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Summary 

By the 1990s, the busy West Coast Main Line route to the North West and Glasgow 
comprised aging infrastructure and an increasingly unreliable service, and required 
substantial investment to reduce journey times and improve service frequency and 
capacity. In 1998, two private sector companies, Railtrack (infrastructure owners) and 
Virgin Rail Group (Virgin West Coast Trains held the franchise to operate long distance 
passenger services), agreed to upgrade the line with funding from Railtrack’s borrowings. 
As part of the deal, Virgin West Coast undertook to procure new tilting trains capable of 
running at 140 miles per hour. 

The original aim to upgrade the line in two phases, in 2002 and 2005, using untried 
signalling technology, proved overly ambitious and the programme quickly ran into 
difficulty. Railtrack’s estimates of cost increased rapidly, the new signalling technology was 
not installed, and progress was slower than anticipated. These factors contributed to a 
financial crisis for Railtrack which went into administration in October 2001. In early 2002, 
the Strategic Rail Authority intervened to take the West Coast Main Line programme 
forward. Network Rail took over from Railtrack-in-Administration in October 2002, 
strengthening project management and putting in place a robust strategy to deliver the 
upgrade in three phases, between 2004 and 2008. 

By early 2007, Network Rail had delivered the project’s first two phases to schedule 
resulting in improved punctuality, shorter journey times and some improvements in 
service frequency and train speed. The final phase of the project will increase capacity 
further from 2008. Modernisation is likely to cost around £8.6 billion, £6 billion more than 
forecast in 1998. Network Rail has improved control over costs but expects to spend £300 
million more than the £3 billion allocated by the Rail Regulator, for the period 2004-08. 
The line is still prone to overcrowding on peak services and is likely to require further 
investment to accommodate predicted future growth in passenger numbers. Unit costs for 
track renewal on the project have reduced from 60% higher than the network average, but 
are still 14% higher than elsewhere on the network. Network Rail needs more robust 
negotiation with and management of contractors to drive down costs further. Passengers 
face the prospect of further disruption to scheduled weekend services for maintenance of 
the upgraded line. Discounted fares are available at stations, but they are not advertised as 
clearly at stations as they are on the internet. Passengers without web access may not 
benefit and with growing capacity problems there is a risk of developing an elite train 
service with too few seats and high fares. The Department has not monitored whether 
promised environmental benefits have been delivered. 

On the basis of a Report by the Comptroller and Auditor General,1 the Committee 
examined the steps taken by Network Rail, the Department for Transport (the 
Department),2 and the Office of Rail Regulation to drive down costs, deliver service 
improvements, and learn lessons for other major projects. 

 
1 C&AG’s Report, The Modernisation of the West Coast Main Line, HC (2006–07) 22 

2 The Department has taken over the responsibilities of the former Strategic Rail Authority. 
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Conclusions and recommendations 

1. The modernisation of the West Coast Main Line completed to 2006 has delivered 
increased passenger numbers and reduced journey times. Network Rail and the 
Strategic Rail Authority have worked effectively together to turn round the 
programme inherited from Railtrack.  

2. The original aims were, however, overly ambitious and work has taken longer and 
cost more than originally envisaged. Learning from the West Coast Main Line 
experience, in approving proposals for rail enhancements and monitoring their 
delivery, the Department should: 

a) assess whether milestones and delivery dates are achievable and realistic; 

b) assess how far Network Rail has identified factors that could result in failure to 
deliver the project to time, cost or quality; has put in place mitigating controls; 
and has allocated responsibility for monitoring the risks within its organisation;  

c) identify in advance the project’s impact on the relevant train operating 
companies’ ability to deliver commitments under franchise agreements; and 

d) agree a franchise management strategy to give early warning of emerging 
difficulties in delivering franchise commitments including those which may arise 
from project delays.  

The Office of Rail Regulation should: 

a) satisfy itself that Network Rail has appropriate project management in place and 
that all costs have been identified and quantified; 

b) commission gateway reviews at key stages during the project's implementation 
and check that the train operating companies, the Department and other 
stakeholders are satisfied that the project is progressing as expected; and 

c) satisfy itself that the specific risks associated with the use of innovative 
technological advances have been identified, including the possibility of delay to 
delivery or failure of the technology, and that appropriate contingency 
arrangements are in place. 

3. The total cost of modernising the West Coast Main Line is estimated to be more 
than £6 billion in excess of the estimates made in 1998. Network Rail has improved 
control of the costs but work since 2004 is still likely to have cost £300 million more 
than the Rail Regulator had anticipated. Network Rail could improve control over 
costs, for example by: 

a) benchmarking across projects, and for the network as a whole, unit costs for 
track renewals and work on signalling and structures to enable it to better 
challenge contractors’ prices;  
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b) making informed forecasts of when signalling equipment is likely to become out 
of date, drawing on experience to estimate likely maintenance requirements, and 
negotiating access to spares to prolong the life of the equipment; and 

c) testing price and quality by awarding contracts for project management on the 
basis of competitive bids, and by defining and benchmarking project 
management costs across all its projects. 

4. Network Rail is seeking to reduce the time taken to carry out repair and 
replacement work. The enquiry into the train derailment on 23 February 2007 may 
cast further light on this issue. Meanwhile, to minimise the impact on passenger 
services of booking track access for engineering and maintenance work, Network 
Rail should develop, set and report on a target to increase year-on-year the 
proportion of booked train access time used effectively and minimise unused track 
possessions.  

5. The current compensation scheme for loss of track access is unclear and may lead 
to higher levels of compensation being paid to Train Operating Companies than 
necessary. The Office of Rail Regulation should work with Network Rail and the rail 
industry to develop a single simplified regime for compensating Train Operating 
Companies for track access lost to engineering work, whether for enhancement or 
renewal or repair, which better reflects the costs and losses actually borne.  

6. Prolonged access to the track for maintenance and renewal disrupts services for 
passengers. Network Rail should minimise disruption to passenger journeys from 
evening and weekend maintenance work by: 

a) adopting as standard practice its planned phased introduction of Sunday 
lunchtime handback of track and reporting progress towards that goal;  

b) reducing, in conjunction with the Train Operating Companies and the 
Department, the number of delays caused by the late handover of track by train 
operators for maintenance and engineering work; and 

c) consulting with passenger groups on the timing of engineering work and 
providing clear information well in advance of planned works at stations and via 
websites of the impact of engineering works on journey time, frequency of 
service and the availability of through services, so that passengers can make 
alternative travel arrangements if they so wish. 

7. Some parts of the route are already at or near capacity and by 2015–20, the line 
may not have enough capacity to meet demand, while other routes are also 
overcrowded with passengers often having no seats. To help ease overcrowding on 
the most popular services the Department and the Rail Regulator should:  
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a) review passenger loading figures, and feedback from Passenger Focus,3 with 
Network Rail and the Train Operating Companies to identify which trains are 
frequently overcrowded;  

b) take more seriously the stress and inconvenience caused by persistent 
overcrowding, avoiding any suggestion that passengers should resign themselves 
to it; and 

c) plan how capacity on these services can be increased, for example by making 
changes to train layout, frequency of service, or through investment in longer 
trains and platforms and signalling improvements to enable greater use of 
existing tracks. 

8. Current fare pricing structures can be complex, and inaccessible, particularly to 
those rail users who may not have internet access. The Department should:  

a) use its franchise monitoring and letting arrangements to encourage train 
operators to make fare pricing structures more transparent; and 

b) work with train operators and Passenger Focus to monitor fare arrangements 
and the advice given by train operators and their staff to passengers to enable 
passengers to benefit from the cheapest fare option. 

9. The Chairman of Network Rail was rewarded over £1 million in salary and 
bonuses in 2005–2006. Whilst Network Rail inherited many of the problems 
generated by Railtrack’s over-optimistic West Coast upgrade programme, the 
continuing areas of weakness identified above need to be fully addressed if 
commensurate value is to be gained from Network Rail’s contribution to the 
programme.  

 
 

 
3 Passenger Focus is an independent public body set up by the Government to protect the interests of Britain’s rail 

passengers. 
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1 Cost and efficiency  
1. Network Rail took over responsibility for the West Coast Main Line modernisation from 
Railtrack, and under Network Rail’s direction the project has met revised key infrastructure 
delivery and performance milestones. The long-distance passenger franchise operator, 
Virgin West Coast, has been able to take more passengers, obtain faster train speeds and 
hence reduce journey times. The new fleet of Pendolino tilting trains, however, has yet to 
achieve the journey speeds envisaged by Railtrack of 140 miles per hour, and there have 
been substantial abortive costs to the programme.4 

2. Railtrack’s programme for the West Coast upgrade was overly ambitious and over-
optimistic. No formal delivery strategy was in place with too much reliance on innovative 
but complex new signalling technology. The lack of clear project management and 
direction meant that the project ran into difficulty quickly, costs were out of control with 
the likely final cost increasing rapidly until it reached a peak in 2002, when it was estimated 
at £14.5 billion (Figure 1). The Department suggested that if a more accurate estimate of 
the final costs had been available at the outset, approval would have been unlikely for the 
project as originally scoped.5 

Figure 1:  By May 2002, the final cost of the modernisation of the West Coast Main Line was 
estimated at £14.5 billion 
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3. The benchmarking of rail renewal and enhancement costs within Network Rail across 
projects and regions was underdeveloped, in part due to the mix and difficulty of the work.  
The benchmarking of programme management costs both within and outside Network 
Rail remains underdeveloped, with no agreed definitions of project management costs. 
With the development of its Cost Analysis Framework in recent years, Network Rail has 
begun to capture and analyse systematically unit costs for key elements of renewals 
expenditure. This information is improving the quality and usefulness of unit cost data and 
has increased Network Rail’s ability to compare West Coast Main Line unit costs with 
those for the wider network.6 

4. Network Rail has tightened its control of costs in recent years, but still needs to maintain 
a proactive and robust stance in negotiations and in its ongoing management of 
contractors and suppliers. In 2005–06, West Coast Main Line track renewal unit costs were 
some 16% higher than Network Rail's target and 14% higher than the network average 
(Figure 2). This higher cost was due in part to a high design specification, the narrow 
spacing between tracks, the need to isolate the overhead line system, and limited 
opportunities for working due to the heavy volume of traffic on the line. Further track 
renewal efficiencies might still be possible. For example, Network Rail has demonstrated 
that it can reduce the cost of renewing signals, having secured a reduction from £400 for 
the average unit cost of such work across the network several years ago to between £190 to 
£250 today, depending on the nature of the renewals scheme.7  

Figure 2 - West Coast Main Line track renewal costs are still higher than the network average 
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5. To secure value for money, best practice suggests that contractors should be appointed 
after a competitive exercise and that prices obtained are tested by regular market 
competition thereafter. In early 2002, Railtrack-in-Administration (Railtrack) appointed 
Bechtel as project managers to drive forward programme delivery. Railtrack did not hold a 
competition to test whether the £40 million a year paid to Bechtel was a competitive price. 
Instead Railtrack relied on market testing carried out some years previously and on 
Bechtel’s reputation and performance on other contracts. There was concern that testing 
the market would have delayed the start of work by some two and a half months.8 

6. Relatively few firms provide specialist services, such as signalling. For some projects on 
the West Coast upgrade only one signalling contractor had tendered and tenders were 
substantially higher than Network Rail’s expectations. It is for the Office of Rail Regulation 
to review the extent of competition in the market. There might be scope for the Office of 
Rail Regulation to review whether the market could be opened up to other suppliers, so as 
to increase competition and drive down prices.9 

7. Network Rail needs to improve its forecasting of signalling equipment lifespan, and to 
become more adept at managing the risk that systems may need replacing sooner than 
anticipated if critical key components cannot be obtained. Unavailability of spare parts 
installed in the 1970s had already necessitated replacement of some systems, and Network 
Rail considered that modern signalling systems might be largely outdated in just 20 years. 
Network Rail accepted the importance of arranging access to the spares and compatible 
components needed to extend the operating life of its systems.10 

8. Network Rail used 92% of its booked track access (known as possessions) time in 2005–
06. Track possessions were needed to enable staff to access tracks for repair work for 
example. By deploying different contractors and carrying out different activities on the 
same stretch of track at the same time, Network Rail’s contractors had achieved up to six 
separate work streams working at the same time in some locations, compared with one or 
two work streams in each possession three or four years ago. Network Rail acknowledged 
that making best use of track access was one of the biggest challenges facing the railway, 
not only on the West Coast Main Line but across the network, over the next few years.  
Network Rail anticipated, however, that it would take several more years for contractors, 
the train operators, and others to achieve maximum efficiency from track access.11 

9. Network Rail operated two track access compensation systems for train operating 
companies. Each scheme had different rates and requirements. If the track was required for 
renewals, compensation was payable under the passenger train operators’ track agreement, 
in accordance with an agreed formula. Access required for improvements or 
enhancements was compensated for under the Network Code and was less prescriptive, 
being based on a train operator’s claim for reasonable costs and losses, taking account of 
likely future revenue gains and losses. The Office of Rail Regulation had looked at these 
arrangements, and had proposed that the industry considered a single compensation 

 
8 Qq 130–137 

9 Q 112 

10 Q 111 

11 Q 11 
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regime starting in 2009. A revised system should make rates paid more predictable and 
transparent, and more closely aligned to a train operating company's true costs and losses.12 

 
12 Q 44 
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2 Improving passenger services 
10. Prolonged access to the track for maintenance and renewal work disrupts services for 
passengers. Some disruption is inevitable, as there are stringent health and safety 
arrangements associated with track operating restrictions or closure. Work could be 
undertaken overnight or off peak during the week on some lines, but there was less 
opportunity to do so on the West Coast Main Line and other busy mixed rail traffic lines. 
The problems experienced and the lessons learnt from the West Coast Main Line upgrade 
are applicable network wide. In a typical six-hour period between gaining access to the 
track and giving it back, just four hours would be available for heavy engineering work. 
Rather than close lines during the working week, most heavy engineering work took place 
at weekends, usually starting on Friday evening with hand back on Sunday night, giving 
around 36 hours access or more on a Bank Holiday.13  

11. One of Network Rail's longer term objectives was to complete work earlier, so that 
track could be handed back by midday on Sunday. Weekend engineering work was more 
efficient for the rail industry, but passengers travelling on a Saturday or Sunday were faced 
with less frequent services and longer journey times than on weekdays, sometimes with the 
prospect of using bus or coach rail replacement services. Passengers wanted a ‘seven day’ 
rail service, but Network Rail conceded that there was no prospect of weekend working 
reducing across the network for at least the next five years. In places, additional track had 
been laid to enable track work to be carried out while passenger services continued. 
Network Rail was also seeking to reduce the time taken to undertake some repair and 
replacement work by using prefabrication and modularisation. The experience on the West 
Coast upgrade was that fewer passengers than anticipated used rail replacement services 
when rail services were affected by engineering works as some passengers switched to the 
nearest station operating normal services. 14 

12. Disruption to services could be reduced by starting and completing planned 
engineering work on time. In 2005–06, around 22% of booked track access did not start on 
time, mainly because the last train of the evening ran late. Delays reduced the available 
working time and increased the likelihood of the work overrunning. In around 30% of the 
14% of cases where engineering work overran, there was an impact on the start of the next 
morning's passenger service. Network Rail monitored handback of track closely. It 
estimated that on Monday mornings it achieved around 90% punctuality.15 

13. Modernisation of the West Coast Main Line was originally intended to increase 
capacity to meet anticipated growth in passenger and freight numbers over the next 20 to 
30 years. Demand for the service has, however, grown more quickly than forecast and by 
2006 some parts of the route were already operating at or near capacity, with further 
increases in demand expected following step changes in journey times and service 
frequency after December 2008. Completion of enhancements at Rugby and Trent Valley 
in 2008 and at Stafford in 2012–15 were expected to ease capacity pressures but the 

 
13 Q 166 

14 Q 46; C&AG’s Report, para 2.12 

15 Q 167 
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consensus in the rail industry was that by 2015–20 the line might have insufficient capacity 
to meet expected demand. Other options under consideration included operating 
additional services following completion of proposed congestion relief works at Stafford 
(Figure 3) and increasing the length of Pendolino trains from 9 to 10 or 11 cars. This 
option might require some platform and depot lengthening. Some £100 million has been 
spent so far, on extending platforms or building extra platforms at some stations and 
enlarging other stations so that they can accommodate longer London commuter trains. 16 

Figure 3 - Hourly seating capacity available on the West Coast Main Line 
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14. Problems of capacity were particularly acute on services into and out of London. 
Longer trains alleviated overcrowding, but the principal constraint at the present time was 
the number of slots in the timetable and tracks available, in a similar way to the constraints 
posed by the availability of landing slots at airports. More passengers than seats is 
commonplace on some peak services. The Department considered that standing times of 
30 minutes or less were not unreasonable on suburban services. Faced with limited scope 
in the short term to provide more trains, better use was needed of existing capacity. 
Options cited included encouraging passengers to travel off peak and varying the 
proportion of first class to standard seating on popular trains. In the longer term, capacity 
could be increased by running more and longer trains on the network, through making 
some infrastructure changes such as lengthening platforms and tackling bottlenecks, and 
by running trains closer together through improvements to signalling.17  

 
16 Ev 22 

17 Q 164 
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15. Rail fares are already seen as high by many. There is a risk that train operators might 
raise fares on the West Coast Main Line to “choke off” demand. The Department 
considered that passenger demand for train services could be influenced by offering 
cheaper fares for those prepared to travel on less busy services and higher prices for those 
travelling at peak times.18 It reported that the average fare per passenger kilometre had 
fallen from 25p in 2001 to 20p today. The fall resulted from an increasing proportion of 
tickets being bought in advance via the internet to take advantage of the cheapest deals. In 
the Committee’s experience, passengers buying tickets at train stations are not always 
offered the lower fares which are available on the internet. Booking staff are instructed to 
offer the lowest fare available. Recent checks by the Department on 33 routes show that for 
21 medium to long distance journeys, the walk-up return fare offered was on average 54% 
lower than the most expensive standard fare, but for 14 of these journeys, the advance 
tickets were on average 67% cheaper.19 There is a risk that the lowest prices are only 
available to those with internet access or who are able to plan their journeys in advance, 
putting low fares beyond the reach of vulnerable and disadvantaged members of society.20  

 
18 Q 140 

19 Ev 26 

20 Q 125 
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3 Lessons learned  
16. Network Rail considered that those originally responsible for the West Coast Mainline 
project had not fully thought through the best way to deliver the upgrade. Thorough 
testing of the business case, risk assessment and project management proposals prior to 
approval was important. More sophisticated modelling would have allowed project 
managers and funders to gauge the likely impact of cost increases and delay on delivery of 
the project, to identify key assumptions and the risks to project delivery, and to devise 
mitigating strategies and contingency plans.21  

17. When approving business cases, the Department and the Office of Rail Regulation 
needed to remain alert to the possibility that the Government might be called upon to step 
in as ‘funder of last resort’ should the venture fail. The Office of Rail Regulation 
acknowledged that it had not discharged this function as thoroughly as it might have done 
in the case of the modernisation of the West Coast Main Line because the scheme was a 
privately funded arrangement which had the Office of Passenger Rail Franchising’s 
franchising director's strong support. Most of the increase in costs on the modernisation of 
the West Coast Main Line had, nevertheless, been met by the taxpayer. Funding sources 
included Railtrack-in-Administration and Network Rail loans, serviced by receipts of 
network grant (from the Strategic Rail Authority and/or the Department) together with 
track access charges paid for by the train operating companies from their passenger fare 
revenues and government subsidies (Figure 4).22 Some Train Operating Companies receive 
a subsidy from the Department to run train services, while others pay a premium.23 Virgin 
West Coast were in receipt of a subsidy and between 2002–03 and 2005–06 the Strategic 
Rail Authority and Department paid £590 million in additional subsidy to Virgin West 
Coast in large part because of Railtrack’s failure to deliver the infrastructure upgrade as 
agreed in 1998.24 There were conditions under which the Department could terminate a 
franchise, but these were not applicable in this case and the additional subsidy was needed 
to keep the service running.25 Under the terms of the new franchise agreed in December 
2006, the Department will pay nearly £1.3 billion in further subsidy to Virgin West Coast 
up to 2011–2012.26 

 

 

 

 

 

 

 

 
21 C&AG’s Report, para 3.4 

22 C&AG’s Report, Appendix 1 

23 Ev 24 

24 Qq 27–28 

25 Ev 22 

26 Ev 24 
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Figure 4 - Taxpayers and passengers provided the majority of the funding to meet cost overruns on 
the modernisation of the West Coast Main Line 
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18. Under Railtrack, the West Coast Main Line modernisation project had not included 
structured reviews at key stages in the project to measure progress, and reconfirm 
appropriate risk and project management. In 2003, Network Rail introduced a process 
known as GRIP (Guide to Railway Investment Projects) based on reviews similar to those 
used in the oil industry to improve its management of enhancement and renewals projects. 
Network Rail had applied GRIP to many of the projects that made up the West Coast Main 
Line modernisation programme.27  

19. Assumptions made by Railtrack and its contractors in respect of signalling equipment 
technology proved overly optimistic. Project managers should have remained more alert to 
the possibility that a more conventional solution might have been needed, taking greater 
account of the experience of other organisations using similar technology. The same type 
of signalling had initially been planned for installation on the Jubilee Line project on the 
London Underground, but the decision had been reversed during the construction of the 
Jubilee Line when it was realised that the technology could not be delivered. Railtrack had, 
nevertheless, chosen to press on with plans to install the technology on the West Coast 
Main Line.28  

20. The 2004 business case appraisal for the West Coast Main Line project looked narrowly 
at its environmental impact in terms of the pollution arising from the extra power needed 
to meet the electricity requirements for additional trains. It did not consider the positive 

 
27 Qq 74–76 

28 Qq 50–51 
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environmental benefits that might arise from road and air users switching to rail. The 
Department believes that taking these effects into account would give the West Coast Main 
Line project a positive impact. Its appraisals now take full account of road and air users 
switching to rail, to give a balanced assessment of the effects of rail projects.29 The 
Department had not monitored some of the non-financial benefits identified in the 
business case, such as decongestion and accident benefits where people switched from cars 
to trains. The Department was developing the capability to monitor the delivery of 
anticipated benefits following completion of the project.30  

 
 

 
29 Ev 22 

30 Q 5 
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Formal Minutes  

Monday 4 June 2007 

Mr Edward Leigh, in the Chair 
 

Mr Richard Bacon 
Mr Ian Davidson 
Mr Philip Dunne 
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Mr Don Touhig 
Mr Alan Williams 
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Draft Report 

Draft Report (The Modernisation of the West Coast Main Line), proposed by the 
Chairman, brought up and read. 

Ordered, That the draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 20 read and agreed to. 

Conclusions and recommendations read and agreed to. 

Summary read and agreed to. 

Resolved, That the Report be the Thirtieth Report of the Committee to the House. 

Ordered, That the Chairman make the Report to the House. 

Ordered, That embargoed copies of the Report be made available, in accordance with the 
provisions of Standing Order No. 134. 

 
[Adjourned until Wednesday 6 June at 3.30 pm. 
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Oral evidence

Taken before the Committee of Public Accounts

on Monday 8 January 2007

Members present:

Mr Edward Leigh, in the Chair

Mr Richard Bacon Dr John Pugh
Helen Goodman Mr Alan Williams
Mr Austin Mitchell

Witnesses: Sir John Bourn KCB, Comptroller and Auditor General, and Geraldine Barker, Director,
National Audit OYce, gave evidence.
Witness:Marius Gallaher, Alternate Treasury OYcer of Accounts, HM Treasury, was in attendance.

REPORT BY THE COMPTROLLER AND AUDITOR GENERAL:
The Modernisation of the West Coast Main Line [HC 22]

Witnesses: Dr Mike Mitchell, Director General, Rail, Stuart Baker, Divisional Manager, National Rail
Projects, Department for Transport, John Armitt, Chief Executive, Network Rail, Dr Bill Emery, Chief
Executive andMichael Beswick, Director of Rail Policy, OYce of Rail Regulation, gave evidence.

Q1 Chairman: Good afternoon and welcome to the
Public Accounts Committee where today we are
looking at the NAO’s Report, The Modernisation
of the West Coast Main Line. We are joined by
Dr Mike Mitchell, Director General of Rail from
the Department for Transport. What is your title,
Dr Mitchell?
Dr Mitchell: Director General of Railways.

Q2 Chairman: We are also joined by John Armitt,
Chief Executive of Network Rail, Dr Bill Emery
and Michael Beswick, respectively Chief Executive
and Director of Rail Policy from the OYce of Rail
Regulation.
First, I shall put one or two questions to Dr
Mitchell. If we look at paragraph 14, we see that
there might be diYculty in accommodating
increased traYc on the west coast route after 2015.
You have given supplementary evidence1 that
explains the measures that you are taking to try to
overcome the problem after 2015. It seems,
however, that you are considering a greater
increase in capacity in oV-peak hours than in peak
hours. Is that in line with what passengers want?
Dr Mitchell: You are right to identify capacity and
congestion as one of the biggest challenges that will
face us in the coming few years. Clearly, if the
successful growth of the West Coast Main Line
that we have seen over the past two or three years
continues, capacity will become an even greater
issue. In our supplementary answer paper we have
identified some of the things that we think we can
do to deal with such a development; principally,
that involves extending trains to 10 or 11 vehicles.
Also, in the longer term, we need to look at things
such as better signalling.

1 Ev 19–22

It is quite obvious that the capacity available tends
to be greater in oV-peak hours than in peak. We are
seeing that imbalance on other main lines as well.

Q3 Chairman: That is so obvious it is hardly worth
saying. However, if that is the case, why are we
looking at a greater increase in capacity in oV-peak
hours than in peak hours, where the problem is?
Dr Mitchell: The capacity in peak hours is
obviously likely to be the biggest problem.
However, as we have seen on other lines, the oV-
peak capacity tends to be a problem of the future
also. We cannot ignore one at the expense of the
other.

Q4 Chairman: Can we talk about the lessons
learned? There were huge problems prior to 2002.
How are we going to implement measures from the
lessons identified in the Report?
Dr Mitchell: There are some very good
recommendations in the Report. It is clear that the
fundamental issue is that the project, or any project
for that matter, should be well specified from the
very beginning, and that there should not be any
form of scope creep allowed to come into it.
The actions taken by the Strategic Rail Authority
in 2002 and later by Network Rail identified that
if we introduce firm project management to a
project, we can deliver the benefits within the
revised budget and also on time. We are now seeing
that develop.

Q5 Chairman: May we look at the business case
dealt with in paragraph 13 of the executive
summary, and paragraphs 3.3 and 3.4 in the
Report? Will you tell us how you are going to
improve your business case in the future? For
instance, is it not a problem that you do not seem
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to monitor some benefits, such as getting people
out of their cars and on to trains? That is what
appears to come out of paragraph 13. Is it not
crucial that you have a business case, monitoring
what is going on?
Dr Mitchell: Yes, that is fair comment. One of the
things that the DfT is developing is the capability
not only to monitor the non-financial benefits but
also to ensure that we get it delivered at the end
of the project. For example, with the Thameslink
project that we are considering at the moment we
have adopted a much more robust approach.

Q6 Chairman: Mr Armitt, may I ask you
something? Railtrack had to bring in Bechtel to
help manage its programme delivery for 2002. We
are now looking to the future. How are you
bringing your organisation up to speed, so that we
do not have a repetition of the catastrophe that
befell the programme for 2002?
Mr Armitt: Our capability in managing major
projects is very much greater than it was in 2002.
In fact at the moment the only ongoing major
project that utilises an external consultant to
support the project is the west coast, with Bechtel.
If we had another project that was envisaged to be
on that scale then we would clearly have to sit
down and ask what was the best way of delivering
it and whether we felt we had all the competencies,
given the ongoing programme, to deal with another
very large scheme. I am confident that we will be
able to make the right decision and get the right
team in place, but the fundamental factor for these
major projects, as has already been said, is getting
the specification right in the first place.

Q7 Chairman: You are an expert on the rail
industry. What do you think went wrong
originally?
Mr Armitt: I just think that the Railtrack board
took a very optimistic view about technology. It
assumed that radio signalling would be used on the
project, but it is not yet proven in this country. We
are conducting trials for that, but with the access
agreement that it negotiated with Virgin, the board
found itself in a pretty well impossible position
commercially to do what it had to do. Clearly, the
board had been very optimistic about the capital
cost and the technology that it thought could be
introduced.

Q8 Chairman: Let us talk about technology. There
was the issue of computer-based interlocking
signalling, a system that basically stops the trains
moving forward when they should not. How can
you justify your 2004 decision to carry on with it
when there were all those problems? That is dealt
with in paragraph 8 and on page 39 in appendix 5.
Mr Armitt: We are using computer-based
interlocking signalling at several locations around
the network apart from on the west coast. We have
introduced it on the Dorset coast.

Q9 Chairman: It cost £30 million, did it not, and
disrupted passenger services?

Mr Armitt: Computer-based interlocking gives
greater capacity in very complex locations, and we
look at the complexity of the junction and decide
whether we should go for computer-based
interlocking or stick with enhanced SSI.

Q10 Chairman: There is no point in having
computer-based interlocking signalling—it sounds
very grand—if it stops the trains, with passengers
fuming, for no reason, is there?
Mr Armitt:No, but at the end of the day computer-
based interlocking gives us more capacity in a
complex situation.

Q11 Chairman: Another issue, to do with the
ineYcient use of track possession, is dealt with in
part 2 at section 2.9. It is fairly crucial. Apparently
there were ineYciencies in track possession, which
is when the track has to be booked in advance so
that men can go on the track to repair it. What are
you doing to rectify those problems?
Mr Armitt: Our possession use has improved
considerably over the last couple of years; 92% of
our possessions are now being fully used. In each
possession, we are getting six separate work
streams going, whereas three or four years ago
there were only one or two in each possession. We
are maximising the opportunity of each possession.
Every possession, particularly at the weekends, is a
restriction on the railways, so there is considerable
debate and pressure on us not to take more
possessions than we have to. When we do take
them, it is critical that we get the maximum
eYciency out of them. Going forward, we see that
as one of the most critical areas for Network Rail,
not only on the west coast but across the network
over the next few years. With increasing demand,
every possession must be used as eYciently as
possible.

Q12 Chairman: Mr Armitt, you represent this
Report as a great success. Do you think that you
have turned things around?
Mr Armitt: Yes, it is a lot better today than it was.

Q13 Chairman: Are you not measuring yourself
against a very weak opponent, in the shape of
Railtrack? Would it be fairer to say that this is not
a great success, but that you are delivering
something that should have been achieved anyway?
Mr Armitt: Absolutely. You would expect every
major project to be delivered eYciently, which we
are doing today. Clearly we got oV to a very
shaky start.

Q14 Chairman: Remind us what it was going to
cost originally, what it is now costing and what you
brought it down from.
Mr Armitt: I do not know the original cost in
today’s money. Some £2 billion was talked about.
In early 2002, that estimate got as high as £13
billion and we will finish it for £8.6 billion. To that
extent, it is a lot better than people feared four
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years ago, but clearly it is a lot more than was
assumed, although I suspect that that £2 billion
would be more like £4 billion in today’s money.
As I said at the beginning, the figure was woefully
underestimated due to an enthusiasm that caught
Railtrack out.

Q15 Chairman: One last question: how do you
think that enthusiasm could have arisen in such an
organisation? You are basically telling us that it
will cost twice as much as was expected.
Mr Armitt: I have spent my life involved in major
projects and, I suppose, sitting in boardrooms. It
is a fact of life that in any business or industry,
boards can get carried away by their enthusiasm for
their ability to do things. They get their risk
assessments wrong and pay the price.
Chairman: Or rather, we pay the price.
Mr Armitt: Indeed, but equally, in this case,
Railtrack paid the price.

Q16 Helen Goodman: Dr Mitchell, I would like to
ask you some questions about part 3 and the way
in which the cost-benefit analysis was conducted. I
think that there are some general issues that will
be relevant to big rail projects in the future. I was
wondering whether there was some double-
counting on the journey time benefits. Why are the
benefits to customers not taken into account, at
least in part, by the higher passenger revenue?
Presumably, the fact that a train is fast is one
reason people will pay more for their train tickets.
Is there an element of double-counting in that?
Dr Mitchell: No, I do not think that that is double-
counting because those are two diVerent types of
benefit: the benefit from fares, which you point out
rightly, and the journey time benefit, which is a
diVerent and separate benefit for the public.

Q17 Helen Goodman: What is the benefit of the
extra passenger revenue?
Dr Mitchell: The extra revenue eVectively reduces
the amount that otherwise would have had to be
found by the taxpayer to fund the project. At the
moment, the taxpayer is paying approximately 58%
of railway costs. If that were to change by virtue
of a change to passenger revenue, that percentage
would change to the detriment of the taxpayer.

Q18 Helen Goodman: That is a very interesting
answer that leads on to what I was going to ask
next. I got rather confused about which of the costs
fell to the taxpayer and which fell elsewhere. It
looks like the sort of cost-benefit analysis that
would have been done when the railways were
wholly in the public sector. Will you tease out for
us those costs that are taxpayer costs and those that
fall to the private sector?
Dr Mitchell: Yes. The cash costs are eVectively
public sector ones.

Q19 Helen Goodman: Do you mean
infrastructure costs?

Dr Mitchell: Yes, that is right. However, most non-
financial benefits will fall to the public, including,
for example, the crowding benefit and the freight
and non-user benefits, such as reduced road
congestion.

Q20 Helen Goodman: I understand the benefits,
but I was asking about the costs in particular.
Which of the infrastructure, passenger and freight
operating costs fall to the taxpayer and which fall
to the private sector?
Mr Baker: The infrastructure costs are borrowed
by Network Rail and secured by track access
charges paid by operators. Network Rail borrows
the capital sum and then a charge is made to
passenger and freight operators for the operation
of trains on the line. The TOC passenger operating
cost has a present value that is eVectively made up
of operating costs such as the train crew, the
vehicles and the energy used to move trains. Those
costs are part of the franchising process. The freight
operating costs are the operating costs that accrue
to the fully private freight companies because all
freight in Britain is privately operated.

Q21 Helen Goodman: Are you saying—I still do
not fully understand—that the £1.4 billion is
funded by the taxpayer and the £2.4 billion and the
£1.7 billion are private sector costs?
Mr Baker: The £2.4 billion is costs incurred by the
private sector; for example, by Virgin operating
trains between London and Manchester. Those
costs are secured against the income that is taken
and the franchise providing Virgin with the right
from the DfT to operate services on that route.

Q22 Helen Goodman: Why do those ongoing
operating costs form part of the costs of the cost-
benefit analysis for the upgrade?
Mr Baker: Because the upgrade will cause a
trebling of passenger revenue on the West Coast
route over a period of 10 years and the operation
of many more trains and seats is required. The
frequencies are being trebled between London and
Manchester, so the passenger operating costs rise
and the passenger income also rises. That is part of
the private franchise in which is written the right
to operate trains as a result of the franchise
agreement with the DfT.

Q23 Helen Goodman: Dr Mitchell, I was extremely
surprised that the environmental benefits were, in
fact, negative. It is clear that the cost-benefit
analysis was done before the Eddington or Stern
reports were published. What account will you take
in future of the climate change benefits of shifting
traYc from rail to cars and aeroplanes?
Dr Mitchell: That will certainly be part of our
assessment. The fact that the environmental
benefits are shown here as negative is due to the
totality of the transport sector increase. As my
colleague has said, we are expecting something like
a trebling of the number of people actually
travelling on this route. That has a negative eVect
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on the environment. The question is, of course,
whether it would be an even more negative figure if
those people had travelled by air or by car instead.

Q24 Helen Goodman: Presumably three things are
happening as a result of improving this rail service;
more people are travelling, some are transferring
from car to train and some are transferring from
aeroplane to train.
Dr Mitchell: That is correct, yes.

Q25 Helen Goodman: Are you telling me that you
did not take account of climate change last time
round or that you did and the overall increase in
numbers by far outweighed the climate change
benefits of moving from the other two forms of
transport?
Dr Mitchell: It is basically the second part of
that, yes.

Q26 Helen Goodman: It would be very helpful for
us if you produced a note that disaggregates those
three environmental aspects because that is
something that people will be extremely interested
in for future rail investment.
Dr Mitchell: If I could just add that we have
already seen a fairly large shift from air to rail on
this particular route.2

Q27 Helen Goodman: I noticed. Basically, what
you are telling us is that this is a success story;
things were not well run up to 2002, but they
improved significantly afterwards. I see that the
project was originally under the control of
Railtrack and Virgin. Given that Virgin was partly
responsible for the delays, I was a bit surprised to
find out from paragraphs 2.21 and 2.22 on pages
19 and 20 that the Department has paid an
additional £590 million of subsidy to Virgin. If
Virgin was responsible for the delays during the
first phase of the project, one might even think that
the payment should go the other way.
Dr Mitchell: It is wrong to say that Virgin was
responsible for the delays and the mismanagement
of the project, which were very much down to
Railtrack. In fact, many of the costs paid to Virgin
mentioned in paragraph 2.22 were needed because
of Railtrack’s failure to deliver what it was
contractually obliged to deliver. For example, the
cost of possessions was greater than expected and,
crucially, the failure to deliver a 140 mph railway
was much to Virgin’s disbenefit. Very little of the
blame can be laid at Virgin’s door.

Q28 Helen Goodman: So what exactly was Virgin’s
responsibility in the project between 1998 and
2002?

2 Note by witness: The SRA’s 2004 appraisal was limited to
the direct rail eVects. It therefore took account of the
pollution involved in generating the power needed to run
extra trains but ignored the environmental benefits as road
and air users switched to rail. Taking those eVects into
account, the true environmental impact of the West Coast
project is likely to be positive. The Department’s appraisals
now take full account of this kind of modal shift in order
to give a balanced assessment of the eVects of rail projects.

Dr Mitchell: Its responsibility was to obtain and
deliver the Pendolino train fleet and introduce the
service as specified in the franchise agreement.
Although there were delays in the Pendolino
project, that was the only part that Virgin was
responsible for. The vast majority of the
responsibility lay with the infrastructure controller
which, at the time, was Railtrack.
Helen Goodman: I see. Thank you very much.

Q29 Dr Pugh: I do not know whether my
colleagues have noticed that the agenda for today
calls the Report that we are examining The
Modernisation of the West Coast Main Line. Either
that is a Freudian misprint or it shows an
unexpected sense of irony from the Clerks. It is
only to be expected, considering that the cost of the
project has gone from £1.6 billion to £9 billion in
relatively few years. May I first ask a series of
slightly parochial questions? Lauding the benefits
of the modernisation of the West Coast Main Line,
the Secretary of State for Scotland said in a recent
statement that there will be an hourly service from
Liverpool to London. A stock market statement
released by the Department for Transport said the
same. Surely I cannot be the only one who has
noticed that we have had an hourly service from
Liverpool to London for some time prior to the
modernisation. Is there a commitment to complete
all the bits of the West Coast modernisation,
specifically those that aVect the port of Liverpool,
and, if so, within what time scale?
Mr Baker: The stock market statement explains
that London to Liverpool will remain an hourly
service.

Q30 Dr Pugh: Is getting what we already have
supposed to be a benefit of the scheme?
Mr Baker: If I may explain, please. The service has
already been accelerated by some 30 minutes and,
as the stock market statement says, in December
2008—that is the date committed to for the final
stage of the project—there will be a further
acceleration of 20 minutes of all London to
Liverpool services, and peak services will be half-
hourly instead of hourly.

Q31 Dr Pugh: And the commitment?
Mr Baker: The industry’s commitment is to deliver
that by December 2008.

Q32 Dr Pugh: Is that Network Rail’s commitment
as well?
Mr Baker: It is Network Rail’s commitment,
Virgin’s commitment and DfT’s commitment.

Q33 Dr Pugh: In the modernisation programme,
how much has been spent on stations and station
refurbishment?
Mr Baker: I would have to give you a written note
on the amount spent. As part of the direct
modernisation programme, many platforms are
being lengthened for longer trains. There are new
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platforms at Wolverhampton and Birmingham
New Street and major changes at plenty of other
stations.3

Q34 Dr Pugh: Liverpool being a major terminus—
Lime Street is one of your stations and Liverpool
is the capital of culture for 2008—is there any
commitment by Network Rail to provide money
towards the refurbishment of a station that has not
changed much since I was a child? That was an
awfully long time ago.
Mr Armitt: There is a limited commitment, about
which we are in discussion with Liverpool. Money
has been spent relatively recently on the roof, but
the main concerns for passengers today are the
concourse area, platforms and so on. I have to say
that it is not easy to justify significant expenditure
at Liverpool station in a business case sense,
compared with Manchester Piccadilly, for example,
where there was major investment—

Q35 Dr Pugh: You have hit a sore point there,
because I noted that West Coast modernisation has
primarily delivered a threefold increase in freight
volumes out of Manchester. What is the figure for
Liverpool?
Mr Armitt: I do not know what the passenger
increase is in Liverpool—

Q36 Dr Pugh: I was asking about freight volumes.
Mr Armitt: The freight volumes would not be that
great out of Liverpool.

Q37 Dr Pugh: How would you explain that with
Liverpool being a port?
Mr Armitt: At the end of the day, it is simply a
reflection of the market. If you look at freight
volumes generally during the last few years, you
will see that they have increased. To be fair,
however, they have increased to a very large extent
on the coal front, and Liverpool is not particularly
involved in that market. Looking forward, the
growth in containerisation is largely going to come
on the east coast and not so much on the west
coast—

3 Note by witness: The amount spent on stations, as a direct
part of West Coast Route Modernisation amounts to some
£100 million. This has provided for extended platforms, to
accommodate longer (12 car) London commuter trains,
extra platforms at Nuneaton, Birmingham New Street,
Wolverhampton and Stockport, as well as enlargement
work at Rugby (including a new frontage) and other
stations, in connection with widening (to four tracks) the
Trent Valley route. Refurbishment work has also been
undertaken at stations along the Stoke on Trent route. The
terminal stations at London Euston (involving track
remodelling on the approach to the station) and
Manchester Piccadilly have also been improved, the latter
as part of a much wider project led by Network Rail. Also
being undertaken at present is work at Milton Keynes
station, providing for a new fast line platform, turn back
facilities and a new bay platform for the Bletchley branch.
This is at a cost of just under £128m, oVset by a
contribution from the Community Infrastructure Fund*
and the local authority of £32m.
*This fund was set up by the then OYce of the Deputy
Prime Minister and Department for Transport to help
support improved transport infrastructure in connection
with growth areas.

Chairman: I am sorry, Mr Armitt, you are dropping
your voice.
Mr Armitt: Sorry. If you look at freight growth
going forward, you will see that there is some on
the west coast but nowhere near as much as in the
east coast ports, such as Felixstowe.

Q38 Dr Pugh: I thought that one of the
fundamental benefits of the scheme as it stands—I
think is mentioned in the Report—is the
regeneration benefit that it will have. I would have
thought that if you had a port that is expanding,
as Liverpool is, it would be wholly beneficial to
enhance the freight links as well.
Mr Armitt: Yes. I can come back to you with the
details, because I cannot remember them from the
recent freight utilisation study for the whole
country that we carried out, but I do not recall
anything significant about Liverpool in that
utilisation strategy to suggest that the freight
industry, operators and customers were forecasting
significant growth in Liverpool.4

Q39 Dr Pugh: That is on the record and I sure
other people will have a view on it. I will move on
to the Pendolinos. They are mentioned several
times in the Report, with the leasing costs to Angel
Trains, but they are almost then discarded, because
they are not part of the overall assessment. I notice
that in the Report from the Comptroller and
Auditor General they are mentioned as a marker
for the Committee. Is there some reason why they
are mentioned in several places but do not ever fit
into the assessment of the project?
Geraldine Barker: If you look at the executive
summary, you will see that the Pendolinos are out
of the scope of this project. They had already been
purchased prior to the Strategic Rail Authority
taking over the project. We looked at the
intervention after the Strategic Rail Authority
became involved and that is why they are not
included.

Q40 Dr Pugh: Paragraph 3.4 says that “We tested
the cost benefit further and calculated that if a 25%
lower value is assumed for journey time benefits
and the full cost of leasing the Pendolinos had been
included in the appraisal” the overall cost-benefit
ratio would have changed in some way. Could you
enlarge on that and explain what you are trying to
tell us?
Geraldine Barker: It is looking further at the cost-
benefit analysis. Because the sunk costs had been
excluded by the Strategic Rail Authority and the
Department, we wanted to see whether there would
have been a net benefit if the cost of the Pendolinos
had been included, and there would have been.

Q41 Dr Pugh: This is addressed to Network Rail
as much as anybody else. In assessing what this
modernisation can do, you are to some extent
prisoner of the vehicles moving up and down in
terms of the capacity that can be generated. The
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Pendolino is of a relatively unusual design, with
virtually half the train being first class. The current
walk-on price, if you get on at Euston and go to
Liverpool or Manchester, is about £160, a not
inconsiderable sum. If the design had been diVerent
and the train did not crowd people so much in the
second class and standard class accommodation,
with rather less first class capacity, would the
assessment of the modernisation scheme as a whole
have been diVerent, in terms of the capacity you
could generate?
Mr Armitt: Those considerations were not for
Network Rail. Our interest in the Pendolino relates
more to its physical capability: line speeds, weight,
impact on the network and the number of trains
you can fit into the network as a consequence of—

Q42 Dr Pugh: It is also about the number of seats
that you have to have occupied on the train.
Mr Armitt: Those are decisions fundamentally for
the franchisee, which has to generate revenue. At
the end of the day, it will put in the numbers of
seats that it believes are going to get the right
revenue stream.

Q43 Dr Pugh: Am I right in assuming that if there
were more standard capacity and more people used
the railway, there would be fewer people crowded
into standard class accommodation?
Mr Armitt: That may be correct, but if I were a
franchisee—I am not—it might not give me the
same revenue stream.

Q44 Dr Pugh: My next question is for Dr Bill
Emery of the OYce of Rail Regulation. It seems
that compensation is being given to Virgin rather
more generously, because of rail enhancement than
because of ordinary standard maintenance. I think
that I understand the Report correctly in saying
that the Treasury makes some sort of adjustment
to that. However, that strikes me as a somewhat
arcane and complex arrangement. One of the
recommendations is that you should review the
case for continuing with two separate possessions
and compensation regimes, and see how to make
rates paid more predictable and transparent and
more closely aligned to the true costs and losses
borne. Clearly, with taking trains oV and putting
buses on, it does not really matter to the rail
operator whether there is enhancement or
maintenance. How do you respond to that
recommendation?
Dr Emery:We agree with the recommendation, and
it is part and parcel of our strategy for the periodic
review. We have been looking at the incentives in
the compensation regime for possessions. Several
months ago, we issued a letter on that to the
industry, proposing that it looks at a single
compensation regime, which may well be somewhat
between the current one for enhancements under
part G and the schedule 4 regime, to try to make
sure that the full and proper costs of possessions
actually fall on the—

Q45 Dr Pugh: So you agree with the
recommendations?
Dr Emery: We agree with the recommendations,
and it is part and parcel of what is in train for this
review. If we can get agreement, a new
compensation regime will start at the end of this
periodic review in 2009.

Q46 Dr Pugh: I have three final questions that I
shall try to get in quickly. Virgin tellsme that Sunday
and Friday are positively its busiest days in terms of
rail passengers seeking its services. Network Rail
habitually takes the trains oV on a Sunday when it
needs to do work. Has any thought been given to
doing things diVerently, given that there is a huge
demand on the railways on Sundays?
Mr Armitt: Yes, there is a lot of pressure from
everybody about what is termed the seven-day
railway, and when are we going to have a seven-day
railway. That essentially means a relatively full
timetable on Sundays. If I can be honest, there is a
total contradiction between that desire and the
volume of activity taking place on the railway now
and forecast to take place on the railway for
probably another five years at least. Coming back to
my previous point about the eYciency of
possessions, what we are working on is how we can
get more out of every single possession that we have.
We have a number of initiatives on the way at the
moment: for example, trying to reduce the time
taken to replace switching crossings, which currently
take about 54 hours. Our end target is eight hours,
so that is a massive reduction. We are not going to
get there overnight, but by prefabrication and
modularisation, we believe it can be done. We fully
understand that Sunday afternoon is critical for
passengers, so we need to get our work done before
Sunday afternoon, and give the railway back on
Sunday at midday, rather than Sunday night. That
is one of our main objectives going forward.

Q47 Dr Pugh: My final question. Paragraph 14 on
page 8 leapt oV the page to me. It says, “The
remaining work on the programme to 2009 will
increase the passenger train and freight capacity, but
the consensus in the rail industry is that by around
2015 to 2020, the line will have insuYcient capacity
to sustain current levels of growth in passenger and
freight traYc.” I do not think that you are going to
demur from that. You can answer this question yes
or no if you wish. Does that not make a case for a
northern high-speed rail link?
Dr Mitchell: That is why we supplied the
supplementary note: to show that with our current
plans in place, and with potential lengthening of
trains, we think that we can handle capacity until
about 2025. Any decision on a high-speed line would
be taken in the light of that, and also in the light of
the Eddington Report, which has recently been
published.

Q48 Mr Mitchell: Given the fact that the original
estimates were £2.5 billion and there were costs of up
to £14.5 billion at one stage, is it your view that this
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project would have been undertaken had there been
a more accurate idea of the final costs in the first
place?
Dr Mitchell: It is quite clear that, as Mr Armitt said,
the optimism shown by Railtrack in the original
stages led to a much easier decision than might have
been expected. The NAO Report demonstrates that
evenwith the increase in costs it is still a good project
with a benefit:cost ratio of 1.7:1. Clearly at £14.5
billion, had it ever got to that sort of stage, it would
have been very diYcult to justify.

Q49 Mr Mitchell: That does not really answer the
question. Would it have been undertaken?
Dr Mitchell: I doubt it at that sort of level.

Q50 Mr Mitchell: Some of the over-run was due to
assumptions made about the technology,
particularly in respect of signalling equipment. The
Report points out that it can bring considerable
benefits but its development involves diVerent costs
and risks. Whose assumptions were those very
optimistic assumptions about the technology? Were
they Railtrack’s or were they the contractors’ who
were installing the equipment?
Mr Armitt: A bit of both, and you saw the same
thing happen on the Jubilee line. If you remember,
the Jubilee line was also going to be what is called
moving block signalling. That decision was then
reversed during the construction of the Jubilee line
when it was realised that the technology could not be
delivered, although the contractors had intimated
that they thought that they would be able to
deliver it.

Q51 MrMitchell: In otherwords, thismoving block
technology was a leap in the dark. Who was making
the decision to leap in the dark?
Mr Armitt: Clearly technical decisions and
recommendations were made within the Railtrack
board at the time. It thought that it could go ahead
with moving block technology. As I said earlier, it
was clearly a very optimistic view which first
demonstrated itself to be incorrect on the Jubilee line
and subsequently on this project.

Q52 MrMitchell:What is the computer technology
being installed now? As a regular user of the East
Coast line I am regularly told when the train gets to
Doncaster that it has been delayed because of
signalling failures in the north-east. It usually turns
out that these signalling failures have been predatory
Geordies swiping all the copper wire and selling it on
the scrap market. Is this computer technology
immune from that kind of Geordie operation?
Mr Armitt: No, it is not, because the computer-
based technology still relies on wiring to pass
information. The computer-based technology
essentially just handles a lot more information and
therefore canmake decisions a lotmore quickly than
solid state interlocking can. That is why you use it in
themost complex situations. Clearly the radio-based
signalling has enormous opportunities in the longer
run because it removes line-side signalling. Train
drivers would simply obey a signal in their cab on a

head-up display telling them what speed to travel at,
when they have to stop and so on. It would be
transmitted by radio. That is the long-term
objective.

Q53 MrMitchell: I get the impression that you have
been subject to a kind of cartel of signal operators.
Would that be a fair picture?
Mr Armitt: No, I do not think that that is the case.
There are four major signalling contractors
internationally, not just for the UK, to which we
have access.

Q54 Mr Mitchell: Does this technology work
elsewhere?
Mr Armitt: It is being introduced in Europe. Spain
has put a lot in on its high-speed lines recently and it
has had some diYculties in getting it to work. That is
in a relatively simple and straightforward situation.
The UK network is one of the most congested and
heavily used and that is why we are currently
trialling this in the Cambrian area and we envisage
those trials going on for another couple of years yet
with the Department. We are constantly engaged
with the Department about taking a view as to when
we think it will be right and where we think it will be
right to introduce that in this country.

Q55 Mr Mitchell: How far will you pass all the
blame for this on to Railtrack and its naı̈ve
assumptions and its ineYcient control?
Dr Mitchell: It is fair to say that moving block, as
John explained, is a desirable destination.We would
like to get there. There are major advantages in
terms of capacity and the number of trains you can
get on the track. But, perhaps demonstrated by this
project, we want to move carefully to a system that
actually works. We do not want a leap in the dark.

Q56 MrMitchell:Were the problems amajor factor
in Railtrack’s insolvency?
Dr Mitchell: Indirectly, yes. One reason why
Railtrack ran into diYculty was because of its
obligations under what was known as the passenger
upgrade two system, which was in eVect the early
west coast project.

Q57 Mr Mitchell: As a user of the East Coast line,
I cannot help but compare the treatment that was
handed out to GNER, when it found that it could
not live up to its contract, with the farmore generous
treatment accorded to Virgin. Why is there that
discrepancy?
Dr Mitchell: As I said to one of your colleagues
earlier, the view taken by the SRA at the time was
not that Virgin was primarily responsible, but that it
was at the receiving end. As a result, the SRA
entered into what was known as a letter agreement,
which is referred to in the Report, which put that
franchise in eVect on to a management contract. We
have recently negotiated for Virgin to be taken back
oV that—at a considerable saving to the taxpayer.
That will also have the eVect that, at the end of the
current franchise, the franchise should be worth
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more on re-tendering. In the case of the east coast
franchise, the delivery of the franchise commitments
by GNER started to click in just too late.

Q58 Mr Mitchell: Yes, but GNER says that that
was because the terms of the game were altered by
new competitors such as Hull Trains being allowed
in, which snaZed passengers. It is hard cheese for it
that Virgin West Coast got £590 million more
subsidy that was planned under its original franchise
agreement.
Dr Mitchell: GNER’s turnover is approximately
£530 million per annum. Its estimate of the likely
eVect of a full year of the open-access operator is £10
million, so I do not think that that is a primary
factor.

Q59 MrMitchell:Thatmeans that the over estimate
of its bid was its fault.
Dr Mitchell: I do not think that it did over estimate
its bid. For example, last month it achieved 14.5%
year on year growth and it is currently achieving
almost 9% growth, which is pretty much what it said
it would achieve in the franchise bid. The tragedy, in
a sense, is that it started achieving that somewhat too
late. It has stated itself that there were a number of
reasons. You have mentioned one. Another reason
that it has given for a lot of its misfortune is the 7
July 2005 bombs.

Q60 Mr Mitchell: Clearly, although the costs were
over estimated, the passenger demand was under-
estimated.Whywas that if, by 2015, there is going to
be as much overcrowding—cattle transport—as on
the East Coast line?
Dr Mitchell: I do not think that that is strictly true.
The increase in the number of passengers on the
GNERmain line is approximately in line with other
main lines except for the West Coast, which has
special factors.

Q61 Mr Mitchell: I am talking specifically about
West Coast passenger demand. The Report states
that by 2015 the line will be under strain. If there had
been a more accurate estimate of passenger demand
from the start, would the project have been bigger
and more generous and would it have included, as
Dr Pugh suggested, more trains and a faster service?
Dr Mitchell: I do not think so. The passenger growth
that is arising on the West Coast is pretty much in
line with the original estimate. However, the whole
of the railway is experiencingmajor growth, and that
is why we are talking to Virgin at the moment about
a potential increase in train size from nine vehicles—
which is itself an increase on the original provision
of eight—to 10 or possibly 11.

Q62 Mr Mitchell: Mr Branson is never one to
underestimate his own potential, is he? Why did he
make such underestimates in the first place?
Dr Mitchell: The problem is a good one to have.
Mr Mitchell: Yes.
Dr Mitchell: It is excellent to be in the position of
dealing with more growth and more popularity.

Q63 Mr Mitchell: The question for you is where
best to place investment—doubling and speeding up
the East Coast line or throwing more money down
the bottomless pit of the West Coast line.
Dr Mitchell: I do not think that they are exclusive of
each other. When we refranchise the East Coast
main line, we will await bidders’ propositions.
EVectively, we are specifying pretty much the same
services as exist now, but with the addition of the
Leeds half-hourly service.

Q64 Mr Mitchell: I get the impression, again, as
with the signalling question, that the contractors had
you over a barrel because of Railtrack’s initial
mistakes—£40 million a year to Bechtel for 140
people seems exorbitant. I know that certain people
are satisfied with the service, but it is a big bill.
Mr Armitt:At the end of the day, we have to take the
total percentage that has been spent on the
management costs of the project, which are not out
of line with what you would expect from a deal of
this scale.
MrMitchell: Yes, but it uses a lot fewer people than
you do.
Mr Armitt: At the end of the day, we brought
Bechtel in because we were sure that it employed the
right people to get the project out of the diYculties
that it was in. We needed Bechtel to put its very best
people on the project. I am familiar with it from
elsewhere—it is relatively expensive compared with
some of its competitors, but, frankly, it is better. At
the end of the day, if you want quality you have to
pay for it. Given the performance that we have seen
in delivering just about every single key milestone
date and keeping the project on budget, the price we
have paid to Bechtel has been worth while.

Q65 Mr Mitchell: May I ask about Pendolinos?
British Rail cancelled its leaning train; as I
remember, it made people’s seats lean over too far—
the soup fell oV the table, or whatever. From the
start, how far were Pendolinos—I assume that they
are Italian—implicit in the west coast contract?
Were they a necessary part? Were assumptions built
around their use?
Mr Armitt: Yes.
Dr Mitchell: They were. The initial project was for a
140-mph railway. Tilt was certainly necessary for
that. However, the current timetable still requires tilt
to operate. Clearly, the technology hasmoved a long
way in the last 25 years since the APT.

Q66 MrMitchell:What was wrong with the British
Rail project?
Dr Mitchell: The APT?
Mr Mitchell: Sorry?
Dr Mitchell: The advanced passenger train. That is
what you were referring to. In the end, that
technology did not prove capable of being delivered.

Q67 Mr Mitchell: Or was it abandoned for
economy reasons?
Dr Mitchell: I am afraid that I cannot answer that. I
was not there at the time.
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Q68 Mr Mitchell: Are we paying over the odds for
the Pendolinos?
Dr Mitchell: I do not think so.

Q69 Mr Mitchell: A couple of final areas: one
expects now that construction cost will go up with
the Olympics in the oYng and all the work that is
going on. Are you satisfied that you will not be faced
with heavy cost overruns because of the pressure on
the construction industry in later stages?
Dr Armitt: I do not think that that is likely. The
contracts for completion of the work are largely in
place. We have come away from the original
contract form and are now lump-sum bidding most
of the work because we have got a complete design
that enables us to do that. That is giving us better
prices. The relative time scales for the letting of final
contracts should not be too negatively aVected by
the level of activity elsewhere. Remember, this is
primarily railway skills and the Olympics in totality
will not have a major eVect on the availability of
railway skills.

Q70 Mr Mitchell: One final question: why are you
allowing train operators to put up ticket prices, as
they are, and to accompany them with statements
that it is because too many people are using the
trains and they want to choke oV demand? At a time
when we should be developing and expanding train
usage, we are turning people away from it.
Dr Mitchell: I do not think that we are choking oV

demand. Certainly it is not our intention. The
number of people travelling on the railways is at an
all time high, except for 1946. Currently, we are
heading for about 1.2 billion passengers per year,
which is certainly not choking oV demand. Our
planning assumes that demand will continue to
grow.

Q71 Mr Mitchell: Despite these prices, it will
continue to grow?
Dr Mitchell: Absolutely. This year, the fare per
passenger kilometre is 17% less on the West Coast
main line than it was in 2001.

Q72 Mr Mitchell: But it is about 30% higher than
equivalent costs in Europe—perhaps 50%.
Dr Mitchell:No. In 2001, the fare paid per passenger
kilometre was 25p. It is now 20p.
Mr Mitchell: Thank you. I wish you would tell that
to the man who is regulating our expenses.

Q73 Mr Bacon: Mr Armitt, you said earlier that if
you had another project of this scale you would have
to sit down and make sure that you figured out the
best way of delivering it. Are you saying that those
who were originally responsible for the project did
not sit down and figure out the best way to deliver it?
Mr Armitt: To be frank, they did not.

Q74 Mr Bacon: How did they do it?
Mr Armitt: It is fundamental to the nature of
Railtrack. Railtrack was structured in such a way
that although it was essentially the owner of an asset
it outsourced just about everything that needed to be

done to that asset. We took maintenance back in-
house; that was one of our earliest decisions. When
it came to projects, Railtrack was clearly totally
dependent on outsourcing.
We have increased the number of engineers we have
in Network Rail so that we can develop the initial
phases of projects ourselves. We are not dependent
on outside sourcing. We have built up our project
management skills considerably. We have
introduced a progress called GRIP—the guide to
railway investment projects, which is a series of
stage-gate reviews used in the oil industry for a long
time but not by the railways. That introduced a
discipline to the management of projects.

Q75 Mr Bacon:What did you say it was called?
Mr Armitt: It is called GRIP—an appropriate title
for getting a grip on our projects. It stands for the
guide to railway investment projects, but the concept
is what the project management industry would call
stage-gate reviews. You do not allow a project to
move from one stage to the next until you have held
a thorough review.

Q76 Mr Bacon: It sounds a little like gateway
reviews for Government projects.
Mr Armitt: Absolutely.
Mr Bacon: The diVerence presumably being that if
there is a red light then you do not go ahead, whereas
with Government computer projects they drive
straight through it.
Mr Armitt: It enables you to keep going, taking the
appropriate risk assessments at each stage.

Q77 Mr Bacon:While we are on the subject—I was
going to ask you this later—paragraph 2.13 is about
project management. After everything that has
happened, after the appalling start, one would have
hoped and expected that you would have made
radical changes to your project management style
and substance, yet the Report states that “currently
the benchmarking of programmemanagement costs
both within and outside Network Rail remains
underdeveloped, with no agreed definitions of
project management costs.” How diYcult can it be
to have an agreed definition of project
management costs?
Mr Armitt: SuYce it to say that those promoters of
projects would probably have a diVerent definition.
You can put things in or take them out of project
management per se and include them in other
elements of your cost base.

Q78 Mr Bacon:Do you agree that it is important to
have an agreed definition?
Mr Armitt: It is important for us to have our own
clear definitions. I believe that we have a broad
understanding of what they are.

Q79 Mr Bacon: The Report refers to “no agreed
definitions of project management costs.”
Mr Armitt: Clearly, having agreed the Report I
would have to accept that. I am slightly surprised by
it, and I do not think that it is causing any detriment
to the way that we are managing our projects
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because at the moment they are pretty well all
coming in on time and on budget. We are certainly
controlling them properly, notwithstanding what
appears to be an absence of precise definitions.

Q80 Mr Bacon: The Report goes on to say that
Bechtel was paid £165million between January 2002
and April 2006. I take it that Bechtel is still there?
Mr Armitt: Yes.

Q81 Mr Bacon: So is it that without having an
agreed definition of project management costs you
simply paid a lot of money to someone else, and that
it is being managed successfully because that group
knows how to project manage?
Mr Armitt: Certainly, it knows how to project
manage. We have a completely open-book
arrangementwith Bechtel, sowe know exactlywhere
themoney is going and how it is being spent, whether
on Bechtel, or on our own resources.We have major
resources of our own on the project with Bechtel.
Bechtel has about 95 people on the project out of a
total of 2,000 or 3,000.

Q82 Mr Bacon: So it has gone down from 140?
Mr Armitt: Certainly.

Q83 Mr Bacon: I wanted to ask you about the
numbers. The Report states that in mid-2004 your
programme management team was 1,100 strong,
and oversaw 8,000 field-based and 1,000 oYce-based
contractors’ staV. By January 2006, your
programmemanagement team still numbered 1,000,
so it had only dropped by 100, although the number
of contractors had fallen to 5,000 following the
transfer of renewals work to Network Rail’s core
teams. So it was essentially the same people doing a
similar job, but under a diVerent label. Is that right?
Mr Armitt: Yes. We have got them down to about
800, and we are forecasting that we will lower that
number to 650 by the end of January. You tend to
find in every project that your management decline
does not go at the same rate as your labour decline,
because the managers are sometimes there for
several years after you have finished the project,
wrapping up the final accounts and dealing with
negotiations with contractors. There will always be
a lag between the number of front line people and the
total engineering project management team.

Q84 MrBacon:Rather than downsize them, is there
any chance that you could redeploy them to the line
between London Liverpool Street and Norwich?
Mr Armitt:We certainly are redeploying them.

Q85 Mr Bacon: Are you aware of what is going on
on that line, not just between—
Chairman: Yes, that is very interesting, Mr Bacon.
Mr Bacon:Well, it is Network Rail.

Q86 Chairman: Go on, Mr Armitt, have a go at it.
Do you want to talk about Liverpool Street?
Mr Armitt: Not particularly, but there is work
going on—

Q87 Mr Bacon:There is a wider issue because of the
Olympics. The London Liverpool Street to Norwich
line has big problems, many of which are to do with
the train operating company, I think. There is a
particular problemwith electrification on the first 20
miles out to Shenfield. That must be got right for the
Olympics. Can you say something about that
briefly?

Q88 Chairman: I also want to ask you about the
Market Rasen line in Lincolnshire, and Mrs.
Goodman wants to ask you about the Durham line.
Mr Armitt: I can assure you that the electrification
improvements will be donewell before theOlympics.
We have already started on them and we know that
they are a critical piece of work.

Q89 Mr Bacon: Good. May I ask you about
possession times? Paragraph 2.11 states that
although possessions “have been used more
intensively as measured by the number of work
activities/sites per possession . . . there is still
considerable unused possession time and problems
with late hand backs.” It goes on to state that “22%
of possessions started late and 14% overran.” For
those of us who are not trainspotters, can you first
remind the Committee what a possession is and then
explain why there is still quite a lot of unused
possession time?
Mr Armitt: Possession is essentially when a train
operating company gives up its right of access to run
trains on the track and gives us right of access to
carry out engineering work. Typically, every night of
the week there will be a possession of maybe five or
six hours on large parts of the network to carry out
maintenance.
One of the key things about possession is starting it
on time. Often it is not started on time because there
is a late running train, and we hold back from taking
access because that last train is running late by 20
minutes or half an hour.We get in 20minutes or half
an hour late, which immediately takes that out of the
time available for the possession. On hand back,
about 30% of the 14% of cases mentioned here have
an impact on the start of the morning service. It is
probably the most irritating issue, and the one that
gets a lot of focus within Network Rail, particularly
on Monday mornings when we find that Sunday
engineering works have overrun. We know the
impact that that has on passengers. The overrunning
of possessions is one of the things that we measure
all the time.
You are between a rock and a hard place to a certain
degree, because the easiest way to avoid the
overrunning of a possession is to do less work and
give yourself more buVer time. Equally, of course,
there is pressure to maximise the amount of work
that you put into a possession. We had 33 major
possessions this Christmas across the whole
network, and one of those overran at the end.
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Q90 Mr Bacon: This is probably a question for Dr
Mitchell. Is it correct that Virgin was paid £590
millionmore in subsidy thanwas originally planned?
There was originally going to be a subsidy, but a
smaller one. Is that right?
Dr Mitchell: That is pretty well right, yes.

Q91 Mr Bacon: Not all train operating companies
receive a subsidy; some pay a premium to you and
some receive a subsidy from you. Will you send us a
chart showing how much you have paid each train
operating company in subsidy, or what you have got
from them in premium, for the last couple of years,
as well as the projected figures for next year?
Dr Mitchell: Yes, by all means.5

Q92 Mr Bacon: That would be very helpful. I was
surprised to find that one rail operator in our area
pays you £50 million a year, and when you examine
what is happening in East Anglia, the concomitant
eVect on the service element has been little short of
devastating. It is a question of how the bid was
entered into and what was paid in the first place, but
you do have powers to review that, do you not?
Dr Mitchell: The subsidy or the premium profile to
which you referred is part of the franchise bid that is
in the public domain, or at least that is so after two
or three months of the franchise being made.

Q93 Mr Bacon: But if it is not working, you have
powers to review what is paid in return for it. Is it
right that you could allow a TOC to keep somemore
of the money if it were going to use it for a specific
investment with your agreement? Whether you
would or not is a diVerent point, but you have the
power to do so.
Dr Mitchell: That would constitute a renegotiation
but, technically, we do have such a power.

Q94 Mr Bacon: Dr Emery, may I ask you about
figure 3 on page 11, entitled “Programme
governance arrangements (in December 2002)”? In
the second box on the left it says that in the “Project
Development Group” are “Network Rail” and the
then “Strategic Rail Authority (with ORR
observer)”. Do you now have a more prominent and
active role in monitoring Network Rail’s delivery of
projects than the figure suggests?
Dr Emery:We have a very active role in monitoring
Network Rail and it regularly makes Reports to us.
We produce a Network Rail monitor every quarter.

Q95 Mr Bacon: Has it changed?
Dr Emery: Perhaps, looking at Network Rail as
whole. The diagram simply shows that, as a
regulator, the OYce of Rail Regulation is aware of
what is going on at the project development group
level. The ORR is not part and parcel of the decision
making that takes place; it is there as an observer, so
it is aware of the progress being made and the
decisions being taken, but it does not participate.We
have the status of observer so that we can maintain
the position of regulator. The ORR regularly
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monitors the performance of Network Rail on the
information that it gets and it will enforce delivery if
Network Rail slips behind on outputs.

Q96 Mr Bacon: You did have a role in the original
approval of the passenger upgrade agreement, did
you not?
Dr Emery: I think that we did.

Q97 Mr Bacon: It says in appendix one on page 26
that “This Passenger Upgrade agreement was
approved by the Rail Regulator.” Do you now think
that that was a mistaken decision?
Dr Emery: The rail regulator at the time was looking
at a contractual agreement between two
independent companies, Virgin Trains and
Railtrack. It was not seen that there was any reason
why he should intervene at that stage. In a sense, it
is a matter of noting the contractual agreement that
those two independent parties were making for the
upgrade of the line and the implications for trains,
passengers and revenue.

Q98 Mr Bacon:The word “approved” suggests that
the rail regulator could have failed to approve the
agreement if it deemed that the business case was not
strong enough, as it plainly was not, or that the
project management was not strong enough, as it
plainly was not. The OYce of the Rail Regulator
could have failed to approve the agreement. It could
have said “no” and withheld its agreement.
Dr Emery: It probably could have said “no”.
Michael Beswick was around at the time and he may
well be able to remember specifically.
Mr Beswick: The rail regulator could have said
“no”. However, given that it was agreed between
Railtrack and Virgin, and had the strong support of
the then franchising director, we took the view that
it was not appropriate for us to intervene in such a
commercial contract.We put in place arrangements,
which have continued, to protect the interests of
other operators. We felt that that was the
appropriate thing to do in the circumstances.

Q99 Mr Williams: Mr Armitt, you denied in your
answer to Mr Mitchell that there is a signalling
cartel, referring to the four companies. Do you
persist in the idea that there is no cartel?
Mr Armitt: I have no evidence to suggest that there
is. Clearly, I am not a member of that industry. As
far as Network Rail is concerned, as a purchaser
from those companies, it has no evidence to suggest
that there is a cartel.

Q100 Mr Williams: But the NAO briefing clearly
suggests that it thinks there is a cartel. What is it that
led the NAO to use the term “cartel” when Mr
Armitt does not want to use it?
Sir John Bourn: In fact, it is an industry in which
there are a small number of competitors. That
always raises the question of whether there is overtly
or covertly some diminution of competition as a
consequence of the structure of the industry.
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Q101 Mr Williams: That sounds reasonable to me.
Mr Armitt, we are told in paragraph 2.8 that
contractors’ tenders exceeded Network Rail’s
estimates by more than 10% in 45% of all estimates.
Later we are told that in relation to the large re-
signalling project for Bletchley the bids came in
between 14% and 27% above your estimates and in
some cases only one contractor tendered. Does that
mean that you are very bad at estimating?
Mr Armitt: It is quite often the case, as we saw in
extremis at the beginning of this project, that clients
have an ability and a tendency to be optimistic.

Q102 Mr Williams: But I assume you base your
estimates on facts, not on optimism.
Mr Armitt: We have been driving down the cost of
signalling for the last three years. The equivalent
signalling unit, as it is called—

Q103 Mr Williams: That is an interesting phrase,
“driving down”. If you have been driving it down,
they obviously had enough head room to be able still
to make profits after you had driven it down. That
sounds like a cartel to me.
Mr Armitt: No, not at all. It is the role of any
purchaser to seek to reduce the cost of the things he
buys from his suppliers. Clearly, many industries do
that all the time. Tesco would be a classic example.

Q104 Mr Williams: You referred to the four as an
explanation of why it was not a cartel when Mr
Mitchell challenged you, but in fact it was only in
2006 that you negotiated national framework
contracts with the four suppliers tomanage the risks.
This all suggests that these suppliers had a free and
easy run at the expense of the rail industry.
Mr Armitt: I would not disagree that for some time
the suppliers have been able to put in prices that have
given them, not necessarily large profits, but perhaps
have not required them to be as disciplined as they
should be in managing their own costs. As I said,
what we have sought to do over the last couple of
years is to drive down the price of a signalling
equivalent unit—it is called an SEU. It was heading
for £400 per SEU across the network. Today we
estimate our projects at typically about £220, andwe
are getting prices that vary according to the nature
of the scheme from £190 to £250. We have got them
down considerably.

Q105 Mr Williams: So we have two options. Either
they were exploiting a cartel or you and your
predecessors were doing a sloppy job in your
estimating and negotiating. Which was it?
Mr Armitt: I have no evidence to suggest that there is
a cartel. Clearly if you have four major international
suppliers who are competing with one another
across the world and when the UK content of what
they are bidding for is relatively small compared
with what they are bidding for across the world,
there is no reason to suppose that there is necessarily
a cartel. They are actually selling diVerent technical
products as well. Each has his own diVerent
technical product.

Q106 Mr Williams: Why then were they able to
refuse to supply information to QinetiQ? They
refused to supply QinetiQ with information
requested for the review which you sponsored. How
were they able to get away with that? What
information did they refuse to supply?
Mr Armitt: I am not sure what information they
refused to supply. They may have had information
that they were unable to supply.

Q107 MrWilliams: It says it in appendix 6 and you
approved it.
Mr Armitt: Approved what?
Mr Williams: The Report.
Mr Armitt: We approved the Report but I do not
know in detail what information they did not supply.
We introduced QinetiQ—

Q108 Mr Williams: I am sorry, but you approve a
Report saying that information was not supplied,
but you did not bother to find out what information
it was that was not supplied. So how do you know it
was not supplied?
Mr Armitt: I am saying that, given the Report—

Q109 Mr Williams: You took the NAO’s word for
it?
Mr Armitt: No, I am saying that within Network
Rail we satisfied ourselves that what was being said
by the NAO was correct. I am not able at the
moment to give you the precise detail of what
element of the information that QinetiQ sought it
was unable to obtain. I am quite happy to get that
information and forward it to you.

Q110 Mr Williams: It appals me. Yes, I would like
to have the information if you could provide us with
a written note on that. But frankly it appals me that
it did not occur to you that it might be useful to you
to have the information. I look forward to receiving
your note.
Section 2 of appendix 6 states: “NetworkRail has no
specific obsolescence management procedure” and
that it “has been reactive in managing obsolescence,
it has relied on suppliers to tell it of obsolescence
problems”. Thirdly the Report states that “suppliers
are under no obligation to inform Network Rail of
obsolescence problems and as a matter of course do
not involve Network Rail in their management of
the obsolescence problems” That sounds a bit
sloppy does it not?
Mr Armitt: To be fair, before the NAO started its
work we had actually recruited QinetiQ to do work
for us on obsolescence.

Q111 Mr Williams: That is what QinetiQ tried to
do, but Network Rail would not give it the
information.
Mr Armitt: We recognised that we had a problem
with obsolescence and that we needed to up our
game in terms of forecasting and taking a view on
obsolescence. It is one of the things that QinetiQ
specialises in and has worked on for the MOD,
which is why we went to QinetiQ and said, “Will you
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have a look at obsolescence and how we are
managing it and come forward with
recommendations?”
We are operating here in an industry that is not
dissimilar to the computer industry. Obsolescence is
inevitable. What we have to be able to do is to
predict whether it will take place in 10, 15 or 20
years. In the case of modern signalling systems, you
are looking at it taking place in not much more than
20 years. Even in a major project like this we have to
recognise that some of the signalling systems will be
obsolete. Therefore the challenge is to ensure that
the supplier will actually be able to provide the spare
parts beyond 20 years. For example, at the moment
we are not able to get spare parts for some of the
systems installed in the 1970s and that is one of the
reasons we have to renew the diVerent systems.
I take on board the comments of the NAO in terms
of obsolescence. We have fixed many things in
Network Rail during the last four years and
improving our ability to address obsolescence is
something that we have on our agenda to do and to
take forward. We support the recommendations
made by the NAO in that respect.

Q112 Mr Williams: Sir John, do you think that on
the basis of the information in the Report there
might be enough of a prima facie case to ask theOFT
to look at the operations of these companies?
Sir John Bourn: Perhaps I can consider that in
consultation with the Department and advise the
Committee on that point.
Mr Williams: Yes, that would be very helpful.
Dr Emery: In actuality it is the rail regulator that
would be the competition authority for dealing with
an industry that is aligned to the rail sector.

Q113 Mr Williams: But Mr Armitt did not want
to know.
Dr Emery: If we as a regulator had received
complaints about it we would have had to
investigate it.

Q114 Mr Williams: Have you looked into it?
Dr Emery:We have not looked into it. We have not
received any complaints about it and it is obviously
an area—

Q115 Mr Williams: You had not read this Report
before you came here?
Dr Emery:We had read the Report, but we have not
had any formal complaints. We are, of course, at the
moment busy working on other market studies.

Q116 Mr Williams: So, you will also work closely
with C&AG to ensure that if there is any kind of
cartel operating here or if there has been one in
operation it is looked at. We also need to establish
whether there should be any compensation paid to
the taxpayer or the railway industry for the
operation of such a cartel.
Mr Armitt: May I just raise one point on Mr
Williams’s comments about the refusal to release the
information? It does actually say at the end of the
paragraph—I confess that I had not spotted it and it

has been pointed out tome—that in fact the basis for
refusing to release the information was on
intellectual property rights grounds. You can debate
whether that was a totally reasonable basis, but that
was certainly the reason pointed out by the NAO for
the refusal to give the information.
Mr Williams: Perhaps now as a result of the
investigations into whether or not there was a cartel
one can examine whether that was a valid argument
or just an excuse.

Q117 Dr Pugh: I want to follow up on one of Mr
Mitchell’s questions on the subject of crisis on the
railway. You are predicting as part of the positive
appraisal that is presented about 10% growth from
2007 to 2013—the business case only said 3% so that
looks very wholesome and desirable. The cost-
benefit analysis seems to work out right. However,
whether you get that continued increase in volume
is, to some extent, going to depend on the prices the
TOCs charge for their services. They can clearly
make profits without necessarily increasing
volumes. What can be done, either by the OYce of
Rail Regulation or anybody else, to ensure that the
10% growth that you optimistically anticipate
becomes a reality, rather than vanishes?Most trends
change after a while.
Dr Mitchell: As I said in answer to a previous
question, it is certainly not our intention to choke oV

demand. The prediction that we have for demand
growth for the West Coast main line is—

Q118 Dr Pugh: So what are you going to do to
prevent Virgin, or whoever, getting their pricing
structure wrong, so they remain in profit but the
volumes do not go up as anticipated, and the
appraisal of the project is diVerent?
Dr Mitchell:There are twomechanisms at play here.
One is the competitive mechanism, which will
incentivise Virgin to maximise their market share,
and also to develop.

Q119 Dr Pugh: How?
Dr Mitchell: Because they are incentivised to
improve their share against airlines. They are also
incentivised to oVer good value in their service to the
public, which they very largely do. It is possible, for
example, to go online and get a £12.50 fare from
Manchester to London. That oVers exceptional
value to the public. It also explains why the figure
that I quoted earlier of 25p per passenger kilometre
has dropped to 20p in constant prices. That is an
illustration of what Virgin’s behaviour is likely to be.
We do control a number of the more sensitive fares,
where there is likely to be any kind of monopoly, but
it is not our policy to control fares that are, after all,
set by a commercial market.
Dr Emery: From our point of view, the matter of
fares tends to be left with the DfT to deal with the
train operating companies. We are not the regulator
of that at all. In terms of the capacity of the system,
there are clearly important decisions that Ministers
are going to be taking later this summer on the high-
level output specifications for the railways, and the
funds that they are going to put in from the public
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purse, that will set the expectations onNetworkRail
to expand capacity and deal with any pinch points to
raise the capability of the network to carry more
trains. It is then a matter of the precise requirements
under the franchise arrangements as to what trains
are expected to be run and timetabled.

Q120 Dr Pugh: You have no special leverage upon
the TOCs to ensure that their pricing policies are so
geared that they are more likely to increase volume
as opposed to their own profits?
Dr Emery: It is not within our remit to do that.
Chairman: One more question, Mr Mitchell, and
then Mr Williams.

Q121 Mr Mitchell: From what you are saying now
on fares, the railways are scandalously overpriced. It
is incredibly expensive. I pay more to come down
from Grimsby than I would pay to go to Rome or
Athens, or somewhere interesting.
Chairman: So Grimsby isn’t interesting. I shall
inform the Grimsby Evening Telegraph of that.
MrMitchell: Somewhere where the sun is, put it that
way. It really is monstrously overpriced. What you
are envisaging is not a mass service, which has got to
get people out of their cars and encourage them to
go by train, but an elite service for business people
and people like us, who sit here in our pompous self
importance, having our fares paid for us, and do not
want the trains too overcrowded. The pricing policy
is all to pot, is it not?
Dr Mitchell: No, I do not agree with that. It is
important to make a distinction between the actual
fare paid and the actual headline fare.

Q122 Mr Mitchell: The headline fare is what you
pay.
Dr Mitchell: No, not necessarily. A lot of people,
particularly now, book online. Something like 50%.
of passengers on GNER, for example, will book
their fares online. It is possible, for example, to get
fares for £8 or £9 to Leeds and York, at fairly short
notice. For example, we did a little check the other
day, and found that on theWest Coast, it is possible
to get a ticket for only £12.50 each way to
Manchester. That is £25 return.

Q123 The Chairman: And when did you have to
book that ticket?
Dr Mitchell: That was online.We were prompted by
the Evening Standard.

Q124 Chairman: How far in advance did you
book it?
Dr Mitchell: Just a few days, not several months.We
were prompted by an Evening Standard story that
said that “travel next week . . . was up to three times
cheaper by air.” We carried out exactly the same
inquiry as the Evening Standard said it had done and
found that on the same days and the same trains for
which it had quoted fares, the fare was in fact £25
return, and not £219, which had been quoted by the
Evening Standard.

Q125 Chairman: Why should you get these deals
only by going on the internet? Some people do not
want to go on the internet or cannot do so.
Dr Mitchell: You get them at stations as well.

Q126 Chairman: Mr Williams has an article.
Perhaps he can read out some of the fares that you
are charging our people. Would you like to read it
out, Mr Williams?
MrWilliams: It is not what I was going to deal with.
A standard open return fromBristol to Edinburgh is
£202, but we will not take that because I would not
have thought that it was the most commonly used
route. London to CardiV is £144: I can fly the
Atlantic for only a little more than that at the
moment. London to Glasgow is £240; London to
Manchester is £219; London to Edinburgh, which is
relevant, is £232. These are massive sums of money.
Chairman:There is no point in just telling us that you
can get good deals on the internet. This is the
standard fare. Normally, as when you are
conducting any transaction, you go along and buy
the ticket. These are massive figures, some of the
most expensive train journeys in the world. You
keep loading it on the public and we are fed up.
Dr Mitchell: My colleague will comment in a
moment. Looking at the Manchester fare, an open
return would be £219. A saver walk-up fare,
whereby you can walk up to the station and buy the
ticket, works out at £59.50 for an oV-peak train
journey, so it is possible to get very good value.

Q127 Mr Mitchell: You cannot predict your
journey on that basis.
Dr Mitchell:You can to a large extent. For example,
the weekender fare—

Q128 Chairman: Why these standard prices? Why
can you not forget the standard prices, which make
our blood boil, and give us some decent prices up
front?
Dr Mitchell: They are open fares, which have
maximum flexibility. You can travel by any train
and get unlimited refunds. That is similar to what
you get on airlines. It is possible to get far better
value fares, although that is increasingly with
restrictions. If you are prepared to accept
restrictions on how far ahead you book and which
trains you travel on, there are very good deals to be
had. That explains why the actual average fair paid
on the west coast has gone down.
Mr Baker: Looking at a typical journey on the West
Coast main line, such as London to Manchester,
London to Liverpool or London to Preston, 40%. of
tickets are advance fares, which means that they are
the special oVer fares. That percentage is growing
year on year, as Virgin is incentivised to deliver more
volumes and fill the trains. The Evening Standard
article quoted £219 for a standard-class return to
Manchester the day before travel. We made
inquiries—it is the same fare at stations or on the
internet—and we could get a £30.50 first-class, one-
way ticket to Manchester. It is exactly the same for
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air travel. The British Airways example quoted was
£81, so the cheapest possible air fare was compared
with the most expensive railway fare.

Q129 MrWilliams: I will go on to the question that
I intended to ask, which is something rather less
interesting to most of us. I come back to you, Mr
Armitt. I am sorry that it is not your day.
Mr Armitt: That is all right.

Q130 Mr Williams: You have such a trusting
attitude towards your trading colleagues that I had
to ask about Bechtel. Bechtel has done a good job.
The NAO says that, so we would accept it. It is
costing £40 million each year, however, for 140
people. How do you know that that is good value
when you recruited Bechtel without competition?
Mr Armitt: I did not recruit without competition.

Q131 Mr Williams: You did not? Paragraphs 1.11,
2.14 and 2.15.
Mr Armitt: What happened was that Bechtel had a
contract to supply people to the west coast project,
as did Parsons BrinckerhoV, one of their
competitors. The projects had been let in full OJEC
form a couple of years previously. By early 2002 one
of Railtrack’s biggest problems was to get the west
coast line sorted out—that was my view at the time.
I went to both Bechtel and Parsons and said, “Look,
one of you needs to take over proper responsibility.”
They did not actually have responsibility—theywere
simply putting people into a project that was being
run by Railtrack. I said, “I want you to take
responsibility for delivery. Will you both give
proposals for taking it over and taking a leadership
role in project delivery? We have got to sort out our
house and specify what we want, but you take
responsibility for delivery.” They both made
proposals, which were reviewed by a panel, and we
then consulted with the Departments and with the
Strategic Rail Authority—particularly with the
SRA—about whether they were happy for us to
proceed with appointing Bechtel, which had made
by far the better proposal. That is why it was
appointed.

Q132 Mr Williams: Was there much diVerence in
cost between them?
Mr Armitt: There was not a lot of diVerence in cost.
There was a lot of diVerence in their appraisal, in
their understanding of what we expected them to do
and in the team that they could present to progress
matters. They presented the people that they
proposed, and we had a lot more confidence in the
Bechtel team than in the Parsons team. That is why
we appointed Bechtel.

Q133 Mr Williams: I can understand wanting to
keep links with people with whom you had been for
some time. However, when one is making a decision
that will allow one a choice, would it not have made
sense to have a more open competition and invite
others? If not, why not?

Mr Armitt:Clearly, that was an option, but it would
have taken several months to go through a full
process of that kind. We consulted with the legal
department as to whether it was allowable to extend
the Bechtel contract or the Parsons contract to a
slightly diVerent form from that which was
originally entered into. We were told that we were
able to do so, and that was the fastest way of getting
proper management control of the day to day
project delivery. As far as I was concerned that was
the most critical thing to do and that was why we
acted as we did.

Q134 Mr Williams: You said it would have taken
several months.
Mr Armitt: Yes.

Q135 Mr Williams: How many is several?
Mr Armitt: Certainly four.

Q136 Mr Williams: And how long did the actual
process take?
Mr Armitt: In principle it took about six weeks from
beginning to end.

Q137 Mr Williams: So you saved two and a half
months. At £40 million—
Mr Armitt: I had a pretty good understanding of the
other bids that I was likely to get, and of the
competencies out there. I do not want to sound as if
I am the chief marketing director of Bechtel, but
there is no doubt, as Bechtel had demonstrated in a
number of UK projects in previous years, that it can
mobilise a very good team at relatively short notice
to address major projects. Managing major projects
is its sole business and it is good at it. It is slightly
more expensive than other people. As I have said
before, however, if you just go for the cheapest in
life, whether in relation to Bechtel or design
engineers or whatever, you will not get the best.

Q138 Mr Williams: I am sure that if Bechtel gets to
hear of your contribution here, that will be part of its
standard submission in all future contract bids.
Mr Armitt: It is an extremely strong company and
one has to respect that and recognise the fact when
dealing with it. I do not take it for granted. We put
constant pressure on it and it was at risk that if it did
not deliver, it would losemoney as a result of penalty
clauses in the contract. It has put moremoney on the
project in a lump sum. So it has put more people on
the project than it originally said it would pay for,
and it has carried the cost of those people.
Mr Williams: Thank you.

Q139 Mr Bacon: I should like to return to the
question of train fares. You went out of your way,
as did Dr Mitchell, to defend the low fares that are
available. Yet the public and the newspapers seem to
have a diVerent view. Here you are as a civil servant
appearing before a parliamentary committee, saying
that there are lots of low fares and prices available.
This is not how things are supposed to work. I get
things through my door with great regularity that
tell me about the prices in local supermarkets. They



Ev 16 Committee of Public Accounts: Evidence

Department for Transport, Network Rail and Office of Rail Regulation

tell me that if I go to a certain supermarket I can buy
baked beans or a joint of beef for a certain price. The
idea is that I will go to that supermarket rather than
another. It is not for civil servants at theDepartment
for Environment, Food and Rural AVairs to tell me
which supermarket has the cheaper food. It is
something that happens; the market makes it
happen. The same is true of motor cars. I can buy a
car; there are many to choose from. The proprietors
of car manufacturers are keen to tell us about the
cheapness of their cars, because they want us to buy
a Citroën rather than a Ford—or vice versa.
You have a diVerent problem, do you not? The train
operating companies are not the slightest bit
interested in selling the lowest fares; they have only
one train at a time on a particular track and they
obviously want to fill as many seats as possible.
However, they want to sell each ticket for as much
as they can and not as little as possible. They cannot
increase the number of baked beans; there is still
only one train. There is a fundamental problem
about advertising prices. The TOCs have no interest
in giving people the cheapest fares, do they?
Mr Baker: If I can answer the question—

Q140 Chairman: Why not answer on behalf of the
general public rather than the civil servants? After
all, it is they who pay your salary.
Mr Baker: That is kind; thank you. The volume of
seats on the route is increasing enormously. You
have seen in the graph of supplementary
information to the DfT specification that there has
been a huge increase in service and increase in
competitiveness. The franchisee’s role is to sell those
seats. Virgin is among the strongest in terms of
marketing. You can see it in their posters and their
television adverts. That is their job. The information
that I have given you is from Virgin; 40% of its
sales—and a growing number, particularly in the
oV-peak periods—are at low prices. It is achieving
higher load factors. It is not moving empty seats
around—which is what used to happen—and that
reduces the burden on the taxpayer. It is Dr
Mitchell’s and our responsibility to get more people
travelling. The tripling of demand will achieve that,
and at a lower subsidy to the taxpayer.

Q141 Mr Bacon: It is odd, is it not, that there seems
to be a PR problem—the perception that prices are
very high, when you say that they are not?
Mr Baker: I said that there are opportunities to pay
low fares, and they are taken up by a huge volume
of people.
Dr Mitchell: I think it is also the case—the point we
are getting at is correct—that the railways have not
been very good in the past—

Q142 Mr Bacon: I am sorry, what have not been
very good?
Dr Mitchell: The railways have not been very good
at promoting the oVers available. They are
beginning to get good at it, as Mr Baker said. Virgin
is one of the strongest companies in that respect.
However, there is a perception that fares are
complicated and needlessly diYcult to access, and

we have been working with the Association of Train
Operating Companies on that. Virgin is one of the
key players. First, fare structures should be
simplified and, secondly, accessibility and the trust
that people place in the fare structure should be
strengthened. We have also involved Passenger
Focus, the body that represents passengers, in those
discussions. However, there is work still to be done.

Q143 Mr Bacon: I have one further question.
Chairman: Is it on this subject?
Mr Bacon: It is about train operating companies.
Chairman: On trains and the cost of fares?
Mr Bacon: It is about train operating companies. I
take it that the legislation—I think this happened
with Connex, and theNAOproduced aReport on it,
which we took evidence on—provides that in certain
circumstances the DfT and/or the rail regulator can
decide to withdraw a franchise. That is correct, is it
not?
Dr Mitchell: Yes.

Q144 Mr Bacon: Can you send a note setting out in
detail the range of circumstances in which that can
happen, and the ways in which it is hedged about? It
would be very interesting to see a detailed note on
that, because many people in my area are asking for
the franchise to be withdrawn.
Dr Mitchell: I will do that with pleasure.6

Q145 Chairman: I am sorry, Mr Baker; although
my colleagues still want to have a go, I am still angry
about it. I travel around the country a lot. The
grateful taxpayer pays for a first-class ticket for me
to go to Lincolnshire—fair enough—but whenever I
go to the travel oYce in the House, it always
provides me with the most expensive standard
routes, and I am not oVered great deals. I also visit
my son in the west country, my daughter in the
north-west, family and friends in the south. This is
my typical practice, which I would think is very
common to members of the public: I wait until 9.30
am, queue up at the train station and buy a ticket.
Whenever I do that, I always seem to be oVered the
normal, standard saver return. I do not get all these
deals that you are talking about. I suspect that that
is a very common experience.
I do not know how you can defend to the public a
situation in which we turn up at a station, after 9.30
am, and do not get any of those deals. We are faced
with the sort of crisis that we are talking about in
these articles. As you are appearing in front of
Committee, you should try and give us a better
answer than the one that you have so far.
Mr Baker: If you turn up at a station, during oV-
peak hours, the fare most likely to apply will be the
regulated saver fare.
Chairman: That is what I get.
Mr Baker: It is not the full fare that has been quoted
in the newspapers—it is usually about one third.

Q146 Chairman: But it is nothing like all these deals
that you are talking about—let us be honest.

6 Ev 25
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Mr Baker:A £56 saver return toManchester against
either £25 or £45 in the advanced fare category is not
dissimilar. Compare that with the £219 highest
possible fare.

Q147 Mr Williams: Mr Baker, in reply to Mr
Bacon, you said that you sell seats. Sadly, all too
often, you do not, do you?On a Sunday evening, you
travel as a member of the general public from south
Wales to London. Often, you are sold floor space.
There will be as many people sitting on the floors
along the corridors, as there are sitting on seats. Yet
they have had to pay their fare. Either you are
delusional aboutwhat you are selling or it is a breach
under the Trade Descriptions Act.
Mr Baker: Well, Mr Armitt gave you part of the
answer to that. On Sundays, journey times are
extended, and the available trains are working, but
with extended journey times, the frequency is not
available. He also explained that Network Rail is
working very hard to improve Sunday evening
services—journey times and frequency—on the west
coast and other routes. That is recognised as an issue
and the industry is working towards solving it.

Q148 Mr Mitchell: But the alleviations that Mr
Baker is mentioning do not apply to a harassed and
overworked MP who cannot tell at what time on
Thursday he is going to leave and so cannotmake an
advance booking. He turns up at the station and has
no savers on oVer because it is rush hour and the
trains are full so they shove people into corridors
and make them sit all over the place. What you are
saying brings no great joy to us.
My question arises from what you said earlier about
it being up to the operators to sell places on the train.
If we accept a situation on the west coast line or
anywhere else in which the system will be under
strain and overcrowded by 2015 or 2020, the
compulsion for them to sell seats at the cheapest
level will be gone.
Dr Mitchell: That is one of the reasons we have
accepted what is said here and given the
supplementary information about where on the west
coast we think the pinch pointwill come.As on other
parts of the network, we have identified a capacity
problem on the West Coast. Part of the solution to
that—not the whole solution, but part of it—is to
increase the length of the train. However, if growth
continues, clearly we have to look for other more
innovative, probably, solutions.

Q149 Mr Bacon: Dr Mitchell, I would like to ask
you about standing. I asked it of my own managing
director during a mini local inquiry. I do not know
if it was a coincidence that not only did he not
answer the question, but he left his job two days
later. This is the question: do you think that it is
acceptable that people paying £4,000 or £5,000 per
year for a season ticket should have to stand? That
is what many of my constituents and people
elsewhere in Norfolk are doing, which makes them
big ATOC customers—it is the price of a small car
each year.

Q150 Dr Mitchell: I think that it depends on for
how long they are being asked to stand.

Q151 Mr Bacon: So it is acceptable to pay £5,000
per year and be asked to stand?
Dr Mitchell: I think thatwe all accept that onewould
not expect to get a seat in the middle of the peak on
London Underground. It is accepted that you stand
for a short period of time.

Q152 Mr Bacon: I am not talking about London
Underground. That is a diversion. Dr Mitchell, you
have a PhD. I take it you have a PhD and are not a
medical doctor.
Dr Mitchell: Yes.

Q153 Mr Bacon: What was your PhD in, out of
interest?
Dr Mitchell: It was in transport.

Q154 Mr Bacon: So you have a doctorate in
transport. So you should know what you are
talking about.
Dr Mitchell: Yes.

Q155 Mr Bacon: Please do not divert the subject by
talking about London Underground, which is not
what we are talking about. We are talking about
proper inter-city services such as London to
Manchester or London to Liverpool where one
cannot get a seat even though one has paid £5,000 a
year. Do you think that it is acceptable to spend
£5,000 a year on a season ticket and not be able to
get a seat?
Dr Mitchell: It is very much a question of—

Q156 Mr Bacon: You are doing exactly what the
managing director of One Railway did. I asked the
question about five times. The answer is yes it is
acceptable that you cannot get a seat, or no it is not
acceptable that you cannot get a seat. Which is it?
Dr Mitchell: As I said, it depends on the amount of
time you are expected to stand. If you are travelling
a relatively short distance I do not think that it is
unacceptable to expect to stand in the peak.

Q157 Mr Bacon:What do you call a short distance?
Dr Mitchell: Perhaps half an hour.

Q158 Mr Bacon: Half an hour?
Dr Mitchell: Yes.

Q159 Mr Bacon: Standing for half an hour is
acceptable even though you are paying your local
train operating company £5,000 a year?
Dr Mitchell: It has to be said that there are other
alternatives.

Q160 Mr Bacon: There are. You can take your car.
Dr Mitchell: If one travels oV peak—

Q161 Mr Bacon: You can buy a car for that, Dr
Mitchell.
Dr Mitchell: If one only buys a small amount oV

peak, it is possible—
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Chairman:Not if you are going to work. You cannot
travel after 9.30 am if you are going to work.

Q162 Mr Bacon: It is absurd to say that you can just
travel oV peak. If you are an inter-city commuter the
reason you are spending all that money on a season
ticket is because you are travelling to work and you
are travelling home from work. You are paying a
huge amount of money. You could buy a brand new
little runabout for about £5,000 or £6,000 and yet
you are paying all this money and you cannot get a
seat. You say that that is acceptable.
Dr Mitchell: But, Mr Bacon, the chances of people
being able to travel in the commuter peak into
London and be guaranteed a seat is not realistic. The
cost of providing suYcient capacity to enable
everyone to get a seat would expand the railway
budget way beyond anything we have here.

Q163 Mr Bacon: Can you tell us how much a train
with, say, 10 carriages costs? If I wanted to go and
buy my own train, which, by the way, I may do in
order to guarantee a seat, how much would it cost?
Dr Mitchell: It is about £16 million.

Q164 Mr Bacon: Normally there is a relationship
between the cost of your ticket and the asset that you
take temporary use of, including the track. The same
is true when you buy a car, put petrol in it, insure it,
tax it and everything else. Is the fact that this train
costs £16 million and the track costs what it costs
part of the reason why rail fares are so expensive?
Dr Mitchell: Not particularly. The biggest problem
we face is the number of trains and the amount of
capacity we can put on to lines coming into London.
For example, one of the ways we can deal with that
is to increase the size of the trains, as we have already
discussed. If you go to 10 or 11 cars then clearly you
are getting more people on the train and there are
more seats available. But the principal limiting
factor is the number of paths that you have available
on the railway into London. It is similar to what you
would get at an airport with landing slots. One of the
other challenges is to increase the number of trains
it is possible to run on the line and run them closer
together while still doing so safely.

Q165 Chairman: Why don’t you increase capacity
even more by replacing passenger carriages with
cattle trucks?

Q166 Helen Goodman: I want to ask you about the
terrible situation on Sundays when there are more
delays, the trains aremore crowded and the journeys
take longer. We have heard today that that is
because more work is done on Sundays. But if I
travel in the middle of the week at an oV peak time
such as a Tuesday lunchtime, the train is virtually
empty. Why is all this engineering work done on a
Sunday? Why does it take years and months to
change this? Why can you not just decide from 1
February that you will do the engineering work at
those oV peak times?

Mr Armitt:The Sunday possession is normally at the
back end of a possession that started on Friday
night. It is through Saturday and into Sunday
possession for heavy engineering works. In the
midweek, taking your point, it is probably between
10 am and 4 pm, when clearly there is less demand.
That is six hours. The amount of heavy engineering
work that you would be able to do between taking
possession and giving it back would clearly be only
four hours, compared with 36 hours on the Saturday
and Sunday. The opportunity to do the work would
be significantly less, and you would certainly be
doing it a lot less eYciently.
We negotiate with the train operators for when we
take access because they clearly have a business to
run, and it is a case of when it is best for them. I agree
that people find it hard to accept that train operators
give us access on bank holidays. The reality is that
train operators’ revenue is significantly less on bank
holidays than during the normal operating week
when people are going to work. Then the revenues
are clearly much higher, and the franchisee assumes
that he will be able to sustain those services during
the normal week.

Q167 HelenGoodman: So in fact the train operating
companies are privileging the business, high fare-
paying passenger over the bulk passengers who
travel on Sunday afternoon?
Mr Armitt: If they are privileging anyone, it is the
ordinary person who goes to work in London or any
of the major suburbs as a commuter. Those are not
privileged passengers; they are ordinary people
wanting to go to work. Themajority of people on the
trains are not in first class seats; the first class
carriages form a small part of commuter trains. We
are talking about ordinary people going to work,
who—taking up your point—have to pay what for
them is a significant cost. With respect, you can buy
amotor car for £4,000, but you are not going to drive
it into London and park it and pay all the other
associated charges and get change out of what it
costs to go by train. You go by train because it is the
most eVective way to go to London and many other
major conurbations. It is the cheapest way, unless
you are going to cycle or walk.
The weekend possessions are a major issue for
weekend travellers; I accept that and I fully
understand why people get frustrated when the
service is less punctual. The punctuality of weekend
services is normally among the highest of the week—
typically on Monday morning I am looking at 90%.
punctuality on the service that we have run. People
would undoubtedly like to see a greater service; as
we have said, we recognise that that is one the big
challenges for the railway. It is going to take several
years of work by ourselves, the train operators, our
contractors and everyone else to ensure that we get
the absolute maximum eYciency out of weekend
possessions. We will consider mid-week possessions
and do the best that we can to optimise weekend
possessions.
Our review of our possession and engineering
activity is total, and the regulator is on our back
every week to see what improvements we are
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delivering and how we are going to deliver them.
That is a big issue for the industry and I hope that
the Committee will take heart from the fact that the
industry recognises that and is determined to do
something about it.
Chairman: That is a very long answer.
Helen Goodman: Thank you very much.

Q168 Chairman:Lastly,Mr Baker, I want you to do
me a note, if you will. Your answer to me was
disingenuous. I would like you to do a study for us;
if the average member of the public turns up to a
railway terminus before 9.30 am, on what
proportion of occasions does he get oVered
reductions on standard tickets? I suspect that if he or
she turns up before 9.30 am at the average London
terminus, more often than not—indeed, on all
occasions, as far as I am aware—he or she has to pay
the standard ticket price. Can you do that for us—a
study around the country? The purport of what you
are trying to tell us is that there are all these deals, so
therefore we do not have to pay the standard ticket
prices. I suspect that if you turn up at a London
terminus and ask to go somewhere else in the
country before 9.30 am, on virtually every occasion
you will pay the full fare.7

Mr Baker: Can I just ask a question? Are you
referring to suburban journeys fromLondon termini
or long distance inter-city journeys?

Q169 Chairman: Let’s do it on both. Let us have a
note on both.
Mr Baker: Fine. They will be diVerent.

Q170 Chairman: Thank you very much. Lastly, Mr
Armitt, you were asked by Mr Bacon about
paragraph 2.13, which states that 8% of programme
spend was on programme and project management,

7 Ev 26

Memorandum submitted by the Department for Transport

Paragraph 2.16 of the NAO Report considers the emerging costs of the West Coast Programme and the
associated West Coast Regional Renewals.

The funding for the Programme set by the ORR in the 2003 Access Charges Review covered the renewals
and enhancements which were to be undertaken through the project on the line for the period between April
2004 and March 2009 In addition, there was an assumed expenditure for regular renewals on the line over
the same period.

In the Access Charges review, the ORR recognised that these two funding allowances could not, in
practice, be easily separated and that Network Rail would be monitored on its achievement of the total
route spend.

including 1,000 of your own staV and 5,000
contractors. I believe that you said that there has
been some reduction in that. Your own salary,
bonuses and benefits for 2005–06 totalled £1million.
Are we, the taxpayers, spending too much on your
staV in general and too much on you in particular?
Mr Armitt: I think that you asked me the same
question, or a very similar one, last time I was here.
Mr Bacon: It was £456,000 then.

Q171 Chairman: You are now earning four times
more than the Secretary to the Cabinet, so are you
worth it, Mr Armitt?
Mr Armitt: In the markets within which we
operate—myself and the Cabinet Secretary—the I
hope that we are both getting the market rate for the
job. Whether we are worth it is for others to decide.
I hope that I am providing a good service to the
railway through the job that I do.

Q172 Chairman: We have been talking about the
west coast main line. In 2005–06 you had an annual
bonus of £240,000 and a performance bonus of
£112,000. Was any of that to do with improvements
on the west coast main line or things that we have
been talking about here?
Mr Armitt: Not significantly. The bonus system in
Network Rail is based on the overall cost eYciency
of the business across the whole network, and the
west coast is clearly part of that, but it is about all
the renewals activities and their eYciency across the
whole network. It is based on the delays that occur
on the railway and the condition in which we
maintain the infrastructure. It is an attempt to get a
balance to ensure that we do not veer too much
towards cutting costs and therefore the
infrastructure getting into a worse condition, or
focus only on performance to the detriment of other
issues. It is about trying to get a balance.
Chairman: Thank you, Mr Armitt. Thank you,
gentlemen. That concludes our hearing.
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The current forecast spends for the five year period against the funding allowance is set out below.

April 2004 - March 2009 West Coast Costs (£m) - 2005/06 Prices

3055
WCRM Project

3352 
WCRM Project

1025
WCRM 

Regional Renewals

635
WCRM 

Regional 
Renewals

Forecast Spend (as at Dec 06)

ORR Access Charges Review
TOTAL

4080

TOTAL
3987

Paragraph 2.23 of the NAO Report refers to negotiations taking place in 2006 between DfT and Virgin
Rail Group to re-establish a West Coast franchise on a more conventional footing.

In December, these negotiations were concluded and a new franchise basis agreed. This agreement is
explained in the following statements made on 13 December.

Statement to Parliament: Rail Franchise Agreement on the West Coast Mainline

The Secretary of State for Transport (Mr Douglas Alexander): I am today announcing the reinstatement
of a franchise agreement with Virgin Rail Group to operate Intercity services on the West Coast Mainline.
The Train Operating Company running services on the route will continue to be Virgin West Coast.

The original franchise agreement with Virgin Rail Group provided for the operation of services between
Scotland, the North West, Midlands to London Euston between 1997 and 2012.

The agreement was predicated on the assumption that Railtrack would deliver their contractual
commitments outlined in the West Coast Mainline Route Modernisation programme by 2005. In response
to Railtrack’s failure to deliver the agreed terms of the modernisation programme a “letter agreement” was
put into place with Virgin West Coast in 2002.

The letter agreement provided for the unique circumstances that prevented the franchise agreement being
implemented. It allowed the Government to secure continued passenger services whilst the modernisation
project could be rescued.

The reinstatement of the franchise agreement is the last stage in the overall programme of modernisation
of the West Coast Main Line. It puts our agreement with Virgin West Coast back on a secure contractual
footing and has allowed my Department to secure additional public value. It incentivises the operator to
reduce costs and has provided a good deal for the taxpayer and the fare payer.

The franchise agreement contractualises services improvements outlined in the West Coast Main Line
progress report published in May 2006. At the introduction of a new timetable in December 2008 there will
be a significant increase in rail services between major cities and faster journeys. Services between London
and Manchester and London and Birmingham will operate at 20 minute intervals all day.

London—Scotland journey times will be further reduced by 30 minutes, so that by 2008 the journeys
between London and Glasgow will take four and a half hours. There will be hourly services all day between
London and Liverpool, London and Preston and London and Chester.

The agreement also transfers services betweenBirmingham—Scotland currently operated byVirginCross
Country to VirginWest Coast from 11November 2007. FromDecember 2008 additional and faster services
will be put in place. The journey time will be further reduced by up to 30 minutes, giving an overall journey
time of four hours.

Further capacity enhancements are being examined across the rail network. My Department is actively
examining the needs of the passenger, the economy and the environment and will publish a High Level
Output Specification and longer term framework for the railways next summer.



Committee of Public Accounts: Evidence Ev 21

Stock Market statement

For immediate release: 07.00 13 December 2006

The Department for Transport today announced that it has reinstated the franchise agreement with
Virgin Rail Group to operate services on the West Coast Main Line.

This replaces the “Letter Agreement” that was put in place in 2002 following the failure of Railtrack to
deliver previously agreed improvements to the main line.

The Franchise Agreement announced today puts the contract on a secure financial footing and will ensure
that further benefits are delivered to passengers using the main line service from the end of 2008. These were
outlined in the Government’s progress report in May 2006 and include:

— 50% increase in frequency in London—Birmingham and London—Manchester services.

— A further 30 minutes reduction in London—Glasgow journey times, so that travelling time is
around four hours 30 minutes.

— London—Liverpool services will be 20 minutes faster than today and there with extra peak time
services.

— Hourly services all day between London—Liverpool; London—Preston and London—Chester.

— Improvement in weekend services.

The agreement also transfers services betweenBirmingham—Scotland currently operated byVirginCross
Country to Virgin West Coast from 11 November 2007. An enhanced timetable will also be put in place on
these routes from December 2008 and journey times between Birmingham and Glasgow and Edinburgh via
the West Coast line will be four hours.

Rail Minister Tom Harris said:

“The letter agreement ensured passenger services could continue whilst the West Coast Mainline
modernisation was rescued.

“Now the project is on track it makes sense to reinstate the franchise agreement. Many passengers
are already benefiting from the increase in services, improved reliability and faster journeys.

“But this provides the opportunity to put even more services in the December 2008 timetable
within the contract, and strike a better value deal for the taxpayer.”

Further capacity enhancements are being examined as part of the development of the High Level Output
Specification and longer term framework for the railways which will be announced next summer.

Notes to Editors:

1. The franchise agreement is eVective immediately with the end date of 31 March 2012.

2. Subsidy: The profile for the remaining years of the contract is:

Year 2006–07 2007–08 2008–09 2009–10 2010–11 2011–12
(part year)

REAL (£k) 72,485 274,553 294,622 243,672 205,331 172,135
Nominal (£k) 72,955 282,960 312,448 265,359 230,197 198,864

3. Services: The current timetable will remain in place until the December 2008 timetable change when
there will be an increase in services operated by VWC.

4. Fares: Fares will continue to be set in a manner consistent with current policy.

5. Performance: The re-instated franchise agreement will build upon recent improvements made in
franchise performance on theWest Coast. Target performance levels are scheduled for further improvement
over the remainder of the franchise period until 2012.

6. Rolling stock: Class 221 diesel multiple units will be deployed on the transferred Birmingham—
Scotland services with full “tilt” capability.

7. Further details are available from the DfT website http://www.dft.gov.uk/

Summary paragraph 14 and paragraph 3.6 and table 9, page 24, of themain part of theNAOReport refer
to the demand growth and the capacity available on the route following the upgrade.

As the Report recognises, the traYc growth on the route has been very strong following the 2004 service
improvements and the step change improvement in the journey times and frequencies of services on the line
is expected to generate further demand after the next key stage of the project is completed inDecember 2008.
Indeed, the current projections show a long distance passenger income forecast in 2013–14 around three
times that of the 2003–04 figure.
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Table 9 of the report shows how seating capacity will have changed over the period between 2004 and
2008. Paragraph 3.6 refers to the options to run longer trains and to operate additional services following
completion of proposed congestion relief works at StaVord.

Recent work by the Department has been undertaken to quantify the capacity which these steps would
yield and this information is set out below:

 Hourly Seating Capacity of West Coast Inter City Services to / from London Euston
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The Department and Network Rail are currently working on the appraisal of the options for capacity
enhancements at StaVord and a formal proposal is expected during January 2007 from Virgin Rail Group
for the extension of Pendolino trains from 9 to 10 or 11 cars.

Supplementary memorandum submitted by the Department for Transport

Question 91 (Mr Richard Bacon): Franchise subsidy

Contracted Payments to TOCs

Analysis of contracted subsidy payments and receipts by individual TOC

Figures in italics represent premiums received.

Historic Actual Payments to TOCs—2004–05 and 2005–06

Year
2004–05 2005–06

Franchise

Arriva Trains Wales £112m £99.7m
c2c £5.1m £"2.1m
Central Trains £156.6m £159.8m
Chiltern Railways £14m £12.1m
First Capital Connect Started Apr 2006
First Great Western Started Apr 2006
Gatwick Express £"18.3m £"20.4m
GNER £"67m £"68.8m
Midland Mainline £"9m £"6.3m
Northern Rail £81m £278.2m
ONE £"45m £"55.6m
Silverlink £30.1m £60m
Southern £71m £106m
TransPennine £43.5m £66.2m
Virgin Cross Country £111m £150.6m
Virgin West Coast £89.8m £92.5m

Franchises which have since been replaced
First Great Western £"34.6 £"26.5
First Great Western Link £"9.9 £"4.7
First North Western £99.5
South Eastern Trains £70.4m £60.5m
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Year
2004–05 2005–06

Franchise

South West Trains £38.6m £50.7m
Thameslink £"49.7m £"53.4m
WAGN £0.5m £6.5m
Wessex Trains £56m £57.1m
Arriva Trains Northern £112m
Island Line £3.2m £3.1m

Notes
Historic data shows actual subsidy and premiums paid and received from
TOCs that are franchised by the DfT/SRA as set out in National Rail
Trends.
There are no figures for the Scotrail Franchise as this is the responsibility
of the Scottish Executive.
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Annex A
Franchises current as at 28 February 2007
Schedule of Premia/Subsidy

Franchise
Agreement Price

TOC name Commencement Base 2006–07 2007–08 2008–09 2009–10 2010–11 2011–12 2012–13 2013–14 2014–15 2015–16 2016–17 2017–18 2018–19 2019–20 2020–21 2021–22

Arriva Trains 08/12/2003 2003–04 2,927,000 2,927,000 2,927,000 2,927,000 2,927,000 2,927,000 2,927,000 2,927,000 2,927,000 2,927,000 2,927,000 2,927,000 2,927,000
Wales
c2c Rail 26/05/1996 Feb 1996 14,470,000 13,584,000 12,751,000 11,970,000 11,236,000
Central Trains 02/03/1997 Mar 2006 207,335,084 126,807,192
Chiltern 03/03/2002 2002 13,915,813 9,145,527 2,975,639 "320,116 "2,653,913 "4,559,466 "6,532,075 "8,705,725 "11,627,678 "14,977,586 "18,139,357 "21,142,988 "24,377,899 "27,716,185"30,926,556"29,559,997
Railways
First Capital 01/04/2006 Nov 2005 "15,131,034 "45,770,618 "66,509,871 "81,662,388"103,300,957"127,176,667"150,617,555"179,212,905"205,925,246"127,671,772
Connect
First Great 01/04/2006 Nov 2005 97,386,000 46,674,000 14,538,000 "20,163,000"111,016,000"168,296,000"233,277,000"302,151,000"363,855,000"427,726,000
Western
Gatwick Express 28/04/1996 Feb 1996 "16,368,000 "17,884,000 "19,412,000 "21,026,000 "22,645,000
GNER 01/05/2005 N/A
Island Line 13/10/1996 Feb 2003 2,382,592
Midland Main 28/04/1996 N/A 0 0
Line
Northern Rail 12/12/2004 Mar 2004 340,119,012 325,475,270 333,903,518 332,320,182 330,686,336 328,794,987 327,349,051 326,309,067
ONE Railway 01/04/2004 Nov 2003 "49,355,020 "60,938,854 "75,601,999 "82,462,560 "90,035,790 "97,147,993"105,980,259"115,962,772
Silverlink 02/03/1997 current 87,786,000 55,260,000

prices
South Eastern 01/04/2006 Feb 2005 139,942,904 114,117,319 100,273,000 126,058,406 107,665,918 65,177,466 24,672,519 "9,310,498
South West 04/02/1996 Dec 2002 144,729,977
Trains (OLD)
South West 04/02/2007 Jan 2006 16,914,000 74,797,000 28,033,000 "36,337,000 "80,694,000"132,890,000"191,202,000"241,737,000"286,596,000"334,502,000"323,420,000
Trains (NEW)
Southern Trains 26/05/1996 Dec 2001 99,289,456 91,229,382 80,837,293 57,282,000
TransPennine 01/02/2004 Apr 2001 102,496,911 96,937,716 93,478,849 91,786,054 90,271,015 74,300,734
Express
Virgin Cross 05/01/1997 N/A 0
Country
Virgin West 09/03/1997 Mar 2006 72,485,000 274,554,000 294,622,000 243,672,000 205,331,000 172,135,000
Coast

All amounts are in REAL terms. The analysis relates to basic payments and excludes any potential adjustments such as 18.1, benefit share etc.
Payments to PTEs in respect of Centro and Northern are not included in this table.

ATW Payments 06–07 onwards are DfT’s commitment only. The Welsh Assembly Government now funds the bulk of this franchise.
Central Trains The 2007–08 figure is for eight periods, 11 November 2007. It will then be refranchised.
Chiltern The subsidy profile for this TOC is calculated on a calendar year basis. Therefore the amounts shown in above for 2006–07 are for the calendar year ended 31 December 2006.
GNER Now on a management contract. The terms of the contract are flexible and the outcomes are expected to be variable.
Island Line Merged into South West Trains on 4/2/2007.
Midland Main Line No franchise payment, this contract stipulates a benefit share which is calculated annually.
Northern Rail Figures reflect the change in subsidy profile following service specification changes. However, they exclude any adjustments that will be necessary to reflect the recently agreed Leeds to Nottingham service. 2013–14 is based on a full year. However,

contract can be terminated partway through the year.
Silverlink Franchise is subject to an annual negotiation. Figures shown reflect the outcome of the most recent extension which runs to 11 November 2007.
South West Trains (OLD) SWT was extended on a single tender negotiation basis in 2003, hence cost base is 2002.
South West Trains (NEW) SSWT was commenced 4 February 2007 and includes Island Line.
TPE Figures reflect the change in subsidy profile following service specification changes excluding the recently agreed Scottish services which will commence in December 2007.
Virgin Cross Country Service is operated under a letter agreement which is negotiated annually.
Virgin West Coast 2006–07 figures represent contracted subsidy from 10 December 2006. Prior to that the franchise was operated under a letter agreement.
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Question 144 (Mr Richard Bacon):Withdrawing a franchise

The conditions under which a franchise could be terminated before its natural expiry date

The Secretary of State would consider any proposed termination on its merits to decide whether this was
the best way of protecting the interests of passengers and taxpayers. The events which could trigger a
consideration of that sort are:

— Insolvency

— Change of control without prior consent

— Revocation of any licence

— Breach of law

— Breach of passenger service requirement

— Non-membership on inter-operator schemes

— Ceasing to provide passenger services

— Issues with performance bonds, season ticket bonds or guarantees

— Termination of key contracts without prior approval

— Non-compliance with enforcement rules

— Termination of a franchise agreement as a result of an event of default in a separate franchise
agreement where they are a Franchisee or an AYliate

— Breach of other franchise obligations.

Question 168 (Mr Edward Leigh): Train fare disparities

The table below shows the cheapest available “walk up” tickets before and after 09:30 as at 31 January
2007. It also shows the savings that can be had by booking in advance (for some journeys as late as 18:00
the day before travel) and the price of the most expensive ticket for each journey. As can be seen the price
paid before 09:30 is cheaper than the most expensive ticket on 21 out of the 33 routes surveyed for “walk
up” fares. Booking oYce staV are instructed to oVer the lowest price ticket available for the journey that the
passenger intends to make. The prices were checked by a number of visits to booking oYces at the stations
concerned to confirm that staV were complying with this instruction.



Ev 26 Committee of Public Accounts: Evidence



Committee of Public Accounts: Evidence Ev 27

Supplementary memorandum submitted by Network Rail

Question 38 (Dr John Pugh): Expansion of Liverpool port

Atmy appearance before the Public Accounts Committee you askedme about the expansion of Liverpool
port and the benefits of enhanced rail links to cater for freight traYc and I undertook to provide a more
detailed response to you on our views.

As you may be aware, the Freight Route Utilisation Strategy (RUS) has recently been published. Led by
Network Rail on behalf of the rail industry and wider stakeholders, the Freight RUS sets out the likely
demand to transport freight by rail in the next ten years and identifies what may need to be done to
accommodate this demand.

The RUS forecasts a growth of between 25%–30% (on 2004–05 figures) by 2014–15 in train numbers on
the port branch. These figures were produced by the Freight Operating Companies (FOCs) and the Rail
Freight Group which represents a wide range of freight customers.

Liverpool Port are also forecasting a capacity increase of 600,000 TEU (20 foot Equivalent Unit), a
standard industry measure of intermodal containers). This development could drive further growth.

The Port’s response to the RUS consultation process identified two schemes as being particularly
beneficial to them; the reinstatement of the Olive Mount Chord and the gauge clearance from the port to
the West Coast Main Line (WCML) to take W10 containers. The reinstatement of the Olive Mount Chord
would allow quicker and easier access to theWCML for freight from Liverpool and the work onW10 gauge
clearance will allow the larger 9*–6+ deep sea containers to be transported by undertakingwork on structures
such as bridges to accommodate their width and height.

Both of these schemes were recommended by the RUS for further development and are being progressed
presently under a short listed Transport Innovation Fund -Productivity scheme to timescales that fit well
with the Port’s development.

Printed in the United Kingdom by The Stationery OYce Limited
6/2007 363916 19585




