T

0

m

O

-

b
2@@
r‘
>

4
"M
x
ON
>

o]

BT BEPEERE Workshop on

schedules 4 & 8
policy options
PR18 meeting

5t August 2016



ORR workshop on schedules 4 and 8 policy
options, 5" August

B \We presented these slides to a group of stakeholders at a workshop on

schedules 4 and 8 policy options.

B At the workshop we sought views and suggestions on potential policy

options to address the identified policy issues on schedules 4 and 8.

B We also discussed industry involvement in the ongoing review and

recalibration of both regimes.

B These slides do not represent our final policy position, all of the
content is subject to change and only represents a snapshot of a

stage in our policy development process.

FOR DISCUSSION — NOT FINAL POLICY oo
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Develop options for improving schedules 4 and 8

B Focus on those policy areas identified in review to date
B With you, investigate:

— the merit of each option

— the evidence to support each option

B \We and the industry have limited capacity: collectively we have to focus
on areas where we can most add value — we cannot pursue all options

Discuss industry involvement in ongoing review and

recalibration

oRr
FOR DISCUSSION — NOT FINAL POLICY



e Support the shift towards route-level decision making
e Encourages greater involvement from customers & regional funders
e Greater use of comparison between routes

e Encourage better use of the network
- ... eSupportimproved capability in terms of network analysis and planning
e Protect operators moving passengers and freight across route boundaries

e Respond to the increased diversity of funders
e Provide flexibility to funders
e Implies some change to the periodic review to make this work

New ways to treat

enhancements

Outputs & ¢ Build on industry work to improve how we measure performance
Performance e Increased route-level monitoring & transparency
Monitoring e Continued protection of renewals volumes and asset condition

Our proposed priorities & approach

Cost transparency
& improved

incentives
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Review to date

B RDG review of charges

B Our November 2015 stakeholder letter seeking views on the
effectiveness of the current regimes

These allowed us to set out the regimes’ purpose and identify
priorities and potential options

FFFFFFFFFFFFFFFFF
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Schedule 4 and 8 leading up to December
consultation

Articulate purpose Responses stressed the need for a clear articulation of the purposes of the regimes
of the regime
|dentify areas for We have collated RDG work and responses to the stakeholder engagement
improvement and identified key areas for improvement

Develop options

These will build
L on RDG work

1 and stakeholder
I . engagement
I , : Assess options 949
| Today’s session
| I
| I Publish
I : consultation
|
| | \ J
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PR18 December 2016 consultation

B Scope:

track access charges
station long term charge
Schedule 4

Schedule 8

Other contractual incentives (REBS)

B Assess policy options: in some cases, recommendations for preferred
policy options

B Early work on assessing overall impacts on market segments

investigating the combined financial impacts of changes to charges and contractual incentives
to categories of operator

B Three month consultation

FOR DISCUSSION — NOT FINAL POLICY



Beyond December 2016

B Policy development
— January-March 2017: industry engagement
— June 2017: conclusions on options
B Recalibration
— Early 2017: agree scope, governance arrangements and funding
— Mid 2017: award tender to consultants
— 2017-18: conduct recalibration (continue to delivery plan?)
B Implementation
— Early 2018 onwards
— Contractual wording

— Values (ACS, payment rates, others)

FOR DISCUSSION — NOT FINAL POLICY oo



Agenda

FOR DISCU

INTRODUCTION
10.30-11.00 U Coffee and tea

11.00-11.10 O Welcome and introductions

11.10-11.20 O Update on plan for the PR18 review of schedules 4 and 8

PR18 REVIEW OF SCHEDULE 8

11.20 -11.30 O Policy areas for improvement
11.30-12.50 O Discussion of the policy options

12.50-13.35 O Lunch break (lunch not provided)
Q Coffee & tea

PR18 REVIEW OF SCHEDULE 4

ooo oo [ Policy areas for improvement

13.45-14.40 O Discussion of the policy options

ROLE OF INDUSTRY
e iaeier O Role of industry

[EEN
II

( .00 O Close
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Re-cap: what Is the purpose of schedule 87

What is the outcome we What tools do we have to How does schedule 8 (as one of those
want from PR187? promote this outcome? tools) promote this outcome?

PR18 Outcome Regulatory tools Purpose of schedule 8

Schedule 8 has three main functions

A network that is... The performance regime

Operator neutrality scheme

Reliable Schedule 8 Holding operators appropriately

neutral to the financial impacts of

Taking effective changes in performance

decisions to limit Regulated outputs
delays and
cancellations, and
their impact on
users.

Network Rail incentive scheme

Incentivising Network Rail to
improve performance

Operator incentive scheme

Franchise
obligations

Incentivising operators to limit the
delay they cause to other operators

el

The PR18 review of schedule 8
will seek to improve the regime
against all of these functions OR

FOR DISCUSSION - NOT FINAL POLICY emerreo—m—m/4 44— /oo
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B We recognise that there is significant scope for improving the
regime, and, following your responses we have identified the
following key areas:

Review of Schedule 8 Cross-PR18 Areas that
involve other
. _ _ The PR18
Policy Re-calibration effectiveness of projects

the capacity

Areas that

will be the Approach to Complexity of Accuracy of charge
focus of setting TOC?re ir)rlle operator

today’s benchmarks 9 neutrality Th
discussion €

appropriateness
of PPM

Scope of
operator
neutrality

Accuracy of
measure of
lateness

Scope of
incentives

Effectiveness of Alignment with
TOC cancellation other incentive
regime regimes

Accuracy of FOC
cancellation
compensation

Non-PR18

Areas outside
PR18
Culture, cost and

accuracy of
delay attribution

Effectiveness of

SPP regime Areas that will be
developed over

course of review

OoR
FOR DISCUSSION — NOT FINAL POLICY
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High benefit
Highest priarity
Complexity of
Effectiveness of TOC regime
Scope of SPP regime
operator
5 i Alignment with
GEJ other incentive
> regimes
>
o
Q -
= Effectiveness of
% TOC cancellation
= Scope of regime
qc) incentives
n Approach to setting
, benchmarks

Lowest priority

Low benefit

Hard Ease of improvement Easy

OoR
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OFFICE OF RAIL AND ROAD

FOR DISCUSSION — NOT FINAL POLICY






17

Structure of the discussion

B Scope of operator neutrality

B Scope of incentives

B Approach to setting benchmarks

B Complexity of TOC regime

B Treatment of TOC cancelled services
B Effectiveness of SPP regime

B Alignment with other performance incentives

FOR DISCUSSION — NOT FINAL POLICY oo
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Scope of operator neutrality

Policy issue: There are concerns that current payment rates do not hold

operators neutral to the financial impact of delay

B Potential policy options:

— Include end user compensation payments in schedule 8 payment rates
(RDG assessed option)

— Include cost compensation in passenger schedule 8 payment rates

— Improve the clarity and accuracy on what is included in the freight schedule 8
payment rates

FOR DISCUSSION — NOT FINAL POLICY
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Scope of Incentives

Policy issue: Network Rail and operators lack incentives to take account of

end user or wider societal impacts of delay

Observation: schedule 8 payment rates are calibrated on operator
rather than end user impacts

B Potential policy options: take account of value of delays to wider
society and/or end users by either:

— Increasing the schedule 8 payment rates (re-introduce a societal rate )
or

— By introducing a financial incentive for Network Rail

or

— Discussed previously: Include end user compensation payments in schedule 8
payment rates (RDG assessed option)

FOR DISCUSSION — NOT FINAL POLICY
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Approach to setting benchmarks

Policy issue: Possible perverse long-run incentives by setting the
benchmarks based on historic performance. Also concerns about how the

benchmarks will interact with route level performance targets and the
Incentive effects of benchmarks.

B Potential alternative policy options:

— Set the same benchmark for all passenger operators (as freight regime is
already done)

— Set the benchmark to match target performance for each service

FFFFFFFFFFFFFFFFF

FOR DISCUSSION — NOT FINAL POLICY
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Complexity of TOC regime

Policy issue: The complexity of the current regime may inhibit the accuracy
and effectiveness of incentives provided to Network Rail and operators to

limit the delay that they cause. It may also increase the cost of implementing
and recalibrating the regime.

B Potential policy options:

— Set operator benchmarks in TOC-on-TOC minutes (instead of TOC-on-self)
(Network Rail developed option)

— Change the approach to setting benchmarks

FOR DISCUSSION — NOT FINAL POLICY oo
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Treatment of TOC cancelled services

Policy issue: The current TOC cancellation regime may create perverse

Incentives for operators in respect of cancelling services because a
cancelled service, despite not delaying other services, is treated as DML

B Potential policy options:

— Set operator benchmarks in TOC-on-TOC minutes (instead of TOC-on-self)
(Network Rail developed option)

- Have a separate regime for cancellations

FOR DISCUSSION — NOT FINAL POLICY oo
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Policy issue: The current process for making sustained poor performance

(SPP) claims is costly, time-consuming and difficult to resolve

B Potential policy options:
— Improve the guidance on how to make SPP claims
— Publish archive of SPP claims

— Make a formulaic regime

oRr
FOR DISCUSSION — NOT FINAL POLICY
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Alignment with other performance incentives

Policy issue: Incentives on operators to limit delay may not be well aligned

due to use of different measures across schedule 8, franchise obligations
and regulated outputs

B PR18 outputs project is reviewing performance metrics
B We are not proposing to make changes in schedule 8 to:
— Average minutes lateness (AML); or

— the use of delay minutes per 100 train miles for freight regime benchmarks.

B Do you agree with this proposal?

FOR DISCUSSION — NOT FINAL POLICY oo
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Re-cap: what Is the purpose of Schedule 4?

What is the outcome we What tools do we have to How does Schedule 4 (as one of those
want from PR187? promote this outcome? tools) promote this outcome?

PR18 Outcome Regulatory tools Purpose of Schedule 4
. Schedule 4 has two main functions
A network that is... The possessions regime
Available Schedule 4 Reducing operators’ exposure to
Taking effective financial risks associated with
decisions around Regulated outputs POSSESSIONS

possessions, \
mitigating the ‘
overall impact of
these on end users

Operator neutrality scheme

Network Rail incentive scheme

Franchise
obligations Incentivising Network Rail to limit

the level of service disruption as a
result of possessions

el

The PR18 review of Schedule 4
will seek to improve the
regime’s functioning against all
of these

Outside of PR18 review

FOR DISCUSSION — NOT FINAL POLICY oo
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B We recognise that there is significant scope for improving the regime,
and, following your responses we have identified the following key areas:

PR18 Review of Schedules 4

Policy
TOC Scope of
compensation incentives
Areas that
will be the c tion f
focus of ompensation for, 1 - entives created
today’s cancell_ed by NDFs
discussion possessions

FOC
compensation

Approach to the Alignment with

ACS calculation :
regimes

Joint industry
working

FOR DISCUSSION — NOT FINAL POLICY

SPD effectiveness

other incentive

Cross-PR18

Re-calibration

Accuracy of ACS

The Areas that
appropriateness involve
of PDI-P and other PR18
Accuracy of TOC PDI-F projects
compensation
TAC contractual
wording
Areas that will be
developed over
: course of review
SPD guidance
OR
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High benefit Highest priofity.

Incentives
created by NDFs

Compensation
for cancelled

1= possessions
£ Alignment with
GEJ other incentive
S TOC cost regimes
S compensation
£
S Approach to the
= ACS calculation SPD
2 Fut effectiveness
3 int i mpensation
3 Joint industry compensatio
working
Network Rail
incentives
_ Lowest priority
Low benefit

Hard Ease of improvement Easy

OoR

- =
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Structure of the discussion

B Incentives created by NDFs

B Compensation for cancelled possessions
B Approach to the ACS calculation

B Sustained planned disruption effectiveness
B TOC compensation

B FOC compensation

B Scope of incentives

B Incentives for amending timetables

B Alignment with other incentives

FOR DISCUSSION — NOT FINAL POLICY oo
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Incentives created by notification discount
factors (NDFs)

Policy issue: the current NDFs, which we last reviewed as part of PROS,

may no longer be accurate and therefore may not incentivise good
possession planning

B Evidence and the role of industry

— Developing options to address ‘notification discount thresholds’ requires
evidence from industry on their possession planning practices

B Potential policy options:
— Review schedule 4 notification discount factors (RDG assessed option)

— Review schedule 4 notification discount thresholds (i.e. change / add to /
reduce thresholds)

FOR DISCUSSION — NOT FINAL POLICY oo
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Compensation for cancelled possessions

Policy issue: there is no revenue loss compensation for cancelled

possessions including for planned and cancelled strikes. This may not
incentivise good possession planning.

B Evidence and the role of industry

— Developing options to address ‘compensation for cancelled possessions’
requires evidence from industry on the scale of the issue (i.e. a number of
cancelled possessions)

B Potential policy options:

— Include revenue loss compensation for cancelled possessions

FOR DISCUSSION — NOT FINAL POLICY oo
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Approach to the ACS calculation

Policy issue: Network Rail may be inefficiently over-recovering schedule 4

costs

B Potential policy options:

— Basis for renewals volumes assumptions, e.g. based on Delivery Plan not
SBP

— More frequent mechanistic ACS calculation (RDG assessed option)

FOR DISCUSSION — NOT FINAL POLICY oo
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Sustained planned disruption effectiveness

Policy issue: No sustained planned disruption claims

B Potential policy options:

- Review thresholds

— Read across from SPP issues

FOR DISCUSSION — NOT FINAL POLICY oo



TOC compensation

Policy issue: compensation does not cover all cost impacts such as those

associated with train planning, management and publicity

36

B Evidence and the role of industry

— Developing options to address ‘TOC cost compensation’ requires evidence
from industry on their other costs

B Potential policy options:

— Include other cost compensation (e.g. staff costs)

FOR DISCUSSION — NOT FINAL POLICY
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FOC compensation

Policy issue: Schedule 4 compensation does not cover all cost and revenue

Impacts

B Evidence and the role of industry

— Developing options to address ‘FOC compensation’ requires evidence from
industry on their costs associated with possessions

B Potential policy options:

— Reform cost triggers and payment rates

FOR DISCUSSION — NOT FINAL POLICY oo
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Scope of Incentives

Policy issue: Network Rail is not incentivised to take account of end user

and wider societal impacts

B Observation: schedule 4 passenger compensation is
calibrated on operator rather than end user impacts

B Potential policy options: take account of value of delays to wider
society by either:

— increasing the schedule 8 payment rates (and therefore schedule 4
compensation)

and/or

— By introducing a financial incentive for Network Rail

FFFFFFFFFFFFFFFFF
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Incentives for amending timetables

Policy issue: the regime does not encourage industry to work together to

declare amended timetables, e.g. for bad weather

B Evidence and the role of industry
— Is this an issue with Schedule 4, or with application of industry processes?

— Developing options to address ‘joint industry working’ requires industry
collaboration

B Potential policy options:

— How might schedule 4 be reviewed to take this into account?

FOR DISCUSSION — NOT FINAL POLICY oo
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Alignment with other incentive regimes

Policy issue: Schedule 4 and regulated outputs are not well joined-up

B ORR to consider and address any perverse incentives that may
occur if schedule 4 does not align with regulated outputs and / or
Network Rail scorecards

FOR DISCUSSION — NOT FINAL POLICY oo
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Evidence and the role of industry

B Developing these options requires evidence from industry on their
costs and benefits

B Improvements will be easier to devise and assess if we have good
evidence

Good Better

Improvements
to the regimes

evidence
from industry

FFFFFFFFFFFFFFFFF
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Schedule 4: re-cap on evidence sought for our
review of notification discounts

Evidence sought Relevant organisation

Possession planning practices and associated Network Rail and operators

timescales (e.g. to inform passengers etc.)

Cancelled possessions (i.e. number of operators
possessions cancelled) and associated impacts

(i.e. revenue and cost impacts)

Costs of possessions to TOCs (e.g. costs on TOCs

planning, management and publicity)

Costs of possessions to FOCs FOCs

FOR DISCUSSION — NOT FINAL POLICY
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Recalibration of TOC payment rates

B Recalibration is important — the Star model is important
B |nevitably a major challenge for consultants and industry
B How can we collectively avoid material errors?

— Consultants’ quality assurance process

— Engagement and scrutiny by industry

B Arrangements for funding
B Arrangements for scrutiny and sense checking

FOR DISCUSSION — NOT FINAL POLICY oo



Thinking ahead to where contributions would
be useful for Schedule 4 and 8 re-calibration
and implementation

Accuracy of FOC cancellation compensation Network Rail and FOCs

Accuracy of measure of lateness (i.e. MPWs) Network Rail and TOCs

Accuracy of MRE and FOC payment rates Network Rail and TOCs

ACS Network Rail
B

Contractual wording All parties

Other?? Industry

FOR DISCUSSION — NOT FINAL POLICY
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How to get in touch

Subscribe to our PR18 emaill alerts service to receive our latest
news: http://eepurl.com/b1XI5H

= Www.orr.qov.uk/prl8

L] ] R
i) conslan < PR18@orr.qgsi.gov.uk

Schedules 4 and 8 < PR18.Schedules4and8@orr.gsi.gov.uk

FFFFFFFFFFFFFFFFF
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