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Dear Paul

Update on the framework for setting outputs and access charges and strategic business plan
assessment - Freightliner comments

This letter contains the comments of Freightliner Group Limited (which incorporates Freightliner
Limited and Freightliner Heavy Haul Limited) to the Update on the framework for setting outputs
and access charges and strategic business plan assessment document published by ORR in
February 2008.

FRAMEWORK FOR SETTING OUTPUTS AND ACCESS CHARGES

Freightliner broadly welcomes ORR’s approach to the framework for setting outputs and access
charges. We do not particularly wish to comment on either ring fencing or changes to passenger
funders requirements but would like to take this opportunity to make some other comments.

Performance Measures

We strongly welcome the ORR’s intention to set top level regulated outputs on the performance
of freight trains. Freight operators are currently in consultation with Network Rail over the detail
of some proposals for outputs, which include an equivalent of PPM especially adapted for freight -
FPM. We believe that it is very important to reach a balance between treatment of passenger and
freight services and therefore the inclusion of freight outputs are vital in CP4. We urge the ORR
to include the FPM measures even though they are not fully developed at this stage.

Network capability

Network Rail has made good progress in rectifying discrepancies between actual and published
capability. We are however dismayed by the number of Route Availability (RA) discrepancies that
have been advised to us in the last couple of months. We are concerned that Network Rail’s
proposals, to reduce the published capability of routes (and allow existing traffic to run using
exceptional RT3973 load forms) make the position unclear for growth. It is important that we are
able to plan future new business with the certainty of understanding the capability of routes and
this issue needs to be resolved.

There is also a list of routes where Network Rail and freight operators have not agreed how
discrepancies should be resolved. Whilst this is not a long list, there has been a stalemate for a
considerable time and these issues need to be closed out as soon as possible.
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We welcome ORR’s decision to exclude an aggregate tonnage limit in CP4. We agree with ORR
that Network Rail has not made a convincing case that this limit is needed. We also note that
Network Rail has not put forward any proposals on how such a measure would work on a multi-
operator route.

One element of route capability that has not been included in the ORR’s list is signal box opening
hours or route opening hours. This is an important element of network capability.

As well as the need to include such capability we request clarity on how the costs for variation in
signal box opening hours should be managed. Currently when a freight operator requires a signal
box to be opened for longer hours than previously published it must pay Network Rail its
incremental costs for the additional signallers required. This can be disproportionately expensive
for the freight operator as it may only require one or two additional trains during the previously
closed period. When Network Rail reduces signal box opening hours or indeed closes signal boxes
because traffic patterns have changed Network Rail currently keeps the benefits.

Freightliner would like to make two suggestions:

Firstly we believe that all regular additional signal box turns added during CP3 should be included
in the baseline for CP4, otherwise there may be a danger of Network Rail being funded twice for
the same cost.

Secondly we propose that in CP4 any changes to signal box costs that are caused by either
increments or decrements in freight traffic are off set against each other. This would create
incentives for both Network Rail and freight operators to act efficiently. We propose that if
Network Rail make more savings than incur additional costs then they should be allowed to keep
the difference, as an incentive to be more efficient.

Network availability

We note ORR’s proposal for a freight network availability measure. We have been fully consulted
on and this measure and welcome it on principle, though it was very difficult to come up with
one measure that would create the right incentives.

We are very concerned about the increasing level of late changes to possessions and also
emergency possessions on the network. We know that Network Rail monitor the level of late
changes to possessions already (but do not share this data with operators)and request that this
data is included in the ORR’s suite of measures. Network Rail do not measure the level of
emergency possessions that they take. We have repeatedly asked that this information is made
available to us but so far we have only received very ad hoc information. We also suggest that
this measure is also added to the ORR’s suite of measures.

Customer satisfaction

We support the ORR’s views that customer satisfaction is an important measure. We are however
unhappy with the current customer satisfaction surveys which are not aimed at national
operators. We do not feel the current surveys enable our satisfaction as customers to be properly
recorded or that they would provide any useful information to Network rail on how they should
improve. We support the principle of a yearly survey but believe that it needs to be reviewed to
make it fit for purpose.

Network Planning

Freightliner did not reply to the Network Rail consultation on access planning. We intend to reply
but had other priorities at the time but we will let Network Rail know our views.
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Much of what we want is that Network Rail comply to the timescales laid down in Part D of the
Network Code, in terms of timetabling and planning for possessions. Network Rail has made
improvements in this area over the last few years but we believe that compliance to the Network
Code is an important area that should be monitored in order to incentivise Network Rail to
manage the train planning process efficiently. If Network Rail fails to make timetable offers on
time there is no real come back for the operator as all an operator can do is register a dispute for
failure to offer, by the time this is heard the train offer will probably be made or there will be a
promise that it will be made soon so the dispute hearing is held off.

Our other concern in this area is Network Rail’s planning for major possessions. Network Rail
tends to plan diversions around major blockades to at best informed traveller timescales. When
Network Rail propose major blockades we want the planning work for diversions to be undertaken
when the blockades are proposed so that we can properly assess the implications for the major
blockade before we are expected to agree or object to it. We see this as no extra work as the
planning will only be done once. The current situation leads to many proposed blockades being in
a disputed status for many months as sufficient information is not available. We have raised this
with Network Rail but have seen no change. This will be particularly important over the next few
years when levels of investment in the Network are very high and we would like to see the
management of the train planning part of major projects being part of the measure of reporting
major projects.

A current example of this is the proposed blockade at Nuneaton on the West Coast Main Line
during August Bank Holiday week. All services require diversion via the West Midlands route. The
timetabling for this has not yet been done, we are concerned that there is inefficient capacity for
all services via the diversionary route. We are unable to accept this possession until we
understand whether all services can be timetabled.

Allocation of the allowed return

Freightliner supports the ORR’s proposals to improve Network Rail’s financial incentives as we are
concerned that there is insufficient scrutiny in this area from Network Rail members.

Re-openers

Freightliner notes ORR’s proposals regarding re-openers. The key for freight operators is stability
of charges that will enable continued investment in rail freight. We ask that the ORR takes this
into account in its deliberations.

Changes to the possessions regime

Freightliner is involved and will continue to be involved in the discussions with Network Rail and
ORR to amend the provisions for Schedule 4. No agreement has yet been reached over any better
situation to the current Schedule 4 and Network Code provisions, and it is not straightforward to
find a simpler mechanism that gives sufficient protection to the freight operator. We do not
expect the ORR to enforce any changes unless they agreed by all parties.

Changes to the performance regime

We have previously raised the issue of the Capacity Charge with the ORR in particular with regard
to whether this should be set to zero for all existing traffic when the passenger and freight
benchmarks are reset at the beginning of CP4. We are currently not convinced that there is any
justification for a charge for existing levels of traffic.

Freight performance regime

Freightliner is participating in the review of the freight performance review. One element that is
not included in the list of revisions in the review of the caps in the performance regime. This is
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needed to ensure that Network Rail is continually incentivised to improve performance.
Volume incentive

We note the ORR’s plans to continue with a volume for incentive for outperforming the growth
planned in the SBP. Freightliner believes some thought should be given to an incentive to achieve
the forecast growth in the SBP as ORR does not intend to reduce NR’s income if growth is not
achieved. Such a mechanism maybe particularly pertinent if SBP forecasts are not being reached
half way through the Control Period.

Efficiency benefit share mechanism

Freightliner does not understand where the incentive is unless this mechanism is introduced on a
local level, so TOCs or FOCs are directly incentivised to out-performance. We do not believe that
Freightliner or any other operator will be incentivised by the national scheme proposed.

Variable Charges

The level of these charges directly effect freight operator’s ability to compete with road and we
therefore welcome Network Rail estimate that actual charges are around 11% lower than current
charge levels, and that these will be further reduced by the level of efficiency that ORR decide
NR is able to achieve over CP4.

It is extremely important that freight access charges do not increase in CP5 because they have
been inaccurately calculated in CP4. Therefore we welcome ORR’s caution about the levels of
track renewal costs at this stage.

Route based Charges

We welcome ORR’s decision not to introduce route-based charges in CP4 but we are disappointed
that there will be different charges in Scotland. Road hauliers do not currently encounter this
type of differential in costs. The differential of over 50% between Scotland and England is
considerable and demonstrates that any further breakdown of route-based costs could force
perverse behaviour of operators. We would like to understand further why the differential is so
great between Scotland and England/Wales.

Freight specific charges

Freightliner notes that ORR is expecting Network Rail to include a proposal on discounts for track
friendly suspension types in the SBP refresh. ORR has not consulted us in this respect. It is
essential, to create the right incentives that the level of charges for different suspension types
are set in advance. In the last control period the level of charges were based on particular
suspension types around at the time rather than the outputs produced by different suspension
types and Network Rail were very slow to allocate new designs of wagons to particular bands.
This is not satisfactory as the differing charges should be clear before a final decision on purchase
of a new wagon is made. During any control period it can be expected that new designs will be
introduced and there needs to be a way of assessing which band new designs of wagons will fall
into.

Traction electricity charge

Freightliner has been participating in some of the meetings regarding the future of traction
electricity charges but do not believe that a consensus has been reached with freight operators.

We do not support the inclusion of freight within the wash up. The reason for freight’s exclusion
from the wash up was on the grounds of its inability to retrospectively pass on the cost to
customers through pricing. This has not changed and so we feel our inclusion could be damaging
to the volumes carried. We would suggest that the “discussions” did not progress beyond “we are
considering the passenger operators request that freight be included...” to which we responded
and then heard no more.
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We are unclear how it is proposed to build new vehicle consumption rate models? We support the
replacement of TRATIM and would like to be involved and offer input into the validation of the
replacement’s findings.

We are interested in how Network Rail propose modelling stabled vehicles consumption.

We believe the return from the installation of meters in Freightliner’s electric traction fleet
(Class 86s and Class 90s) is not rapid enough to justify the investment and reiterate our desire to
see the UIC modelled business case.

The continued use of MLUI is in the main due to the lack of dis-aggregation for buying tranches of
power from BE (via Network Rail). The latest view expressed was the tranches could be no less
than 5% of total rail consumption, which is the total electric traction power used by the freight
operators in a year. Collaboration between freight operators, or freight operator in a larger
group, does not seem feasible.

NR indicated that should MLUI extend into CP4 there would be a rebasing of cost. We have
requested from Network Rail sight of the matrix and an explanation of the structural changes in
the price of electricity that warrants such a re-valuation, but this has not been received to date.

Freightliner is not convinced that the current system is that broken and we have not seen any
evidence that freight vehicle consumptions rates are wildly inaccurate.

Capacity Charge

We note that the ORR document acknowledges that there are some important issues of principle
still to be resolved about the existing levels of traffic and re-benchmarking of the performance
regime and the implications on freight performance given growth of other services. We also note
that NR is doing further work for its SBP update, but, we have not been consulted regarding this
issue by Network Rail.

Reservation Charges

Freightliner is disappointed that ORR has chosen not to introduce cost neutral reservation
charges. We are still not convinced that the measures in Part J are sufficient enough to ensure
that the network is used efficiently. We ask that ORR keep the option open of introducing
reservation charges part way through CP4 if over the next couple of years there is no
improvement in the utilisation of freight paths on the network.

Electrification asset usage charge

We urge that the charging method for these costs is kept simple. There is no reason to introduce
a complicated charge when this has been dismissed elsewhere for good reasons.

ASSESSMENT OF THE STRATEGIC BUSINESS PLAN

Freightliner is concerned about the lack of consultation from Network Rail over their revised
Strategic Business Plan, which we understand will be submitted to the ORR in very early April.
With the exception of a 2 route plans and the Strategic Freight Network investments we have not
been consulted on any changes Network Rail are proposing. We are particularly concerned that
we have not been consulted regarding the following:

Progress on the 7 day railway and the plans to enable key freight flows to operate 7 days a week.
We have seen no details of any actual future plans on any route that will enable 7 day access.

Delivery

Given the events over Xmas/New Year and the cancellation of much of the planned work at
Sheffield at extremely short notice at Easter we are concerned whether Network Rail will be able
to deliver the renewal and enhancement work proposed for CP4. Network Rail is proposing the
use of “firewall” possessions in case the can not complete key work in the planned possessions on
the West Coast Main Line during 2008. We do not believe that “firewall” possessions are viable
going forward as they add considerably to the cost of undertaking work and cause unnecessary
disruption to customers.
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We hope that Network Rail will come forward with strong plans about how they are going to
deliver all their plans during CP4. Freightliner is concerned that Network Rail’s current very
cautious position with regard to the level of works they can achieve in possessions will mean that
either less work will be achieved or more possessions will be requested.

Efficiency Assessment

Freightliner supports the work that the ORR is undertaking to assess the efficiencies that Network
Rail is able to achieve in CP4.

We would be pleased to discuss any issues or clarify any issues raised in this letter with ORR
further.

Yours sincerely

Lindsay Durham
Head of Rail Strategy
Freightliner Group Limited





