May 2019 » Railnews

feature

www.railnews.co.uk
email: contact@railnews.co.uk
Tel: 01438 281200

A row over pensions has
caused four franchise bids
to be rejected, but the
private sector has been
getting more cautious
over bidding for rail
franchises for several
years. The man in charge
of the DfT’s Rail Review
has also been sending out
signals that rail franchises
are no longer fit for
purpose. Sim Harris looks
at how the system has
been heading downhill.

THE first franchised rail service ran
shortly after 02.00 on the morning of 4
February 1996.

It could be seen in hindsight as an
unfortunate example of how the new
system would fare at times, because it
was not a train but a rail replacement
bus, and it was late.

While Great Western Trains passen-
gers from Fishguard Harbour travelled
towards Cardiff on their replacement
bus in the dark hours of a wintry
Sunday morning, the other inaugural
franchise had better luck.

It was left to South West Trains to
provide the first genuine franchised
train, and this left Twickenham as
scheduled at 05.10, bound for
Waterloo.

On the following day the deeply grat-
ified transport secretary Sir George
Young, speaking at a ceremony at
Waterloo, told his audience how good
everything was going to be. ‘You see
the beginnings of a virtuous circle
emerging; better service, more passen-
gers and freight, increased revenues,
new investment leading to further
improvements in service, he said.

The circle was not, in fact, going to
be wholly virtuous. During the follow-
ing years passengers would be killed in
several horrific accidents which were
mainly the responsibility of privatised
Railtrack and its disconnected contrac-
tors, while a number of franchises
would fail.

Indeed, there should have been a
third new child in the class on 4
February, but this one, LTS, had already
been sent home in disgrace because
during the run-up period auditors had
uncovered dubious transactions involv-

ing Travelcards, which had the effect of
defrauding London Transport. In the
event, LTS was re-awarded and was
launched in May. (LTS is now c2c.)

There was, of course, a positive side.
Most of the franchised operators put
their backs to the wheel, so to speak,
and the result was new fleets of trains
and sharply increased frequencies.

However, fare increases would be
increasingly controversial, while the
temporary existence of a Strategic Rail
Authority between 1999 and 2006 did
little to improve the public standing of
the industry.

In one memorable moment for the
hapless SRA, it was revealed in 2003
that the existing power supply on the
third-rail network south of London
would not be able to cope with the
gleaming but hungry new electric mul-
tiple units being supplied by
Bombardier and Siemens. It would cost
roundly £1 billion to renew thousands
of kilometres of cable but the job had
to be done.
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In fact, notwithstanding Sir George
Young’s virtuous circle, railway privati-
sation had itself caused problems, as
the National Audit Office commented
in February 2004: ‘The paucity of
orders for new trains in the two to
three years leading up to privatisation
in 1996 contributed to a shortage of
manufacturing and managerial expert-
ise within the UK railway industry.

‘You see the beginnings of
a virtuous circle emerging’

‘When this was followed by a surge
in orders following the first round of
TOC franchises and the introduction of
the statutory deadline for the replace-
ment of all Mark 1 slam-door vehicles,
there was insufficient expertise to
deliver the orders on time.

The SRA was laid to rest in 2006, and
many of its responsibilities, including
franchising, then passed to the
Department for Transport.
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A government department had
never run the railways before, and in
the years that followed it began to look
as if the DfT should not be doing so
either.

In October 2009, the frustrated
Association of Train Operating
Companies commented rather
waspishly that: ‘Less inappropriate
micro-management by civil servants
and greater use of longer franchises,
among other reforms, would increase
the focus on improving quality for pas-
sengers.’

By now many of the original fran-
chises had been replaced and some
boundaries had been moved, so that,
for example, the territory of Central
Trains was divided between Wales &
Borders and two more new franchises
covering the west and east Midlands.
Silverlink, too, was carved up between
West Midlands and the new London
Overground concession let by
Transport for London.

Meanwhile, a fashion for ‘Greater’
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franchises which had originated at the
SRA led to the creation of Greater
Anglia and Greater Western, reducing
the number of individual contracts. In
fact, the SRA had hoped to see only one
operator at each London terminus, but
this did not prove to be achievable
except at Marylebone, Fenchurch
Street, Waterloo and Liverpool Street.
Infrastructure problems continued
to hamper the franchises, and the most
poignant example of this was provided
by Virgin Trains. VT had planned major
improvements for West Coast and
CrossCountry, but these depended to a
great extent on Railtrack’s upgrade of
the West Coast Main Line. This proved
unwieldy and too expensive, and parts
of the scheme were not even possible.
The project was ‘re-scoped’ and
picked up by Network Rail from 2002,
which then carried out the less ambi-
tious elements, reducing the cost by at
least £5 billion. This, however, proved
to be a false economy in some
instances, and further work has been
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Virgin in full cry: CrossCountry’s Operation Princess was
launched by Richard Branson in September 2002. It was not a
success, and the Strategic Rail Authority trimmed back the
CrossCountry network the following year

needed on many occasions since.

Virgin effectively surrendered con-
trol of its franchises in 2002, and contin-
ued to run the services under manage-
ment contracts, in return for fixed fees.

It managed to renegotiate West
Coast and return to a normal franchise
in December 2006 but failed to come to
terms over CrossCountry, which was
accordingly relet and passed to Arriva.

Connex experienced more serious
problems and, unlike Virgin, felt the
full force of the SRA’s displeasure.

Its South Central franchise was the
first to go, on the grounds of poor per-
formance, and was taken over by Govia
in 2001. Connex South Eastern had
money troubles, and although the SRA
agreed to increase its subsidies for
2003, when Connex returned with its
begging bowl for 2004-6 the SRA’s
patience ran out and the contract was
terminated.

The original West Coast franchise
had been one of the few to be granted
for 15 years, to allow time for large
new fleets to enter service.

This contract was due to end in 2012,
but the award of a new contract to
FirstGroup was challenged by Virgin in
2012 on the grounds that the DfT’s cal-
culations were faulty. This allegation
was correct, and Virgin/Stagecoach
have kept the franchise until now,
although a new long term contract
known as West Coast Partnership is
due to begin in 2020.

This brings us to the sharp end of
franchise disputes, because three bids
involving Stagecoach have just been
rejected by the DfT because Stagecoach
is unwilling to accept what it sees as an
unlimited risk in respect of pension
funding. Arriva has taken a similar
view (and again been rejected) over its
bid for East Midlands, for which
Stagecoach was also shortlisted. The
only bidder remaining for EM was
Abellio, which is now due to take over
in August.

There is no certainty in franchises.
GNER completed its first contract suc-
cessfully, but its second was jeopar-
dised (according to GNER) by the grant-
ing of an open access licence to Grand
Central from December 2006.

GNER then ran intercity services for
a further year on the East Coast Main
Line as a management contract, but
was replaced by National Express in
December 2007. The story is a familiar
one: like GNER, National Express
proved unable pay its premiums, and
was replaced by state-owned East Coast
on 13 November 2009.

It was not until March 2015 that the

private sector returned, in the shape of
Stagecoach and Virgin. The reputation
of East Coast as a franchise graveyard
continued to haunt the new business
and, as before, the latest franchise
proved unable to survive. Once again, it
became state-owned in June 2018.

Franchising itself may now be facing
the end of the road, for more than one
reason.

One key element is the review being
undertaken by Keith Williams, and
although his conclusions are not due to
be published until the autumn, he has
been dropping hints.

In February he told his audience at
the Bradshaw Lecture: ‘The reputation-
al risk for franchises has increased
whilst at the same time returns are less
than expected in some areas.

‘These are hardly the conditions we
need to develop a modern railway
industry to attract future investment. It
is no longer delivering clear benefits.’

Franchising, so far, is still profitable
for most operators.

Figures quoted by Keith Williams for
2017-18 include a return for all fran-
chise-holders of £200 million. The fran-
chises earned £10.5 billion, and the rest
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way from Siemens

of the money went on staffing (£3.1 bil-
lion), rolling stock (£2.4 billion), access
charges to Network Rail (£1.7 billion),
payments to government (£400 mil-
lion) and other expenses (£2.7 billion).

These figures are slanted by the fact
that Network Rail’s access charges are
considerably lower than the market
rate, because the deficit is made up by
the DfT’s Network Grant. If track access
charges were charged in full there
would have been almost no premiums
for the government, and most franchis-
es would have needed subsidies.

‘The reputational risk for
franchises has increased’

In short, the rail franchising model is
based on an illusion - that passenger
railways can be profitable.

They very rarely are, unless someone
(such as the DfT) pays some of their
bills (such as track access charges)
behind the scenes. In other words, the
‘profit’ of £200 million or about 1.9 per
cent was engineered into the business
plans, which is essential if the private
sector is going to play a part.

' franchises as

Keith Williams may be one reason
why franchising is reaching the end of
the line. Another is that more potential
operators are finding that the game is
not worth the candle.

National Express once ran more
franchises than any other company.

It now has none, at least in Britain.
Having just re-won c2c, NX then sold it
to the Italian operator Trenitalia, and in
doing so abandoned the British rail
franchise market - certainly indefinite-
ly and quite possibly for good.

Other organisations are increasingly
cautious too. Abellio intended to bid for
Greater Anglia in partnership with
Stagecoach, but when Stagecoach
retired early from the contest Abellio
went on to win it anyway. Having done
so, Abellio then sold a 40 per cent stake
to Mitsui.

There have been plenty of casualties
since franchising began: the first LTS
(although that was its own fault), both
Connex contracts, GNER, National
Express East Coast and, of course,
Virgin Trains East Coast.

FirstGroup, meanwhile, won and
then lost West Coast because the DfT
couldn’t add up.
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GNER was to be one of several victims of the East Coast Main
Line, but all seemed well in 2003

Virgin and Stagecoach could have
had their fingers badly burnt by
Railtrack’s failure to modernise the
West Coast Main Line but negotiated a
settlement which was satisfactory, at
least to Stagecoach and Virgin,
although they did lose CrossCountry.

The current row over pensions will
be sending out a message to the wider
industry, but perhaps not one the DfT
would wish to send.

Franchising was always about the
transfer of risk - reputational and com-
mercial. But the risks are growing.

We shall learn more from Keith
Williams later this year, but another
remark of his could be an important
indicator: ‘I have heard a great deal
about the franchising model which has
been one of the innovations of the rail-
way since the 1990s ... but with this
growth the needs of passengers have
changed, whilst many of the basic ele-
ments of our rail system serving those
needs has not kept pace. Too often the
current system incentivises short term
behaviours and inhibits reform.’

Franchises are heading downhill,
and the rate of descent is increasing.
Over to you, Mr Williams.
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