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Dear David,

Proposals for a Rebate Mechanism for Investors in Large-Scale Network
Enhancements

This is the Department for Transport's response to the Office of Rail Regulation’s
consultation proposals for a rebate mechanism for investors in large-scale network
enhancements.

Key Points

It is the Government'’s policy to encourage investment in the railway, reduce barriers to
third party investment and to simplify relationships within the rail industry. In principle, the
proposed rebate mechanism for third party investors is potentially helpful in reducing
barriers to some types of investment. it has the potential to address the current “free
rider” problem without preventing access to an enhancement by other users.

There may be a number of options other than the proposed mechanism that could be
explored further. For example potential investors and prospective beneficiaries may be
encouraged to enter into joint venture projects where possible, which may mitigate the
need for a rebate mechanism. Applying elements of the current rebate mechanism for
small schemes, in order to capture more or larger schemes, might also be explored
insofar as it has served to encourage investment.

While a balance must be struck with having a scheme that closely matches the rebate to
actual benefits gained by users of an enhancement, our overriding view is that the rebate
mechanism be kept as simple and transparent as possible. If taken forward, potential
investors should be clear that the mechanism is primarily a rebate for costs incurred.

The proposed scheme is potentially very complex. There are many permutations to the
potential scenarios identified, which we believe will need further detailed consideration.
We also believe that implementation of the proposed scheme will have to be

monitored carefully to ensure that it is well understood, and that it is effective in achieving






