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Foreword

This draft determination sets Network
Rail’s funding and the outputs we expect
the business to deliver, for the five years
from 2014-19. It comes at an important

time for the railway as it faces the

challenge and opportunity of raising -

standards for customers, improving =
.- I '

efficiency, and continuing to grow. >

Rail is a success story, with real progress

over the last decade. On an increasingly complex and busy network passenger numbers are
up 45% in the last decade and passenger revenues are up 53%; freight is growing — 17% up
on 2000-01; passenger satisfaction is at record levels; the industry’s recent safety record is
good and underlying risks are reducing. Though we can’t be complacent, the industry is
among the safest in Europe. By March 2014, Network Rail should have improved its

efficiency by around 40% since April 2004.

In order to sustain this progress and to retain the support and confidence of funders and
customers, the industry must continue to improve. It needs to raise efficiency to reduce its
dependence on public subsidy, and get more out of the existing capacity on the network. It
needs to keep improving customer satisfaction by meeting the rising expectations of
passengers. It needs to improve the reliability of the assets, including their resilience to
climate change, and enhance the network in a more cost effective way. And businesses

across the industry need to work together in a more commercial way.

All of this is necessary if expansion to meet growing demand is to be financed and delivered

in a way which is sustainable.

Itis in this context that we set out through this draft determination what Network Rail and its
industry partners will deliver between now and 2019 for passengers, freight customers, train
operators, taxpayers and suppliers:
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e passengers will benefit from increases in capacity through a major programme of
enhancements, from high standards of punctuality across all routes, and improvements

at stations; and more say in what is delivered and how;

¢ train operators will have more say in the specification and effectiveness of

enhancement projects and over how punctuality is delivered;

o freight will see further investment in infrastructure across Britain, with £230m
ring-fenced for freight specific schemes: there will be a continued focus on improving

the provision of infrastructure services for the freight sector;

e taxpayers will see the railway grow in a more cost effective, transparent and

sustainable way with £2bn of savings identified; and

¢ the supply chain will benefit from the large capital programme, including the increased

volumes of work on civils.

This determination is stretching but achievable for Network Rail. It rests on a wealth of
analysis specially commissioned for this periodic review which gives us new insights into
Network Rail’s efficiency and effectiveness in delivery. It finds that Network Rail has the

opportunity to improve its efficiency by 20%.

We have also looked carefully at Network Rail’s record on delivery of its outputs. We have
developed a determination which allows tighter scrutiny of some things — particularly asset
management — but also takes a more flexible approach on capital programmes so that they
can be specified and delivered by Network Rail to give the best value for money for
taxpayers and consumers. The determination gives Network Rail time to make further
efficiency savings so that the delivery of efficiencies can be based on sound change
management which means new practices are both safe and sustainable. Network Rail will
also have every reason to improve its management of network capacity, with incentives to

supply more to train operators where it is sensible to do so.

We have listened carefully to what Network Rail and others in the rail industry have told us,
as well as consulting rail user representative groups and funders in reaching our
judgements. This is reflected in a balanced package which sets Network Rail the challenges
of improving efficiency, surer delivery, sustainability in managing and delivering the railway —
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all underpinned by ensuring the railway operates with the highest standards of safety. The

company has incentives to do even better than the challenge we have set.

This determination helps to put Britain’s rail network onto a sustainable basis by addressing
the legacy of decades of under-investment in renewing the system’s earthworks, tunnels and
bridges, equipping the network to meet remarkable growth in demand from passengers and
freight as well as rising customer expectations. It challenges Network Rail to achieve
excellence in its asset management; and to manage changes in the way the railway is
maintained to make sure it is safe and that improvements in both cost and quality can be
sustained. It encourages Network Rail to work more closely with its customers and suppliers
to raise the efficiency and performance of the rail industry as a whole. It meets the demands
of the next five years, and in doing so prepares for the following decades, which will see
even more change as innovation transforms the way the network is managed and

maintained.

| am immensely grateful for the support and assistance that numerous parties, in the rail
industry and beyond, have given us in producing a robust and well-founded review, and look
forward to comments on the document as we move towards our final determination in
October.

R:b’?/\uﬂj P W~

Richard Price
Chief Executive
June 2013
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Summary

Introduction

1.

Britain’s railways have seen a period of remarkable growth and achievement over the
last ten years, following decades of ‘managed decline’. Since privatisation passenger
numbers have doubled and freight traffic has risen by 60%. Last year, even in difficult
economic conditions, the number of passenger journeys rose by 4%, and the volume

of freight moved by rail saw growth of 3%.

Passenger revenues have risen recently by over 7% per year. Despite a more
congested network, passenger satisfaction and train punctuality are at or near an all-
time high. And, while we can never be complacent, the industry has a good recent

safety record.

The growth of demand for rail — driven partly by demographics and congestion on
other modes, but also by the industry’s own efforts to raise its standards — is both a
great advertisement and opportunity for the industry. But demand growth has also put
pressure on a network which, in places, is near its capacity. Further growth of around

14% in passenger demand and 22% in freight is forecast for the next five years.

The governments in London and Edinburgh, as well as other funders, have shown
great confidence in rail. Both freight and passenger capacity contribute to wider
economic, social and environmental objectives and, for this reason, rail is a
subsidised industry with current support at around £4bn a year®. Over the five year
period of this determination, the governments have committed £18bn. That includes

investing in major enhancement of the network where it is most needed.

Within this overall industry picture, Network Rail — Britain’s national rail infrastructure
provider — is currently on course to deliver a substantial programme of investment
projects. It has also significantly reduced disruption to passengers and freight from

engineering works, and reduced its costs.

Network Rail has made important changes in its internal structure, moving more

responsibility away from the centre towards its devolved routes, and making changes

! All numbers in this summary are in 2012-13 prices, unless otherwise stated.
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10.

11.

12.

to how it works with the wider industry in terms of alliances with train operators and

more partnership working with suppliers.

But, although more than nine out of ten trains run on time, the company has not in
recent years met all the performance targets for which it is funded. The challenges it
faces will get harder as passenger and freight demand grows (leading to more
intensive use of the network), improvement projects require more engineering work on
the network, and passenger expectations rise. And the pressure to reduce the costs of

the railway will continue.

Our determination sits in this context. We aim to build on the progress that Network
Rail has made, while tackling remaining weaknesses and driving the company to

prepare for the even tougher environment ahead while reducing costs.

The determination sets the outputs, incentives and financial framework for
Network Rail for the five years from April 2014, identifying the scope for the company

to increase efficiency further and to improve performance.

In addition, it reflects the need for investment both in growing the capacity of the
network, and in addressing historic underinvestment in network assets over many
decades. With over £12bn of improvement projects to be completed, we have focused
on ensuring that Network Rail delivers the right projects in the right way, providing the

best possible value for money to taxpayers and the railway’s customers.

We have also focused on the need for Network Rail to improve its asset management.
This is key to raising efficiency, managing risks to performance and delivery for
customers, the long-term sustainability of the network, and for achieving the highest

standards in safety.

We want Network Rail to deliver on the outputs we are setting, become more efficient
and more commercially responsive to the needs of its customers. We also want it to
become more focused on developing the capability and innovation needed to sustain

and improve its performance over the longer term.

Structure of this summary

13.

The next section explains the PR13 process. It then:

(a) sets out our analysis of the affordability of the governments’ high level output

specifications;
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(b) describes how the PR13 determination is a balanced package in terms of
required outputs, our assumptions on efficient expenditure, and the incentives

and financial frameworks;
(c) explains the changes in access charges paid by operators;
(d) assesses the risks to deliverability;
(e) explains what this determination means for Network Rail;
() explains the impacts on affected groups;
(g) explains how we will monitor, report on and enforce delivery;
(h) discusses longer term issues; and

(i) outlines the next steps.

The PR13 process

14.

15.

16.

PR13 determines the outputs we expect Network Rail to deliver, the income the
company will receive and the incentives it will face, for the five years of control period
5 (CP5) which runs from 1 April 2014 to 31 March 2019.

Network Rail’s revenue comes from access charges which are paid by train operators
to use Network Rail’s track and stations. Income is also received direct from
government, as a network grant, ‘in lieu of’ access charges. The company also gets
income from other sources such as property. In our 2008 determination (PR08) we
assumed roughly 30% of revenue would be from access charges, 60% from network

grant and 10% from other sources.

Schedule 4A to the Railways Act 1993 (‘the Act’) sets out the statutory process we
must follow in carrying out an access charges review (such as PR13). An important
part of the process involves the Secretary of State for Transport (for England & Wales)
and the Scottish Ministers providing us with their requirements in terms of high level
output specifications (HLOSs) and statements of funds available (SoFAs), setting out
what they want to be achieved during the control period and the public financial

resources they are making available. They published these in summer 20122,

2 Both HLOSs and SoFAs are available from http://www.rail-req.gov.uk/pr13/Publications/key-
publications-by-stakeholders.php.
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17.  This document sets out our draft conclusions on PR13, on which we are consulting. It
represents the culmination of two years’ work since we published our first consultation
document in May 2011. We have consulted extensively and worked in a transparent
way and we would like to thank all those organisations and individuals who have
provided input to the review. We have developed a substantial body of evidence to
support our decisions. Our analysis is set out in this document, with more detailed

supporting reports on our website®.

18.  Network Rail's PR13 strategic business plan (SBP) was submitted to us in
January 2013%. It was drawn up by the company following consultation with the
industry including train operators and suppliers. An industry plan was published at the

same time to set Network Rail’s plans in a broader context.

19. We reviewed the SBP in detail and compiled our own extensive evidence base. We
have assessed the quality of the input data Network Rail has used (for example on its
unit costs), its planned volumes of work and proposed efficiencies. Our decisions are
supported by comparisons with how work is carried out in other industries and in other
countries, based on studies by independent consultants and our own in-house

analysis.

20.  This determination sets out the distinct — but linked — set of decisions we have taken
for Scotland and for England & Wales. This reflects the separate responsibilities that
the two governments have for the strategy and funding of railway infrastructure.
However, some parts of the framework are common to both, as Network Rail is one

company, operating across the whole of Great Britain.

Affordability

21. In a periodic review we have to decide if the HLOSs of the Secretary of State and the
Scottish Ministers are affordable given the public funds available, and taking into
account industry revenues and costs. Our analysis shows that the assumptions
included for other parts of the industry (e.g. franchised train operators), are

reasonable. Taking into account these assumptions and our decisions on Network

3 See http://www.rail-reg.gov.uk/pr13/publications/consultants-reports.php.

* Strategic business plan for England & Wales, Network Rail, January 2013 and Strategic business
plan for Scotland, Network Rail, January 2013 and associated documentation are available from
http://www.networkrail.co.uk/publications/strategic-business-plan-for-cp5/.
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22.

23.

Rail’s funding, the cost of the Scottish Ministers’ specification is slightly above the
funds available while the Secretary of State’s is slightly below. These numbers could
change by the final determination. We must notify the relevant government if at any

time we decide the specification is not affordable.

Although the figure for Scotland is currently negative, at this stage we consider that
the gap will be closed, partly because the exact funding levels for projects in CP5

have not yet been finalised.

If it appears that there will be a surplus at the time of the final determination we would

agree with the relevant government how this should be treated.

A balanced package

24,

25.

26.

Our statutory duties are mostly set out in section 4 of the Act (see annex J). These
include duties to have regard to any general guidance given by the Scottish Ministers
and the Secretary of State. Our duties are not in any order of priority and it is for us to
decide how to weigh these when reaching our decisions. In reaching our decisions,
we have considered all of our statutory duties and reached a judgement about the

appropriate weight to give to each of them.

All our decisions on the overall PR13 settlement are made as part of a ‘balanced
package’ for CP5. The settlement may be regarded as more challenging in certain
areas and relatively less challenging in others, but should be considered and judged
as a whole. Our considered view is that this determination is challenging but
achievable for Network Rail in terms of efficiency, value for money and deliverability. It
will improve safety and it takes account of long-term needs as well as the short-term —
i.e. is sustainable. Furthermore, it incentivises Network Rail to efficiently manage

costs it can control.

We have also taken into account the Railways Infrastructure (Access and
Management) Regulations 2005° which set out the principles we must follow in

establishing the framework in which Network Rail sets access charges.

® Available at http://www.legislation.gov.uk/uksi/2005/3049/contents/made. These regulations were
amended in 2009 by the Railways Infrastructure (Access and Management)(Amendment) Regulations
2009, available at http://www.legislation.gov.uk/uksi/2009/1122/contents/made.
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27.

The starting point for the package is the outputs that we are requiring the company to

deliver.

Outputs

28.

29.

30.

31.

32.

Network Rail must continue to meet its legal safety obligations, improving safety
where reasonably practicable. Safety improvements will continue to be a priority and
extra funding will reduce the risk at level crossings, for example by enabling the
closure of more crossings. There will be new funding to improve the safety of those

working with high voltage electricity on the railway.

There will be a major programme of improvement works with existing projects such as
Crossrail, the Edinburgh — Glasgow improvement programme (EGIP) and Thameslink
completed, the completion of new projects such as the electrification of the Welsh
Valley lines and the expansion of the Northern Hub programme centred on

Manchester.

Although passenger and freight demand will be growing, Network Rail should deliver
this programme while ensuring that 92.5% of trains arrive on time nationally by 2019
(as measured using PPM®), compared to 90.9% today. It will also reduce disruption to

passengers and freight customers from engineering works over the control period.

There will be a renewed focus on improving the worst performing services, with the
performance for each franchised operator in England & Wales to reach a minimum of
90% of trains on time. This will benefit customers on routes where train service
reliability has been much worse than average. Network Rail and the train operators
will have the flexibility to set the ‘trajectory’ to reach this output. Our PR08 settlement
was based on 90% being reached for all operators, with specific funding allocated, but
this has not been achieved. We have adjusted Network Rail’s finances in CP5 for not

delivering performance outputs.

We will set outputs for Network Rail’s asset management — its management of the
network infrastructure. This is fundamental to the company’s ability to improve
performance and efficiency and to ensure the longer term sustainability of its assets
and deliver its outputs in CP5 and beyond.

® Public performance measure (PPM) is the proportion of trains that arrive at their final destination ‘on
time’ (within five minutes for London & South East and regional services; or ten minutes for long-
distance services).
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33.

34.

35.

36.

There will therefore be new outputs for the quality of asset data, outputs to improve its
asset management capability, and for the delivery of the ‘ORBIS’ programme’ which
will increase the effectiveness with which Network Rail deploys its asset knowledge to
make decisions. Although Network Rail has improved its asset management during
the current control period (CP4%), the pace needs to quicken to meet the challenges of

CP5 and beyond. We will strengthen the focus on this area.

In addition to the regulated outputs we will also be expecting Network Rail to improve
its approach to the environment, both reducing its own impact on the environment and
improving the resilience of the network to climate change. It will be producing further
plans before the start of CP5 on how it will reduce its own impact, and these will be
subject to independent review and challenge. It will revise its climate change
adaptation plan and re-submit this in September 2013 with its response to this

consultation. We will review this for the final determination.

We will be monitoring and publishing other relevant information as indicators or
enablers of change in the sector. For example, passenger satisfaction ratings, ‘right
time’ performance® information by groups of train services and feedback from Network

Rail’'s customers.

Table 1 provides a brief summary of the outputs we are setting.

Table 1: Summary of regulated outputs for CP5

| Area Outputs

Train service reliability e Annual target for the percentage of trains on time (measured by PPM

for England & Wales and Scotland, with 92.5% on time by March 2019
¢ All franchised operators in England & Wales to reach 90% PPM by
March 2019

¢ Annual target for the percentage of trains cancelled or very late in
England & Wales (measured by CaSL'), with no more than 2.2% in
this category by March 2019

" ORBIS stands for ‘Offering Rail Better Information Services'.
® CP4 runs from 1 April 2009 to 31 March 2014.

o ‘Right time’ performance measures the percentage of trains arriving early or within 59 seconds of
schedule.

1 casL (Cancellations and Significant Lateness) measures passenger trains which are either
cancelled (including those cancelled en route) or arrive at their scheduled destination more than 30
minutes late.
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| Area Outputs

o 92.5% of freight trains on time (measured by the Freight Delivery
Metric'?)

Enhancements e Wide range of improvement projects completed. Delivery milestones
will be published in March 2014 delivery plan alongside development
milestones for early stage projects

Safety ¢ Legal health and safety obligations to be met

¢ Network Rail required to deliver a plan to maximise the reduction in
risks of accidents at level crossings, using a £67m ring-fenced fund*?

Disruption to e Disruption reduced by over 10% for passengers and 30% for freight in
passengers and 2019 compared to 2014

freight caused by

engineering works

Network capability e Track mileage & layout, line speed, gauge, route availability,
electrification at least maintained, and improved where there are
enhancement works

Stations ¢ Minimum average condition
Asset management ¢ Asset management capability
e Asset data quality

¢ Milestones for ‘ORBIS’ data improvement project

Efficient expenditure

37. We have reviewed Network Rail’'s submission and collected our own evidence. In a
number of areas, Network Rail’'s submission was a considerable improvement over
PRO08, but weaknesses remain. A number of documents were submitted late and with

significant inconsistencies.

38. However, compared to PR0O8, Network Rail made much more realistic assumptions
about the cost reductions that coul