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|5

pelp of the Department of Transport and externa) consultants
1’

% e . il the CPRS
i dortaken a review of the prospects of BR's commercial businesseg and electri.
188 = Jroposals. We conclude that, within the plans at pregent announced by BR
ficatl i
a) Inter-City is most unlikely to meet its current commercial target;
i

b) freight services wi 11 make continuing losges at least until 1985

?' It now appears that the financial results of the Inter—City and freight
msinesses will be around £100m worse in each year to 1985 than those given in

m's Corporate Plan. Overall the Plan figureswere already abowt £50m worse than. those
in the last Expenditure White Paper (Cmnd 8175). Major decisions about the future

of the railway are therefore required.

35 On the assumption that Ministers will want to iry to avoid this additional

pblic expenditure, we recommend:—

a) immediate reductions should be made to the frequency of Inter=City

services;

b) in the medium term, plans should be implemented to redefine Inter=City
services to form a commercially viable core: the remaining services
should be operated under new criteria including lower standards where
these would improve the financial performance;

3 i trat-
°) freigns should be reduced primarily to train load services, comcen
ing on bulk commodities.

{, q

4 i b i selective

"™ilst we are satsified that there are positive benefits from sone

tlectnip . s ;i jable network and
5 flcatmn' uncertainties about the size of the commercially vi:
© Qboyy
g

+ be commitied to an
engs ReTZY costs are such that the Government should no avitedtto
.nv‘ elect Instead, 3R should etlon

L o) Tification network programme. roloaver

1ficatj e-py-route 0asis
3 €etrification proposals for approval on a rout
arg &hﬂad

1

200




7]

Se
Parts of the report are ilnevita
d

attention on Section 6, which scusses the policy opti

2

ons,

jon 1
cpoti% - 4
#eB= Introduction

1 the CPRS was invited by the Secretary of State

for Transport 4o

x bpril Y 198

¥ ros
ne the P i
G he Electrification Report,

laid down that the study:

pects of the comercial tusinesses of Brifisn paiy With particular
ot %0 * The Bpecifica,tian, agreed in Subsequent

correspondences

e should be confined to the commercial businesses ie Inter-City
passenger services and freight;

b) should establish the basis for assessing vommercial viability;

¢) should determine how far the commercial services meet and are likely

to meet these criteria;
d) should consider what choices are open where the criteriaare not met; and

e) should determine to what extent these choices would affect the case for
further electrification,

& The study has been undertaken with data and other supporting analysis
trovided solely by the Department of Transport., We were requested not to seek
Rierial or comments from elsewhere and, in the interests of speed and security,
%% consult British Rail. We employed Coopers & Lybrand Associates as consultants
%8 of their expertise in the transport field, We have drawn extensively on

B report, which, though not for publication, contains much detailed analysis of

Tly
€ for any further work,

oy
W i : blished
™e joint Department of Transport and British Railvays Sosrd Group i

{
e ' in December 1960, The

1 TP3 3
Roup "8l report tReview of Main Line Electrification o

Ana : ification and conC tha
b Lysed o number of options of extending electrification

* f around
Jor . = te of return o
ug, n Programmes were finencially attractive, giving a rate R .
e stage
%”ach : ecretary of State for Tr port has tly T

adding 2000 miles,
8ed"0n Ve Pagt version of Option III (11IF). By

3
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42% of the present network would be electrifjeq under th;o opts
Lon;

d be undertaken by trains it} 3 5¢
passenger miles woul With electy;, tragyy,
on

capital costs of £570m (1979 prices),

4 The review was based on the assumption that the main g ‘
- °mmercxa

of the railways, which would benefit most fropm electrify
broadly at their present size

Cation, Woul
financy
to the marke
traffic at higher real fare levels, It is the purpose of

nd form, Morenver, o pee Ry
I 0mmay,
€

ty there‘;,y &
this CPRS poyi,

improved by greater efficiency and adaptation
appraise these fundamental assumptions,

B This CPRS study concentrates exclusively on the commercia) py
eg,

’ 3 -
S0¢1al railvayt, ghy;

We have not considered the future of the so—called

< s *
south east commuter services, PTE services” and other Provincial servige i,

ing rural branch lines. Because these services are not expected o coverzi.v
full costs they are already subsidised heavily by grants,

6. Passenger services are operated under a Government ‘directive

the 1974 Railways Act that:

18suef ey

'the British Railways Board shall from 1 January 1975 operate its
railway passenger business so as to provide a public service wnict

!

is comparable generally with that provided by the Board at preseri'

However the Act itself did not distinguish those parts of the passends’
which were expecteq to be run on commercial principles. Instead there “.5';:
general presumption that Inter—City services would cover their costs_and.-.

subsequently decided to set specific targets. In March 1980 the mms{:;dg
amnounced that he endorsed the Board's interim financial targely m“fs e
the contribution to the indirect costs of the railway to be salge

d b 5t
It vas also 2greed that progress towards meeting this target %O
in the Boardts annual report

*\\ /

: ces ©
P“.Bngg 5 ;o SETV?
T Transpory Executive services comprise connurbatio?

4

B 1974 Act made no provision for support 4o the raj)

980 an interim target was set in terms of meeting i4g

7
¢ ol :
10 ¥87¢ : 66% of depreciation costs by 1982, The ultimate

_ coverin target of achieving
and

ble costs, full

al viability remains; that is to cover al] avoida;

us a return on capital employed,

commercl
o

sopreciation pl
th

As we have not examined the future financja] Prospects for 4
we are not able to give a view on the

q he social

ilvayy : overall financial prospect ror
;ri‘.lsh Rail, in particular on the need for external financing, However the
Jepartment of Transport's latest fm*eca.sfs indicate that there is 1ittle prospect
of the commercial businesses meeting their targets in. the foreseeable future,

he result inevitably is that, unless major improvements are made to operating
serfornance, British Rail will require a much higher level of subsidy than hitherto
sggested by the British Railways Board or by the Department of Transport,

Joreover, although BR has succeeded to date in operating within its financial
linits, this has been achieved in part at the expense of essential maintenance and
replacement of track and signalling, However if the present infrastructure is to
te maintained intact, a considerable increase in investment will be necessary from

TOW on,
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r Commercial Viabilif

eria £2
5 no simple test to determine whether IntenCity serviceg
1

e A large proportion, aroung 45%,

: and freight are
s e : of the tota) Cosis of the
classified as joint; that ig the facilitieg (including admin;
nis-
”‘Btwn) It ig only by somewhat arbitrary
g costs can be apportioned to particulap services, even though a

fher

comm
vay system are
- are shared by 2 number of services,

su-gsta.ntlal part of these costs would be avoided if particular 8Toups of services
.4 not exist and should therefore be counted as the costs of those services
sepiculty is in quantifying this,

The

2 British Rail's present accounting system provides adequate analysis of the
budgeted direct operating costs of train services, The relative performance of
services can be measured only approximately by their ability to cover direct costs

and to make a contribution to indirect costs.

3 The major problem lies in the allocation of indirect costs. In August 1980
the British Railways Board completed its long awaited 'Avoidable Costs Study' which
¥es expected to cast new light on the problem. The technique was to break the
rilvay into six sectors (Inter—City, London and Southeast services, PIE services,
other provincial services, freight and parcels) and pose the question: 'If ome of
these had not existed, what savings in costs would have been achieved in rumming

e other five sectors as before?! On this basis the Board found that the avoidable

"k and administration costs attributed to Inter=City were 8.6% of passenger joint
Costs,

4

However the Department of Transport are very sceptical of ihis Ty

for example, 32% of all costs remain unallocated throughout the process
™City services cover 10,285 miles of track Sy ‘YQT’
located to that business. We agree that an il i
848 $00 low., The BR Study has not helped in establishing a vasis for assessing
ereia) viability,

becillse'
B whide Tniq

fpecjfically =
Cogt,
Cong
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As a start, Inter—City should cover:

Se
a) its own direct costs (rolling stock, fye) <
’
3 \ ltistary |
b) a return on the specific capital employeq: o), ‘
H
¢) the full avoida indirect costs eg |

+
‘rack ang adming |
the sector diq e exis:at:a;

which would not be incurred if

However even if all parts of the railway achieved such a Mg
: targe:

significant balance of joint costs which would stil) have to be met

possible source is a Governmment subsidy it is reasonable o €Xpect Iy iy
s ey

question o 3
the less the Tequireg
and the lower the figure achieveg

]

make some contribution. What figure that should be is a
The higher the figure achieved by Inter~City,
maintain the network as a whole,

Subsigy ;.

1he gres,
the required subsidy.

6. In 1979 the Department of Transport and British Rail agreed a plamiy;
target, which though derived systematically, contains an inevitable elesert
Judgement., Fgr Inter~City the target was defined as a 25% share of 'passenz:
Jjoint costs!,

(This can be compared against the 8.6% share mentioned i

above,) We camnot say whether this target is sufficient in absolute ters, :
it has the merit that it has been agreed as being reasonable by both the
of Transport and the British Railways Board. We use it in. the followng

2 enchmark by which to appraise the effects of revised projections of i
costs,

‘\ 3
The contributs : pf""idm'gch
costs, o 1;’11 o 'passenger Jjoint costs! is derivedvﬁft:tering’ Hpﬂ‘"
consid,gx-:mn °08t depreciation, the net cost of train © 4 on 2
2 necessary Promotional expense, and the RRR Of

#

'

ErEre i

B

4 in Section two, the established target ig that Inter

is discusse st i
should cover their direct train working expenses ang contribute 25% of

1%y passenger
services ’ .
nger jndirect costs. However the recent Tecord is not encouraging:
passe > £ : -

spis contribution fel terms to 12%, Againet performance to date,
;ml forecasts appear over—optimistic:

in 1980
British
‘the 1980 Corporate Plan predicts a contri-
wtion of 17% in 1981 rising %o 21% by 1983 and staying at that rate o 1985,

7is forecast, though well short of the 25% target, is unlikely 4o ve fulfilled,

1 in real

X In the course of our study we examined the assumptions behind BR's projec~
tions and the Department of Transport has supplied new forecasts based on fresh

2
analysis and recent trading experience. These indicate a significantly worse
financial performance to 1986. Taking account only of BR's current plans the
contribution to joint costs is now expected to be only 10% in 1981, to rise %o 13%

1983 and then to fall again to 11% in 1986, This shortfall against target amounts

t Q15n (in 1980 prices) in 1986, The details are summarised in 1980 prices in the
table below, i

Table 1: Inter City Forecast Financial Performance
(£'m 1980 prices)
1980 1981 1982 1983 1984 %5 1986

v 462 452 456 460 464 459 4T
Direcy Costs 292 296 201 216 283+ 291 26
0 L8
8 Contripygs o 170 156 165 184 181 178 1
B

et Cogy Depreciation 61 62 62 62 83 o &
eregt Tl e i
g 13 u 6
. . 2Wring Logg PR A e o
. .tcmribution TO "7: 103 96w %o &1

"ibuti 11
Pagg, o0 as ¢ of 12 11

“B8er oing cgst:otal 12 10 11 13

8
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Inter=City Traffic and Revenue

3. Inter—City passenger tr:
fashion, Different figures for
ing to the actual years chosen. Detween 3
was 2,8% per annum whilst between 1970 and 1980 s
apparent variability makes it extremely diffj

1970g b

the average rate of growth
can y,

For example,

on,
cult to Predicy f“tum
demand over the medium term,

4 3R in its Passenger Business Strategy Study
of 20% between 1976 and 1991 which was derived by

growth of around 1.2% per annum,

Predicteq an increas

8 o
extrapolating the tpey
analysis of pPast trengs ang

futy

prospects by the Department of Transport has resulted in significaml] ; e
lovey;
5

7 Pa up to 1986,

The new
casts, giving an increase of traffic of under 1
Se

The key assumptions on which the revised forecasts are based are;.

a.) A decline in passenger miles of about 4% in 1981 compared with
combined with an effective real price rise of just under 2%

b) 4An assumed growth in economic activity which will generate a pwi
in consumer spending of 1.5% per annum., On the basis of the =5
of demand to changes in income (income elasticity of 0.25) ms::‘
& growth in constant price demand of 1,8% over the five years i

ich ¥
©) An assumed increase in fares of 1% per annum in real tems ﬁ,.;,.

combined with a fares elasticity of —0.8 increases revemi®
Teduces demand by 4%,

1109

d) 1 i

fo.
The net effect of speed improvements on overall demand o
introduction of the final HST sets and the Board's PP

Teductions will be broadly neutral.

i
ty ﬂ"'l

e)

A2 'exogenous trend® in favour of incressed Inter=0i
Per year,

o~
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L&

pain differences between this ang tpe central forecasts ;
in the

The
pe :on Report arei=—
;pication Rer
pectd
a) Lower demand for 1981, giving a lower base fop the forecagt
p) For the shorter term, the 1% pa Yexogenoyss growth in trase;
c
is revised down to 0,4% pa,
¢) The fares elasticity of demand is changed from 65 t0 0,8 ¢y,
K ; "

reducing the potential for increasing total revenye

by raising fares,

g In general we accept the Department's estimates ‘though with one reservation

je would prefer to use a fares elasticity of unity (implying that revemme cannot be
increased simply by real fare increases). This would more realistically reflect
ternative iransport modes, in particular increased
competition from express coaches. This changed assumption would reduce the revenue
estinate in 1986 by 1.3%.

longer term competition from al

8. The main factor influencing Inter—City travel is competition from the
private car, Rising consumer income would increase the den;md. for rail travel but,
& the same time, it could bring about a rise in car ownerhsip which causes the
demand for rail travel to fall, Business travel is relatively insensitive to
icreasing car ownership, It is lower-priced leisure journmeys which are most

sensitive 4o the effect of increasing car ownership.

% Tt is difficult to be certain about future demand, We broadly accept the
) : :
“artnent!s demang estimates, though observe that this results in traffic growth
S Eiticenily Jover than intthe 1970s, and might be a little pessimistic,

o, Intoxhcitx costs to 1986

::;l:: 4" total costs per passenger loaded train mne.ms? W “1::1::‘1):;

B T M in regy terms between 1977 and 1979, and ﬂu? 158 a::d ST lon

g, ha"d oVerhead costs, The Department of Transporty meh “T”“ Sae

g fava 0% secured from BR a full explanation for the?e increas e
L) they apply to rolling stock maintenance and infrastructur:

S,

10

2 . 285 i
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Ll Despite this poor rec BR's latest Corporate Plan s ‘
rising oost tend Vil ba zeversed betwsan 1580 ang. g0, TQ:? iy,
passenger loaded train mile are predicted to drop by an 3\'3%1 Conty " J
over the Plan period, All direct and indirect cogtg oy erpeete:f‘o'n
for infrastructure costs which will rise by 4.7% over the e 0 ¢

the Plan nor BR's subsequent work adequately explain thig . &

4R o 3 Tige, al‘how
be partly due to rising investment in modern signalling, 2h

12, The Corporate Plan assumes generally that BR wages wi

11 Tisge j
GDP, except that there will be additional real increases of gy,

2% in 4, -
If BR faj) t0 anh;
productivity gains, which is partly assumed in our analysis, then we g
expect the additional 2% a year to be paid. If that happened there
reduction in Inter-City's direct costs by 1985 ang a £5m reduction in
contribution as a result of the fall in indirect costs,

and 1985 to be financed by productivity improvements,

13, Total BR administration and general costs are intended to be cut by i
per loaded train mile, based on a reduction of 21% in administration staff x|
11% reduction in other costs. The forecast reduction in admini stration sisff
much greater than in the past, but BR already have union agreement for witkim
of 1,500 jobs in 1981, and the rate of withdrawal to 1983 is consistent wiit®
projected manpower savings for the period.

S
4. Passenger train direct expenses are forecast to fall by 1.7/ ¢
train mile from 1980 4o 1985, partly because it is assumed that single

be accepted for drivers of over 100 mph trains.

15, These cost forecasts are acceptable provided the very subnu:i;«
ments in Productivity required can be obtained., However, theTe ms: wos P
both because BR's Tecord of productivity improvement during e recis
because of tne Tising cost trend observed between 1977 and 1g79: 488
Teductions and the validity of the forecasts depend on getermined

11

E
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ter=LC
Copclusions on Inter-

1y _Prospects to 1986

. RS ===
10e 4
= in Table 1 assume no change %o gepys g
forecast® % T8 beyond tho
e o e % 217y agrees

R for 1982: 1 er developments are discussed in Section 6 below, In gur
o gl may have now underesti 3 .

o the pepartment may Stimated the mderlying 4 -
b Tend Zrowt]

1ight1yy though this

4enand S

nigheTe : d
Mpﬂme,t, is the extent to which their forecasts depend on gec:
Depa! B

rovementss Thus while overall it seems reasonable tr estimat
iR T + 1 :
; existing plans, Inter—City will achieve not more thap 112
of t
i red with a target of 2 T
T i ge. 5% achieving even that
ey substantial management action.

our greatest reservatic

Uring productivity
€ that on the basis
of passenger joint
target depends on

1 Longer Term Prospects
17, onger lerm IT

The longer term prospects depend upon movements in demand, real fares and costs,
Te external consultantis prepared a range of estimates starting from the forecasts
described above. With their most optimistic assumption, traffic growth of 24 per
amun, and real cost increases of é‘,’; per annum, the 25% target is just achieved in
ihe year 2000, With their most pessimistic assumption, {raffic growth of iﬁ per
amm, combined with cost increases of 133% per annum, the contribution steadily
falls wtil by the year 2000 only 4% of passenger indirect expenses are covered.
B We consiger on the basis of the information supplied %o us about past trends
B IntenCity trasic and costs, that these two possible outcomes could reasomably
% taken o Tepresent the outer bounds of the range within which the final outcome
8 likely 4o fall. The most likely outcome seems to us to be a growth in traffic

1% per dmum with costs held comstant or rising by up to 1% per amum, Given no
:::::“: BR‘?Olicies beyond those already sesete 19:2: "h:;::‘l‘i:;::l: a
CWtributi:n P e ﬁ’;:i:‘ :V'ides a level of
Mo8pect " of betvasn 10% and 20% pyishe yeaf‘ 2000.. 3 judged. Obviously
hoy - PeTTOmance against which changes in policy can be judged.

R o, .
ages wily be necessary,

v
S
g, Do tmens
°M’x°:snt?}ese

v jons are possible
Sonsiders that substantial further service FetighiEl Sl o
aTe not in BR's current plans, we have ire

Ction §,
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19. On the basis of the existing structure of the Inte
Mity LI
ent toqy e "
Congg,
Y g
targ“ AM?“

would seem to be little prospect of achieving the pres

viability. However a more detailed analysis would almggy -

®rtain)
g the
n Section 6,

some routes within the existing network are noy meetin

980 an interim target for the freignt business yas set
nd avoidabl

contime to do so. We consider this further i :n)f,arch 1

in term i

el 8 of meetmg
jrect exper

jis 437

g 66% of itg depre-
. S below

:B::uired for full In 1978 a figure of only N
;nd since then freight business performance has declineq significant].
inancial target; after meeting 299
ht made 2 negative contribution in 1
iled fo cover direct and indirect expenses.

indirect eXpenses, ang coverin

o on a current cost basis by 1982, Thig interim target §

commercial viability,
30% was achieves
« The businness
of its current

980 when receipts

ts f
ts £

currently moving away from i
i °

w5t depreciation in 1979, £

3 The Board's current Corporate Plan forecasts that due to the recession the
freight business will only be able to achieve a surplus equivalent o 54% of depre-
cistion costs by 1982, a shortfall of 13% on target. But the Board are now hoping
that it might be possible to meet the interim target in 1983 largely through a
rduction of some 20% in costs between 1980 and 1985. This is to be achieved by a
wlicy of concentration on train load traffic and a reduction in wagon load business.
This involves reductions in staff numbers, the closure of main marshalling yards

(trom 35 %0 9) and 350 miles of track, and the reduction of the wagon fleet from
125,000 today, to 31,000 by 1990, concentrating on air-braked wagons and encouraging

i S
\te ownership of wagons by customers.

2

3 Sunmarised below are the Department of Transport's forecasis of freignt
“W2ge 0 1990, The figures for coal and coke are the same as those in ZR's
“Torete Plan, mhe estimated iron and steel traffic has been reduced &y 20%

g ot} 3
Other trasesc by 10%, by 1985 and somewhat more by 1990.

*

Yy

8 tngy jopally attributed to the freight
1ness‘:des ancillary income which is conventionally attril




Table 2: Department o

zansport Forecastg OF Froj ‘
_‘\@t Top ‘

M $om,
Commodity 1280 198 . 2 [
Coal and coke 94 87 89 = |
Iron and steel 13 17 16 %
Other 46 42 51 ;3
— —_— 2
253 146 156 E
of which:= b
Trainload 135 125 " Tyugt s
Speedlink™® S 3 S o
Other Wagon Load 15 14 5 0

*
A system of wagon load freight movements involving modern ajn.
braked wagons over specific routes to a fixed timetable, i

4. With the consultants we have reviewed the Department's forecasts
traffic to 1990,
traffic to 1990, The forecasts for other traffic represent a flattening it
declining trend but are not unreasonable given that much of the contraciim
taken place as a result of the Board's policy to restrict wagon load and 52
traffic, The vast majority of the forecast traffic is concentrated ouafg.y"
comodities which are well suited to movememt in full train loads. T v
forecast to obtain only a small proportion of the general freight ner®
highly sensitive to roag competition,

We have no reason to question the Board's estimate of

\ uctions ¥
5 The increases in road haulage costs resulting from the T 53027
i ' put 3%
drivers! hours haye enabled BR to increase charges in real terms e
revemé

;:p:-‘;so from now on without loss of traffic and in turn of tOta;&
~ ot suggest an increase in average revenue per tomne if 12
above a

the 1982 level, tnis being maintained until 1990.

of 8"

15

Op this basis, revenue 13
o4m in 1990.

6 The ¢
1980 ¥ &
the

tan N 1 3 §
. main improvement financial Prospects for ¢y,

Th eight is 4o be
To . cos The Board!
 iged BY cutting costse oard's Corporate Plan assumeg that 9,000 jobs will
* ot in the freight business. The Board’s subsequent Plan $0 withdraw frop o14

e

wagon load oy 1986 will increase this figure by 1,400,
siyle

] There are currently
21,000 staff employed in the

he Board's plans
in freight with a direct cogt reduction of

the basis of these productivity assumptions the
Transport has adjusted the Board's fizures to allow for their

: freight businese, so that 1
Hou’ 1
: nlve roughly halving employment

0 nillion at 1981 prices. On

:e?arment of reduced

iaffic forecasts and have estimated a reduction in wt;rb_ng expenses (bvefore
;;c:‘eciation and interest) of 18.7‘,’5 from £561 million to £456 million (a.t 1981
W‘_ces) by 1985. In the view of both the Department and ourselves the staff cost
;.-.d other savings assumed by the Board are extremely ambitious, and may not be
achieved in full before 1990,

8 We asked the consultants to comment on the individual elements in the
freight business to see whether an improved financial performance was possible,

Their view in summary is as follows:=

a) There is clearly some train load traffic which can operate commercially
in 1990, covering its own avoidable costs and making 2 coniribution to
Jjoint costs but this is probably of the order of 60-80% of services
presenily operating, and around 80-95% of total tomnage carried.

®) Even though the working expenses of the Speedlink operetions can and
Should be reduced, it is doubtful if overall these services will
indivi rvices
actually cover their avoidable costs. though some individual se

may do so,

%
°) Within tne train load sectors, coal and coke and %o 2 m;.:-mt .
170 and steel and aggregates are more profitable than otter
traffic,

16
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o The critical issue which will determine the Puture s
e

eXcegg Capacity oy
*he wagon loag

if the mang,
one of the highest in Burope as they are at present,

freight business is the extent and pace at which
Even when the Board has succeeded in elimma-t;ng

the services will continue to be highly margina]

We haye do
2 scale at least in
inancial forecast in

half the cost Savingy

ability to undertake labour shedding on such bty
bottom line of #e £

This is based on achieving

ey,
the Deriy )
Ty,

and, therefore, consider th

more realistic.
and means that in ‘1985 the freight will not

Pred;m: 4

be eaming a rea] Tetum
™ o g,

assets.

10.
ought to be able to retain, or even increase train load traffic,

If, on the other hand, wasteful practices are eliminateq then 4
TR e Ty
Dartioy
The size of gy a vig
system in 1990 could then be up to 150m tonnes of train load traffic o Weig

and coke might be 75-85m tomnes.

customers own the wagons and are committed to rail,

Table 3: BR Freight — Financial Prospects — Summary
£m 1981 priees
1979 1980 1981 1982
Freight receipts’ BEl weroL2 ) SUABS S OGRS
Expenses Sl 5Ly 515w U E T
Surplus before depreciation T
and interest* 8 —49 o &
Current cost depreciation 113 100 99 9 g
’
Surplus as a Dproporti £ o A 5%
depreciation - 58 5 ~49% Bk i
Surplus with effects of »
ac:;wing only half of —49 -36 g
estimated cost sayy
to 1985 -
k¢ i
Excludi:

g8
i ; buted. 0- 1
g ancil) i . . : - attribute
business, ary income which is conventionally

>onsultants, we eXamined+the Fina)

i ot Main Line Electrification. We consider that the mod:e\:: ::i::e.h
ie::; o5 based . “tructured and, subject to the 2ssumptions, ﬁ;;
r;,a:e predictions of the r¢ ‘""s from electrificatsoy, We accept 2 number
; shese assumptions, or are sa tisfied that Possible changes ip then would o

ttle effect on the outcome,

t 1i However, ye i - g
pplance baVe ? We have two min Treservations:-

a) We question the traffic forecasts ang Snergy costs assumed and
offer estimates of the effect of alternatives,

that, for decision making, a route~ty~route method of
appraisal is more h elpful than considering, as the Report does,

the three broad network schemes in the aggregate.

o3 We also considered briefly the possibilit y of reducing the capital and

mintenance costs of the existing diesel traction fleets in the tase case. In
fact the Electrification Report takes a robust view of likely improvements to !
ihe present diesel service, proposing improved uwtilisation and extension of
fleet life, Nevertheless there may be scope for further marginal improvements.
2 particular the efficiency of British Rail Engineering Ltd, where traction
& rolling stock are manufactured and maintained, is important to the
fficiency of BR as a whole and there is considerable scope for improvement here.
1 the tine #ailable we have not been able to explore what effect any changes
Uzt haye on the question of electrification since improvements should apply
o diene] and oloctinn traction. But we suggest that this part of ER's

ope; .
THons varrants o detailed examination at some future poinmi.

3

b . Alternative Assumptions o .
ew & < i uenc
it on the assumptions in the Electrification Report bas been
© factopg, ..

tudy of Inter=City
) e revigeq traffic forecasts derived from our s o

5 above:
and freight prospects reported in Sections 3 and 4

b)

; " ices.
altematlve Views on future changes in enerey Pri
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In Table 4 below we identify the effects of our a1
alg
eruag,
from

4.
assumptions about traffic forecasts on the benefitg

] electp; .,
For illustrative purposes we took the benefitg of 'obtion Intnr Q‘l:;
(which is the option in the Electrification Report fa""ux-ed fagt)
of Transport). The Electrification Report gives the " 6D

. D,
A efitg in g e
d.1s<:<m.m);,,g at 74 8 o,

surplus Net Present Value (NFV) of £200m (after —
T of 119, " By

is consistent with an internal real rate of retu

Se
in the annex.

Details of the altermative assumptions on traffic Levels
are givg

5 &l highey e
elasticity, reduced frequency of service and lower freight traffic edn"
Teduee

the NPV of £200m by between £117m to £147m. &

These figures are 2DDroxins;
since it was not possible to use BR's computer model upon Which the o "
gue]

Table 4 shows that the lower pPassenger demap,

calculations had been made and also-the Teduction in train miles migh;

enable some economies to be made to the capital costs of electrificatig

6.

electric traction accounted for about a quarter of the benefits fron
electrification programmes.

In the Electrification Report, savings in fuel costs from using

the

These benefits are sensitive to forecasts of ik

increases in fuel Costs, in particular the differential between diesel oil =
electricity., In the annex we examine altermative projections to those use
in the Electrification Report. There is very considerable uncertainty

associated with energy forecasts and we have selected a set of predicted
¥Bich provide a rigorous test for electrification. If the trend of the Bt
Detween diesel o0il and electricity prices turms out to be more favourl'ﬂhz
electrification it would be possible to advance electrification schemes: %

s : um.:
comtrast, if the balance moved unfavourably it would not be possible ¥
electrification SChemes.

7. it

A 7
. the effect of revised traffic and e:; 40 betht®
tions is 4o Teduce the benefits of Option IIIF from an NPV of L gred“";:
£23n and g51p,

As shown in Tapie 4,

. R j gnificad
Given the uncertainties involved this is a sig®t

5 jvalent ¥02
*he lower the return; a zero NPV is equivel

19

c

that the
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Option should eam 5 7% rate of retum

gest

1+ does UBE°

0 an return and so A
9% " i is an average Te some Of the schienes comprising
el st
v;c“'e"e ot 1 25T
rrgreiy mey o
09+
4: Effect ive Assumptions on the NPV of Option joery
ple 43 === T - T >
?” s table the eiulﬁ;; * each item includes the -effect on it of
in i ous iten istel
the previ®
NPV &a
tion IIIF in the
NPV for Option e
5ﬁ;‘nﬁricztion Report (at 7% discount
g}ecg- & 200
mte

!
Revised forecast of passenger traffic
;n Fares Elasticities

s

feduced frequency of passenger services - 52 % =117 to =147
Reductions in forecast freight traffic - 35 to - 65

Revised energy forecast =32 to =30
Total reductions to NPV * =149 to =177
Revised NPV of Option IIIF 51t 23

8 Programe Versus Route~by-Route Appraisal

The Electrification Report examined three alternative electrified networks and
“mared them with the base case (essentially the preseat network). The options
“ntained Successively more of the total route metworks. The Report showed that
"8 average rate of return increased with the larger options. This is a little
Srising because one would expect the best routes to be incluied in the smaller

0 The

S 50 that aq more routes are added the average return falls. i
s

*Rrtaens 3rgues that this feature occurs because of 'mefwork bemefi

g 5 : services and because
® Trom the joing use of electrified track Dy two or more

e ) i ich occur in the more
& *82T programmes take advantage of cost-reductions wii
T8 Nuture

h its arise from 3 long
. The Department goes on to argue that further benefits

oy o : :
e o et o an extensive electriﬁmtxon-pwm‘.
m:ﬂomies 0 be obtained from continuity of cons‘tmc:::n,
Avg a 5 i :
Mg €velopment and construction of rolling st

X iblee
5 Nng of Teplacement equipment is made posE,

penefits from the
moreover, ihe

For_eauple;~thepera-= ==

290



10. The returns calcula Repom
individual schemes but for the broad optiong comD!'ising Werg Rot for
was not possible in the time to work out the returmg oy I_::he'“e %
or to assess the value of the 'metwork benefitgt, B ¥ 'es%mes
benefits' were high, there are-good reasons for-not appm‘dng thnef%rk
options in their entirety, for example:- * hot
a) The uncertainties, particularly on iy pnces, e s

s

to approve first those schemes which offer a satiss, ity
Aactoyy

o = gy,

vergence Setween diesev i

At s = 401 g

electricity prices, adding other schemes later

return on the basis of a small 4i

) if Justifie ¥
subsequent changes in energy prices and &greater Clarity o

trends.

b) Within the broad options presented in the Electrifj
there may be some schemes which offer returns more favourablg iy
average and other less favourable than average: now that the
for Option IIIF overall bas been shown to be lower, it suggests
that Option III includes some schemes which would not achieve 2
7% rate of return.

Cation Repor

¢) On the timetable presented in the Electrification Report, s
the 'network benefits! may be deferred by pursuing separaie
electrification schemes simultaneously in different parts of :
the vcou.ntry; whereas concentrating on one route at a time &

East Coast main line, could offer better returns.
ould b it
11, In the light of these points, we suggest that the Board sh n

Yo prepare a detaileq programme of work, to cover a period ahead Oy anmal

g the
10 years, Such investment would be considered in the context of © ims £07
Investment and Financing Review and would depend upon the total clad

d]
: rogre®!
finance ang PTospects for improved performance. Within the WOTK P

6001
E J RIS L
Projects would pe Tanked by theirp respective-returns. ~In vieW o timtes &
it wi 3 . t es
111 Be important 4, examine the details of the capital c0OS g0t

e ne!

t : -
7ol the phasing agg completion of the schemes. - The program

21
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1y on the commercial network since cost savingg may ajg,
o4 sotely fication of some non-commercia] Services, provigeq
il i griciently firm long term future, mhe schedl'ue should p
{pese 53: 4o illustrate the additional benefits whicp accrue ag 1, e
ﬁ::s:;ed network 18 in size. It is accepteq that 2 possible yea.
glect’ is that

¢ 4his approach S Which generate the largess "network

’ nevertheless, ensure
installed too early,

4288 ©

Conclusions
Soni

Jow 1 y - s : -
pave come to the view that the benefits of the Various options are a good

e

jeal less than previously claimed. The net benefits are positive and should

geal ]

stify some electrification schemes at a 7% discomnt rate,
astif

rat we have evaluated the latest forecast for the commercial businesses,

There is considerable
meertainty associated with the assumptions, particularly the energy forecasts,
Mis leads us to conclude that, despite the existence of 'network bgnefits',
poposals to electrify particular routes should be appraised separately. By

-;17 of example, the external consultants advise that there i_§ probably a good

use for starting with the electrification of the East Coast Mainline as far

2 Doncaster and probably to Newcastle.

B




orevious sections we game to Fue conolusicnytrreees
the ¥

a
Inter—City passenger business will not achieve the ik

) on the basis of the present pattern ang frequency of Services th,
e

financia)

in the im

sarget either mediate future or in tpe longer tern

i

b)  the freight tusiness willimofireschitier e the
period up to 1990 and only thereafter if the Present excess capacity
is cut back and the traffic is confined largely to carrying ol
commodities in train loads;

c) essential maintenance on track and signalling has been neglected:
if the present infrastructure is to be retained intact increased

expenditure will be necessary;

d) the electrification of some routes should offer cost savings and
revenue benefits which justify investment: however the uncertainties,
especially about energy prices, are so great, it would be wnwise to be
comnitied to one of the network options outlined in the Electrification
Report.,
& One result of the above is that in the period up to 1985/6 the level
of subsidy for passenger services and external financing requirements will be
“@iticantly higher than previously expected. Fundamental strategic decisions
@ Rilvay policy are required.

; Bter-City Passenger Services
8 vg g ST services

: e8eribed in Section 3 the revenue forecasts are subject %o uncertainties
the associateq operating cost forecasts are largely dependent on BR y
82ability tosseciraioons reductions. We offer the following options
Tation,
“Hstance by co

g
SMent 1

P
fop mnside cult to implement because

Tecognising that they would be diffi
i by
nsumers, trades unions and possibly managemen
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OPTION A: Increase the Subsidy

4 . ¢ routes. This would mean fewer Services ang increageq train 1oags
It was pointed out in Sect *hat ‘the present tapgy for Ia4, gtte™ :g supply more closely toldamudi s Transport pag
incorporates a measure of judgement. The government ooy decid:?hy 3 Mtcmreoared new load : targets which woylg entail a further Teduction
whiletia tazest iafton fabis hoinotivate e WOTkPope, ;ha: 31’ewnpm-1eage of up to 207 If thass CHEEged eI NI “ith 2 furthe,
no point in continuing with a target of 25% which Seems p, ae"*“s of tred A

(duction g GO0 SO g

'stfmmd that the e 16-17% of joint pase

e lent to achieving 1 7 er costs,
1686, equivalen eng

2

181y unag, TanpoWer cuts, it i
and it should be set at a lo level, for example 15%. 3

improvement could be around £40gm - £45m pa

gy,

is would have 3

Se However this would have one of a number of C°“59quences' be . ; .
ditional 1 i : 8 b e 1d meet unio: c .

additi funding would still be required: either These changes would mee union an onsumer res:.stance,

but it may pe
ure support of the present management,

However they would not
Gitv ‘to

xssible t0 i
? “0 meet its current 25% target,

a) the government would be expected to increase the leve o enable Inter—Cit;

3¢ enough 0
(for example, a 15% target if achieved would be consistent With

i . C: tructure to ach:
under £100m extra grant in 1981 prices compared with achieving 4, 9 OPTION C: Restructure

ieve 2 Viable Commercial Core
———rTia Core

i - City network could be restructured to comprise a core of Commercially
25% target); or The Inter=C e b i
ble routes.* Only on these routes would a fast, high qua ity service be
viab! ¥85¢

. 5 ded. In the time available we have not been able to draw up a comprehensive
b) other railway services in the non-commercial sector woulg bhawy | provided.

% back including closures (for example rural lines or com pan of & viable core but, by way of illustration we offer Misttetion ng
be cu ck inclu o ?

observations:—
services); or

) Tectof tial Vit Batand a) a core system would probably comprise about #rd of the present
¢) there would be further neglect of essential maintenan

3 in the fut s or Inter~City route mileage though it would still carry about 80% of
ment leading to a crisis at some point in the future;

Present passenger miles and serve the major population centres;
d) commter fares would be pushed higher; or 5 T ————
West Coast Main Line (already electrified)

East Coast Main Line

e) more likely, a combination of these.

ifi 1
rit London - Bournemouth (already electrified)
6. This option might appear to offer a short term solution. 5"::;';: N, East /N West:= West lof England/S Wales
does not begin to solve the fundamental problems and at best iS:ci;n wcv;l.‘ London - Norwich via Ipswich
u
tactic. The new target would command little respect and the re i

London - Bpg stol/S Wales Al
e.
¥idland Main Line (to Nottingham, Derby, Sheffi
London - West of England; gy 5
Rl : aken a considerable amoux
; o wog;:sultams, Coopers & Lybrand Associates ha_;:t;‘“gq suggest & possl:le
e OFTION B: Short Zerm Rationalisation of Servic 5emce5'—: would 8 _f Nty fon TI‘%@S of assessing comgr:;aln:::::-k in terms of a hiererchy o
Our appraisal in Sectio 3 er services i |ty efining 5 commercially viable
n 3 that Inter-City passeng 18
only 114

hich would be
{nen €8 Wi 5 r the costs W B
£ 257 Wes :nw”‘:s ;;thv the prime user of each route Chﬁl‘gzd f;his is described in their
°f mssenger indi-reCt.costsAa.@ins‘t the~targe?-© “Port *hey were the sole user of that route.

the assun

sctoroe 1%
o Tkf0

tend to undermine any understanding, particularly among the ¥!

but Recessary, Changes are Tequired.

i,

e

nd ¥

bey®

; i costs ;
Ption that there were no changes in services and LA
Service cytg al

think ¢p

7ra8
t of
7ady planned by BR for 1982. The Departmen j

tal
7 y jle re 25
°Te 13 considerab)e scope to optimise services Whi

(ConreNTiL] | 213

24




CONF!DENTIAL
c) a number of existing services would be cut, §
) s v in py
seasonal sleeper and motor-rail Services: some of Tt la,.%
he ¥
do not cover even their direct costs; Se tm!-

d) many marginal routes (e.g.
Inverness) would continue to pr
1 Very pmbﬂbl‘, G
SUbstantial fmg
iat,

fits when
Teplag,
Sty

a lower standard: while this may not Produce
cost savings overall, there would be cost bene

and re-investment have to be u.ndertaken;

e) in between the best routes and the clearly uncomercis)
eIV,

o8 Chestemﬂolyheid, Lot )

there is a large intermediate group (e

Worcester): a great deal of detailed analysis would be Tequired 1,

determine where to draw the boundary of the core commercial gety,
10. This policy would involve difficult political decisions, It would g
with considerable consumer and union resistance ang might not be acceptatle

to the present management team. New criteria would be required for
services relegated to the non-commercial sector.

those
However this option incoms
decisions which almost certainly will have to be taken at some point in ik

future when replacement becomes necessary against a deteriorating financiil
situation.

it

OPTION D: Abandon the Commercial Remit
D 208 SOmmercial Remit

The Government coulgq implement a complete change of policy for passesger i
Services, abandening the concept of a commercial railway. There ared ™
of Possidilities,
standard of indivi.
fares Tevenues on
objectives,

The Government could lay down the scale, mature an:d -
dual services — identifying the contribution g?ect rh;sf
*he one hand and grant on the other hand to umefeaosts:
Some services might be expected to cover all or most %

Othemfer less, One objective might be to scale down many of 8¢

. - consi
¥ provide a cheaper alternative, This approach would involve
intervention in ¢

increase ¢
he operation of BR plus commitment to in
Recessary,

rragt 7]

ders?
t 0¥

26
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[

commercial

j

the

ypandoning

remit at the Present tipge could agq 1o the
2 sion W
% confu

ithout significantly resolving the fundazental prop) eng

P ve difficult to momitor and control, Thig oPtion would pe Practica]
:: qould Jear alternative criteria could be devisged (various Suggestions haye
o if © in the past e.g. "maximise passenger mileg per £ of subsidy,n)
made
peed
Inter=City F

% ssenger Services
endations O ’
mznu measures to rationalige the frequency of

The C! i
13 mprove load factors and cut costs, as contained in Option By
1

ervices %
serv. implemented as soon as possible.

g:ould be
equltse
resi ining the losses. The Department of Transport should be asked, in
contad ;

'o' voration with BR, to prepare detailed proposals:-

collabor

This should improve the short term
For the longer term, Option C offers the best possibility for

a) to define a viable commercial core offering high quality services;

ol b) identify the options for those services outside the core.

1 Freight

Freight services are currently incurring heavy losses. Plans already exist

%o shed surplus labour and to close marshalling yards. As this excess capacity
et back, so wagon load traffic will be reduced. Train load traffic

#nld be concentrated on those bulk commodities best suited to railway tmx.rport,
Flmrily coal ang coke, and to a lesser extent aggregates. wWhether the btusiness
®hieves commercial viability by 1990, covering its avoidable costs, de?ends

0 the success of management in reducing capacity and changes m uom&‘ ;
Ftices, The sooner this is achieved the greater the likely size of a viable
slness thereafter,

5, Electrif; :
ilication

"

) S———==ltation s trategy are

:e *lysis above shows that important decisions on railway 51 +rification.

) 1 ec

::":E\i “efore tne Government authorises a major proj Wi the benefits

" e Jove) o i i recomend, mot oBly are TS

e Services is reduced as we ing stock will have a

1 elec"'ifica.‘t;‘mn Teduced but the existing diesel rolling

scale..
4 _on 2 smaller
e effective 1ife and! its subsequent replacfmmt will. be
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16. In considering the details of the g

1ectrit‘icati°n R
future energy prices in pa Po

between electricity and oil

considerable doubts about o 1 the,
THiculay & N

& difeg © 4
the ‘mce“ainties . 1 the
we recommend that the Govermment should not COmmit §4gq)p o i
PIOGTAIRS that the British Hailwa}'s Boarg iy Loy e.:
invited to prepare a detailed programme of work to sovesing yeashould &

sidered TS ap, R

ent ang p
i j should b ked by their i " hancy,
Review. Projects shou e ranke €1lr respective Tetumg. 2
U8, idensyp,

. O the elesy, !
network is increased. Fimm Covernment decisions can be mage fig
0 this g

Bl

sts.  The narrower the
Indeed

the benefits from electrification.
Instead we suggest
in due course within the context of the InVestm

the so-called 'metwork benefits' which arise as the sigze

is available.

17. Presentation and Motivation

—_— T T o vaion
Railways are an emotional subject, as is demonstrated by the depth of sui;
about retaining quite uneconomic rural lines in the non-commercial sectyy .

(not covered in this report).

The recommendations which result frop our sy
such as reductions in services and moves to & core network, are likely
severe resistante both from railwaymen at all levels and from sectors of the

public. They are, however, likely to become increasingly difficult to awil

as the rising costs of continuing with the present system become even zor
obvious. The Railways Board has a very difficult task in motivating the
indusiry. The CPRS attaches great importance to leadership and successitl
motivation in all the nationalised industries, and holds the view b2t il
been one of the key problem areas. We believe that firm decisions 0B tt‘?‘
lines we propose, followed by the prospect of a period.of stability £ o
commercial sector of BR would provide, once the initial shock bad beea 2

N ne indust? ¥/
@ 800d realistic tasis for the leadership and motivation that the ind

28

| CONFIDENTIAL

AL
the Revised
;1 of t -
petal
porecast of f
1) Lion 3We considered revised forecasts of traffic ang also argyeq fon
- Sect a

 lasticity of =1, compared with -.65, for the longer term, Applyi
are Lying

se 0 the forecasts in the Electrification ReVieH. traffic gTowth will be
thesé 3 g

_ftwer o 1986 and more or less static after 1986, Real fares womlg be 3
';‘er' The overall effect would be to reduce the NPV for electx—ifying

wiion TITF by £30m.

) Changed Frequency of Services

se Electrification Report assumed that the frequency of passenger train
srvices would be adjusted proportionately to demand and that off-peak
frequencies would be held constant at 1979 levels. The Department of Transport
ms argued that there is a good case for reducing the frequency of service in
Wth the shoulders of the peak and off-peak, 4 12% reduction in peak services
2d 20% reduction in off-peak services reduced the NFV by £52m. A further
reduction, consistent with the suggested cuts in Option B in our section 6

wild reduce the NPV further, by about another £20m.

) Reduction in Forecast Freight Traf:

Te Blectrification Report showed that a considerable element of bemefit

i3 52 Option ITIP) vas aue to the reduotion in the dizecticantalariteuiett
4 Bowever, freight traffic is restricted to the commercially viable core of

#Ween 100-150 tonnes (of which a hign proportion would be coal and coke) much
* this Service would not use the electrified network, The effect of this is to
Tedng

¢ the NPV of Option ITIF by £35 - 63m.

oo, ST Price .
oty mms Bave taken place with the Department of Enerayics mm“‘_”ft;”::tm
Riceg 4 4 electricity prices. There is inevitably much unce

0 the 3,
m“’uities_

Aouggy

s ide range of
Onger term and the result of our work is a wide

j)

R end
ity °% Duture o3 prices, we worked from the forecast : increase of
o imate an
"Rder Mr Braty which suggests for the central estd

rsed by the official

253
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J

95% between 1978 and 1990 and a further doublmg betw,

; een 199,
is a faster rise than was assumed in the Elec 9

Trificats oy Rem:]d 2y

faster than most other published forecasts,

We x‘avoux- the 1 iy
from the Byatt report thot

this is still higher ¢y ST et
> an the st Wt
andy,

used in the Electrification Report. g
6) Electricity prices will be determined by the bala.uce ey
’ etweey , .
and nuclear power in electricity generation and the relatiye o 0 o) %
i £5 8 of 4
The energy forecast in the Electrification Report hag been i e gy,
; 3 L Upoy
build up of nuclear stations in the 1990s which °n present = iy
Ce we 4.
was wrong to rely on.
7) In the period up to the year 2000, the price of coal wily be i,
he u,

determinant of the cost of electricity and since the Electx'ifiCation Report

these costs have been revised upwards to bring them in line With the yopy
price of emergy gemerally (on the assumption that UK coal Prices would o
diverge significantly from world energy prices). At the same time the
Department of Energy provided at our request estimates of the effects of
different rate of installation of muclear capacity. The result of the lue
rate of installation is to increase the extent to which electricity pricesz

at the same time narrowing the previous differential between electricity i)

8)

We asked the external consultants to work to a set of forecasts it

were both plausible and also provided a rigorous test of the electrific:
proposals. They chose the low 0il option with a high electricity optior®

the year 2000 (dependent on the price of coal) plus a constant elecm-)u
Price after 2000 (resulting from cheaper electricity from nuclear poWer:

4 followst
9) The forecasts used expressed as an index (1978 = e areo:; b
2 2
1978 1980 1990 e
0il 175 z
100 145 2
Electricity Y50 102 152 2l
10)

Alternative forecasts
Most favourable combination:

’ 29
0il 195

4 100 145 210
Electnc;ty 166 102 140 :
Least favourap)e combination: 250 )a
011 175 i
Electricity 100 145 152 2

D
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us forecasts of ener; i .
mpese VEIiOUS Eo &7 Prices result in g 44, range of
" ctrification. The -
>f..5 from electriiica © MO8t favourable combinaty oy increages e
i b ided to th fios ’
208! i £54m to be add fe original £200y in the Electrificaﬁon
el The least favourable reduces the NPV by £105a,
rbe *°
fepor”

Such a range of en / Prices, when combineq with the other changes in

1)

;e sssumptions can determine whether or not Option IIT® meets the 7% rate op

The working assumptions used by the extemal consultants reduce tne

peturne £ e at : -
1 g g4ém. When combined with the revised traffic forecasts above, this
7' s that overall the NPV for Option IIIF falls to DPetween +£23n o +£51n,
geads v - 5

gost favourable energy assumptions would increase this to +286m to +£120m,
b J v >

#e least favourable results in NPVs of between ~£16m to +£16m,
fhe 1 &






