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Executive Summary 

1. We started our structure of costs and charges (SOCC) review in November 
2004. Our principal objective was to obtain a better understanding of Network 
Rail’s costs, in order to: 

• inform setting track access charges for franchised passenger train 
operating companies (TOCs); 

• inform the development of a robust infrastructure cost model (ICM); and 

• provide a robust basis for the allocation of Network Rail’s costs to areas 
served by devolved administrations, local and regional bodies. 

Track access charges 

2. We have worked closely with Network Rail, consulted widely and 
commissioned a range of consultancy studies in our review of the current 
track access charges (including the variable usage charge, traction electricity 
charge, capacity charge and fixed charge). 

3. Our conclusions in this document confirm our emerging conclusions, 
published in July 2005. We will not make changes to the structure of track 
access charges until April 2009, to enable us to take account of further work 
being done as part of periodic review 2008 (PR2008). We have reached this 
view because:  

• there has been insufficient improvement in Network Rail’s understanding 
of costs since the last review of the structure of track access charges (as 
part of the periodic review 2000 (PR2000)); and 

• our consultant’s Booz Allen Hamilton (BAH) (working in conjunction with 
TTCI UK Ltd (TTCI)) have recommended that further work on 
understanding variable cost causation should be undertaken before 
changes to the variable usage charge are made, in order to ensure that 
track access charges are sufficiently cost-reflective and provide 
appropriate incentives. 
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4. The variable usage charge is the key variable track access charge, therefore 
as a consequence of not making changes to this charge, we have decided to 
defer making changes to any of the charges until April 2009, when we will 
implement the conclusions of PR2008. We will take forward and complete 
work on the traction electricity, capacity and fixed charges started as part of 
this review.  

5. Network Rail will be improving its knowledge of its cost base as part of 
PR2008 and developing the ICM.  

6. Integrating further work as part of PR2008 will also allow us to consider 
passenger and freight charges together. 

7. We will give further consideration to route-based charges as part of PR2008. 
This will be informed by the development of the ICM and the work on 
allocating costs to parts of the network associated with devolved 
administrations, local and regional bodies. In doing this, we will consider the 
impact of route-based charges on train operators their funders and suppliers. 

Infrastructure cost model 

8. Network Rail is leading the development of the ICM and the first version of 
this model will be ready in April 2006 in order to be used in the preparation of 
the high level output specifications (HLOSs) for PR2008. 

9. Network Rail has set out that, by the end of 2006, the second version of the 
model will include functionality to model variable usage costs by vehicle type 
and route.  

Allocation of costs to support local decision-making 

10. An objective of our review is to develop a method for basing local decision-
making on accurate information about infrastructure related costs associated 
with changes in the provision of train services at a local level.  

11. So far, our work in this area has focused on Scotland and, to a lesser extent, 
Merseyside. However, we recognise that development of this methodology is 
important in order to underpin the increased role that devolved 
administrations, local and regional bodies now have in decisions on rail 
provision. In order to ensure that all these bodies bear the full costs of their 
decisions, and make decisions based on the true costs and benefits of rail 
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compared to other transport modes, this may involve establishing charges at 
these local or regional levels as well as increased reporting of cost 
information. 

12. Given Network Rail’s current cost knowledge, there are difficulties in 
allocating costs to sub-routes. We are currently undertaking a pilot study, 
looking at routes used by part of the Silverlink franchise in London. We expect 
to complete this by the end of 2005-06. Following this, we will develop the 
methodology as part of PR2008, reflecting the needs of central government, 
devolved administrations, local and regional bodies. 
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1. Introduction 

Context 

1.1 We started the structure of costs and charges (SOCC) review in November 
2004 with the publication of the initial consultation document1. In that 
document we stated that the principal objective of the review is to obtain a 
better understanding of Network Rail’s costs, in order to: 

• inform setting track access charges for franchised passenger train 
operating companies (TOCs); 

• inform the development of a robust infrastructure cost model (ICM); and 

• provide a robust basis for the allocation of Network Rail’s costs to areas 
served by devolved administrations, local and regional bodies. 

1.2 In April 2005 we published our emerging views consultation document2. This 
gave an update on our progress with the SOCC review and responded to the 
initial consultation responses, which broadly supported the objectives of the 
review. 

1.3 On 19 July 2005 we published our emerging conclusions3. This letter outlined 
the work we had undertaken on the variable usage and other charges during 
the course of the SOCC review, and stated that we were minded to accept the 
recommendations of Booz Allen Hamilton (BAH) (working in conjunction with 
TTCI (UK) Ltd (TTCI)) to defer making any changes to the variable charge 
until April 2009 following further work in the periodic review 2008 (PR2008). 
BAH recommended that there was insufficient understanding of variable cost 
causation to justify making changes at this time and recommended that 

                                            
1  Structure of costs and charges review: initial consultation document, Office of Rail 

Regulation, November 2004. This document can be accessed at  
http://www.rail-reg.gov.uk/upload/pdf/213.pdf.  

2  Structure of costs and charges review: emerging views on key issues, Office of Rail 
Regulation, April 2005. This document can be accessed at  
http://www.rail-reg.gov.uk/upload/pdf/229.pdf.  

3  Structure of costs and charges review: emerging conclusions, Office of Rail Regulation, 
July 2005. This document can be accessed at  
http://www.rail-reg.gov.uk/upload/pdf/socc_emer_view_lett.pdf.  
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further work needs to be undertaken before changes to charges are made, to 
ensure that these charges result in track access charges that are sufficiently 
cost-reflective and provide appropriate incentives.  

1.4 We also set out in our emerging conclusions that, as a consequence of our 
proposed decision on the variable usage charge, we were also minded to 
make no changes to the capacity charge or the fixed charge currently, but 
instead we would undertake further work on developing these charges 
alongside the work on the variable usage charge during PR2008. At the time 
of publishing our emerging conclusions we had not completed our 
assessment of whether changes should be made to the traction electricity 
charge. 

1.5 We held a seminar on 22 July 2005 to present our emerging conclusions to 
the industry and to provide an opportunity for the industry to discuss these. 
Our consultants also presented the results of their various studies to provide 
consultees with an opportunity to question and discuss these, prior to 
submitting their consultation responses4. A list of respondents is provided in 
Annex A. All non-confidential responses are available in our library and on our 
website5. 

1.6 In respect of the allocation of Network Rail’s costs to devolved 
administrations, other local and regional bodies, we published a consultation 
document in June 20056, which outlined our general approach to the 
disaggregation of Network Rail’s expenditure and revenue allowance, 
focusing on Scotland. As part of this, we worked with Network Rail, the 
Department for Transport (DfT) and the Scottish Executive to allocate costs to 
Scotland as part of the devolution of the responsibility for funding and railway 
output specification to Scottish Ministers. We are currently working with 
Network Rail and Merseytravel Passenger Transport Executive (PTE) to 
consider the costs that Network Rail would avoid from not being responsible 

                                            
4  The presentations at the seminar can be accessed on our website at  

http://www.rail-reg.gov.uk/server/show/nav.00100a003006003. 
5  The consultation responses can be accessed at  

http://www.rail-reg.gov.uk/server/show/ConWebDoc.7146.  

6  Disaggregating Network Rail’s expenditure and revenue allowance and the future price 
control framework: a consultation, Office of Rail Regulation, June 2005. This document 
can be accessed at http://www.rail-reg.gov.uk/upload/pdf/238.pdf.  
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for operating, maintaining, renewing and enhancing the Merseyrail Electrics 
network. We are starting further work to develop a methodology to allocate 
Network Rail’s costs to other devolved administrations, local and regional 
bodies. 

Purpose of this document 

1.7 The purpose of this document is to: 

• confirm our emerging conclusions, namely not to make changes to track 
access charges until April 2009, following further work as part of PR2008. 
Following completion of our work after the publication of the emerging 
conclusions, we have also decided not to make any changes to traction 
electricity charges (the results of this work are set out in this document); 
and 

• outline the key issues on the structure of charges to be examined as part 
of PR2008. 

Structure of this document 

1.8 The remainder of this document is structured as follows: 

• chapter 2 provides our conclusions on the review of the current structure 
of costs and charges; and 

• chapter 3 outlines the initial work on the structure of costs and charges 
within PR2008. 

PR2008 

1.9 We outline in this document key further work on the structure of costs and 
charges that we plan to undertake as part of PR2008. PR2008 will establish 
Network Rail’s revenue allowance and outputs for the period from 1 April 2009 
to 31 March 2014. We published the first PR2008 consultation document in 
August 20057, which discussed the main issues and the high-level timetable 
for completing the review. We will also consult further on issues related to the 
structure of costs and charges as part of PR2008.  

                                            
7  Periodic Review 2008: first consultation document, Office of Rail Regulation, August 

2005. This document can be accessed at http://www.rail-reg.gov.uk/upload/pdf/245.pdf.  
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2. Review of the current structure of 
costs and charges 

Introduction 

2.1 This chapter presents our conclusions on the review of the current structure of 
costs and charges. The conclusions are presented in relation to the following 
charges: 

• variable usage charge; 

• traction electricity charge;  

• capacity charge; 

• fixed charge; and 

• other charges. 

Variable usage charge 

Introduction 

2.2 In December 2004 we engaged BAH/TTCI to undertake a review of the 
existing variable usage charge (including the electrification asset usage 
charge) and to make recommendations on whether any revisions were 
appropriate8. 

2.3 BAH/TTCI concluded that while some new information was available on 
Network Rail’s costs and its variability with usage, it was insufficiently robust 
to justify a change in usage charges at this time. Therefore, BAH/TTCI 
recommended that changes to usage charges should be deferred until 
PR2008, so that, in particular, further work on understanding the variable cost 
causation could be undertaken to ensure that track access charges are 
sufficiently cost-reflective and provide appropriate incentives.  

                                            
8  BAH/TTCI’s final report can be accessed on our website at  

http://www.rail-reg.gov.uk/upload/pdf/bah_elecreport_fin.pdf.  
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2.4 We accept this recommendation and confirm our emerging conclusion that no 
change is to be made to the variable usage charge at this time. The charge 
will be reviewed further as part of PR2008 and we intend to make any 
changes from 1 April 2009.  

2.5 We will give further consideration to route-based charges as part of PR2008. 
The BAH/TTCI study found that costs vary with the density of usage on the 
network. The work to examine the inclusion of rolling contact fatigue (RCF) 
and rail wear terms in the variable charge model highlighted that this may also 
vary materially by route.  

2.6 The three main areas of the BAH/TTCI study covered: 

• a review of the overall level of variable charges through examination of the 
level of cost variability and the relevant cost base to apply this variability 
to; 

• the development of possible terms to introduce to the variable charging 
model to take explicit account of RCF and rail wear caused by different 
vehicles; and 

• consideration of changes to the basis of the electrification asset usage 
charge. 

Overall level of variable charges 

2.7 BAH/TTCI recommended that the current ‘hybrid’ top-down/bottom-up 
approach to the calculation of variable charges should be retained at the 
present time. This approach involves allocating the total variable element of 
Network Rail’s forward-looking efficient costs, by asset category, across each 
vehicle type based on the share of ‘equivalent’ gross tonne miles (GTMs) for 
that vehicle. This continues the approach developed in the periodic review 
2000 (PR2000). 

2.8 Whilst we consider it preferable to base variable charges on a bottom-up 
engineering approach, there is currently a lack of robust evidence on the 
extent to which costs are variable with usage.  

2.9 BAH/TTCI worked with Network Rail to determine the overall level of cost 
variability. Although there has been improvement in Network Rail’s cost 
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knowledge, we have concerns about its robustness. Network Rail recognises 
that further work is required to develop more accurate levels of variability. 

2.10 In addition to the assessment of variability, BAH/TTCI considers that there is 
uncertainty about the appropriate cost base, which should be applied to any 
new assessment of variability. The cost base should reflect efficient forward-
looking costs and exclude backlog expenditure. In its final report, BAH/TTCI 
argued that at this time this level should be the 2013-14 cost base, i.e. the 
final year of the next control period (control period 4 (CP4)). It did recognise 
however that this expenditure, reported in Network Rail’s 2005 business plan, 
has not been subject to regulatory scrutiny, does not necessarily assume 
steady-state expenditure and is not necessarily based on an appropriate 
assessment of efficiency. 

Rolling contact fatigue/rail wear 

2.11 The impact of RCF and rail wear, caused by longitudinal and lateral forces, is 
not explicitly reflected in individual charges in the current variable charge 
model (track damage forces are expressed in terms of vertical loading only). 
However, to the extent that the impact-related cost is variable, it is spread 
across all vehicles9. As part of the review of the variable usage charge, 
BAH/TTCI developed possible new terms for the variable usage charge model 
to allocate the costs of RCF and rail wear to each individual vehicle type. 

2.12 RCF and rail wear are not random events but the result of a deterministic 
mechanism. This is the basis of the proposed method shown in the BAH/TTCI 
report to allocate RCF and rail wear damage costs to vehicles by calculating 
the pressures and forces between vehicles and rails in rolling contact.  

2.13 We have had a range of discussions on this approach with the industry and 
there is support for the general approach. However, we consider that more 
work needs to be undertaken before it is implemented and, in particular, the 
assumptions used to determine the costs of freight vehicles need further 
examination. The further work on understanding cost causation as part of 
PR2008, and also giving further consideration to route-based charges, will 
enable us to refine this approach further. 

                                            
9  RCF is a series of cracks in the head of the rail caused by the stress of trains passing 

over the rail. The formation of RCF in rails is due to the combination of contact stress, 
tangential creep forces and creepage in the wheel/rail contact patch. 
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Electrification asset usage charge 

2.14 At present, the costs associated with the wear and tear of electrification 
assets are recovered through a mark-up to the traction electricity charge. 
BAH/TTCI recommended that in order to make this charge more cost 
reflective it should be based on a per vehicle mile rate, differing for AC and 
DC powered vehicles. 

2.15 We accept the BAH proposals to alter the basis of this charge. However, 
given the wider uncertainty about cost variability and the appropriate cost 
base, and because this is a comparatively small cost (currently around £13 
million per annum), we propose not to make this change to the structure of 
charges until April 2009. In addition, the further work on cost causation, the 
development of the ICM, the efficiency analysis at PR2008 and further 
consideration of route-based charges will enable us to refine the analysis if 
necessary. 

Changes to rates for particular vehicle types 

2.16 In response to our emerging views consultation document, consultees 
identified some changes to the current price list. In most cases these either 
involved adding new, or removing obsolete vehicles, from the price list. 
However, in a small number of cases, we are aware of some characteristics 
for existing vehicles that do not properly reflect the characteristics of the 
vehicle. In particular, we had discussions with Eurostar and Network Rail 
about the characteristics applied to the Class 373 vehicles. We are also 
aware that the Class 67 rate is incorrectly reflected in the current price list.  

2.17 In the light of our conclusions to make no changes to charges at the current 
time, and because any change to an individual vehicle type already in the 
variable charge model would, strictly, require a re-allocation of all charges to 
hold Network Rail neutral to the change, we have decided that any new 
vehicles are added through the process set out in paragraph 9 of Part 2 of 
Schedule 7 of track access contracts10. We have also decided that obsolete 
vehicles should remain on the price list until PR2008. 

                                            
10  Paragraph 9 of Part 2 of Schedule 7 sets out, within the track access contract, the 

process for adding new vehicles to the variable usage charge price list. The legal effect of 
such an amendment only applies to the particular track access contract in which the 
change is made. 



Structure of costs and charges review: Conclusions  

Office of Rail Regulation • October 2005  
13

2.18 This leaves the small number of vehicle types where a change to the vehicle 
characteristics is appropriate to correct the current rate. In principle, we will 
consider approving changes through the track access contract where a TOC 
intends to operate the particular vehicle type. 

2.19 As with the cases above, the relevant TOC and Network Rail will need to 
discuss the appropriate adjusted rate and submit this to us for approval. 
Where Network Rail can demonstrate a material financial impact from the 
change in the vehicle type rate, i.e. where it was assumed in the original 
usage model to operate a significant number of vehicle miles at the original 
higher rate, then the company will need to make a case for this to be taken 
into account at PR2008. 

Traction electricity charge 

Introduction 

2.20 The traction electricity charge is designed to enable Network Rail to recover 
the costs incurred in procuring electricity for TOCs for traction purposes. The 
three main elements that make up the overall charge are: 

• the modelled consumption rates per kilowatt hour (kwh) (differentiated by 
vehicle and route); 

• the electrified vehicle miles operated; and 

• the price of electricity (which varies by region and timeband). 

2.21 When we published our emerging conclusions letter we had not completed 
our review of Network Rail’s submission relating to the actual costs incurred 
and the case for change to the charge. 

2.22 Following completion of our review, we have decided that no changes will be 
made to the traction electricity charge price list at this time. This is because 
while the prices and actual costs have differed over time (prices being both 
higher and lower than costs incurred during the period since PR2000), any 
alteration will need to be considered at the same time as the overall level of 
Network Rail’s required revenue. Even if we had concluded that the traction 
electricity prices should be re-based at this time, an offsetting change in the 
fixed charges would have been made to maintain the revenue allowance 
determined in the access charges review 2003 (ACR2003) (as stated in 
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paragraph 2.15 of our initial consultation document)11. We will undertake 
further work on this charge as part of PR2008. 

Modelled consumption rates 

2.23 In parallel with the emerging conclusions, we placed on our website AEA 
Technology’s (AEAT) report on vehicle consumption rates12. This provided 
recommendations following its review of the modelled consumption rates. 
Possible changes identified were: 

• the addition of new vehicles or vehicle /route combinations not currently in 
the list of modelled consumption rates; 

• that identified obsolete vehicles could be removed from the list; and 

• a small number of changes to the consumption rates for existing vehicle 
types. 

2.24 In the same way as the approach taken above with changes to the usage 
charge price list, we have decided that these changes be made through the 
contractual process rather than through the conclusions of this review. This 
again is straightforward for the treatment of new and obsolete vehicles or 
vehicle/route combinations.  

2.25 Where changes were suggested to existing vehicles, the most common 
example proposed by AEAT was to disaggregate the route types. For 
example, the changes proposed to the consumption rates of the Class 319s 
for Thameslink (see annex 2 to its Stage 2 Report) suggests splitting the 
Luton and Bedford services, where currently these are aggregated and 
averaged. The material difference of such a change may be small depending 
on the proportion of services. It is therefore for the operator and Network Rail 
to consider whether they want to make these changes through the contractual 

                                            
11  Structure of costs and charges review: initial consultation document, Office of Rail 

Regulation, November 2004. 

12  Review of Electricity Consumption of Railway Vehicles: Stage 1 Report, AEA Technology, 
April 2005. The report can be accessed at 
http://www.railreg.gov.uk/upload/pdf/aea_elecreport_one.pdf. Review of Electricity 
Consumption of Railway Vehicles: Stage 2 Report, AEA Technology, May 2005. The 
report can be accessed at http://www.rail-reg.gov.uk/upload/pdf/aea_elecreport_two.pdf. 
Annexes 1 and 2 of the Stage 2 Report can be accessed, respectively, at  
http://www.rail-reg.gov.uk/upload/pdf/Annex1EC4Tconsmp-rts.pdf and  
http://www.rail-reg.gov.uk/upload/pdf/Annex2-thmslnk-cnsmptrts.pdf.  
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process. Where Network Rail can demonstrate a material financial impact 
from the change, then it will need to make a case for this to be taken into 
account at PR2008. 

Prices 

2.26 We are aware that the traction electricity prices (set at the PR2000 and 
indexed through the Department for Trade and Industry’s (DTI) moderately 
large users index (MLUI)) have not consistently reflected costs since 1 April 
2001 when changes were last implemented. This is principally because of the 
wider macroeconomic impacts on the MLUI index. In addition there are no 
forecasts available for future movements of the index. 

2.27 As part of the SOCC review, we discussed with Network Rail the scope for 
alternative options but these would require further examination and 
consultation before being implemented.  

2.28 We consider that any short-term change, e.g. re-basing the index to Network 
Rail’s current contractual arrangements, would be insufficient to tackle the 
long-term issues associated with the MLUI and that over time both train 
operators and Network Rail (and Railtrack before it) have paid or received 
both more and less than the actual cost incurred by Network Rail. Network 
Rail’s receipts would not have increased as a result of such a change 
because there would have been an offsetting change to the fixed charge, 
consistent with the ACR2003 determination. 

2.29 In chapter 3, we discuss some possible approaches to make the traction 
electricity charge follow the cost incurred more closely and we intend to 
examine this in more detail as part of PR2008.  

On-train metering and regenerative braking 

2.30 We also commissioned AEAT to carry out two related studies: 

• an assessment of the technical and economic feasibility of on-train 
metering13; and 

                                            
13  The Feasibility of On-Train Metering, AEA Technology, May 2005. The report can be 

accessed at http://www.rail-reg.gov.uk/upload/pdf/aea_ontrain_rep.pdf. 
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• an assessment of the appropriate discount to be applied for the use of 
regenerative braking14.  

2.31 The report on on-train metering should be seen as information for the industry 
on the costs and benefits of on-train metering. While we recognise that train 
operators do not view the installation of on-train metering as a high priority, 
the study highlights some clear benefits. In particular it would provide: 

• a more accurate basis for measurement of consumption than the current 
process using modelled consumption rates and the current wash-up 
process15; 

• better incentives, through the reflection of energy efficient operational 
policies in the charges paid by operators; and 

• for the possible introduction of direct procurement of electricity, by TOCs, 
from sources other than Network Rail. 

2.32 We are interested in responses to this and would expect that the industry will 
continue to consider further the adoption of on-train metering. 

2.33 The report on the appropriate discount on charges where regenerative 
braking facilities are used recommended the continued use of 16.5% as the 
single discount. The report did however recognise that the actual saving could 
vary significantly depending on, in particular, whether the route is AC or DC 
powered. At PR2008, we will use this report as the basis for examination of 
regional differences that might be reflected in the application of geographically 
disaggregated discounts from 1 April 2009. 

Capacity charge  

2.34 We have decided to retain the capacity charge in its current form until April 
2009, pending further review as part of PR2008. 

2.35 It is widely recognised that the intended incentive effects of the capacity 
charge have been dampened by the current simplified form of the charge, 

                                            
14  Review of the discount for using Regenerative Braking, AEA Technology, June 2005. The 

report can be accessed at http://www.rail-reg.gov.uk/upload/pdf/aea_regbrake_rep.pdf . 

15  Which adjusts the charge to reflect a comparison between actual consumption across a 
traction electricity region and the total modelled consumption for that region. 
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implemented because of the inability of Network Rail to bill the original form of 
the charge. However, the costs that the charge is designed to recover, i.e. the 
greater Schedule 8 performance regime costs brought about as a result of 
additional services and the difficulty of recovering from disruption on a more 
congested network, are variable with services operated and therefore the 
charge should be retained as a variable charge. 

Fixed charge 

2.36 We have decided that the allocation and overall level of the fixed charges will 
continue to be as determined in ACR200316. 

2.37 As part of the SOCC review, we also examined whether the current 
methodology for allocating the fixed charge between TOCs (based largely on 
relative vehicle miles by each operator at different levels of regional 
disaggregation for different cost categories) could be made more cost 
reflective. 

2.38 We commissioned AEAT to examine whether it was possible and worthwhile 
to develop and implement a methodology to allocate the ‘fixed’ costs to TOCs, 
based on identification of the operator’s avoidable costs (i.e. the costs that 
could be avoided were its services not present on the network). This is a more 
cost reflective approach to determining the fixed charge for each individual 
operator on the basis of the specific costs they impose on the network (and a 
mark-up for common costs). It therefore provides more accurate information 
to funders compared to the existing approach. 

2.39 AEAT’s report17 is being published in parallel with these conclusions. The 
report sets out the methodology developed to determine avoidable costs and 
includes indicative results.  

2.40 As part of PR2008, we will undertake further development of the methodology 
and give further consideration to the avoidable costs of freight, which was not 
examined in detail as part of this study. 

                                            
16  If any changes to other charges were made as part of this review the fixed charge would 

need to be revised, to ensure that Network Rail did not over- or under-recover its revenue 
allowance as determined in ACR2003. 

17  Recovery of Fixed Costs, AEA Technology, August 2005. The report can be accessed at 
http://www.rail-reg.gov.uk/upload/pdf/aea_recov_fixed_rep.pdf. 
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Other charges 

2.41 In the initial consultation document for the SOCC review, we discussed the 
prospect of implementing charges to reflect other costs caused by rail traffic, 
specifically environmental and scarcity charges, both of which are permitted 
under EU Directive 2001/14/EC18.  

2.42 In our emerging views consultation document, we confirmed that we did not 
intend to give any consideration to the actual implementation of environmental 
or scarcity charges at this time, however we would commission further 
research work in both areas to inform the industry and the ongoing debate on 
track access charging. 

Environmental charges 

2.43 In June 2005, we appointed AEAT to review research on the environmental 
costs of rail transport.19 The study confirmed the main environmental impacts 
of rail are greenhouse gas emissions, local air pollution and noise pollution. 
AEAT cited research that suggests that environmental costs of rail transport 
ranged from 20 to 25 pence per train-km on rural services to £1 per train-km 
for freight and intercity passenger traffic, with London and suburban services 
at 30 to 40 pence per train-km. A full cost environmental charge based on 
these figures could increase access charges by between 20% and 50% for 
intercity services, around 10% for London and suburban services and less 
than 10% for rural and cross-country services. 

2.44 Introducing environmental costs into track access charges would be complex. 
To fully reflect the costs, charges would need to vary by type of traction, load 
and area of incidence. However, as the majority of road transport does not 
pay its full marginal social costs then introducing charges on rail alone could 
lead to perverse incentives. PR2008 will give more consideration to 
environmental costs and charges following discussions with key stakeholders.  

                                            
18  Allocation of Railway Infrastructure Capacity and Levying of Charges, Commission of the 

European Communities, EU Directive 2001/14/EC, Brussels, 2001. 

19  Environmental costs of Rail Transport, AEA Technology, October 2005. The report can 
be accessed at http://www.rail-reg.gov.uk/upload/pdf/aea_enviro_rep.pdf.  
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Scarcity charges 

2.45 We have also commissioned a study by the Institute of Transport Studies at 
Leeds University into scarcity charges. The study will examine issues 
associated with implementing a scarcity charge and highlight the costs and 
benefits of such a charge. We expect to complete this study in the third 
quarter of 2005-06 and will publish the work. 
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3. Structure of costs and charges and 
PR2008 

Introduction 

3.1 This chapter outlines key issues related to the further work on reviewing the 
structure of costs and charges that we will take forward as part of PR2008, in 
order that a revised set of robust charges can be implemented in April 2009. 

Variable usage charge 

3.2 We will undertake further work to determine the appropriate approach to 
derive the variable usage charge at PR2008. In principle, we favour moving to 
an engineering-based bottom-up approach, but in order to make such a 
change, we would need to be confident that sufficient quality of cost data was 
available. This work is related to development of the ICM discussed in 
paragraphs 3.20 - 3.21. 

3.3 Some of the work on Network Rail’s variable usage costs carried out in the 
SOCC review has shown that route-based charges may be justified, not just 
so that funders face clear signals about their decision-making, but also to 
properly reflect the costs incurred by Network Rail such as those from 
longitudinal and latitudinal forces on the network, for which details such as the 
number of switches and crossings on a route and the track curvature have a 
material bearing.  

3.4 We will undertake further technical verification of the approach proposed by 
BAH/TTCI to reflect longitudinal and latitudinal forces in the variable charge. 
This will include consideration at a route level as well as further examination 
on the effects of freight vehicles. 

3.5 In giving further consideration to moving to a route (or geographically) based 
charging structure, it will be important to balance absolute accuracy (in terms 
of cost reflectivity) with practicality and other charging objectives. Therefore, 
in defining ‘route’, it will be important to consider charges only at a level where 
they reflect material differences in cost and also where they provide relevant 
information and/or incentives to Network Rail’s customers and funders.  
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Traction electricity charge 

3.6 As set out in chapter 2, the current indexation of traction electricity costs does 
not consistently reflect the real changes in cost facing Network Rail. 

3.7 One way of resolving this will be to look at alternative indices. An alternative 
approach would be to implement a cost pass-through approach where prices 
follow Network Rail’s actual costs of procurement. A potential issue with this 
approach is how to ensure that Network Rail continues to procure electricity at 
a reasonably efficient cost.  

Capacity charge 

3.8 Network Rail is currently considering improvements to its billing systems that 
could enable the original form of the capacity charge to be re-introduced. 
These changes to the billing systems are costly and therefore the costs and 
benefits in terms of the capacity charge will need to be evaluated if Network 
Rail does not make the changes to its systems for other business reasons. 
We will discuss this with Network Rail further to ensure that in appraising the 
billing system improvements, the potential benefits brought about by clear 
incentives produced by a revised capacity charge are considered.  

Fixed charge 

3.9 The work carried out by AEAT on avoidable costs has demonstrated a 
practical approach to determining fixed charges on a more cost-reflective 
basis than currently used. We support moving to an avoidable cost based 
approach, however we recognise that further work is needed before it is 
implemented.  

3.10 We will undertake further work on this charge, which will include ensuring that 
there is no discrepancy between the avoidable cost approach and the 
methodology to determine the variable costs to derive the variable usage 
charge. We will also use the time during PR2008 to validate the assumptions 
developed by AEAT in its work. This will include the assumptions used in 
relation to the avoidable costs of freight operators.  
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Taking forward the structure of charges work 

Introduction 

3.11 The first consultation document of PR200820 included an outline timetable for 
the review. In June or July 2007, the Secretary of State and Scottish Ministers 
will issue their high level output specifications (HLOSs) and statements of 
funds available for CP4.  

3.12 By that stage in PR2008, we consider it essential to have concluded on the 
key issues identified earlier in this chapter in respect of the future structure of 
charges. Further work will continue until the final stages of PR2008 to 
determine the actual level of the charges. This means that by June/July 2007, 
we will need to have concluded on: 

• the detailed methodology to calculate the variable usage charge, i.e. 
whether to move to a more bottom-up engineering-based approach or 
retain a hybrid approach largely based on a top-down assessment of 
Network Rail’s cost variability but using engineering relationships to 
allocate the total variable cost between vehicle types; 

• the introduction of route-based charges in CP4 and the associated 
definition of the routes (or geographies) this will be based on; 

• the form of additional cost drivers to be included in the derivation of 
variable usage charges, e.g. in relation to RCF and rail wear; 

• the appropriate approach to calculate traction electricity charges in order 
to reflect changes in costs over time; 

• the form of the capacity charge; 

• the final methodology for calculating the avoidable costs to allocate the 
‘fixed’ costs between TOCs; and 

• the introduction of other charges, e.g. environmental charges and scarcity 
charges. 

                                            
20  Periodic Review 2008: first consultation document, Office of Rail Regulation, August 

2005. This document can be accessed at http://www.rail-reg.gov.uk/upload/pdf/245.pdf.  
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3.13 In order to achieve this, we will publish a detailed consultation on these issues 
in the final quarter of 2005-06.  

3.14 As we said at our July 2005 seminar, we are considering the merits of 
transferring the charge-setting responsibilities to Network Rail. Clearly the 
impact of such a change would need to be thoroughly considered and 
charges set by Network Rail would need to be consistent with our criteria, 
which would have to be published in advance of such a transfer. The charges 
would also need to be subject to our audit. We will include consideration of 
this issue in our consultation document in the final quarter of 2005-06.  

3.15 Changes to the structure of charges as part of PR2008 will need to achieve 
an acceptable balance between the objectives of our track access charging 
framework, which was outlined in chapter 4 of our initial consultation 
document21. This will include taking account of the impact of revisions to 
charges on train operators, train manufacturers, rolling stock companies and 
funders. 

Scotland 

3.16 As part of our work to consider route (or geographically) based charges, and 
following the devolution of responsibility for infrastructure funding and railway 
output specification from the Secretary of State to Scottish Ministers, we will 
give consideration to the establishment of separate charges in England & 
Wales and Scotland, consistent with the separate HLOSs. 

Freight and open access operators 

3.17 We had intended to initiate a review of freight track access charges in January 
2006, for possible implementation on or after April 2007. However, in the light 
of the decision not to change passenger charges until the next periodic 
review, we have decided that freight charges will be reviewed in conjunction 
with the passenger charges as part of PR2008.  

3.18 Several elements of the work on freight charges will need to be considered 
early in PR2008. These include some small changes to the variable usage 

                                            
21  Structure of costs and charges review: initial consultation document, Office of Rail 

Regulation, November 2004. 
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charge price list (to be examined and resolved similarly to such changes to 
passenger charges outlined in chapter 2). They also include reviewing: 

• the costs associated with coal spillage and developing a basis of 
estimating such costs that can recognise differences in cost caused by 
different design of vehicles; and 

• the definitions of the suspension types used in freight charges to provide a 
discount to operators using ‘track friendly’ suspension. 

3.19 The consultation document that we will publish in the final quarter of 2005-06 
will address these issues in more detail. 

Infrastructure cost model 

3.20 Network Rail is leading the development of the ICM and an initial version of 
this model is planned for completion in April 2006, in order to inform the 
company, ORR, the DfT and the Scottish Executive in the preparation of the 
HLOSs and more generally as part of PR2008. 

3.21 Network Rail has set out that, by the end of 2006, it expects that the ICM will 
include functionality to model variable usage costs by vehicle type and route. 
We will closely monitor progress on this, auditing Network Rail’s proposals 
and the model to ensure that the functionality to model variable charges is 
sufficiently robust. 

Allocation of costs to support local decision-making 

3.22 An objective of the SOCC review, originally set out by the Government in The 
Future of Rail White Paper22 is for ORR to develop a method for basing local 
decision-making on accurate information about infrastructure-related costs 
associated with changes in the provision of train services at a local level.  

3.23 This is important in order to underpin the increased powers that delegated 
administrations, local and regional bodies have gained. In order to ensure that 
such bodies bear the full costs of their decisions and make decisions based 
on the true costs and benefits of rail compared to other transport modes, this 
may involve establishing charges at these local or regional levels as well as 
reporting information on costs. 

                                            
22 The Future of Rail, Cm 6233, Department for Transport, July 2004. 
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3.24 Following the work we have already undertaken for Scotland and, to a lesser 
extent Merseyside, we now intend to give further detailed consideration to 
developing a method for basing local decision making on accurate information 
about the infrastructure-related costs associated with changes in the provision 
of train services for other devolved administrations, local and regional bodies.  

3.25 Given Network Rail’s current cost knowledge, there are difficulties in 
allocating costs to sub-routes. We are currently undertaking a pilot study, in 
conjunction with Transport for London (TfL), looking at routes used by part of 
the Silverlink franchise in London. We expect to complete this by the end of 
2005-06. Following this, we will develop the methodology as part of PR2008, 
reflecting the needs of central government, devolved administrations, local 
and regional bodies. 

3.26 We expect that the results of this, and any other pilot studies in this area, 
would be of use in the ongoing development of the ICM, which is not currently 
planned to determine or report costs for areas served by all local and regional 
bodies, i.e. for the Welsh Assembly Government, the Mayor of London and 
the PTEs.
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Annex A: Respondents to the emerging 
conclusions letter 

Angel Trains 

Association of train operating companies (ATOC) 

Department for Transport (DfT) 

English Welsh and Scottish Railways (EWS) 

First Group 

Great North Eastern Railways (GNER) 

Network Rail 

Scottish Executive 

Vehicles Track Systems Interface Committee (VT SIC)  

 
 


