industrial production index | 7224 148.1] 1285 1319 1252 1254 394.1
Construction price index 650.0) 1463 1184) 1246 1197 1219 3123
Service industry index 685.8! 170.3] 143.0] 135.3] 132.2{ 127.8] 556.7
Consumer |Food price 675.5) 1443 136.0] 133.0] 1329 126.8] 4396
Price index [Commodity 691.4] 175.8] 136.5] 136.8] 131.4] 127.3] 5492
Passenger car 534.00 1393] 1349 1325 124.6] 117.8f 3655
0il 700.5] 161.9] 139.9 1365| 120.3] 1125 4185
Service Housing 995.9 20_'1'._0r 157.2) 133.6] 127.1f 1462 8078
Centrat heating | 1303.0{ = 322.8} 322.5| 168.4] 1659 1313 38180
Electricity & gas| 1397.0] 317.0f 194.6] 1342 1347 126.7| 1413.0
Education 668.2] 226.1] 150.7] 131.9] 124.6] 124.4] 696.6
Long dist. Bus 896.5( 222.0| 151.2| 175.1| 146.4| 129.2] 11120
Urban transport | 82070 220.9| 159.8] 1484 134.0] 127.3] 8936
Postage, 7939 267.8] 143.6) 1116 138 1155 564.1
telecommunicati
on

Note) Figures show increase index to previous year, shadowed one denotes
highesl in respective year and italic one means lowest .

Source ) Statistical yearbook GUS, Statistical yearbook PKI"
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3.3.3  Fave Elasticity Analysis

Table 3.3.8 shows dala on the fare clasticity obtained from scveral studics, which is
conducted to analyze demand characteristics of domestic transport in Poland . In general it
is considcred that the farc clasticity tends to be small for the transporl sector where
iransport mode choice is restricted, for example urban transport, while pretty high for the
inter regional transport where the intense mode competition would be expected . The table
also describes that the fare elasticity of long distance transport, which is oblained through
the stated preference data by study team, indicates relatively high rate, -1, compared with —
0.39 of farc elasticity for general railway transport . In addition it is mentioned that the
railway captive users, who have no available car and are assumed to be relatively lower
income group, are more price sensilive than other passengers who have a available car but
have chosen railway for their travel . This suggests that railway price hike will make some
railway users quit their tfravel and may cause a loss of railway revenue as well, and the
railway price increase should be conducted discreetly, taking account of other demand
¢lasticily for the speed and scrvice factor .

The effect of bus fare increase for railway is recognized as a subject of cross elasticity to
raitway demand . According to the result, bus passengers are morc price sensitive than
railway passengers because more demand shift will be expected in a case of 10% bus farc
increase, comparing with a case of 10% railway farc increase .

Table 3.3.8 Comparison of tariff clasticily among several data source

User Result Data
Mode Change % | Source|

Case : A 10% rise in railway fares

1% class railway passengers, car available Railway -1.70|a)

274 class rajlway passengers, car available Railway -2.70[a)

All railway passengers, car available Railway -2.60]a)

Railway travelers on business, car available Railway -1.60]a)

All railway passengers Railway -3.90[a)

Bus passengers Bus 1.804a)

Car users Car 2.20|a)

Railway travelers on business / long distance train Railway -3.00/b)

Raifway travelers on private purpose/ long distance train Railway -IU.OOib)

Railway travelers / long distance train Railway -8.00[|b) ]

Case : A 10% rise in bus fares

Bus passengers Bus -8.60[a)

Car users Car 2.10ta)

Railway passengers Railway 2.10]a)

Source: a) Analysis of the economic costs of transport and user charges in land transport, Feb. 1997
b) Stated preference survey by study team, Dec. 1996
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3.3.4  Fare Policy

(1

2

Repeal of fare setltement as an official price

As mentioned before, present fare system reflects the government price policy through
the official price introduction to passenger and freight fare although the law { PKP
law } specifies PKP could manage its own business by commercial enterprise rule .
According to the EC directive 91/440 that is recognized as a common principle applied
to any railway business in EU, which Poland wilt expect to join in fulure, it is
mentioned that any railway business should be isolated from state control in all aspects
of its management, finance and account, and should be managed by samc rule as an
ordinary commercial business . In addition, public service obligation should be carried
out only on the contract basis between the state and the enterpriscs . Concerning the
railway fare, it has to be principle that railway enterprise can lay down its own fare
system by itself unless there is possibilily to violate the EC regulation 1191/96 .

It is foreseen that railway cnterprise takes more initiative to determine its own tariff it
the railway business law will be put into effect after the railway operation is separatcd
from the railway infrastructure . Accordingly; it is necessary that railway opcrators
should review their business activity, scparale commercial activities from public
scrvice obligation and establish business framework, negotiating the public service
contract on the transport service requested from the State or the municipality . These
trend might resull in a buildup of new tariff system which is structured on more
business and strategic mind .

Formutation of future fare system
It is desirable to revise PKP fare in accordance with the progress of PKP privatization .

As a subject to review the PKP fare system, both of its farc level and its application are
focused as follow ;

1) Farelevel

It will be required that PKP improve its business performance through both increasing
business profit and decreasing cost, aiming at the realization of its privatization . As
for the fare policy, fare level risc will become main subject ip order to increase
transport revenuc . As seen before, present PKP fare level remains relatively lower in
its amount and increase rate, comparing with the fare level in western countries, that
of other fransport and the consumers price index, it can be allowed that PKP manage
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to change the fare level with laking nceessary measures.

(D Possibility of fare risc by transport division
Although there is possibility of fare increase for both passenger service and freight
service, its availability is different by cach division . This is shown as follow ;

Table 3.3.9 Issues on fare change by transport division

Transport division Issues on farc change _
P | Inter city | Since few farc diffcrence exists belween railway and bus and fare
A | transport clasticity is expected to be high for both mode, a hasty fare hike resulls in
S rovenue reduction . However it is altowed if sufficient facilitics
S investment is provided because passengers would accept fare hike with
E improving transport service .

N | Urban In general fare elasticity is low, however excecding fare increase is not
G | transport recommended because it will result in reduction of public transpot
E demand and such a situation is not acceptable from urban policy .

R

F | Coal and ore | Reasonable tariff hike is allowed because present fare is Kept at tower
R tevel from political reason . Regarding the demand decreasing due to fare
E increase, it is not expected so much because railway holds dominant
I position for this commodity .

G | Others It is probable that excessive tariff increase makes the freight demand
H shrink, while the increase is allowed if it does not violate international
T rule like EC directives .

Farc discount It is desirable that present discount system, applicd to passenger and

freight fare system, should be reviewed to be abolished in long term,
taking account of its commercial viability even if it is politically decided .

Based on the present railway business performance, it is forescen thal passenger
transport business will go into the red while freight business keeps profit when the
railway business is separated into sectors with separating railway operation from
infrastructurc management . Under this situation, it will be favorable that the track
access charge is controlled by type of railway operation, that is passcoger service and
freight service . For this purpose, il is expecled that the freight tariff will be
increased by phase and the passenger tariff will be increased for inter cily scrvice by
a small fluctuation, implementing necessary investment to promole demand .
(@ Fare level revision

According to the SP survey, elasticity of passenger demand was cslimated to be -0.8
as a farc elasticily and 1.5 as a time elasticity for inter city train service . This
suggests that passenger demand does not drop if time reduction effects more than 5%
as saved time cven in case of the fare increase of morc than 10% . Althouéh it is
unknown at present how much time reduction is expected for railway travel through
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improvement of PKP network, some scenario, in which average velocity increascs

from 110 km to 120 km in the IC service between Warsaw and Krakow and time

reduction is estimated 8%, could salisfy above level and suggests that the tariff

increase is feasible .

By conducting a tarifl increase simulation for passenger scrvice, the result was

obtained as shown in figure 3.3.5 . This calculation has presumed following

condition ;

A Base year for calculation is 1996 .

B Farc increasc rale is given as an input |,

C Demand is cstimated for each fare increase, using a fare clasticity model which
was shown in previous section .

D Total passenger revenuc is calculated as a product of passenger demand and

tariff .
: Passenger Rallway Revenue Change by Fare
increase
i
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Figure 3.3.5 Change of passenger railway revenue by passenger fare increase

This figure suggests that total passenger revenue is increasing until the level of 50% up
in passenger railway tanff even if demand reduction is taken into account due to fare
increase, and passenger fare can be increased up to 50% for the present tariff level .
Regarding the freight transport, it is considered that the freight tariff for coal transport,
to which official price is applied, could be revised up to the same tariff level as other
freight . The possibility of losing transport share to the truck is considered to be low for
the tariff increase, because PKP [reight service holds predominant position in freight
transport sector, especially for the bulk cargo transport like coal .
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However it is recommended that tariff revise is done discrectly because many
newcomers are expected as a competitor with PKP freight business when the open
access rule will become effeet with enforcement of the railway business law in near
future .

2) Fare system after separating railway operation from infrastructure

It is the basic principle {or railway business that the rail opcration is separated from
the rail infrastructure management and any railway operator could get access to same
railway infra if they satisfy the technical and economic crileria as a railway operator .
This system implics that each railway operator pays infrastructure charge to infra
management body in casc of rail access, and such cost is transferred to railway uscrs
through the railway fare system in the end . Accordingly, the access charge system
has affected the scale and profitability of raitway market because the access charge is
supposcd to be overall cost for the railway operators, however it could make an
operator‘s cost structure worse if the access charge is allocated more than the bearable
level of operator . It is very important for railway business development whether the
access charge is controlled or not . If the infra management regulates the access
charge at lower level, for example marginal pricing principle, it is expected that more
railway operators will enter market, more competition fakes place and transport
service will be improved subslantially .

These consideration suggests that the infra management body is responsible for not
only railway operation control but also railway market development .

After the sepacation of railway operation, the fare level will be fixed independently by
railway operator based on own cost revenuc balance . Meanwhile if the market
principle will act, the fare becomes lower, reflecting market competition on cqual

fooling among operators, and that results in benefit {or railway users .

3.4 PASSENGER TRANSPORT
3.4.1 Measures to Improve Passenger Transport

In Poland, cities with populations of 500 thousand to one million scatter at intervals of 100
to 300 kilometers to compose an allractive’ market for railwéys with respect (o
cofnpelitivcncss. As the country is shifting to a market economy, economic ties with west
European countries will further be strengthened to expedite mutual exchanges in between.

Under the circumstances, Polish State Railways (PKP) is required to study the profitability
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of passenger transport busingss based on available data, predict future trends and establish
policics on the privatization now under discussion.

As passenger transport business is now in deficil, PKP is recciving subsidics from the
government.  To deerease the subsidies, PKP must establish sclf-subsistent management in
potentially profitable businesses, one of which scems to be the inter-city transport centering
on the operation of high-class trains. A typical non-profitable business, on the other hand,
is the operation of ordinary trains.  In this business field, there are large differences in the
traffic volumes and revenue between businesses in urban and local arcas, as separately
analyzcd below.,

Major subjects categorized by teansport function are as follows.

(1) Ininter-city transpon, railways are advantageous against road and air transport in terms
of punctuality, rapidity and the capacily of mass transport, as major cilies are located at
intervals of about 300km. Parlicipation of Poland in the Eurapean Union (EU) in the
near future will expedite flow of people to and from other countries in Europe.
However, PKP should not be optimistic, as its markel share will be compromised by
automobiles afler more highways have been constructed in the (uture. Therefore,
PKP is required to make efforts to improve passenger services, satisfy passenger needs
and attract more passengers to rail transport.

(2) In urban areas jammed with automobiles, such as Warsaw, Katowice, Gdynia and
Poznan areas, chronic traffic congestion and shortage of parking lots are everyday
affairs, where railways are¢ superior lo other modes of transport for their punctuality
and the capacily of mass transporl.  As scen in the number of season ticket passengers
which has recently turned to increase, concentration of population into large cities will
be accelerated in the future.

Under the circumstances, PKP will be able to stop decreases in the traffic volume and
maintain its current level, if PKP improves passenger services by introducing new
EMUs or renew existing cars for commuter transport.

(3) In local areas, however, populations in catchment areas wilt further decrease as people
are concentraling inlo cities. Automobiles are prevailing to every cormer of the
counlry.  As a resull, the traffic volume on rail transport will substantially decrease in
the future,

To aim at privalization, it is essential for PKP to distinguish profitable businesses from
non-profitable ones and quantitatively assess their competitiveness, in order to vitalize
the passenger transport business.
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It is impaortant to climinate intcr-division subsidies by adopting policies to encourage
sclf-subsistence of cach division in the future, PKP must judge whether it maintain
non-profitable businesses while obtaining subsidics from the government or local
autonomous badics.

3.4.2 Profitability of Passenger Transport
(1) Division-wise Comparison of Traffic Volume and Revenue.

1) Division-wisc Comparison
Table 3.4.1 compares volumes of passenger transport and revenue from urban, inter-
city and local lines in 1995.

(D Inter-city transport accounts for 15% of the number of passengers, 62% of
passenger-kilometers and 52% of revenue.  Although the number of passengers is
smaller, inter-cily passengers travel for longer distances than those in other transport
services. This makes the per capila revenue and share larger than those in other
services.

@ Urban transport shares 56% of the number of passengers, 24% of passcnger-
kilometers and 32 % of revenue. Although the number of passengers, mostly
commuters, is larger, the share in revenue is smaller, as passengers travel for shortet
distances mostly with discounted season tickets.

@ Local transport has only a smalt sharc in revenue, though its shares in the number of
passengers and passenger-kilometer are 50-50 comparable with those of inter-city
and urban transport. Therefore, incfticient local lines must be rationalized to cut
expenditure.

The total of the shares of inter-city and urban transport services amounts to 84% of
the revenue of PKP.  This suggests that PKP is required to promote markeling on a
preferéntiéi basis in these business fields.
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Table .41 Comparison between transport divisions

o . _ . __(unit: _million persons, 100 miltion passenger-kny, million PLN)

. o No. of Passengers Passenger-km L Revenue |
Intercity 69 (15 165 {62) 529 {52)
transport . o
Urban arca 263 (36) 64 (24 327 {32)
 transport o
1.0cal Line 133 (29) a7 {14) 163 {16)
services 3 -
| Total 465 {100) 266 {L00) 1019 {100)

Source: Statistics on passenger transport of PKP

2) Comparison per Train

Table 3.4.2 compares dala per train in inter-city, urban and local transport businesses

D I1C, EC and EX trains running between cities are used by 226 passengers per lrain on
an average to record a load factor (passenger occupancy ratio) of 59%. Scheduled
speeds are higher and operating distances are longer than those of trains of other
categories. Express trains are used by 331 passengers per train on an average with
scheduled specds and operating distances ranking next to those of IC and EC trains.

@ The load factor of urban transport trains is 60% when averaged over a day. During

rush hours in the morning, however, it may reach a peak of 120 to 130% of the seal
capacity.

@ Scheduted speeds are extremely low on non-electrified tocal lines.
As described above, inter-city trains are patronized by a large number of passengers
and run at high scheduled speeds for long distances per day, when compared with

trains of other categories. This is advantageous not only to secure revenue but also
to improve the efficiency of rolling stock rotation.

Tabte 3.4.2 Comparison of data per train (in £995)

Intercity transport Local line | Urban

IC EC | Expressltrains services _ arca

EX transport

(ED) (EL) (DL) (EL) (D1) Q)
Train ruaning-km 381 19¢ 240 60 60 60
{(km/day)
Schedules speed (km/h) 88 64 52 48 40 45
No. of seals 384 ‘736 380 375
No. of passengess 226 331 224 226
Load factor (%) 59 45 59 60

Source: Statistics on passenger transport of PKP
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(2) Profitability

1) Innier-city Transport

When the revenue from IC, EX, express and international trains in 1995 is summed up,
inter-city transport of PKP catned 529 million PLN at the expense of 987 miltion PLN
to record a deficit of 458 million PLN.

Although breakdowns of infrastructure and train operation costs ar¢ not available, the
revenue and expenditure of train operation are summarized as shown in Table 3.4.1,
when they arc analyzed by applying a valuc of 68% as the ratio of train opcration cost
to expenditure,  As seen in the Table, the revenue is 529 miilion PLN, while the
expenditure is 671 million PLN, to show a loss of 142 million PLN.

Table 3.4.3 Profitability of inter-city transport
(unit: million PLN}

Revenuc Cost Train operation {A)(B) (A)(CH
(A) 8) cosl
()
International 94 212 144 - 118 - 50
transporl
IC.EX 132 164 112 -32 20 |
Express lrains 303 611 415 -308 -112
Total 529 987 671 - 458 - 142

{Note) Calculation based on the statistics on passenger transport of PKP

IE and EX (rains gained 132 million PLN and spent 164 million PLN to losc 32
million PLN. When the ftrain operation cost alonc is counted as expenditure,
however, the balance turns to a surplus of 20 million PLN.

International and express lrains are in the red even when the train operation cost alone
is taken into account. This is because international traing include those running on
short sections across the boundaries with neighboring countries, and farcs are set low
for express trains, though these trains are used by a large number of passengers.
Inter-city transporl as a whole is losing money when revenue and train opcration costs
are compared. As the inter-cily business doesnl suit official subsidies, PKP is
required to take measures to balance revenue and expenditure including a minimum
tevel of rental charges for rolling stock. We will estimate investment costs for
speed-up and renewal of rolling stock for the purpose of improving passenger services
and investigate to what extent PKP is able to bear investment burdens.  The inter-city
transport business will encounter intensified competition in the future as automobiles
are increasing and highway networks are being improved. Therefore, PKP must
solidify its basis of management in order to survive competition with other fransport

facilities.
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2) Urban Fransport

The vurban transport division registered revenuc of 327 mitlion PLN and expenditure
of 1,047 million PLN, with a loss of 720 million PLN or 385 million PLLN when train
operation costs alone arc counted.

Table 3.4.4 Profitability of urban transport

(unit: miltion PLN)

w;éwd . Revenue Cost Train operation
N (A) (B) cost (C) AYB) | (M)
Urban ara 327 1,047 712 =720 -385
transporl

(Not¢) Calculation based on the statistics on passenger transport of PKP

The transport volumes are enormous in urban zones of Warsaw, Gdansk, Katowice
and Poznan. As more and mere people are flowing into these cities, PKP will be
able to improve the balance between revenue and expenditure in the urban transport
business, if il makes efforts to rationalize its management and improve passenger
services to attract more passengers. As the absolute amount of deficit is large,
however, it scemns difficult to turn the balance black.

Given the social demerits of automobiles when people solely rely on them for
transporl in citics, however, railways have a vilal role in urban transport for their
capacity of mass lransport, punctuality, rapidity and environment-friendly fecatures.
In view of such social needs for railways, therefore, official subsidies will be

inevitable to some exlent on the condition that PKP perform transport contracted with
autonomous bodies in urban areas.

3) Local Transport

The local linc transport business registered revenue of 163 miilion PLN and
expenditure of 958 million PLN, with a deficit of 795 million PLN or 488 million
PLN when train opcration costs alone are taken as expenditurc. In this business
division, the transport valume is anticipated to sharply drop in the future.

Table 3.4.5 Profitability of local lines
(unit: million PLN)

Revenue Cost - Train oparation
_ (A) (®) cost (C) M® | @)
Local line 163 958 651 - 785 - 488
services

{Note) Calculation based on the statistics on passenger transport of PKP
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It scems impossible to maintain the management of local lines even though PKP
PKP will not be able
PKP cannot help but withdraw from local

makes cfforts for rationalization, unless subsidics are provided.
to bear even Rail Access charges for ever.
arcas where transporl can be substituted by automobiles.  In consideration of people
who don't have means of transport other than trains, however, PKP must delermine

criteria for withdrawat or continued presence.
(3) Transport Volume and Load Factor Predicted for 2005

1) Estimates of Number of Passengers, Passenger-kilometers, Train-kilometers and Car-
kilometers

A demand forecast of the volume of passenger transport gives the following number
of passcngers and passenger-kilometers in 2005

'Fable 3.4.6 Present and future number of passengers and passenger-kilometers

Number of passengers {1,000} Passenger-kilometer {millicn)
1995(a) 3005(b) (b){(a) 1995(a) 2005(b) bY(a)
Inler-city transport 69,315 83,000 120 16,474 19,620 119
Urban transport 262,969 263,000 100 6,425 6,426 100
Local transport 132,775 81,000 61 3,723 2,396 64
“Total 465,059 427,000 92 26,622 28,442 107

Source: PKP

Bascd on these transport demands, train-kilometers and car-kilometers are assumed as
follows.

As passenger-kilometers are assumed to increase by 19% in inter-city transpor, we
assume that train-kilometers will increase by 10% on an average, or approximately a
half the increase in passenger-kilometers.  While taking into consideration the excess
transport capacity of express trains, we assume that trains are composed of 7.3 cars.
As a result, car-kilometers remain at the present levet as a whole.

In urban transport, passeﬁgcr-kilome(ers arc assumed 1o remain unchanged.  Although
the number of passengers is almost unchanged as well, we recommend to operate trains
5% more and decrease the number of cars in a train composition to 4.8.  As a resull,
total car-kilometers will decrease by 10%.

On local lines, the number of passengers and passcnger-kilometers will sharply drop.
Some lines will be closed. Therefore, we assume a drop of 36% in train-kilometers.
By taking into account the effects of imrbducing rail buses, we assume lo run trains

averagedly composed of 2.5 cars.  This reduced car-kilometers by 64%.
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Table 3.4.7 Present and future train-kilometers and car-kitometers

__(Milion kilometcs or cars)

1995 N B 2005
Train- Number  of | Car- Train- Number of | Car-
kilometer | cars perirain | kilometer | kilometer cars per train | kilometer
Inter-city transport 68 8.0 544 75(110) 73 548(101)
| Urthan transport 58 5.6 325 61{105) 4.8 293 (90)
Local transpont 45 4.5 203 29064 | 2.5 73 (36)
Total 171 6.3 1,072 165 (96) 55 914 (85)

Source: PKP

(Note) () indicates an index when the figure of 1995 s taken as 100,

2) Division-wise Present and Future Capacily and Volume of Transport and Load

Faclor*

We assumc the capacity and the volume of transport of each division in 2005 as
follows.

For inter-city transport (EC, IC and EX trains), we assume that the number of cars pet
train is unchanged and the volume of transport increases by 20% to keep pace with the
increase in passenger-kilometers.  To eliminate the current excess capacity of inter-
region express lrains, we cut the capacity by 18%, and assume that the volume of
transport increases at the same rate as those of {C and EC trains.

For urban transport, we assume that the capacity of transport decreases by 15%, by
applying the dccreasing rate of the number of cars per train, and that the volume of
transport maintains the present level on the assumption that passenger-kilometers
remain unchanged.

For local transport, we assume that the capacity of transport decreases in proportion to
the decrease in the number of cars per train.  We set the volume of transport (o
reflect the decrease in passenger-kilometers.

Based on the above assumptions on passenger-kilometers, train-kilometers and car-
kilomcters, the load factors of trains in differenf divisions are calculated to be
averagedly 65 to 70% as shown below to suggest an improvement of the cfficiency of
transport. _

High-class inter-city trains (EC, 1C and EX trains) irﬁprovc the load factor by 11
points to 70%; inter-region express trains by 21 points to 66%; trains for urban
transport by 10 points to 70%; and trains for tocal transport by 9 points to 68%.
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Table 3.4.8 Present and futere capacity and volume of transport and load factor

(Per teain)

Capacity  of | Volume of
leanspott transport lLoad Remarks
(passengers) | {passcngers) | factor(%%)
Inter-city  transporl 1995 384 226 59
(FG.IC, EX) 2005 384 o 70
Intes-city  transport 1995 736 331 45
Cxpress maie) 2003 604 w9 -
Urban transport 1995 315 226 60
2005 322 226 70
Local transport 1695 380 224 0 59
2005 211 143 68

Source: PKP

343

Improvement of Management Organization

To privatize the passenger transport business by keeping abreast of the movement toward a

market economy of the country, it is important to discuss (wo possibilities to divide the

organization of PKP.  One is lo divide the railway network region-wise (whether to cover
the entire network with a single entity or by a plurality of entities.

function-wise (with respect to inter-city, urban and other transport functions),

(1) Possibility to Divide the Railway Network

1) Possibility of Function-wise Division

The other is to divide it

To improve the management of passenger transport business, which is currently at a
serious [inancial position, PKP is required to clarify profitable and non-profitable
divisions first, and then privatize potentially profitable divisions by cstablishing self-
subsistent private companies that will be able to survive in a market economy with
reduced amounts of subsidy from the government,

To do this, PKP must separale profitable and non-profitable divisions in passenger
lransport business. EC, IC, EX, express and other high-class trains connect
twelve majcr cities (Warsaw, Gdansk, Gdynia, Lublin, Krakow, Katowice, Wroclaw,
Poznan, Szczecin, Bialystok, Bydgoszcz and Lods) at high speeds.  This is the only
one profitable business field in the fulﬁrc, on the condition that PKP improves
passenger services, innovates car accommodations and raises train speeds.

Accommodation trains cover almost the entire railway network in the country.
However, there are two conspicuously different fields in the accommodation train

service. One is the transport in four urban areas, Warsaw, Katowice, Gdynia and
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Poznan.  The other is local line transporl in depopulated arcas, which is far behind
the former in terms of the transpoit volume to require specific measurcs for
improvement of management.  Therefore, it is nccessary to separate urban transport
and local line transport divisions according to their different functions.

From the above, we conclude that the passenger transport business must be separated
function-wise, or into inter-city, urban and local line transport divisions.

2) Possibility of Region-wisc Division

To survive the severe competition with airlines and road transpoit facilities in inter-
city transport, passenger flows should be coped with concentratedly as far as possible
in providing passenger scrvices.  Inter-cily trains are now connecting major cities by
taking advantage of the exiting nalionwide raitway network to cover all passenger
flows across the country. Therefore, it is desirable that inter-city transpoit be
managed all over the country by an integrated enlity.

Urban zones normally spread to a radius of 40 to 50 kilometers. In urban transport
business, therefore, it is possible to provide passcnger services to satisfy conditions
specific to cach of these urban zones.

In local line transport business, systems of train operation and passenger flows scatter
in different areas throughout the country. It is desirable, therefore, to control

passcnger iransport separately in different regions with a city (o represent cach region
as a basis.

{2) Possibility of Privatization

The inter-city transport division is the most promising among three transport divisions
and potentially profitable in the future, if appropriate measures are taken 1o increase
revenue, cut expenditure and minimize rolling stock reatal charges. Therefore, we
discuss the possibility of privatization of this division.

When the inter-city transport is handled by an integrated entity, it will be possible to
provide chances of travel and passenger services to satisfy conditions Spccific to cach
region by a streamlined organization of the entity. _

In urban transport business, per capita revenue is small while the large volume of
transporl requircs prohib'iti\iély large costs. This makes the business non-profitable.
To maintain the business, therefore, subsidies must inevitably be introduced.

In local line transport business, both transport volumes and revenue arc meagre.  Even
though light-density lines have been abolished as planned, privatization of other lines is
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impossible, unless farge amounts of subsidy are provided.
Improvement of Management Organization

From the above discussions, it is desirable to manage and privatize passenger transporl
divisions as follows, in order to solidily the basis of management, successfully
compele with automobiles, airplanes and other transport facilities, and maintain a
sound management structure.

Inter-city transport business (with a total length of about 4,000 kilometers) wiil be
viable in the future, if passenger services are improved to compete with aulomobiles
and airplanes by utilizing PKP's nationwide raitway network.

It must be targeted to perform inter-city transport by a single entity, and cstablish a
sclf-subsistent management system without obtaining subsidies from the government.

For urban transport {with a total length of about 1,100 kilometers), it is desirable to
determine levels of train operation and other passenger services through ncgotialions
between the railway company and autonomous body in each region. Funds for
maintaining the business must be determined through consultations between relevant
cities and the government.

For the time being, a plan must be preparcd for each of the four urban zoncs (cach
sprcading to a radius of about 270 kilometers) based on the current PKP plan, where
four urban zones mean those of Warsaw, Katowice, Gdansk and Poznan.  For local
line transport (nither total length of about 11,000 kilometers), it must be determined
whether local lines with few passengers be abolished or maintained through
negotiations between railway companics and aulonomous badies. For those to be
maintained, it is desirable to contract transport services belween railway companies
and autonomous bodies. Funds for the purpose must be determined through
consultations between relevant autonomous bodies and the government.

For the time being, plans for rationalization of local lines must be promoted for 19
regions now under discussion by PKP.  Central citics in these 19 regions are Szczecin,
Koszalin, Gdansk, Olsziyn, Bialystok, Bydgoszcz, Poznan, Lods, Radom, Lublin,
Rzeszow, Krakow, Czestochowa, Biclsklo  Biala, Gliwice, Opole, Wroclaw, Jelenia
Gora and Zielona Gora.

We will discuss whether motive power unit divisions be separated from or integrated

into passenger transport divisions based on the following concept.
In passenger transport business, it is important to provide comfortable rolling stock
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facilitics to salisfy passenger needs,  This means that rolling stock is an exiremely
important commodity for passenger transport divisions. To discuss the future of
passenger failway companics, therefore, it is desirable (o integrate rolling stock
divisions related to passenger transport into passenger transpor! divisions, in order to
construct a basis of management 0 survive competition and clarify the balance
between revenue and expenditure.

In the case of Japancse Railway Companies (JR companics), train operation divisions
and rolling stock divisions arc integrated into a railway business division to perform
control and planning of rolling stock. Since the start of JR companics, these rolling
stock divisions have introduced a number of new cars and raised train speeds, thereby
clfectively contributing to increases in revenue and passengers.
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