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A combined independent regulator for the sector

Health & safety

Economic authority for the whole
regulation of rail industry
railway infrastructure

- Network Rail, HS1
& Ch Tunnel (+HS2) Crown Prosecutor, to
enforce health & safety law

Development of

European rail

markets & regulation —
OFFICE OF RAIL REGULATION

Set and enforce UK Performance
technical monitoring &

standards & official data (ONS
licencing in rail accredited)

Consumer and
competition

authority — powers
concurrent with the CMA

Track access
regulation &

appeals (including for
Open Access)




The rail industry’s value chain

6 Many

, Passengers

FOCs Freigt Freight
Network retailers cLstomers
al T0C Taxpayers

5 Passenger .
, Society
retailers /
Many 1* 3 22 Many

ROSCOS: Rolling Stock companies

FOCs: Freight companies
TOCs: Passenger operators 2

* Plus ngh SpeE‘d 1 [ ——
Source: Office of Rail Regulation OFFICE OF RAIL REGULATION







The incentive regulation of

Britain’s rail infrastructure

1. What is ORR and what does it do?

3. The incentive framework

OR

[
7 OFFICE OF RAIL REGULATION




2013 Periodic Review of Network Rail’s charges and

outputs: timeline

2013 Periodic Review of Network Rail’s charges and outputs:

timeline
Government Network Network Rall,
. Industry, accepts ORR’s
- statements Rail’s T
Initial : customers Determination,
on outputs strategic
Industry Plan : and funders or appeals to
and funds business ..
available plan respond... competition
authority
2011-12 2012-13 2013-14 2014-15
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 | Q1 Q2 Q3 Q4 Q1
ORR ORR
consults on ORR’s consults on ORR publishes ORR publishes New control
Periodic advice to Network Draft Final period (CP5)
Review ministers Rail’s Determination Determination starts
framework outputs
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Building blocks of a Periodic Review

L’ Track access charges and
network grant

Outputs Licence,
HLOSs/SoFAs monitoring and
enforcement
I I
I | operating expenditure Capital expenditure I
I | (including support, operations (renewals and I
Financial 1 and maintenance costs) enhancements) I
incentives I ;
+ v |
I I
I | Amortisation allowance [« ——- Regulatory asset base (RAB) |
: - : ! :
| ! I Protections
| Allowed return e I
I I
Customer I = ) o
reasonable : > Other single till income :
requirements I Gross. revenue - 4
requirement |
I I
I I

requirements and charges

Operating route expenditure forecasts, revenue ’

I
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Network Rall efficiency gains are being re-invested In

new capacity

£m (2012-13 prices)
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Cumulative efficiency gains of £9.3 billion since 2004

CP3 OMR efficiency:

27%

2004-05
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2005-06

2008-07

2007-08

CP4 OMR efficiency
forecast: 18%

CP5 OMR efficiency PR13
assumption: 19%

2008-09 2009-10 2010-11 2011-12

m Controllable opex  mMaintenance

2012-13

Renewals

2013-14 2014-15

Enhancements

2015-16 2016-17
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2017-18 2018-19
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New investment has quadrupled, and will stay

at this level up to 2019

Network Rail Spend on Enhancements since 2001-02

2 500
- /
1500
= Enhancements
(Em - nominal
1000

/ prices)

Enhancement Spend (£m)

2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13
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What will be different in CP5

Freight will see further
investment in infrastructure
across Great Britain, with
£230m ring-fenced for
freight specific schemes

12

Train operators will have more say
in the specification and
effectiveness of enhancement
projects and over how punctuality is
delivered

oR
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http://www.google.co.uk/url?sa=i&rct=j&q=virgin+trains+west+coast+mainline&source=images&cd=&cad=rja&docid=5T4sh8pI6obodM&tbnid=4frbLIrHZALVEM:&ved=0CAUQjRw&url=http://www.itv.com/news/granada/2012-08-15/virgin-lose-west-coast-main-line-franchise/&ei=Is7fUeuXCoOb0AXlvoG4Bw&bvm=bv.48705608,d.d2k&psig=AFQjCNEZX07nWlhnmScmOer7C0weRCJffQ&ust=1373708173808004

What will be different in CP5

Passengers will benefit from a major
programme of enhancements, extra
capacity and higher standards of
punctuallty and

Safety improvements will
continue to be a priority.
Extra funding approved in

certain safety critical areas
including maintenance and “2
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Rall funding comes from various sources

INDUSTRY INCOME, EXPENDITURE AND
GOVERNMENT FUNDING APRIL 2012 - MARCH 2013

NETWORK «(ﬁ G)ther income £(0. 6bn)

r)—
£4.0bn RAIL -)ﬂ
Network Grant

GOVERNMENT ~ £2.0bn £2.7bn peNEya-
4 Access and perating
other charges Costs £6. Obn
£1.9bn ] | £1.5bn
Franchise Recelpts 7 Financing
L) TRAIN ) | Costs b
£1.8bn
OPERATO RS Depreciation
£1.9bn 4 y
Franchise Payments ‘\7/
| £7.7bn | ‘ * (2300
Il’nacs;;r;ger | y ‘ ‘ Staff Costs
| | £1.5bn ,
£0. 7bn 4 Rolling Stock y
IOther Charges Y
ncome > ”
— £2.5bn

| Other Costs

»

The cost of running Britain’s railways was £12.3bn in 2012-13, a real terms increase of 2.1% compared
to 2011-12 and a real terms increase of 0.1% compared to 2010-11. After adjusting for passenger growth,
17 industry expenditure increased very marginally from 2011-12 (up 0.2%), but decreased significantly
since 2010-11 (down by 6.2%).
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Already moving away from

uni-polar infrastructure

ROUTES

ANGLIA
B EAST MIDLANDS
B KEnY

LNE

19

Today
Limited concession (PPP) for HS1

South West Alliance
Limited devolution outside England
Metropolitan transport authorities

Future?
Further route alliances?

Full devolution to Scotland?
Mainline route concessions or sale?
Local public partnerships?

HS2 — concession for infrastructure?

OR
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Weak commercial growth incentives
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Punctuality/reliability improvements over the last 10 years
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Value of safety regulation—reduced harm

Comparison of passenger and workforce fatality rates across the European Union railways, 2007-11
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> Steady improvement in safety —amongst the best in Europe
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Government still contributes one-third of whole-

Industry revenue directly

£3bn

Passenger Income
From Discount Tickets

£4.0bn

Net Government
Funding

Discounted Fares
Advance, off-peak,
super-off peak and
special offers

£0.5bn

Other Network
Rail Income

£4.7bn

Passenger Income
Regular Fares

Regular Fares
Season, standard and
saver return fares

[
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£0.7bn

Other Train
Operators Income




Better performance
for p ssengers
g * Assets gripped
2 O * Resilient to climate change
* £99m for level crossing safety

f tral ns on tl T @ safe & sustainable maintenance

No line left
behind:

£12/

| Investment
Morkosg) 68t e BRGRSY
m%roégrnents achieved for their IWay
customers

from Network Rail’s plans
..day-to-day cost of the railway
down to £21%bn over 5 years.

19.5% effici

ncy

A Safer railwvay N ore
capacity

Including...

* Northern Hub

» Thameslink

» Crossrall

* Welsh Valley lines
» Edinburgh-Glasgow
* Electrification

* Freight network

mberfft(e{Fovernment investments

Train operators and passengers

have a bigger say on the spec
£1 8 h n and delivery of a better railway
savings  £400m

extra to put right
decades of
neglect on
embankments,
bridges, tunnels

e MCNUIty

efficiency challenge for
Network Rail
addressed — more to
do across the wider
industry

by 2019, building on 400
over the last decade

Debt

28 % reduction in day-to-day
costs per passenger mile by 2019

o
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70% of

asset value —
within our limit,
In line with othe

ORR’s Final Determination for Network Rail, Oct 2013




