OPERATIONS COMMITTEE

JULY 17, 2002

SUBJECT:
ADVERTISING ON METRO BUS SYSTEM

ACTION:
APPROVE REVENUE CONTRACT AWARD FOR ADVERTISING ON METRO BUSES

RECOMMENDATION

Authorize the Chief Executive Officer to award a five-year firm fixed price revenue contract to Viacom Outdoor Group Incorporated, effective January 1, 2003, for:

A.
The right to sell and display standard exterior and interior advertising on the Metro Bus fleet for a firm fixed revenue price of $57,900,000 inclusive of three one-year options; and,

B.
The right to sell and display wrapped advertising on not more than 100 buses in the Metro Bus fleet for a firm fixed revenue price of $12,100,000 inclusive of three one-year options. 

The total revenue contract amount is $70,000,000.

RATIONALE

· In July 1997, the Board awarded MTA’s existing five-year revenue-generating bus advertising contract, which will generate a total of $65.5 million in revenue, to Transportation Displays Incorporated (now Viacom Outdoor Group).  MTA and its predecessor agencies have engaged outside vendors to sell and display advertising on the bus fleet using similar contracts for approximately 30 years.
· In November 1999, the Operations Committee declined to award a two-year revenue contract for $875,000 to Transportation Displays Incorporated for the sale of advertising on the Metro Rail system, citing lack of an advertising policy.  The item was received and filed.

· In March 2000, the Board adopted policy GEN-34 entitled “Metro System Advertising: Revenue-Generating and Informational”(Attachment C), which permits MTA to enter into contracts with outside vendors to sell and display advertising on the Authority’s buses, trains and transit facilities.  The policy also permits wrapped advertising on buses, subject to the restriction that no more than 30% of a bus’s total window surface and no more than 50% of the window surface of any bus side may be covered.  The policy outlines content 

restrictions which include the prohibition of alcohol and tobacco advertising, the prohibition of non-commercial advertising, and the prohibition of obscenity and profanity.  The policy also prohibits the display of advertising of any kind on the exteriors of rail vehicles, Bus Rapid Transit vehicles, Metro Rapid buses, or any other new types of transit service.  

· In March 2000, the Executive Management Committee asked staff to investigate the feasibility of administering MTA’s bus advertising program in-house rather than through an outside vendor.  Staff subsequently conducted a review and analysis which concluded an in-house advertising program would generate significantly lower revenues and, unlike an agreement with an outside vendor, offer no revenue guarantee.  The complete staff analysis is included in Attachment B.
· In November 2001, the Operations Committee authorized a procurement resulting in the subject contract award recommendation.  The current contract expires on December 31, 2002; MTA is obligated to notify the current bus advertising vendor by June 30, 2002 of any planned change in vendors at the end of the contract period.

· In April 2002, the Operations Committee moved that staff continue to investigate the possibility of obtaining corporate sponsorships in place of advertising revenue on the Metro Rail system, and directed staff to resolve issues regarding Viacom Outdoor Group’s removal of unauthorized billboard poles from MTA right-of-ways.

· In May 2002, the Operations Committee continued approval of the subject contract award to July 2002 pending completion of the billboard pole removal process by Viacom.

· Viacom began removal of the billboard poles in early April and has committed to completing the removal and restoration process by July 1, 2002, as indicated in Attachment D.   

MTA’s current bus advertising contract, which will generate a total of $65.5 million in revenue, expires on December 31, 2002.  As advertising is sold in advance, MTA is obligated to notify the current bus advertising vendor by June 30, 2002 of any planned change in vendors at the end of the contract period.  This notice is to allow sufficient time for coordination and transition between the current vendor, a new vendor and the advertisers, thereby ensuring an uninterrupted flow of revenue from bus advertising to the MTA.  Therefore, the Board authorized staff in November 2001 to release a new Invitation for Bid (IFB) soliciting a vendor or vendors to generate revenue through the sale of advertising on the Metro Bus and Metro Rail system.
The new IFB asked potential vendors to bid fixed, guaranteed amounts of revenue on three separate advertising components:
· Item 1:  The right to sell and display standard exterior and interior advertising on the Metro Bus fleet; 

· Item 2:  The right to sell and display exterior “wrapped” advertising on no more than 100 Metro Buses (subject to the restriction that not more than 30% of a vehicle’s total window surface and not more than 50% of the window surface of any bus side may be covered);

· Item 3:  The right to sell and display advertising on the Metro Rail system in existing designated interior car frames and station display cases. 

While Items 1 and 2 will generate substantial amounts of revenue for MTA (an average of $14 million per year over the life of the contract), the highest bid received for Item 3 ($118,800 per year on average) is less than the rail advertising bid received in 1999 and was deemed too low to warrant a contract award recommendation at this time.  Staff believes a greater value can be derived from this space in connection with marketing partnerships and cross-promotional efforts. 

The revenue derived from this contract will be used to support MTA’s communications goals of increasing the public’s awareness of MTA services and promoting greater understanding of and support for the Authority’s critical role in regional transportation. 

MTA’s guaranteed revenue represents a very favorable percentage of gross revenue generated through advertising.  As part of its bid, Viacom Outdoor Group indicated the following percentage breakdown of estimated revenues (MTA has the right to audit actual results):

Year One

Interior/Exterior

Wraps

MTA Revenue

70%



74%

Vendor Expenses
20%



20%

Vendor Profit

10%


  
6%

Year Two

Interior/Exterior

Wraps

MTA Revenue

70%



71%

Vendor Expenses
19%



19%

Vendor Profit

11%


  
10%

Year Three

Interior/Exterior

Wraps

MTA Revenue

69%



70%

Vendor Expenses
20%



20%

Vendor Profit

11%


  
10%

Year Four

Interior/Exterior

Wraps

MTA Revenue

68%



69%

Vendor Expenses
19%



20%

Vendor Profit

13%


  
11%

Year Five

Interior/Exterior

Wraps

MTA Revenue

67%



68%

Vendor Expenses
20%



20%

Vendor Profit

13%



12%

FINANCIAL IMPACT 

This contract provides substantial income to MTA.  Revenues for the calendar years covered in the contract are specified as follows:

Item 1:

 
Item 2:

Calendar Year


Standard Adv.

Wrapped Advertising

Total
2003


-
$10,750,000

$  2,250,000


$13,000,000

2004


-
$11,165,000

$  2,335,000


$13,500,000

2005 (1st option year)
-
$11,580,000

$  2,420,000


$14,000,000

2006 (2nd option year)
-
$11,995,000

$  2,505,000


$14,500,000

2007 (3rd option year)
-
$12,410,000

$  2,590,000


$15,000,000

Total:



$57,900,000

$12,100,000


$70,000,000

Award of this contract is consistent with the Long Range Transportation Plan forecast of revenues approved by the Board in April 2001.

This contract also represents an increase of $4.5 million in overall advertising revenues over the current bus advertising contract.  Revenues for the calendar years covered by the current contract, which expires December 31, 2002, have been as follows: 

Calendar Year


Standard Adv.

Wrapped Advertising

Total
1998


-
$11,000,000

$     700,000


$11,700,000

1999


-
$12,000,000

$     850,000


$12,850,000

2000 (1st option year)
-
$12,200,000

$     900,000


$13,100,000

2001 (2nd option year)
-
$12,700,000

$     950,000


$13,650,000

2002 (3rd option year)
-
$13,200,000

$  1,000,000


$14,200,000

Total:



$61,100,000

$  4,400,000


$65,500,000

ALTERNATIVES CONSIDERED

1. Eliminate the bus advertising program.  This alternative is not recommended because termination of the advertising program would result in a significant revenue loss to the Authority.

2. Bring administration of the advertising program in-house.  Currently among transit properties in the United States, MTA is second only to New York in the amount of revenue generated through bus advertising.  Before asking the Board to authorize this procurement, staff conducted a review and analysis in May 2001 to determine if it would be more lucrative for MTA to take this function in-house rather than contract with an outside vendor.  This would 

call for MTA to establish a new Bus Advertising Sales department, capable of:

· Selling advertising on a local and national basis;

· Warehousing, delivering and posting advertising materials at 14 locations;

· Billing, collecting and accounting for all advertising fees.

The analysis, which was conducted prior to the recent slow-down of the advertising market, concluded that in a best-case scenario, an in-house department might net about $9 million (not guaranteed) in FY03, versus the $13 million guaranteed by an outside vendor.  Therefore it would generate less revenue for MTA; and unlike an agreement with an outside vendor, it would offer no revenue guarantee.  It would also place MTA into an ancillary business that is unrelated to MTA’s central mission of transportation planning, construction and operation.  Therefore this alternative is not recommended.  The complete staff analysis is included in Attachment B.

3. Solicit corporate sponsorships rather than advertising to generate revenue.  Staff approaches

potential corporate sponsors on an on-going basis to develop cross-promotions in support of MTA’s transit services.  While interest is often found in developing in-kind trades and cooperative partnerships, no interest has been found in cash sponsorships.  Therefore this alternative is not recommended as a substitute for the magnitude of guaranteed cash revenue ($70,000,000) generated by this advertising contract.  However, staff believes additional sponsorship value can be derived by trading potential advertising space on the rail system which currently produces no revenue and will aggressively pursue such arrangements as noted above.  

4. Decline to award Recommendation B, the right to sell and display wrapped advertising.  This

alternative is not recommended because 1) Wrapped advertising will guaranty $12,100,000 in revenue for MTA over five years, or an average of $2,420,000 per year;  2) Wrapped advertising is limited to not more than 100 buses out of a fleet of more than 2200 buses;  3) The 100-bus limit includes “bus backs,” advertising which covers only the back panel of the vehicle and no sides or windows;  4) The Board’s previous actions to restrict wrapped advertising (not more than 30% of a vehicle’s total window surface and not more than 50% of the window surface of any bus side may be covered) have been extremely effective in improving the aesthetics of wrapped advertising.    

ATTACHMENTS
A.  Procurement Summary

B.  Bus Advertising Analysis: Outsourcing vs. In-House

C.  Policy GEN-34 - Metro System Advertising: Revenue-Generating and Informational

D.  Letter from Viacom Outdoor Group regarding Unauthorized Billboard Poles

Prepared by:
Warren Morse



Deputy Executive Officer, Marketing & Customer Relations

	
	
	

	Matt Raymond

Chief Communications Officer
	
	Roger Snoble

Office of the Chief Executive Officer

	
	
	


  BOARD REPORT ATTACHMENT A
PROCUREMENT SUMMARY 

ADVERTISING ON METRO BUS SYSTEM
	1. 
	Contract Number:  PS-02-7140-1106

	2. 
	Recommended Vendor:  Viacom Outdoor Group Inc.

	3.
	Cost/Price Analysis Information:

	
	A. Bid/Proposed Revenue Amount:

$  70,000,000
	Recommended Revenue Amount:

$  70,000,000

	
	B. Details of Significant Variances are in Attachment A-1.D

	4. 
	Contract Type:  Firm Fixed Revenue

	5. 
	Procurement Dates: 

	
	A.  Issued:  January 4, 2002

	
	B.  Advertised: January 4, 2002 

	
	C.  Pre-bid Conference: January 24, 2002

	
	D. Bids Due:  January 22, 2002

	
	E. Pre-Qualification Completed:  March 11, 2002

	
	F. Conflict of Interest Form Submitted to Ethics:  March 12, 2002

	6. 
	Small Business Participation:

	
	A.  Bid/Proposal Goal:

        No goal recommended
	Date Small Business Evaluation Completed:

  March 12, 2002

	
	B.  Small Business Commitment: Details are in Attachment A-2

	7. 
	Invitation for Bid/Request for Proposal Data:

	
	Notifications Sent:

            21
	Bids Picked up:

          20
	Bids Received:

           2     

	8. 
	Evaluation Information:

	
	A. Bidders/Proposers Names:

See Attachment A-3 for details

Viacom Outdoor Group Inc.

  Direct Media Inc.
	Bid/Proposal Amount:

$70,455,500 

$42,119,000

 
	Best and Final Offer Amount:

N/A

	
	B.  Evaluation Methodology:  Highest responsive and responsible bidder, Details are in Attachment A-1.C

	9. 
	Protest Information:  

	
	A.  Protest Period End Date:  April 18, 2002 

	
	B.  Protest Receipt Date: 

	
	C.  Disposition of Protest Date: 

	10. 
	Contract Administrator:

Phyllis L. Walker
	Telephone Number:

922-1084

	11. 
	Project Manager:

Elizabeth McGowan
	Telephone Number:

922-2374


BOARD REPORT ATTACHMENT A-1

PROCUREMENT HISTORY

ADVERTISING ON METRO BUS SYSTEM
A.  Background on Contractor
The Viacom Outdoor Group, Inc. (Viacom Outdoor), located in New York City, New York, was formed in August 2001 as a result of a merger between Transportation Displays, Inc. (TDI) and Infinity Outdoor.  

Viacom Outdoor (previously TDI) has provided revenue producing services and revenue payments to the MTA for ten years.  Two consecutive five-year contracts during this period were the result of highest revenue bids to sell and display advertising on MTA’s bus fleet.  Viacom Outdoor has performed satisfactorily during this time.  

Viacom Outdoor currently has contracts with Metropolitan Transportation Authority in New York; Washington Metropolitan Area Transit Authority in Washington, DC; and Southeastern Pennsylvania Transportation Authority in Philadelphia, among others.  

B.  Procurement Background

Invitation for Bid (IFB) was structured to provide advertising opportunities for three separate items:  Item 1 – Bus Exteriors/Interiors; Item 2 – Wrapped Buses; and Item 3 - Rail Car Interiors and Station Back-Lit Cases.  The IFB allowed award on an item-by-item basis to more than one bidder or the total bid to one bidder.  

The bidders were analyzed for responsiveness and responsibility in accordance with MTA Procurement Policies and Procedures.   Both bidders were determined to be responsive and responsible. 

This procurement is revenue generating and does not involve any federal, state or local funds; therefore, neither a Disadvantaged Business Enterprise (DBE) nor Small Business Enterprise (SBE) participation goal was established.  Bidders were encouraged to use best efforts to identify small business opportunities.  As a result, Viacom Outdoor complied by committing to utilize the services of J. Perez Associates, Inc., a DBE certified firm, as part of this project.

C.  Evaluation of Bids

Viacom Outdoor is the highest responsive and responsible bidder for exterior/interior and wrapped advertising on MTA’s bus fleet.  The MTA is only awarding Item 1 – Bus Exteriors/Interiors and Item 2 – Wrapped Buses.  Item 3 - Rail Cars Interiors and Back-Lit Cases did not provide enough revenue to make award recommendation.

D.  Price Analysis Explanation of Variances

The recommended revenue price of $70,000,000 has been determined to be fair and reasonable based upon adequate price competition. 

BOARD REPORT ATTACHMENT A-2

LIST OF SUBCONTRACTORS

ADVERTISING ON METRO BUS SYSTEM

PRIME CONTRACTOR:
Viacom Outdoor Group, Inc.

Small Business Commitment




Other Subcontractors
J. Perez Associates, Inc.

Disadvantaged Business Enterprise Certified Firm

None





Total Commitment:  No goal was recommended
 

BOARD REPORT ATTACHMENT A-3

LISTING OF BIDDERS

ADVERTISING ON METRO BUS SYSTEM

	Contractor Name
	Item 1
	Item 2
	Item 3
	Total Bid

	Viacom Outdoor Group
	$57,900,000
	$12,100,000
	$455,500
	$70,455,500

	Direct Media Inc.
	$40,525,000
	$  1,000,000
	$594,000
	$42,119,000


BOARD REPORT ATTACHMENT D

Bus Advertising Analysis:

Outsourcing vs. In-House

May 31, 2001

Following is an analysis of the pros and cons of outsourcing our bus advertising contract.

Introduction

MTA and its predecessor agencies have engaged outside vendors to sell and display advertising on the bus fleet for approximately 30 years.  Contracts with these vendors have been arranged on a fixed-price guaranteed revenue basis, with payment adjustments tied to changes in peak-hour service levels.

The contract with the current vendor, Transportation Displays Inc. (TDI), began on January 1, 1998 and expires on December 31, 2002.  In FY02, total revenue generated through this contract is projected to be $13,925,000;   total bus advertising revenue generated over the life of this contract is projected to be $66,156,000.  

The current agreement requires MTA to notify the vendor by July 1, 2002 regarding the transfer of advertising rights beyond the contract expiration date.  Therefore, Marketing must initiate a procurement procedure in July 2001 targeting the award of a new contract by the Board in April 2002;  the new contract would commence January 1, 2003.  

Summary of Analysis

In preparation for this procurement, staff has conducted a review and analysis to determine if it would be more lucrative for MTA to take this function in-house rather than contract with an outside vendor.  This would call for MTA to establish a new Bus Advertising Sales department, capable of:

· Selling advertising on a local and national basis

· Warehousing, delivering and posting advertising materials at 14 locations

· Billing, collecting and accounting for all advertising fees  

As detailed in the attached pages, staff estimated labor, non-labor, start-up and on-going costs based on research into advertising sales in general and TDI’s advertising operation in particular.  Staff then estimated a best-case scenario of potential revenue levels based on the available annual inventory of “king,” “queen,” and “tail” advertising spaces.

Staff’s findings are summarized as follows:

Start-up Period (Calendar Year 2002)
Concurrent with Final Year of TDI Contract

Estimated labor costs:




$   599,814

Estimated one-time costs:



$   545,438
Total estimated start-up costs:


$1,145,252

Year 1 (Calendar Year 2003)

Estimated gross bus advertising revenue:

$17,040,000
  



Estimated on-going operational costs:

$  6,500,454

Estimated start-up costs from CY2002:

$  1,145,252

Estimated net revenue (not guaranteed) :

$   9,394,294

For comparison - FY02 guaranteed revenue 

from current bus advertising contract:
 $13,925,000 

Year 2 (Calendar Year 2004) & forward:

Estimated net revenue from “in-house” bus advertising operation will equal the estimated annual gross revenue minus the estimated on-going costs shown above, adjusted for inflation.  Note: An increasing number of Metro Rapid and BRT vehicles is expected to replace current Metro Buses in the coming years.  As these vehicles may not display exterior advertising according to Board policy, MTA’s inventory of available advertising space is projected to decrease.  Therefore, despite inflation-related price increases, total gross advertising revenue also can be expected to decrease.  

Conclusions

MTA’s practice of engaging an outside vendor to sell advertising has produced a considerable amount of revenue over the years.  Currently among transit properties in the United States, MTA is second only to New York in the amount of revenue generated through bus advertising.  The current practice gives the authority a number of distinct advantages:

1. It provides a fixed, guaranteed revenue amount regardless of changes in the advertising market;

2. It requires minimal staff time to administrate and has minimal impact on bus operations;  

3. It shields the authority from most disputes arising out of the display of advertising (i.e., “make-goods” for missed displays; delinquent accounts, etc.) 

By contrast, an in-house department to sell and display advertising would bring several pronounced drawbacks:

1. It would place MTA into an ancillary business that is unrelated to the authority’s central mission of transportation planning, construction and operation;

2. It would place MTA at a disadvantage in terms of advertising sales, as we would only be able to offer advertising space on our own fleet; sales firms that represent numerous media outlets can package and price offers for advertisers in a more advantageous manner; 

3. It would produce less net revenue; 

4. It would offer no guarantee of any revenue;

5. It would force MTA to absorb the administrative costs of a 55-member department, regardless of the amount of revenue generated.

Based upon the analysis and observations contained in this report, staff has concluded it is in the best interests of the MTA to continue the practice of outsourcing the sale and display of bus advertising rather than bringing the function in-house.
Prepared by:
Warren Morse

Ron Jue


Elizabeth McGowan

ESTIMATED STAFFING & ASSOCIATED COSTS FOR

IN-HOUSE BUS ADVERTISING SALES OPERATION
Bus Advertising Department









Annual


Number of

Salary &
     

Position
  FTEs


Benefits    

Manager
      1

$82,978

Oversees all issues related to bus advertising.

Local Sales Reps
       5

$300,125

Generate advertising from Los Angeles-based

businesses.

National Sales Reps
       4

$240,100

Nearly 40% of all advertising appearing on MTA 

vehicles is generated outside of Los Angeles, 

creating the need for traveling National Sales Reps.

Administrative Aide
       1

$46,159

Processes and tracks advertising contracts,  

provides administrative support for sales staff.

Operations Supervisor
       1

$69,876

Supervises staff responsible for posting and 

maintaining ads; supervises warehouse.

Posting Leads
        5

$178,674

In-field supervision of posting and removal of ads. 

Posting Staff
       32

$986,232

Posts ads on bus exteriors and interiors at bus 

divisions during evening hours.

Administrative Aide
         1

$46,159

Assists Posting Supervisor in tracking the 

rotation of ads.

________________________________________________________________________

Sub-Total
        50

$1,950,304

Matrixed Support Staff in Other Departments
Communications Officers (Marketing)
          2

$120,051

Generate sales presentations/materials and 

market research for use by sales staff.

Graphic Designer  (Graphics)
          1

$55,987

Designs proposed ad layouts and assists 

local advertisers with their ads; designs 

sales presentation materials.

Accounts Receivable Clerk (Acctg Aide)
          1

$46,159

Handles all billing of ads, tracks and reconciles 

payments, generates accounting reports.

Accounts Payable Clerk (Acctg Aide)
          1

$46,159

Handles payment of all sales commissions,  

ad agency commissions, posting and production

expenses, generates accounting reports.

________________________________________________________________________

Sub-Total
           5

$268,356

Non-matrixed Support Staff in Other Departments
Human Resource Analyst (Human Resources)         .25

$15,006

Handles ongoing departmental staffing needs.

Contract Administrator (Procurement)
          .25

$17,469

Handles ongoing departmental procurement needs.

________________________________________________________________________

Sub-Total
          .50

$32,475

________________________________________________________________________

Grand Total
        55.50

$2,251,135

Other Ongoing Costs
Phones = $16,919/year

Office Space Rental = $0 = Assumption:  no incremental cost to the Agency

Warehouse Rental = $134,400/year

Truck Maintenance = $2,000/year/truck

Sales Reps’ Travel & Entertainment

· Local Sales Reps = $72,000/year

· National Sales Reps = $338,400/year

Commissions

· Local & National Sales Reps @ 1.5% of Revenue

· Agency @ 15% of Revenue

Allowances

· Bad accounts/debts @ 2.5% of Revenue

· “Make good” refund or more space @ 2.5% of Revenue

One-Time Start Up Costs
Initial staff solicitation/hiring/training

23 office set-ups

· Office furniture = $131,500

· PCs = $42,650

· Phones = $7,568

Procurement of Trucks (12)

· Full size one-ton box truck (similar to U-Haul moving trucks)

                                                          = $26,000 + 2,000 (racks & bins)

                                                          = $28,000 + 2,310 sales tax

                                                          = $30,310

Summary

Start-up Period (Calendar Year 2002)

Salaries & benefits                                 =$   599,814

Office furniture                                      =$   131,500

PCs
=$     42,650

Phones
=$       7,568

Trucks (12) 
=$   363,720

Total start-up
=$1,145,252

Year 1 (Calendar Year 2003) 

Estimated bus advertising revenue

= $17,040,000

Estimated on-going operational costs:

Salaries & benefits
=$2,251,135

Phones
=$     16,919

Truck maintenance
=$     24,000

Sales Reps’ Travel/Entertainment   

        Local                                              =$     72,000

        National                                          =$   338,400

Commissions

        Local & National sales reps           =$   255,600

        Agency                                           =$2,556,000

Warehouse rental                                    =$  134,400

Allowance for bad accts/debts                =    426,000

Allowance for “Make good”                   =    426,000

       refund or more space

Estimated on-going operational costs              =$6,500,454

Estimated start-up costs from CY 2002           =$1,145,252

Total estimated expenses                 

= $ 7,645,706

Estimated net

= $ 9,394,294

Year 2 and forward = Estimated bus advertising revenue minus estimated on-going cost (adjusted for inflation)
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