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Executive Summary

Objective of the Report

The report provides an analysis of the current practices with multi-annuedaten
(MACs) for railway maintenance financing in the European Union plusz&rsand and
Norway. The advantages and disadvantages of existing maintenaremeniebetween
the State and the rail infrastructure manager (IM) were analysmayh desk research,
questionnaires and interviews. A conceptual framework for MACs has bedopbslje
including guidelines and a road map for implementation.

Problem Analysis

The problem, from a financial perspective, relates to the existencanbyf flactuations in
the income and expenditures of the IM. The influence of the IM on its incomedibm
access charges and State contribution is limited. In case a fingagiatcurs, the IM is
forced to delay planned maintenance actions, in particular renewals.

If the institutional perspective is chosen, problems have occurredrefterstructuring of
the rail sector. The State and the IM had to create a new mechaniseptheds internal
railway rebalancing and rescheduling in case of budget cuts. The IM expesdi
nowadays have to be related to access charges, capacity managemenSaae thudget,
which requires to a certain extent reinventing network planning. The quegtiether a
multi annual agreement of any format will appear seems to be dependant ontrastual
and understanding, the Government’s ambition regarding rail transport divchtiezal
position of the Government.

Typically the main problems related to rail maintenance finance are grosipatbws:

- Lack of understanding of the relationship between network usage and maietenanc
costs. Several IMs reported that their knowledge on the relation retaitasage,
wear and tear, maintenance needs and consequent costs is not optimalrd fseitefod
utmost importance to create common and better understanding of these relations.
Lack of entrepreneurial freedom for the IM. It has been noted that the ikisrad
by the uncertainty on the availability of funding and the uncertainty on theservi
requirements. In particular as the IM is not at liberty to influenceyrsagnificant
manner either the level of income or the services to be deliveredsTaéned in his
perception not in a transparent manner and consequently limits hisrenéepal
freedom.

Lack of a long-term shared vision and interest for railway mainten@mancing. It is
clear that conflicting interests exist between the IM and the Siia¢elM would like to
have long-term financial commitment for its business planning and thee(Stiamistry
of Finance) is not willing to commit money for more than one year. The dialogue
between the actors (Ministry of Transport, Ministry of Finance and IMhgoing,
however a joint approach towards railway maintenance financekiadga



Concept of Partnering

In other types of infrastructure, partnerships have proven be an efficianttmenplement
infrastructure projects. However, in the rail sector theicglahip between the parties has
traditionally not had the advantages of a successful partnership. In mieyioterviews
undertaken, different agenda’s became visible for the GovernmenteatM.tBesides,
openness is not always provided, many times due to lack of systems to suppstafure
asset management or due to lack of trust between the parties involved.

Partnerships for railway maintenance should focus on developing a&nsioe strategy
and a maintenance planning. These should be based on:
State or regional policy regarding passenger transport and PubliceS@bligations
(PSOs).
A shared view on freight transport market and the function of the raibrietw this
market.
State (and eventual regional) access charging policy.

The scope of activities that are subject of the partnership will be:
Development of a rail policy — function of rail in national transportestya
Rail utilisation strategy: size, scope and maximum utilisation ofiétvork.
Enhancement planning (as required in case of congestion).
Prioritizing of the elements of the network in terms of transporttimc
Maintenance planning and strategy.
Budget conditions development (access charge setting and subsidy conditions
Business planning according to EU regulations and multi annual planning and
budgeting rules.

The following guidelines have been identified:



Guidelines Partnerships

Upon entering a formal or informal working arrangement or
agreement, further referred to hereafter as partnership, betweethe
MoT or its equivalent and the IM clearly define in an open and
transparent manner and mutually agreed upon:

Objectives of the agreement

Roles, responsibilities and decision rights

Period

Activities included and their unambiguous definitions

Design a contractual mechanism, institutional setting and regulatory
framework to ensure efficient and effective management of &
partnership.

Develop a long term business plan to meet the objectives of the
partnerships taken into account the applicable objectives of the
respective transport policy and estimate the necessary financial
resources accordingly.

Design a finance plan to fund the estimated expenditures anddgop
mutually agreed plan of action in case of shortfall of funds.

Take into account country specific circumstances and agree on a road
map to implementation of the partnership.

Institutional and Regulatory Framework
In the EU countries, the main stakeholders related to infrastructure emagiaigare:
The State, represented by the Ministry of Transport (MoT)
The Infrastructure Manager (IM)
Regulating Bodies (RB)
Train Operating Companies (TOCSs)

In general the institutional setting does not differ significantipiag the Members States
with the exception of the position of the RB, either independent or under thellanabr
the MoT.

In order to be able to have sustainable multi annual partnerships betw&énthed the
IM, it is necessary that the partnership is monitored and that in case dédispitration
takes place. In order to avoid conflicts of interest it is to be recommendeddba
functions are executed by an independent third body. It is recommended that this
responsibility lies with the RBidependentlyrom the State (in particular from the MoT).

In most countries, the IM holds a monopoly. Therefore, a regulatory framewerkuised.
A regulatory framework can be defined as the rules of the market. Thpeaur



Commission recognises the need for a regulatory framework in order éosmakthe rail
infrastructure market is competitive. Therefore a number of Dirschave been adopted
(Directive 91/440/EC, 2001/12/EC and 2001/14/EC).

The following guidelines have been identified:

Guidelines Institutional and Regulatory Framework

Define an institutional setting with clear roles and responsiltities for
all stakeholders involved.

Ensure that the Regulator has adequate independency and
competences for an unbiased review of access charges.

Ensure that arrangement between MoT and IM is independently
monitored and independently arbitrated in case of disputes.

Government Policy

In general, Governments develop long term transport infrastructure plafsy&ars).
These policy plans combine all modes of transport and also include istrditeiges of the
Government with regards to financial support. The strategic choieedsa reflected in the
level of access charges that are acceptable to the Government. Tien@miss policy is
an essential reference for the business planning of the IMs. Twaaiglate possible:
either the State is planning to cut budgets substantially or the Stelte the rail sector as
a valuable service for passengers and freight and intends to priorgideef to sustain the
present rail system.

In the latter case, it is likely that a public transport and framgimsport strategy developed
by the MoT exists. This provides a good basis for agreements betwedhahd the
State.

Budget cuts for the rail sector suggest ongoing discussions on the size dfibik e
level of subsidy for loss-making services (PSO) and costs foalihiafrastructure. In this

case, the basis for multi-annual financing agreements is not stable.

The following guidelines have been identified:



Guidelines Government Policy

Formulate the rail product to be realised in the long term in termsof
frequencies, size of the network, stations etc.

Agree on the level of access charges on a multi-annual basis (5 year
period) in order to estimate the total revenue generated by thid/.

Agree on existence and size of Maintenance backlog and a strategy to
eliminate the backlog (e.g. through a separate programme).

Long term Business Planning

In order to make the partnership between the State and the IM successtdsiritial to

understand IM’s multi-annual business planning process. The “building bloc&shaolti-

annual business planning are:
Market forecast (10 year period). It is important that the IM agpseh market forecast
for the number of trains in the network in order to calculate costs flordadly
maintenance and longer terms renewals and calculates the possible frmonaccess
charges. The market forecast should be developed based on the rail policy.
Tariff and revenue plan (5 year period). The total income frork lacess charges is
not only depending on the level of traffic, but also on the level of the chEingdrack
access charges should be based on the principles as laid down in Directive EIQ1/14/
Plan for changes in network (5 year period). Plan for changes in netweykrss,
stations and yards. In order to develop such a plan, the IM depends on the (rail)
transport policy. Therefore a close coordination between IM and MoT dedee
Long term global renewal and modernisation plan (>10 year period). Although the
typical multi-annual business plans covers a period of 5 to 10 years, iessagcto
take a longer period into account for renewal.
Renewal and modernisation plan (5 year period). The long term renewal and
modernisation plans are to be transferred into the 5 year business partipeugh
prioritisation. The prioritisation process needs to be developed inabosdination
between the IM and the MoT.

The following guidelines have been identified:



Guidelines Long term Business Planning

Develop a market forecast for the number of trains in the netwdcin
order to calculate costs for daily maintenance.

Develop a short-term (5 year period) and long term renewal and
modernisation plan (>10 year period) based on the market forecast
and the present State of the infrastructure as laid down in the ast
register.

Develop a maintenance scheme taken into account the market
structure (passengers or freight dominant, existence of PSéntracts
etc.).

Agree on procedures for changing the network and how to deal with
consequent impact on performance and required resources.

Finance Plan

It has become clear that one of the key barriers to MACs for railwayenance contracts

is the apparent inability of the Government to commit budget resources forhanrene

year as has been stated by most of the interviewees. Severalrsolug possible for this

problem depending on the State finance planning system and tradition in dailgfun

. Separate investment programmes, renewal programmes and operatiorshanaiat
funding. In case of budget problems the State can decide in which part it will cut
reduce the investment programmes or decided to postpone investment projbets fo
benefit of financing a backlog recovery programme.
In some MACs a bandwidth is available to cope with short term State budget
fluctuations. There is a minimum budget for which the IM can trust that ihafilbe
affected by political decisions; in most cases this budget represatitannual
obligations between the IM and his maintenance providers. There is also a budget
margin that contains maintenance elements that still can be shiftestbeduled. This
can be used as a buffer against political uncertainties.
In the Swiss system the renewal work is capitalized, the Stategraysgreciation and
new works are financed from operational cash flow. This gives the IMekiifity
required for life cycle asset management and reduces effectetofdfiion in the State
budget on the IM’s business.
Other examples of equalisation mechanisms can be used that partial uncoGpdeethe
budget fluctuations from multi annual planning for IM maintenance: i) intbesk
does not have debts and has a positive equity poséioporarydifferences between
the available budget and the planned budget could be financed using the IMjs equit
whereas this should not lead to creating debt and ii) an equalisation furettiets
money dependant on tonne-kilometres on the network and is used to pay for ienewal
the year that gives optimum life cycle costs.

Furthermore, as entrepreneur the IM should have the authority to undertakeauxilia
business activities to increase its revenues. These extieeseran be station services,



loading and unloading facilities, etc. another option is to provide a tmafifianation

system against payment. In general this will deliver limitedrnme compared to
maintenance and renewal costs. Some IMs own land which could be sold, developed or
otherwise be used to generate income.

The following guidelines have been derived:

Guidelines Finance Plan
Enable multi-annual budget commitments.
Enable the IM to act as an entrepreneur.
Consider the possibilities of off-budget financing.

Match income and expenditures on the long term and not the short
term.

Optimise absorption of EU grants.

Monitoring the Partnership

In order for a multi annual partnership agreement to be effectively edetutecontract
needs to operate with other mechanisms to make sure all partianisbatheir contractual
obligations. Contracts can be enforced by using for instance incentivenisgotand/or
penalty mechanisms based on pre-defined quality criteria. In a good cohgact, t
monitoring of the performance of both parties is done through independent nmgpitori

Contracts are enforced by creating penalties if contractual obligadre not met. On the
other hand, a more positive incentive mechanism can stimulate the ptotoptisnize the
results of their actions under the contract. In order to be able to ettfercentract, it is
important that quality criteria are set.

No uniform quality criteria for the rail infrastructure are used inBbleat this stage.

Quality criteria range from number or duration of speed restrictions, feity $a capacity

of the network. The lessons learned from the UK, Dutch and Swiss expesdhatfor a

start only a few indicators should be used that were also used in the gtdtederailway.

It is recommended to use the following start up set:
Punctuality indicatorghat are relevant for the relation between the IM, the TOCs and
the State regarding passenger service performance.
A cost indicatorlike maintenance cost per train km and line km. Such indicators are
relevant for the relation between the State and the IM on how the asdilabk are
used
Presence of temporary speed restrictions and their duraBach an indicator is
relevant to measure maintenance backlog, effective organisationlbf'the
maintenance schemes and prioritising of repair actions.



As most railways have registration of safety incidents it is usaatiple to define
somesafety indicators

The difficulty with quality criteria for IMs is that criteria can gridle measured if
information is available. The information has to be provided by the hdréfore, it will in
some countries be difficult to impose criteria on the short term asgbieae information
systems are not in place. It is however recommended to already agrpedhie,S
Measurable, Acceptable, Realistic and Timed (SMART) qualiteréaito be used in future
contracts, in order for the IM to work towards being able to provide the iafmm
needed.

Incentives can be imposed by the nature of a contract (meeting qualit\arotecan be
arranged in an incentive mechanism.

Input or cost based incentives

Output or Performance incentives

Personalized incentives and penalties

Incentives and penalties outside the multi annual partnership: who delays pay

An independent monitoring body is essential. This body can also act asig déesolving
entity between the MoT and the IM. In case an independent Regulatory Baxtyyalre
exists, this RB could be considered for the monitoring and arbitratipansibilities with
regards to the partnership. If this is not the case, another indepbodgrshall be
attracted. This body shall be duly qualified to monitor the IM performancet tsan
arbiter and to fulfil a proactive role.

The following guidelines have been derived:

Guidelines Monitoring the Partnership

Agree Quality Criteria that are Specific, Measurable, Achievable,
Relevant and Time-framed (SMART).

In case no information system is in place, Quality Criteria neetb be
simple. To start with, only a few indicators should be used thatvere
also used in the old integrated railway (e.g. punctuality, maintenance
cost per km, presence of temporary speed restrictions, safety)

Provide incentives to the Infrastructure Manager to optimise
performance in a cost-efficient manner.

Assign an independent monitoring body with the authority to requst
all information required.

Assign an independent monitor or arbitrator or any authority to
conclude on any disputes.




Evaluation and Termination

After the contract period, a multi-annual partnership should be evaladesiibsequently
strategic plans for the future shall be decided upon. It should be notedrthiaatang the
partnership does not mean the State can attract another IM. This depsnaols flaé
Concession contracts between the State and the IM and on the ownership of the
infrastructure. When the IM owns the rail infrastructure, the pidigis of the State to
terminate the partnership as a consequence of under performance are Gméted the
possibilities, in case only one IM is managing the rail infrastructure res-assign part of
the network to another IM.

In the evaluation of the partnership, the following questions need to be atiswere
Was the partnership effective (were the objectives met)?
Did the partnership work (was there sufficient trust, openness amngimut
understanding)?
Does the partnership still deal with relevant issues?
Is a partnership still required?
How to proceed in future?

The guidelines formulated in this respect are:

Guidelines Evaluation and Termination

The ownership of the infrastructure should ideally be in hands fathe
State.

Make sure the concession contract includes termination claes.

The termination clauses in the partnership agreement should be iime
with those in the concession contract.

Consider splitting the network into sections allowing a concession
contract for each section — consider the advantages of economies of
scale vs. a free market system.

Road map for Implementation
Not every EU Member State is in the same position when it comes to 8ibiltges for
implementing multi-annual agreements on railway maintenance. Based omdaugd we
have identified three main groups:

Group A: Principles acknowledged

Group B: Transition phase

Group C: No multi-annual focus

The road map clearly differs per group:

Forgroup A the following items are important to take the next step in the process
Network development plan and its financing arrangements



Output requirements regarding passenger and freight services mgchuliink between
IM performance and PSO concession agreements

Various arrangements used in other countries to enable life cyclgemaeat or not
(e.g. through an agreement on a bandwidth to cope with short term State budget
fluctuations or partial uncoupling of the State budget fluctuations from amrtal
planning)

Adjustment mechanisms that will be used from year on year for the funding
compartments (new investment, modernisation, renewals and operationtmaace)

The above should lead to an agreement in which perhaps not all wishes from tee IM a
honoured but at least there is a complete and agreed plan including adjustoet @s.
Probably, after a few years of experience in implementation of the MA@| iteed to be
enhanced based on undesired (side) effects.

Countries ingroup Bshould base their next step on the answers to the following questions:
. Could the Government experiences with multi-annual agreements and budgéiimg in t

public domain (e.g. other sectors) be used?

Is there a PSO passenger system, which could be linked with the plannérg ef/st

the IM, either in place or in preparation?

Do maintenance backlog(s) exist (and do the State and the IM agree whesleer t

exist) and is a solution for elimination of backlog(s) available?

Is a freight transport policy available which provides output indisao be used in the

IM business plan?

Is the level of access charges set on the basis of the IM business plainthidin a

relation between the business plan and the access charges has to bedlevelope

eventually via a subsidy provision.

Is the separation between investment in new infrastructure and sulbsidiesewal

and maintenance transparent?

Is an agreement between the State and the IM reached on the following:aspect
Ownership and responsibility for stations, yards, non operational assets etc
Scope of the IM responsibilities for crossings with waterways arasroa
Staff planning and /or outsourcing strategy. For the period covered by a MAC it
must be clear what the State expects from the IM and what the IM expects to
achieve.

The above issues should be settled in a way that enables translation otamngilStalicy
into a business plan and maintenance plan before a MAC can be achieved.

The first step for countries group Cis to start the multi-annual business planning process
from the IM perspective and to start policy development from the perspettive MoT.
During that process questions regarding legal aspects, stragpgitsetc. will emerge that
are mentioned in previous sections of the report. This gives the opppttugradually
develop the rules for the IM’s planning system and for the MoT to develop eddigyents

for all questions to be faced in future. The target for this firgestan not be a fully

fledged MAC but probably to arrive in group B.

For all steps and issues mentioned, the State and the IM can learn froieresepier other
countries with these issues. Probably it is most helpful to receiveeddom countries

10



with a comparable size and network characteristic regarding mix afngassand freight
traffic.

Concluding remarks

The road map for implementation shows that no one size fits all recipaifiianmual
agreements between the State and the IM exists. Starting positiogsivebjand
strategies will differ per Member State and therefore also thmalpsiolution to be reached
when rail maintenance is concerned.

However, one has to conclude that in a lot of cases the planning mechandomntract
agreements can substantially be improved, and these guidelines providéndonpiation
which track might be the promising one for achieving these objectives.

Nevertheless, one needs to acknowledge that in the end the levelstferts in the rail
network on capital work and maintenance remaipsliéical choice It would already be a
step ahead if improved planning mechanisms could be reached, in order to rankéate
the consequences are of different maintenance budgets on the quality andhazaiof t
network.
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1 Introduction

1.1 Background

The European railway sector has expressed the desire for multi-annmattobetween
Governments and Infrastructure Managers (IM) on the subject of raihfvagtructure
maintenance. This desire is motivated by the current uncertainty tevéhef funding and
consequent impact on the efficiency and effectiveness of the maintgrragcam.

Currently costs recovery ratios of European infrastructure maneggrbetween 20% and
1009 This means that State contributions are indispensable for the functionivegrefl
infrastructure. Undoubtedly, the level of State contributions has @acinon the level of
rail access charges, which comprise up to 40% of the total rail productitsnaf the
operator. Thus, significant changes in the level or structure ofehaayld cause
disruptions of the railway market, leading to undesirable price incegmbloss of market
share.

The State contribution to the railway sector, meant to cover the if@hgap, tend to
fluctuate on a yearly basis in the Member States. The insecure outobnegmtiations on
the annual State budget leads to uncertainty regarding the level of furding, a
consequently the level of works needed to maintain the railways to dipeedguality
standard.

The EU railway IMs are, according to Directive 2001/12/EC article 7.4gexblio draw up
a business plan including investment and financial programmes. This plath shsure
optimal and efficient use and development of the infrastructure incladimgncial
balance and means. However, in light of the yearly fluctuations in Statéations,
stakeholders identified multi-annual contracts (MAC) for rail maemer financing
between the IM and the State as an important to@nhance predictability and continuity
to the rail market.

Moreover, Directive 2001/14/EC articles 6.2 and 6.3, puts an obligation to Metales S
to either conclude MACs between the competent authority and the IMaketodgulatory
measures to ensure that rail infrastructure services aralptbriore efficiently.

! See “Railway reform and Charges for the use of infrastructure™, CEMT/CM(2005)6
2 This has been raised during a workshop on rail access charges on 8 June 2005 in Brussels
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1.2 Objective of the report

Given the above mentioned background, a study has been conducted aimed at analysing the
current practices with MACs. The advantages and disadvantages of exiatirignance
agreements between the State and the IM were subject of study. Itrhatbéncluded the
development of a conceptual framework for these contracts, evenaazaliyg to

guidelines for sustainable partnerships.

The objective of this report is defined as follows:

To develop a conceptual approach to contracts between the State and ralil infrastructure managers,
assess the advantages and disadvantages of such a concept and to make proposals for a best practice

guide to the design of such contracts.

1.3 Definition of maintenance

The term “maintenance” in the context of this study relates to two tyagieties:
The daily maintenance of tracks, switches, signalling systems and ceossing
The renewal of tracks and superstructures (modernisation and upgrading ¥e achie
cost reduction)

The cost recovery of investments in completely new rail infrastruisturet part of the
analysis, neither is the maintenance related to new infrasteuctur

1.4 Study approach

Problem analysis

The study started with a problem analysis. The apparent “need to enhanealittalpitity
and continuity to the rail market” has been studied using desk researclorqeesgs to
key stakeholders and follow-up interviews. The analysis includes sssass# of current
practices and focused on the role of different stakeholders.

Questionnaires

The questionnaires were developed in parallel with the problem analysisioQu&ises
have been drafted which have been sent to all IMs, Ministries of Trarfsfmr,
Ministries of Finance (MoF) and Regulatory Bodies (RBs) in the EU25 phoswdy and
Switzerland. The questionnaires that have been used are provided in Annex A.

The response rates were satisfactory; 52% for IMs and MoTs, 20% foiotffe and 48%
for the RBs. The small number of responses from the MoFs, might have lbised bg the

fact that no contact persons were known who deal with rail transport.

Surprisingly, already five of the respondents (UK, Poland, Belgium, ItelySavitzerland)
indicated that they do have a multi-annual contract for rail maintenanceifigan place.

13



1.5

The period covered in the UK is 5 years, Poland 3 years (to be signed fj Bedgium 3,
Italy 5 and Switzerland 4 years. In Portugal a multi-annual contract entiyrbeing
discussed.

Based on the results of the questionnéjr@selection of 12 countries has been made for
follow-up interviews. The selection is based on the following featuresdokéts the
countries selected):
Implemented MAC or close to implementation (UK, Belgium, Italy, Ssviend,
Netherlands)
No MAC (Luxembourg, Germany, France)
Specific budgetary and Maintenance backlog problems (Hungary, Czech Republic,
Poland, Slovakia)

Interviews

The interviews took place in the period June to August 200 representatives in
Germany and Switzerland were not separately interviewed, sinbadwhe opportunity to
speak to these representatives in Bru&sels

Guidelines for sustainable partnerships in railway maintenance

The problem analysis, questionnaires and interviews provided the inpl¢ fguidelines
for sustainable partnerships in railway maintenance. It should be notdaetimadtitutional,
regulatory and financing structures in the Member States diffetasuiadly. Therefore, no
“one-size-fits-all” solution exists for solving the key problems. Thidgjines in this report
take this into account.

Life cycle approach

The (future) partnership through a (multi-annual) contract between thedltha State
regarding rail maintenance financing is characterised by threephas

Preparation

Execution

Evaluation, resulting in termination or renewal
In the preparation phase timstitutional and regulatory framework shouldfirst of all be
designed to enable multi-annual contracts. This includes amongst othassitirenent of
a regulator to authorise access charges and the assignment of an independering
body. Secondly th&overnment policy towards rail transport is an essential element. This
includes amongst others the required train frequencies, size of thelgdéwel of train

3 The agreement will concern co-financing of the rail infrastructure maintenance and renewal. The agreement will not concern
financing of investments. Up to now no contract (neither 1-year nor multi-annual) exists.

“ The results of the questionnaires have not been included in the report, since we promised to deal with the results in an anonym

way.

5 In the questionnaire the MoT in Luxembourg indicated to already have a multi-annual contract in place. However, during the
interviews it appeared they actually did not have a multi-annual contract yet. They do have a multi-annual concession for the
IM; however this does not cover multi-annual financial commitments for maintenance.

5 An additional interview took place with the European Infrastructure Managers (EIM).

" These experts were met during a workshop organised by DG TREN on 31 May on “Multi-annual contracts between States and
rail infrastructure managers”.
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1.6

access charges etc. Thirdlynalti-annual business planshould be drawn up by the IM
including amongst others a market forecast, renewal and modernisationmglan a
maintenance scheme in order to meet the Government’s service requsranzenost-
efficient manner. This business plan needs to cover an (ifitialcing plan as well. The
multi-annual business plan should be approved by the State.

During the execution phase the roles and responsibilities are clear inraglsind

mutually agreed partnership management structure. The quality ¢iteriermance
indicators, incentives and penalty mechanism have been formulated and agreedepon. T
monitoring of the contract is carried out.

The last phase consists of #aaluation of the contract (including interim evaluations),
which could either lead to re-install the contract applying lesson# iganegotiate) or
termination of the contract.

The above briefly described elements in the partnership contractditeprpvide the
framework for this report.

Structure of this report

In the next chapter (chapter 2) {h@blem analysiss described, using information
obtained through our desk research, and moreover through our questionnaires and
interviews. This section concludes with three main problems to bledafcitiowed by
some short conclusions related to the context of MACs.

In Chapter 3 theoncept of partnerings introduced as a synonym for multi-annual
contracts. As such the chapter presents the underlying principlagménng in order to
provide a framework for MACs.

In chapter 4 thénstitutional and regulatory structurdse facilitate maintenance
partnerships or MACs are addressed taken into account best practieéobavhich
guidelines have been drafted.

In the next chapters (chapter 5-9) the core elements in the partnetkvifnig the life
cycle approach are described: the Government policy on rail infrasey8&), long term
business planning (6), the finance plan (7), monitoring the partnershipd(8yaluation
and termination (9). Each chapter is introduced by the key guidelines fesfiective
subject as defined based on the analysis of best practices.

The report concludes withraad map for implementationf sustainable partnerships in

railway maintenance. This road map is structured along three nwaipsgof current
partner relations in the EU.
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Problem Analysis

Introduction

This chapter puts the (perceived) problems of IMs with respect tacfimguof railway
maintenance in a broader perspective. First of all, the context in wkitkl thperates is
further explored; especially the dependence on external financing iscées@econdly,
the current practices of railway maintenance financing are $ufjanalysis. This part
focuses on the stakeholders involved, their roles and the type of coapératityed using
the results from the questionnaires and interviews.

Based on the analysis three main problems concerning railway maintevitiee
identified.

Problem analysis from the financial perspective
Income and expenditures

The rail liberalisation in the EU implies the different actorsaadform into market-
oriented companies. This is not only the case for railway operators, sherévhlso forced
to improve their performance and act as “entrepreneurs”. Howeveiasitedonditions for
operating as commercial entities are currently not considered to beabptim

The IMs income consists of income from access charges and directupiatet §subsidy).
These income sources both tend to fluctuate on a year by year basis.|éh, paeaM
makes expenditures to maintain their network to a level of quality defindte(Btate in
order to facilitate the (private) railway operators to run theingra

In most countries, the State has concluded contracts / concessionslwil ogierators to
deliver a certain quantity of train services. The frequency of teinices has an impact on
maintenance schemes (traffic-driven renewal costs). Therefore, plagt miintenance
need on the network is determined by the rail policy or rail product thatatev&iuld

like to have.

To summarise, the income and expenditures of the IM shows fluctuations whati-a

annual period is considered. Income and expenditures do not match on an annuBhéasis.
following figure represents this:
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2.2.2

swows unto 2shunany,
PDQDJHPHQ Q
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5DLO VHFWRU PRQFI PRQH 2SHUDWRU
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PDQDJHPHOQW
PRQH\ PRQH\
FRVWYV
WLPH WLPH
WLPH
Figure 2.1: Yearly fluctuations of State support,i  ncome from access charges and costs (example case)

This figure shows, in a schematic way, the type of problem the IM fadts financial
planning. Its influence on the income is limited and in case a financial gafsabe IM is
forced to delay planned maintenance, in particular renewals. Obviouslpthiscause the
network to deteriorate and a backlog of maintenance to accumulate.

Financial gaps

The questionnaires reveal that in total 69% of the IMs declare that their maintenance budget is sufficient to
maintain a sustainable railway system, hence 31% do not have sufficient budget. Those who do not have
sufficient budget have average annual deficits varying from 10% to 89%. However, this observation does

not imply that the maintenance is organised in a cost-effective way.

The above illustrates the difficult position of the IM; for both the lefdéls income and
the level of its expenditures it is depending on the State. The maimdwtets are formed
by the railway policy and the level of rail access charges.

Railway policy

The railway policy meant here can be detailed in two important dimengitims:general
transport policy and tendency to promote rail and ii) the definition ofaihproduct in
terms of network characteristics and service levels. In countribsstedng growth and
capacity problems, development of utilisation strategies (to optimizeatitilih of existing
capacity and assets) can also be considered to be a policy constituent.

It is obvious that an effective policy to shift freight and passengemstoad to rail results
in extra rail demand. In first instance, higher demand generates higletrée&nues for
the operators. If the capacity of the trains needs to be increasedyraixtiservices and
therefore also extra income for the IM through access charges reisukndwn that the
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demand for rail services is influenced by many other factors, e.g. populaiiethgGDP
growth, etc.

More important for the IM is the policy in terms of type, size and chaistiterof the rail
network. This defines to a great extend the rail product that the'l@ige from both the
IM and the rail operators. These characteristics (e.g. minimum speeds)aasubstantial
number of countries defined on an annual basis only.

Railway policy

The questionnaires reveal that 50% of the MoTs indicated that they do have a medium (2-5 yrs) and long
term (>5 years) rail transport policy in which the "rail product" is defined in terms of network characteristics
and service levels. Examples of countries without such rail policies include Germany, the Netherlands,

United Kingdom, Belgium, Switzerland and Norway.

Moreover, in a number of countries the railway network is quite dense butlatbeete
badly maintained. The question in these countries is whether the raihdexatually
justifies the size of the network. The rail policy should provide proposatow to deal
with low traffic density lines: will these be put under public seraikgations (PSC)
contracts or do they need to be closed down?

Closure of lines
The interviews indicated that the possibility to close lines is at least discussed in several countries
including France, Germany and Hungary. It also indicated however that a procedure for closing rail lines is

not well developed in most contracts or agreements between IM and the State.

2.2.3 Rail access charges

The IM income is not only determined by freight and passenger demand, but ofaiearse
by the level of the access charges to be paid by the operators. AccorBingctive
2001/14, the infrastructure charges should cover costs that are dietatidd to the

running of the train, including accelerated renewals. It is known that thesdled

variable traffic-driven renewal costs are not always chargeat foresefitRenewal is

mostly an investment work and not included in the access charges buy diineciced

from the State budget because of the long renewal periods (> 25 year). Tdwadiepr of
renewal costs is also not included in the access charge.

8 A Public Service Obligation (PSO) refers to the offer for tender of particular public transport routes which in a free market would
not attract sufficient revenue to be viable, but would provide a socially desirable advantage. PSOs are governed by Council
Regulation (EC) No 2408/92.

o Railway reform and charges for the use of infrastructure, ECMT, 2005
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The ECMT report on “railway reform and charges for the use of infahel’ (2005)
provides a number of key differences in calculating rail access chagdting into
creating financial risks or undermining the competitiveness of raiicesr:

ECMT 2005 report, some observations
Some countries charge at levels significantly below the rational lower bound represented by marginal
costs, including renewals. It makes little sense to carry traffic that can not even pay the marginal
costs it imposes on the network in terms of wear and tear and train planning.
Some charging systems result in freight trains covering some of the costs of passenger trains in
order to push down the budget transfers required to pay for public service obligations. This is

financially unsustainable as it will destroy the competitiveness of rail freight.

The way in which the track access charges are determined diffarsysgry. One can
observe two main systems for calculation the charges: based onesbysan developed
by the IM, or based on an previously determined (“political”) charge that is updeted e
year with a percentage (e.g. in line with price inflation).

Determination of rail access charges

In Belgium, the level of the rail access charges is determined by the MoT. The current level is simply
based on the charges defined in 1998. That year marked the first year of the access charge system
whereas the initial values were based on the total financing gap for that year. In the consequent years, the

amount has been updated on the basis of yearly price inflation.

In the UK, the Office of the Rail Regulator (ORR) is responsible for setting the access charges. The
charges are set for a period of 5 years and then reviewed. Charges are incorporated in track access
agreements between the train operator and the IM (Network Rail), determining how much the train
operators have to pay to use the network operator's network. The output that Network Rail is required to
deliver is monitored and enforced by the ORR under the network license. This procedure is needed to
calculate the subsidy for the franchise. It is currently being reviewed because it has some adverse effects

on the train operating companies (TOCs) and the IM.

It is also worthwhile to note that part of the problems related to tkeédéaccess charges
and the financing of maintenance is the focus on short-term policy opticr® ishan
apparent temptation to reduce the access charges, in order to iticeceampetitiveness
of rail transport, without completely realising the budgetary consequencaessd the
overall value of the income from access charges drops, this should it=zdiffect the
level of State subsidy, since Member States are according to Dar@0did/14/EC articles
6.2 and 6.3 obliged to ensure that rail infrastructure services are provideefiiciently.

Conclusion

The previous sections illustrated that the IM is to a great degree dgpendhe State for
its income. The characteristics of the railway network, as wéetleakevel of access
charges, are in most cases beyond their control. The maintenance need (botiiyhysic
financially) is a result of these two important inputs. This is@aflg relevant where the
ability to pay charges for passenger operators depends on a public seigatoob{PSO)
subsidy from the State or a region.
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2.3

2.3.1

It is also relevant to make a distinction between passenger and fraiggport. Clearly the
impact on the network (damage) of for example a coal train is higher frassanger train.
Therefore the maintenance need (and cost) is also depending on the mix begigbén f
and passenger transport. Moreover, the access charges for fremghdlififar compared to
passenger trains.

Problem analysis from an institutional perspective
Role of stakeholders

Since the IM is greatly depending on the State, it is worthwhile to fusititail and analyse
the role of the State. In general two ministries are involved: the MoThanddaF. In all
countries, the actual commitment for subsidies is decided on by ther\btdse
cooperation with the MoT.

Central budget system
The main reason for not having multi-annual contracts yet, as expressed by the IMs and the MoFs, is the
fact that the State economic and budgetary system provides for a one year budget being proposed and

voted on in the Parliament.

In a number of countries the IM not only needs to have an agreement with the State
separate agreements with regional authorities are needed as veedlitddtion occurs
when decentralised concessions between rail operators and the region#@iesithast.

Role of regions

In Germany, France, Poland, Italy, Spain, the Netherlands, Sweden, Denmark and Austria, the regions are
in charge of decentralised concessions for rail services. If a region advocates higher frequencies or higher
speed, this has an impact on rail maintenance schemes. The total maintenance need will probably
increase and therefore the IM needs to secure more money. The higher maintenance costs due to higher

usage (marginal costs) have to be recouped through rail access charges.

The RB forms another important stakeholder for the IM. The RB meantectbe
2001/14 monitors the competition in the rail services market, especiadliation to
barriers for new entrants. Other important elements that need regudedi safety and
quality of the network. In fact, these aspects are more relevant fibf tiace these
directly interfere with the network requirements and maintenancsialesi In the UK the
monitoring of safety and quality of the network is a task of the RB establj€tfice of
the Rail Regulator - ORR). The ORR also acts as regulator for fair tiiopen the
network. In most other countries safety and quality are the respdieshili Railway
Inspectorates, acting under the responsibility of the MoT. In such casetitheal
competition authority is also the regulator for rail competition.

Evolving role of regulatory bodies?
The questionnaires showed that 64% of the RBs reported are not involved in the monitoring of the quality
of the railway infrastructure. Traditionally, the IM itself provides monitoring data. Remarkably, almost all

RBs indicated that they expect to have a future interest in i) monitoring the quality of the infrastructure and
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i) advising the State regarding financial resources needed to ensure a long-term financial sustainable rail

network. Some responses:

Slovakia
The quality of the infrastructure will be monitored in detail by the Railway Regulatory Authority as soon as
the quality is reflected in the price for using of the railway infrastructure. For the time being, the legislation

does not require such monitoring.

Italy
The monitoring of the quality of the rail infrastructure is not a duty of the Italian Regulatory Body.

Moreover, the Italian Regulatory Body does not have the competences to do monitoring.

2.3.2 Relations between stakeholders

The dependence of the IM on the State for its finance means that a gtiodskip is
essential. If the State does have limited financial resouvegiglale for the rail sector, it
proves to be hard to convince the State to allocate more money. Therecaaére@sons
recorded.

First of all, the IM is traditionally not used to take the market persgeobint of view. In
the old days, the maintenance of the rail infrastructure was pawdiyded through the
revenues from operations (integrated railways). Directive 2001/14€€d the IM to
analyse its business in more detail and indirectly obtaining more knowledgeao@and
tear costs.

Secondly, the technical knowledge within the MoT is often not enough taprav

balanced judgement on the maintenance schemes and, consequently, financing needs

proposed by the IM. The complexity of the rail system makes it difficult to staoher why
certain maintenance or renewal is needed; even the IMs aresstiinig is this respect. In
most cases there are various options like renewal or life extensioimevithsed
maintenance.

Cost knowledge

It appeared that a great number of IMs (e.g. France, the Netherlands, and UK) reported not to have a
detailed insight in their own costs. Of course a lot of technical expertise is present; however the implication
of running trains on the wear and tear is not fully understood (especially the wheel-rail interaction). The
interview carried out with EIM confirmed that IMs do not have a good insight in their costs for maintaining
the networks. Therefore, one should start with assessing the technical conditions of the network and come
up with an asset register. In the UK the IM has to develop rail utilisation strategies (RUS) to demonstrate

which maintenance programme is most appropriate for the expected or planned use of a line.

As mentioned before, the financial resources allocated to thechirsaare influenced by

thepolitically drivenbudgetary system. Often the rail sector is not one of the priority policy

sectors and if cuts in expenditures are needed the rail sector ibkelgsb be affected
first. The consequences of yearly budget fluctuations should not be undeatedtiThe
essential process of building trust between the IM and the Statklmthreatened.
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Observed consequences of budget cuts in the rail se  ctor

During the late nineties (1999) the annual State budget for rail superstructure maintenance in the
Netherlands faced a dramatic reduction of about 50%. This led to a delay of the planned renewals on
several parts of the network. The decision to choose for renewal instead of (accelerated) maintenance to
increase the lifetime appeared to be influenced on a longer term as well. In cases were budget was
available, (regional) rail network managers choose to renew parts of the infrastructure and systems earlier

than (technically) needed, thus negatively affecting cost efficiency.

In some countries, the rail sector has strong negotiation powers to Bedgegs. The
question is whether the money is spent in a cost-effective way.

Strong negotiators

The Belgium Ministry of Transport indicated that since a couple of years they do have the intention to put

better incentives in place for the IM to improve its performance. To date this has not materialised because
the IM and the old State rail operator prove to be strong negotiation parties and succeeded to secure high

levels of subsidy, without having to confirm to specific performance indicators.

2.3.3 Planning

The development of maintenance schemes is done by the IM. Ideally the IM planskis
independently from the budgetary consequences. Then the State shoulthabise
technical planning, whereas the next stage start, namely to develstinaatien of the
financial means needed.

Technical and financial planning

In Italy the ordinary technical maintenance works are planned 2 years ahead. This technical planning is
made independent of the budget available. After the technical planning is finished, the budget is estimated
by the IM (RFI) and budget negotiations take place between the Ministry of Transport and RFI. A
programme contract (Contrato di Programma) including a budget for 5 years is then agreed. Currently, the
first programme contract (2001) is about to be renewed / renegotiated. However, if political decisions need
to be made in terms of allocation of funds, the budget for the rail maintenance might be reduced. Up to
2004 RFI has always received according to the programme contract. In 2005 and 2006 it has been more

difficult to obtain the funds initially foreseen.

It appears that the match between the expected outcome of the maintenamiog plad
the achieved outcome is not always satisfactory. In some cases thedchitcome in
terms of quality of the network (delays, disruptions, speed restridtigrielower than
expected. There might be several reasons for this lower perfornigineetequate
technical and financial planning and ii) less funding available than exp@et¢he two
most important reasons.

Importance of a clearly defined rail product

The technical and financial planning of rail maintenance could benefit a lot if clear output criteria are set
regarding the type of rail product the Government would like to achieve. The Swiss situation is an
interesting example since the rail product is clearly described in terms of train frequencies, size of the

network, stations, speed etc. These are essential elements in the planning process of the IM.
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Consequences of budget cuts on the network are ofte n unclear

In general the IMs indicate that (unforeseen) budget cuts do have severe consequences on the quality of
the network. However, it is also noted that the relation between the budget and the quality of the network
is complex and IMs are not always able to provide an assessment of the consequences. In order to
increase the knowledge it is important for the IMs to have a good insight in the status of their assets (an
asset register is obligatory in e.g. UK and the Netherlands) and the relation between usage and
maintenance needs. Furthermore clear prioritisation mechanisms are often lacking, most IMs State that

safety levels are the key priority used in prioritisation.

It is obvious that the State requires the IM to maintain the infragteuat an agreed
quality level according to predefined criteria. It appears that #sept quality criteria (or
outputs) for the rail infrastructure differ substantially betwinencountries.

No uniform set of quality criteria

The questionnaires provide a wide range of quality criteria used for the rail infrastructure. Some examples

of criteria used:
Temporary speed restrictions; broken rails; track geometry measurements; signalling failures;
embankment failures and bridge condition measures
Cleanness, social safety (day and night) and accessibility of transfers; adjustment by traffic control:
irregularities in traffic control and quality of information supply at stations; amount of successful
appeals at the Regulatory Body; system safety index and work safety index; costs/trainkm and
percentage of overhead costs
Delayed trains (passenger trains more than 5 minutes, without neutralisation, freight trains more the
60 minutes) at the border for international trains and terminus for national trains; cancelled trains
(wholly or partly) due to incidents or other (maintenance,....); number of connections to the
infrastructure for freight transport (service facilities); number of temporary speed limitations.
Fatalities and injuries; productivity (unit costs)
Capacity of networks on which is needed ensure serviceability; breach of the waiting times;

necessary carrying capacity; average commercial speed

2.4 Lessons learnt

Before the EU restructuring of the railway sector when integratiedhye still existed, the
shifting of maintenance actions from one year to another was in most ceanieely
internal railway decision. If the railway had to cut costs, an intereahanism to
rebalance and reschedule was in place. However, this mechanism couse aplylied to a
certain extent and in most countries reductions of Government funding résuliegk
debts or a maintenance backlog or both.

After the restructuring the State and the IM had to create a new meutihatseplaces
internal railway shuffling and in parallel old debts had to be resolvedIM legpenditures
nowadays have to be related to access charges, capacity managemestStat thudget,
which requires to a certain extent reinventing network planning. In thiseiation
between the IM and the State it is not easy to agree on existence anaadd backlog or
on the question whether budget cuts will result in new backlog.
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The question whether a multi annual agreement of any format will appearteceens
dependant on mutual trust and understanding, the Government’s ambitionrmggaitdi
transport and the financial position of the Government.

In the countries that show the most elaborated MACs in our survey — Switzert&addJ
the Netherlands— the common factors are:
An ambitious Government programme for growing passengers services that use
infrastructure capacity to the limit. A contract with the IM isessary to assure that
the passenger strategy can be implemented.
A history of life cycle management thinking, searching for betterstrirature
solutions and benchmarking
A heavily used network and a State policy to firstly improve the utdisaif existing
infrastructure before making the step to new investment.

During the last decade, development programieshe Netherlands and Switzerland
were implemented aiming at network enhancement; increase of passngpessand
especially in Switzerland a strong policy to shift freight from roagitoThe UK
development was somewhat different but growth of passenger servicesjement of
utilisation and revival of freight are keywords that indicate the Gowent's ambitions
that require assurance that the IM performs adequately. In all three cothigriesulted in
detailed contracts with output targets and output monitoring, that dovestment work,
renewal and day-to-day maintenance. The output targets are relatedrtarket like costs
per train km, delay of trains and speed restrictions.

In the UK privatisation of services is more advanced than in the ré¢wt &8U and the State
is used to agree MACs with the private secttre UK is the only country where

funding is fixed for a multi annual period. All other countries have no absolute
certainty for more than one year.

In other countries a more moderate step was made, like for example in ftaty. A
restructuring the IM has a 5 year contract with a target to keeeth®rk in the same
condition as it was and —as we understand — a monitored target to reduce therdosts
km. The IM contracts train quality parameters with the train operatimgpanies (TOCSs).
It is foreseen that gradually more market output elements will be aoldesl MAC.

In all examples contracts are based on multi annual planning practice ttatl dyéfore
restructuring regarding investment projects. In several countriesinfcture Funds exist
that require multi annual planning.

The availability of a strong rail policy appears to be a natural tiaaishieve an IM
network management plan that has to satisfy the requirements from th@H&t&mate
buys more or less the availability of the network from the IM) and the mn@heeTOCs
buy the available capacity from the IM). The stronger is the wish to adlalae funding
effective, efficient and transparent, the more elaborated will bgl&. Political pressure
on cost reduction and smarter use of available resources should alsonesuk i
elaborated MACs.

° These programmes are called Rail 21 in the Netherlands and Bahn2000 in Switzerland
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In Eastern Europe the start situation is very different from Wegherope countries:
There is no experience in business planning and multi annual planning / melifeer
cycle management
Knowledge about output and input is not established
The IM planning is often based on technical rules and not on market forecasts
Maintenance backlog exists often since a long time, if current maingnanc
requirements and backlog recovery requirements are added up a veryatdjsgpur
picture appears
Decision making regarding network size and closure of lines is slow
A ralil policy is missing or hardly developed, probably there is a set oibogibut not
so much a plan. In general IM’s output is not really defined

Development in Poland shows that one can start with a limited ambht@®dlish IM
(PLK) now has a 3 year guarantee for maintenance funding that does rraltove
problems but it enables the IM at least to encounter the most urgent attiercontract
for the moment is based on a work list and not yet on network performance. Piabably
this stage this is an appropriate first step towards a MAC.

To make a MAC work there has to be a mechanism to enable the IM to optimize his
maintenance actions over the years (life cycle management). @bisegethat money and
maintenance actions can be shifted over more than one year. Apart from the @K wher
financial part of the MAC is guaranteed for five years, in all otlheintries the IM has to
deal with problem of annual fluctuations in available State budget. Seodrtabns
emerged for this problem dependant on the State finance planning systeadaiwhtin

rail funding:

Investment programmes, renewal programmes and operational maintenancg fundi
are separated. In case of budget problems the State can decide in whichippauitit
e.g.:
In Germany the investment programmes are temporized in case of budgetgsrobl
In the Netherlands the State decided to postpone investment projects fardfie be
of financing a backlog recovery programme
In some MACs a bandwidth is available to cope with short term State budget
fluctuations. There is a minimum budget for which the IM can trust that ihatilbe
affected by political decisions; in most cases this budget represaliiannual
obligations between the IM and his maintenance providers. There is also a budget
margin that contains maintenance elements that still can be shiftestbeduled. This
is used as a buffer against political uncertainties.
In the Swiss system the renewal work is capitalized, the Stategraysgreciation and
new works are financed from operational cash flow. This gives the IMekibifity
required for life cycle asset management and reduces effectstoidfiion in the State
budget on the IM’s business.
Other examples of equalisation mechanisms can be used that partial uncoSpdeethe
budget fluctuations from multi annual planning for IM maintenance:
In case the IM does not have debts and has a positive equity position, the IM’s
equity position could be used to covemporarydifferences between available
budget and planned budget
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Equalisation fund that receives money dependant on tonne-kilometres on the
network and is used to pay for renewal in the year that gives optinminytife
costs

There is no clear lesson regarding outsourcing of maintenance staff amdnmaace work.
In countries where outsourcing of maintenance did not happen (yet) a MA&lswill
reflect employment policy elements. However it will complicate disonssabout
appropriate cost levels or cost reduction.

Effectiveness of MACs

The effectiveness of a MAC compared to single year commitments is hard to assess because no ex-post
evaluation has been carried out so far for the countries with MACs in place (UK, Italy and Switzerland).
The Statement that MACs lead to an increase in effectiveness can therefore not be posed. It might well be
that a MAC is not per se needed; for instance if an agreement is reached on a longer-term maintenance
plan including a financial envelop that leaves some room for flexibility for the State on the yearly amounts.
This is the case in the Netherlands, where the State and the IM agree on a long term financial envelop
and an indicative yearly distribution, leaving room to deviate on a year by year basis, respecting the
overall financial envelop. It is important for the IM to show what the consequences are in terms of quality

of the network in case a (yearly) budget cut is proposed.

Problem identification

The previous sections indicated a wide range of problems related toyrailiatenance
financing. Typically, they can be grouped in four main problems, discussed below.

Lack of understanding relationship between network usage and maintenance costs
Several IMs reported that their knowledge on the relation between rail ussageavd tear,
maintenance needs and consequent costs is not optimal. Therefore imibsif ut
importance to create common (IM, MoT and MoF) and better understanding of these
relations. In the end financial support to the rail networkgsliical choice However,
rationalisation of decisions on financing is needed through assessing thguertss of
(financial) choices in terms of quality and size of the network.

Lack of entrepreneurial freedom for IM

It has been noted that the IM is hindered by the uncertainty on the availabilinding
and the uncertainty on the service requirements. In particular as tsentdlat liberty to
influence in any significant manner either the level of income of tivicssrto be
delivered. This is defined in his perception not in a transparent mandeonsequently
limits his entrepreneurial freedom.

Lack of long-term shared vision and interest for railway maintenance financing

It is clear that conflicting interests exist between the IM anthee. The IM would like to
have long-term financial commitment for its business planning and dte (MoF) is not
willing to commit money for more than one year. The dialogue between the twog@y th
actors is ongoing, however a joint approach towards railway maintefinacee is
lacking.
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2.6 Conclusions

In order to enhance the cost efficiency and effectiveness of railwayemande it is
necessary to:

Improve the transparency of maintenance planning. What are the cost, dvivat s
the impact of maintenance, what is the impact on maintenance in case ofsdhahge
network? An improved transparency will lead to better understanding of tme&sisif
railway infrastructure maintenance among the stakeholders.

Create an environment where all stakeholders focus on a sharedvelgectivhere
incentives and monitoring schemes are in place to ensure that thévebijeterms of
cost efficient and effective maintenance is achieved.

Use political decision-making and administrative rules as drieeadhieving the
objective and not as constraints or reasons for not performing.

To acknowledge that countries are currently in different phasesesiplect to the
application of MACs for railway maintenance.

MACs are a mean to achieve the objectives of cost-efficient &extieé railway
maintenance. However it is not the solution to all problems identifiezintitiabout the
form of the working arrangement but it is about the nature, content and context of t
arrangement. In order to address the identified problems, the MACs arpdsitiened
within a broader context hereafter referred to as partnering or paipgershe following
chapters will illustrate what the concept of partnerships implies andisviegjuired to
ensure a sustainable partnership aimed at cost-efficient andvefieeiintenance of
railway infrastructure.
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3 The Concept of Partnering

3.1

Guidelines Partnerships

Upon entering a formal or informal working arrangement or
agreement, further referred to hereafter as partnership, betweethe
MoT or its equivalent and the IM clearly define in an open and
transparent manner and mutually agreed upon:

Objectives of the agreement

Roles, responsibilities and decision rights

Period

Activities included and their unambiguous definitions

Design a contractual mechanism, institutional setting and regulatory
framework to ensure efficient and effective management of &
partnership.

Develop a long term business plan to meet the objectives of the
partnerships taken into account the applicable objectives of the
respective transport policy and estimate the necessary financial
resources accordingly.

Design a finance plan to fund the estimated expenditures anddsop
mutually agreed plan of action in case of shortfall of funds.

Take into account country specific circumstances and agree on a road
map to implementation of the partnership.

Introduction

It has become apparent that following the implementation of the Railwapdtdke
arrangements between a MoT and an IM concerning the maintenance ay railw
infrastructure have been set-up in different manners among the Memilast Stiaas also
become apparent that the nature and principle of these arrangementg\ang ever time
and that following the aforementioned problem analysis these arrangenecfuitteer to
be evolved.
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3.2

As illustrated in the problem analysis there is clearly a need fdagoé on developing an
effective, efficient and sustainable working arrangement betwegar@ments and IMs.

Such a working arrangement could be referred to as a multi-annual ttmbagh it
would be more appropriate to consider such a working arrangement as sshartagit is
not a condition to have a formal contract to achieve the objective of mimiergfand
effective maintenance of railway infrastructure.

It is to be noted that there is no optimal template for a working arrangéetergen a
Government and an IM. Country specific circumstances such as history ettbe s
culture, legislation and so on, are elements that define the nature ofttrergyap.

There are nevertheless elements of a partnership that are gemdgiments where best
practice could provide inspiration or guidance to a further evolution ofthegement
between a MoT and an IM.

This chapter introduces the concept of partnerships as an unfbréha arrangement or
agreement between a MoT and an IM.

What is a Partnership?

Partnership is a concept open for various interpretations. Nowadaysrphips are often
associated with Public Private Partnerships (PPP) either refjectontractual agreement
between the public sector and a private party or a joint véhtire sense the concept of a
PPP could also apply to a partnership between a MoT as representoflibesector and
an IM as being normally a private entity. However for the purpose of uedelines
partnerships are to be referred to in a more generic term. The definitepdomnership

for railway maintenance can be based on the Guide to Development Trusts and
Partnerships:

Definition of partnership

A partnership is a relation in which the partners aim to achieve something they could not do alone, by
pooling skills and other resources. To do this they need a shared vision of their goals, and a way of
working together which realises this ambition. This may involve a long-term formal structure, or a shorter-
term agreement. A partnership is a system in which different people work under a certain defined structure

to meet objectives in a certain business.
As such the partnership consists of a number of elements:

Business, projects and funding requireth this case the partnership has to be build
around the railway infrastructure business with the objective &tecseistainable,
efficient and effective maintenance of the railway infrastmgct

1 European Commission “Guidelines to Successful Public Private Partnerships” (2003)
2 Guide to Development Trusts and Partnerships, David Wilcox, 1998 (see also www.partnerships.org.uk)
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3.3

Structure, contractual form, agreement, hierarehyhe way the partnership is
structured and the character of the partnership are based on the gahtoawt or the
(informal) agreement and the hierarchy in the partnership. In a sucqesmshdrship,
partners are equal and taking their responsibilities. This does not meat tha
decisions need to be made in consensus but the partners are responsiblefionte a
that best fit their nature.

People, personality type, preferences in communication and working procedures
Partnerships are basically depending on the persons involved. Each perssrolas hi
characteristics and ways of working. In case the IM partners withttte, different
cultures within the two organisations may lead to a different array sbpality types
that have to co-operate to achieve the goals of the partnership. In mag)tlvase
persons involved in the partnership will have a history together arigé tiane to
overcome old working relations.

Figure 3.1a shows that a partnership consists of an interaction ofsalleteenents.

When entering into a partnership, trust, openness and mutual understandingpare ma
ingredients for success. This will eventually lead to common geslsect for each other’s
interests, and more insight in each other’s objectives and prefereigees. 1b gives an
overview of the ingredients for successful partnerships.

Openness

People:
personality type,
preferences
In communicating
and working

Partnership

Structure:

Business:
Contractual

projects and Mutual Trust
form, funding understanding rus
agreement, necessary
hierarchy
Figure 3.1a The elements of Partnerships Figure 3.1 b Ingredients for successful partnerships

Objectives of a partnership for Railway Maintenance

In other types of infrastructure partnerships have to proven be an effiganttm
implement infrastructure projects. However, in the rail sabrelationship between the
parties has traditionally not had the advantages of a successful gaptniersnany of the
interviews undertaken, different agenda’s became visible for tker@ment and the IM.
Besides, openness is not always provided, many times due to lack of sysseimgdrt for
instance asset management or due to lack of trust between the paoiiesdnif the
Government and the IM were to partner, a number of advantages could be reached:
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Shared commitment for shared objectives
In a successful partnership, all parties share the same commitmeathchared
objectives enhancing the likelihood of achieving the defined objectives.

Efficient use of resources and competences
Insight and trust in the future allocation of Government funds will aftawe efficient
use of capacity for maintenance works. Works will be less focusssgkeoing the
current year's budget and more on planning the maintenance in the mostteffayen
This can imply not to spend the whole of the budget allocated in the curreuyea
making reservations for works to be procured or undertaken in bulk in theifalow
year.

Long term sustainability:
More value for money; the IM can operate more efficiently and can offer mdityqua
for the same price or equal quality for a lower price
Performance incentives through the payment mechanism
Transfer of risks to the partner that is best able to manage them
Long-term contracting in stead of short-term contracting leads to optionzsH costs
and benefits over time

3.4 The scope of the partnership

Partnerships for railway maintenance should focus on maintenanegstaad
maintenance planning. These should be based on:
State or regional policy regarding passenger transport and PSO
A shared view on freight transport market and the function of the raibrietm this
market
State (and eventual regional) access charging policy

This implicates that trust and mutual understanding should regaakatiese three
domains. Furthermore, the rules for capacity allocation are impontasdse the
Infrastructure Manager has to submit a capacity enhancemeraiquiarding to Directive
2001/14/EC, mutual trust and understanding is important to agree on shared solotions. T
achieve successful partnership for maintenance planning most of the corspireent
successful partnership mentioned in sections 3.1 and 3.2 are of importance.

The activities of a partnership for rail maintenance should focus on eigi@ioimmon

objectives and common commitment to the necessary maintenance work on thé&.netw
should focus on long term maintenance planning, based on asset management and mutual
agreement on future utilisation atieé State and value of the railway network. Once the
partners have reached agreement on the State and value of the network aresdaynec
maintenance, the required funds can be determined and committed to.

The scope of activities that are subject of partnership will be
Development of a rail policy — function of rail in national transportestya
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3.5

Rail utilisation strategy: size, scope and maximum utilisation ofidtvork for freight
and passengers

Enhancement planning (as required in case of congestion)

Prioritizing the elements of the network in terms of transport function
Maintenance planning and strategy

Budget conditions development (access charge setting and subsidy conditions
Business planning according to EU regulations and multi annual planning and
budgeting rules.

Partnership agreements should ideally be in line with the long termemainte plans of
the Infrastructure Manager. From the interviews it turned out thayrof the IM have
indeed business plans, including maintenance planning ideally set to 3 ts7 yea
maintenance plans.

Roles of partners

In accordance with the general principles of a partnership, responglaliikerisks should
be allocated to the party that is best able to handle them. Traditionalli¥] ik
responsible for its business planning including asset management wther&s/ernment
is responsible for the political decisions regarding the railwayar&t including
regulations for access charges. The Government has the obligaditiriridhe interest of
the community and find equilibrium between the IM and Community interests and the
budgets available.

It is not always clear what the risks for the IM are. As a result ofdidWestructuring
policy, the relation between IM and train operators has changed a lot. Thenamdh
change that is required according to the EU philosophy is to introduceoaneu&dient
structure into relations between train operators and the infragwmpperator. In the
commercial world, it is the customer who decides what to buy, and when, and fthey wi
make those decisions on the basis of profit maximisation (or the op&maitagion of
economic benefits if that is what their objective is). Howeverctimemon feature will be
that all customers pay access charges in cash, calculated withimemicdramework. On
the other side of the equation, the IM will provide only those serviceshichwt is paid.

Therefore two changes are needed:
Train operators must become customers, and
Infrastructure operator must become their direct supplier.

The key to the changes is to provide the IM with a “commercial” — as oppoaad to
“administered” — income, and to allow the train operators to decide whattoaté
should buy (as they will in the future). The IM is then free to choose hawdbesliver
whatever the train operators want to buy.

Together with a more commercial market / sales situation, a canangmoduction
planning approach is needed. Staff levels, work programmes and investietd ba
planned and budgeted according to the sales planning. The key to this chhagths t
Infrastructure Manager can decide on how many employees it neeadsvahnigh
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locations, and that commissioning of maintenance work is done on an integrased basi
workload for the maintenance companies will be very variable (inrtteedf the integrated
railway the work plan was adapted to the available work force).

In most countries the rail sector is not 100% commercialjjamized as presented above.
Especially PSO contracts for passenger transport andsadtaging principles reduce the
commercial freedom of the IM. The risk allocation must theecfmr part of a long term
agreement.

3.6 Requirements of partners

Requirements of partners link closely with the components of succesghérghips.

- First of all, the management of the IM should support the partnership dlitdtéad in
its organisation. The IM needs systems, such as asset managemend fystean be
used to provide the Government with the required openness.
The Government shall provide adequate information about resourcesedlltrateet
the shared objectives and take necessary decisions for changes imwtrk ne
Both parties have to communicate in an open way with the other, in order to obtain
mutual understanding and respect for the other’s interests.
Both parties shall attend the structural meetings and provide the inpinedequ

3.7 Building Blocks of the Partnerships

Next to the aforementioned generic principles it is of the utmost imuearthat the
partnership is based on a solid framework consisting of the following buildinkgshlo

An enabling Institutional and Regulatory framework

A clear Government policy on rail infrastructure

A transparent Long Term Business Plan

A committed Financing Plan

A SMART monitoring plan

An interim and ex-post evaluation plan

A mutually agreed Termination or renegotiation plan

The consequent life cycle of a partnership or contractual agreensentoigt in figure 3.2
and consists of:

A contract preparation phase

A contract execution phase

A contract termination or renegotiation phase
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REGULATORY FRAMEWORK (chapter 4)

Contract Preparation Contract Execution Contract valuation

\
\\

Chapter 5 Chapter 6 Chapter 7 Chapter 8 Chapter 9 Chapter 10

Figure 3.2 Contract life cycle
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4 The Institutional and Regulatory Framework

4.1

Guidelines Institutional and Regulatory Framework

Define an institutional setting with clear roles and responsiltities for
all stakeholders involved.

Ensure that the Regulator has adequate independency and
competences for an unbiased review of access charges.

Ensure that arrangement between MoT and IM is independently
monitored and independently arbitrated in case of disputes.

Introduction

An institutional framework refers to the institutionalizatiortfué various functions in a
sector, in this case the railway sector.

Initially the railway sector was institutionalized by State ownedrasgdéions or even
ministries that were responsible for infrastructure manageamehbperating trains. With
the introduction of the first Railway Package by the Commission #rabér States were
forced to segregate the functions of infrastructure management enoeaations and
have these functions performed by independent entities. The objective pdlityswas to
ensure a more competitive environment and consequently enhance the quality and
efficiency of rail services to the end-user. As confirmed by the RARLEMENT study?®,
most Member States have applied the applicable Directives.

The consequent institutional setting implies that an infrastructarager is responsible
for the management of the railway infrastructure, be it a networlpartaf a network,
The Train Operating Company (TOC) that makes use of the railwaytifthse have to
pay access charges for the use of the infrastructure.

Similar to other network industries this setting implies the instibatization of a
monopolist; the IM.

3 RAILIMPLMENT, Implementation of EU Directives 2001/12/EC, 2001/13/EC and 2001/14/EC, Steer Davies Gleave, 2005
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4.2

42.1

And also similar to other network industries the presence of a monopgjistes a

regulator to be installed to ensure that the infrastructure managenatoesuse its
monopolistic power.

This chapter sets forth best practices for an institutional framieto the extent relevant

for railway maintenance and the respective role of the regulatahdemore, it introduces

the relatively new concept of partnerships for railway maintenangauiirannual

contracts) as described in chapter 3 into the institutional framework agribdeghe
implications this has on the requirements for regulation. It is to bd tiwdie different

models have been applied among Member States and that no conclusion is drawn on an
optimal model.

Institutional framework

In the EU countries, the main stakeholders in the institutional framewiatied to
infrastructure management are:

The State, represented by the Ministry of Transport (MoT)

The Infrastructure manager (IM)

Regulating bodies (RB)

Train Operating Companies (TOCSs)

Roles and responsibilities of different parties

Based on the common denominator among the Member States the following roles and
responsibilities have been identified.

Role of the State (or Region)
. To set the boundaries and conditions for IM’s business
Responsible for risk allocation between TOC, IM and Governments
Sets priorities on which IM can base its maintenance plan
Market regulator; sets priorities for passenger and freight mamigeinizes PSO
systems and approve access charges
Takes decision on network reduction or extension

Role of the IM
Must enable and support train operators to develop their business
Must sell the network capacity and improve the rail market share
Should try to maximise utilisation of the network, this might include agtw
enhancement / enlargement as well as network reduction
The IM should gear his plan to the ambition of the State (policy and priorities)
The IM should be reliable planner, no surprises or creation of buffer tataitig
surprises
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4.2.2

Role of the RB
Directive 2001/14/EC specifies the specific role of the RB:

A TOC has the right to appeal to the RB about capacity allocation dexitime

M

The RB has to ensure that access charges set comply with the EG/&8rect

The RB should have the power to request information from the IM

The RB shall decide on any complaints and take action to remedy the situation
Decisions of the RB are binding

The RB may be an independent body or part of the Ministry

The UK is the only country in which the Regulatory body also regulates the
relationship between the IM and the State.

Role of Train Operating Companies (TOCs)
To provide transport services to either passengers or freight marketth as long as
accounts are separated)
To meet the safety conditions to provide these transport services.

Evaluation of current Institutional Frameworks

In general the institutional setting does not differ significantpag the Members States
with the exception of the position of the RB, either independent or under theRigire
4.1 shows that there are in general two different models applicable.

1.

2.

The institutional framework exists of MoT, IM and TOCs and the RB residder
the MoT (applicable in e.g. France, Italy, Germany and Switzerland)

The institutional framework exists of MoT, IM, TOCs and one or more
independent RB(s) (applicable in e.g. the UK, Austria, Poland and Hungary)
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Infrastructure
manager
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Figure 4.1a Institutional framework with RB Figure 4.1b Institutional framework with

residing under the MoT independent RB

4.2.3 Institutional requirement to enable partnerships for maintenance

The current institutional frameworks in place in different EU Menttates have a
regulatory body that regulates the monopoly position of the IM and protect®©®= Tt
does not involve in any matters between the IM and the MoT.

In order to be able to have sustainable multi annual partnerships betw&éothed the
IM, it is necessary that the partnership is monitored and that in case dédigpitration
takes place. In order to avoid conflicts of interest it is to be recommenddhaba
functions executed by an independent third party e.g. an independent arbiteritor is
required. This responsibility can lie with the RB as long asinitdispendentrom the State
(in particular from the MoT). This is the case in the UK, where ORRaitxs the relation
between IM and TOCs as well as the relation between Departmerarspbrt and IM.

Distinction between regulatory body and independent monitor
In the European Rail markets, the roles and responsibilities of a RB differ. For clarity purposes, this study
follows the EC Directives with regards to the RB. Please note the distinction made between the
Regulatory Body and the Independent Monitor in this study:
The RB is the party that deals with issues between the IM and TOCs.
The Independent Monitor is the party dealing with and supervising the relation between the State and
the IM.

Both functions could however be performed by the same physical body.

The recommended framework to enable sustainable partnerships for maietbatween
MoT and IM is presented in figure 4.2 whereby the RB is independent enhancuap as s
level playing field and likely to ensure a more transparent process andement.
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431
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Licence enforcement
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Infrastructure
manager

Train Operators Track asset agreement

Figure 4.2 The recommended institutional framework in case of MAC between MoT and IM

Regulatory framework

In most of the European Countries, rail infrastructure is a natural monopolgfdiesia
regulatory framework is required. A regulatory framework can be defsmiéfteaules of
the market. The institutional framework consists of the partetsnteract according to
those rules.

The European Commission recognises the need for a regulatory framewodiei to
make sure the rail infrastructure market is competitive. Thexefaumber of Directives
have been adopted.

The EU Directives pay attention to the roles of the stakeholddne irail infrastructure
market, most notably:

Directive 91/440/EC

Directive 2001/12/EC

Directive 2001/14/EC

In the following sections the EU requirements with regard to the inetimltiramework
for rail infrastructure are summarized per stakeholder to thatexievant.

The State
In many countries, the State is the owner of the rail infrasteiciin those cases, it is the
State who is contracting the IM for amongst others maintenance and opeiatimyEean

Commission Directives have formulated some of the obligations of tteev@dta regards
to rail infrastructure:

39



4.3.2

4.3.3

Responsibilities of the State

Directive 91/440/EC covers:
The obligation of Member States to take the necessary measuies for t
development of their national railway infrastructure taking into acdatengeneral
needs of the Community; (art.7.1) and they may assign the responsibility for
managing the infrastructure to railway undertakings or any other maaagét.2)
The State has to formulate the rules for the calculation of achasges after
consultation with the IM (art. 8).

Directive 2001/12/EC covers that States have to ensure that thefhsdétermining

non-discriminatory access to infrastructure are entrusted to bodiekthat provide

any rail transport services, collection of charges and infrastruttamagement may

however be appointed to railway undertakings on the condition that accounts between

transport services and infrastructure management servicsgiaily separated.
The Infrastructure Manager

Responsibilities of the IM

- EU Directive 91/440/EC covers the obligation of the IM to charge a fedbdaise of
the railway by railway undertakings (based on rules set by the State).
Directive 2001/12/EC stipulates that the infrastructure marsgdl draw up a
business plan including investment and financial programmes

Position of the IM
Directive 2001/12/EC covers that to promote efficient managementraginfcture in
the public interest, infrastructure managers should be given aisidd¢ypendent of the
State and freedom to manage their internal affairs, while the Membes Skatuld take
the necessary measures for the development and safe use of theirdiagiructure.

The Regulatory Body

The objective of the RB:
Directive 2001/12/EC covers the requirement of establishing a regubaidy
- Fair and non-discriminatory access to the infrastructure needs to lamtgea
through the separation of certain essential functions and the creatioailof a r
regulator fulfilling the control and implementation functions.

The establishment of an independent regulatory body to monitor the competition in

the rail service markets is therefore required.

Role of the RB

Please note that according to the EC Directives, the RB focuses oredibptween the IM
and the TOCs rather than on any disputes between the State and the BtekHamorder
to be able to enter into partnerships or multi-annual contracts for manues, it is
recommendable to also assign arbitrary tasks to the RB with respleetredationship
between the contract-parties. In this case, however, the Regulatory bihdhesha
independent from the State. In case the RB is part of the MoT, itésrecbmmended to
assure independent monitoring of the partnership between the State Bid the

40



4.4 Best practises
4.4.1 Institutional Settings

This section describes the institutional frameworks in place in Eanapé market.
Subsequently, the best practises are identified.

Table 4.1 gives an overview of the institutional framework in placeffierdnt EU
countries.

Table 4.1 Overview of the institutional framework i n place in different EU countries

Country Public Functions Infrastructure Infrastructure Regulatory bodies
owner manager
Austria MoT is responsible for State OBB (also the | Independent Regulating Bodies:
issuing railway licences main TOC) Schienen-Control GmbH (SCG) who
IM sets access charges deals with competition issues and
MoT approves access runs the office of SCK
charges Schienen-Control Kommission

(SCK) dealing with all matters

relating to access to the

infrastructure
Netherlands | MoT is responsible for State ProRail NMa Vervoerkamer is a Government
supervision of safety authority accountable to the Ministry
IM sets access charges of Industry, Employment and
MoT is responsible for Communications - dealing with
issuing licences competition issues and having a

monitoring role
The railways Inspectorate (IVW) —
independent Government authority

within MoT responsible for safety

issues

Hungary Access charges are State MAV (also the | VPE allocates capacity
determined by a forum main TOC) There are no formal contracts that
consisting of a.0. MAV and can be monitored
MoT A Regulatory Body operates besides
MAYV prepares a proposal KFF and is only entitled to deal with
for access charges to the appeals against the decisions of
Forum KKF.

Licensing is done by the
Central Transport
Authority (KKF) which is
an independent, State
owned institution

Capacity is allocated by an
independent body (VPE)
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Country Public Functions Infrastructure Infrastructure Regulatory bodies
owner manager
France Access charges are set by | RFF RFF, but Mission Controle residing under MoT
RFF subcontracted | Economic and Financial Supervision
MoT has to approve to SNCF committee for Transport is
charges responsible for monitoring RFF’s
RFF is responsible for financial affairs on behalf of the
capacity allocation minister
Belgium Access charges set based | State Infrabel Rail regulator does not have
on business plan IM authority towards IM but focuses on
Directives
Italy MoT inspects safety State RFI RB under MoT
IM provides licences In case of conflict between IM and
MoT defines access TOC the MoT will have an arbitrary
charges based on role
proposal IM In case of conflict between IM and
MoT, The RB under MoT will have
an arbitrary role
Germany Licences are granted by Deutsche Bahn | DB — Netz (part | Federal Railway Office (EBA),
the Regulatory Body EBA | (DB) of DB) operating under MoT — has
DB Netz sets access supervisory functions with regards to
charges safety, legal procedures for
DB Netz is responsible for construction, competition, EBA has a
capacity allocation arbitrary role in case of disputes
between IM and TOCs
Poland IM prepares a plan for State PKP JSC (part | Office for Railway Transport (ORT)
access charges of PKP the controls access charges, provides
Access charges are main TOC) licences, monitors competition,
approved by the RB investigates TOC complaints, to
RB provides licences impose fines in accordance with the
RB inspects safety railway law and supervises safety.
IM is responsible for The ORT operates under central
capacity allocation Government. The president is
assigned by the Prime Minister,
whereas the MoT is supervising the
ORT.
UK IM sets access charges IM Network Rail Office for Rail Regulation (ORR)
Department for Transport monitors the IM and supervises
(DfT) provides licences access charges, resolves disputes
and defines railway policy between the IM and the State and
the IM and TOCs and enforces
licences

Best practices

The RB is an important party to monitor the relation between IM and TOCsrip m
countries, this regulatory body resides under the MoT. However, as thalstohas other
interests and contracts with the IM it is never fully independent efdrer, the countries
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4.4.2

that have an independent RB that besides other functions also serves égioatie
relation between the TOC and the IM can be indicated as “best prattiese are the UK
and Austria.

The Swiss example could also be marked as a good example, even though the RB is
residing under the MoT. The roles, functions and responsibilitie$ aftaks are clearly
defined. The role of the RB is tailored to the relation between thenlithe State as if it is
a complete independent entity (see section 4.4.4).

In case multi annual partnerships between the State and the IM atedhitin independent
monitoring party that can also act as a dispute resolving entity betive&tate and the
Infrastructure is essential. As multi annual partnershipsaibmaintenance between the

IM and the MoT are not common in Europe at this stage, there are not many cadbatries
have an independent monitor in place. The UK is the only country where an indgpende
party is assigned and authorised for this purpose, and thereforethi@desst practise.

UK practice

The UK is the country that can be identified as best practise dailsenclear description
of the roles and responsibilities of all stakeholders, an independent RB il @endent
monitor.

The British institutional framework; an example

Following privatization, British Rail was divided into two main parts:
The first element consisting of the national rail network (track, signalling, bridges, tunnels, stations
and depots), this was owned by the private Infrastructure Manager Railtrack.

The second being the operating companies (TOCs) whose trains run on that network

The Infrastructure was split in a private shareholding Railtrack, all maintenance activities were outsourced
to private companies. For several reasons Railtrack was renationalized into Network Rail and
maintenance staff as well as maintenance expertise returned from private companies to Network Rail.
One of the objectives for Network Rail is to reduce maintenance costs that increased very much under the
private Railtrack configuration. Another important issue was improvement of safety standards of

infrastructure.

Institutional framework
The institutional framework in the UK operates as follows:

Infrastructure manager
The IM (Network Rail) does not have shareholders, it has members. dinbdvis hold
the Board to account for their management of the business and monitorathdards
of corporate governance.
The Department of Transport is one of the members of the IM
The Members of the IM are drawn from the rail industry and general pubéy. dth
not have any financial or economic interest in the company. This meartsethabt
not receive dividends, share capital or any other form of payment from Netwdrk Rai
except for travel expenses.
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The Members perform a similar role to shareholders in a plc. This mednidi
review the performance of Network Rail against its commeatidlother targets as
well as industry benchmarks for its provision, maintenance and managerttent of
railway infrastructure. They do not make strategic decisions, but holdathagement
of Network Rail accountable for their decisions
Members monitor the IM’s business through:

Reviewing the annual report

Attending annual meetings

Approving the appointment of the Board of Directors.

Independent Monitor
In simple regulatory terms, ORR is responsible for regulating the nbtahaetwork
operator (Network Rail),
The Secretary of State for Transport, on behalf of Government, appointsensaim
the Board of ORR.
ORR has a range of statutory powers under the Railways Act 1993. Using these
powers, it sets the contractual and financial framework withintwiRetwork Rail
operates the network, ensuring that the company carries out its axcgfiiggently and
well, and that it is appropriately funded.
The framework for the regulation of Network Rail is designed to providetafée
incentives so that the company is rewarded for doing a good job. If necessary
however, ORR may enforce compliance with the network license if theretw
operator fails to fulfil its obligations, and it may also impose mopgtanalties.
The Railway Industry Advisory Committg®ovides advice to ORR on railway safety,
exchanges information, comments on proposed new regulations and guidance and
works to progress health and safety issues and other related developitieénthe
industry.

Role of the State
Government involvement with the rail industry is through the Departmeitémsport
and Passenger Transport Authorities for their respective local tmurtoé main
Governmental bodies that ORR works with are the Department for TranSpottish
Executive, National Assembly for Wales, and the Passenger Transport
Authorities/Executives appointed by local authorities.
The Department for Transport (DfT) looks after passenger- and &laited matters.

Rail policy
The Department for Transport (DfT) prepares the Government policylon rai
infrastructure.
The ORR checks the performance of Network Rail.
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Lessons learned from the UK

The UK took the step of privatizing the owner of the infrastructure (Railtrack). Railtrack under-invested in
the infrastructure. Investigations after a number of serious accidents showed that the infrastructure
needed enormous investments. The State refused to increase its funding, forcing Railtrack into
bankruptcy. Subsequently, the British Government has set up a non-profit infrastructure manager known

as Network Rail™*.

Department for Transport & Transporl for Scotfand

Spacity and fond ral sacviced in EngiandWa'es and Scofiand respectiely

Wodk together
Franchise .
Agresments Dispute o
ar licercing Office of Rail f . resalution Binding agreement
Resgpulaiss misnopoty and hoaith & safipty
[ndependant of Gavemmmbnt)
Licence enfarcement
Access charge rewien
=Dispute resalution
TOCs & FOCs Network Rail

Tenan Opweating Compasies (TOCe) Track asset agree mant Cperatns, maiedaing and

Firdaghd Oweenting Coemgidevios (FOCa) rersans (e ranay

Figure 4.3 The UK'’s institutional framework

NOTE: The ORR has mentioned that the

Planning process

The levels of funding are initially based on a strategic evaluation frerGbvernment as
to the high level outputs it expects, and the amount of money it is prepgrextide to
achieve them. Network Rail provides input to the Government to help inffigrinitial
view. It then provides a detailed plan setting out how it anticipates tedéte proposed
outputs for the funds available.

The Government’s requirements and Network Rail’s plans are revieyd® ORR which
sets the outputs (performance and asset condition targets) thatrkB&il has to achieve,
and the level of funding it should receive over the 5 year control period. If the
Government’s initial requirements are inconsistent with the fund&aableione or both of
these are adjusted through an iterative process involving the ORRoteenment and
Network Rail.

As there are many franchises the ORR requires a “match” regardinty gcegtiacity and
access charges between the TOC and Network Rail for the inftase used. Presently,

* OECD Directorate of Financial and Enterprise Affairs, Competition Committee (2005), Structural Reform in the Rail Industry
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traffic volumes are growing substantially and a lot of emphasis is putlisatitin
planning.

For charges reviews, the Railways Act 2005 requires the Secoét@tate for Transport
(for England and Wales) and Scottish Ministers (for Scotland) to priedemhation on the
high level outputs they are expecting the railway to provide, and the fundgiitglde, to
ORR in a formal way. ORR must determine Network Rail’'s outputs, thetdslivering
them in the most efficient way, and the implications for charges payakilaibyperators
to Network Rail for using the railway network. If, at the end of ORR/&we, there is a
mismatch between the outputs the Secretary of State or Scottish Miaisteseeking and
the funding available, the Act gives to ORR the task of determining whilobutputs
should be delivered.

In is worthwhile to note that the UK example is not a contract in the usosé sbut the 5-
year control period, for which ORR sets the funding, including funds fasimtrcture
maintenance and renewal, could be considered as analogous to a contract.

ORR conducts a regular review of track access charges payablevariNBail by
franchised passenger train operators. The last review tookipla663 in which ORR
established the income Network Rail will need to cover its expenditutiee operation,
maintenance and renewal of the rail network; the outputs Network Rdildediger (in
terms of cutting delays and improving asset condition); performance iresttiat will
apply; and tightly defined provision for future reviews in the nas fiears.

Work has commenced on preparing for the next review in 2008. The 2008 periodic review
(PR2008) will set Network Rail access charges for the fivesyfeam 1 April 2009 to 31

March 2014 (control period 4). The PR2008 will include extensive work deternthreng
appropriate financial and incentive framework for Network Rail anavéng the

potential for efficiency savings in its expenditure. It is the firskyoéc review to take place
since the passing of the Railways Act 2005. It introduces a new process loasetiHigh

Level Output Specifications (HLOSs) and Statements of Funds Ala{[8DFAS)

produced by the Secretary of State and by Scottish Ministers. This intradaaesed for a
detailed understanding of whole-industry costs and benefits when undertakiagi¢he

Network Rail is required to demonstrate in its annual business plan hiansttp operate,
maintain, renew, replace, enhance and develop the network. It must do thisrdaace
with best practice, in a timely, economic and efficient manner so atigtyshe
reasonable requirements of its customers and funding entities.

The annual business plan must be prepared in a format and structurespgdifie ORR.
Network Rail must publish as part of its annual return to the ORR anlarnaaciliation
statement detailing work carried out during the previous year, reasansyfdivergence
from the plans set out in the relevant annual business plan, and where apriberisteps
proposed to remedy any shortcomings. ORR monitors Network Rail's perfarhased
on forecasts in its business plan.
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4.4.3

Advantages and disadvantages of the British regulatory framéwork
Advantages
TOCs and IM have been able to develop management skills and focus on their core
business;
The RB ensures fair dispute resolution and access charges
The delay attribution system (who delays pays — also refer to chapteh8)nrarket
has led to a better understanding of the causes of major incidents

Disadvantages
Costs have increased because of complex bureaucratic and comre&ti@iships;
For some countries it can be very difficult to establish a strondategy body due to
lack of budget
The penalty mechanism discourages the IM and TOCs to work in partnenships b
rather increases the tension to blame the other in case of problems;

Dutch practise

Institutional framework

In 1994 the infrastructure departments were separated in three subsadiénigsh

railways holding (NS holding): Railned (capacity management and safi&WL (traffic
control) and RIB (maintenance and project management). The three comparrges
transferred from NS holding to a new company named ProRail during the peried 2002
2005. The railway law adopted in 2003 (in force since 1-1-2005) sets the imsétut
framework.

The key elements of the new railway regulation are:
The main objective is securing a stronger cooperation between thedRa(B and the
TOCs to improve performance.
ProRail and the rail passenger operator NS have become independent state-ow
companies. Both work under a concession based on the new railway law.
An independent regulatory body is to secure non-discriminatory treatme@Gsf by
ProRail.
The MoT'’s safety inspectorate is responsible for supervisionlofaasafety.
There is countervailing power of consumer organisations for passengeeser

NS NV performs nowadays the passenger transport under a 10 year concessigeagr
There are a growing number of regional concessions that are tenderegliwthees.
The freight trains are operated by several companies; by far ¢gfestias Railion NL a
subsidiary of DB / Railion.

ProRail is the IM for the whole Dutch network and works since 2005 under a 10 year
concession. ProRail is supposed to produce a 10 year rolling business plan and
management plan.

The safety regulator is the national transport safety inspecttvatg (ithin the MoT.
The Dutch competition authority (NMa) has a “rail sector chamber” that anerfdir

!* OECD, Directorate for Financial and Enterprise Affairs, Competition Committee (2005);Structural Reform in the Rail Industry
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capacity allocation and fair pricing of NS subsidiaries that have a mgnppsition (NS
stations, certain workshop services for rolling stock and operationsahbtive fuel
stations).

Recent developments

Around 2000 the Dutch rail system was in crisis; it showed deteriorationroal
business indicators: punctuality, customer satisfaction and iredffebour disputes. The
problem was also visible in international benchmark results. The highdEmaintenance
costs and problems with maintenance backlog, mainly track renewal, detamfest.

This situation triggered more intense discussion between the Mdheanal sector. The
main policy objectives for rail that emerged from this discussiotodi@us on core
competence of rail transport, namely:

Facilitating mass transport: mainly commuters between main urbas ar

Providing social function (young/old/disabled)

Facilitating (international) freight transport

Integrated optimisation of infrastructure and transport operations

Aim for stability and reducing complexity

Focus on yield and capacity utilisation management instead of new infrasdruc

projects

The policy objectives have been based on a shared problem-analysigdt afra joint
project with all the involved partners. This proved to be a good exencis®peration
between the IM, operators and the MoT.

The conclusions of the discussion were:
The present way of running the railway system is too complex and not reliaiighe
Better utilisation of the infrastructure is needed in order to paisiability
A key factor for a better utilisation is restoring the reliabilitytred system

The available funding was shifted from new infrastructure investmeiatrtiavibacklog
recovery and capacity enhancement for bottlenecks in the network.

Lessons learned from the Netherlands

In the Netherlands, the recent deterioration of punctuality, customer satisfaction and labour disputes led to
more intense discussions between the MoT and the rail sector. It is now widely agreed that a multi-annual
perspective towards the rail sector is required. The MoT'’s rail policy and the IM’s market strategy are the
key for (re)designing the network. It is also concluded that there must be a (more flexible) balance

between renewal and maintenance work.

Planning process

The 10 year business plan that ProRail has to provide every year (rollingsplaqjired
by the concession that governs the relation between ProRail and thet 8tatet exactly a
contract however the working is the same. Unexpected budget cuts can bd agdiae
plan contains basic information what should be adapted in case of Statefrobggns.
Discussion about options to shift budget elements over the yearsdewstilbping, all
parties are aware of the problems caused by discontinuities in fundirgpagh The new
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plan provides more transparency and a better understanding of the functiathiegaolf
system.

The MoT is in principle the institution that matches the plans okepass operators (under
concession) and freight operators (represented in an advisory baodrtheviM plan. This
regards mainly the financial side of all contracts. The TOCs and iPevRaupposed to
solve between them all priorities and required enhancements and propdsertotet
should happen in future with the rail infrastructure. The TOCs can aakhitration from
the NMa (RB) regarding capacity allocation.

After two years to try out, the “beheerplan” (stewardship plan) 2006 isrghd @i year plan
that was presented to parliament. The main features are:
Output control is required but not possible yet (this will start in 2008R &l till then
receives a subsidy for an activity plan. Starting in 2008, the subsidy Miilikeel to
agreed output.
Restoring reliability of infrastructure and punctuality of passengarstiis the leading
theme of the plan:
More preventive maintenance
De-complicating procedures and systems
Better utilisation of the network and increasing importance of rathfoaccessibility
of larger towns for passengers and the port of Rotterdam for freight
Speed up of renewal programs and improvement of traffic control systems
Improvement of price / performance rate and sustainable financiti@itu

The plan contains an integral amount of State contribution for renewal anémasiog, to
be spent by the IM at its own understanding. This approach is a result of megpulhtit
requires a number of organisational skills from the IM. Trust has to tériguup from

now onwards. In the process of setting up the “beheerplan”, the IM was supported by a
advisory commission with members from the MoT and the MoF-.

4.4.4 Swiss practice

Institutional framework
Since the railway restructuring and a new railway act in 1996 - 1999 ther&iliss/s
(SBB) has a four year performance agreement with the State. Tha safbieved the
following:
Separation of the infrastructure and transport operations in terrosafraing and
organisation
Access to the railway network and liberalisation of the freighspart market
Implementation of the Directive 91/440/EEC
Introduction of commissioning principle for regional passenger toahapd operation
and maintenance of rail infrastructure

SBB AG is organized as a holding company and has separate divisions &iricttae

management, passenger operations and freight operations; the oigasizaiplies with
the EU regulations (91/440, 2001/14 and 2001/12).
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There are several infrastructure managers in Switzerland, thstmitture owners that are
important under the European free access principle (SBB, BLS) workéogetd sell
integrated train paths.

The Board of SBB AG consists of representatives of Swiss industry angta8BBTrhe
Swiss Federal Government controls the general strategic developngBB dhrough the
Federal Department of Environment, Transport, Energy and Communications (QQETE
The federal office of transport (FOT) acts as regulator and monitaf fiailways in
Switzerland. It is responsible for the set up and the monitoring of thermairfice
agreement between the State and the IM (SBB Infrastructure).

The performance agreement has to be approved by the parliament aftéatonsaf the
Cantons (regions) regarding their interest in the agreememdfimtpand transport
performance).

Figure 4.4 The Swiss institutional framework

The agreement between the State and the railway companies aimsstoé@mipa
Government strategy; the agreement is an instrument to achies aaparation of
responsibilities between:

State: definition of objectives, disposal of funds, and

TOCs: decisions on measures to achieve the defined objectives

The agreement has three core elements:
Jointly fixation of objectives for the SBB for a four year period
Commissioning of defined performance quality in network operation
Decision on (smaller) expansion investments

The issues in the agreement that are agreed upon are:

Strategic guidelines (general objectives) for the SBB
Tangible objectives for the infrastructure offer
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Guarantee of a high level of safety

Guarantee of network performance

Optimal use of existing network capacities

Enhancement of interoperability

Reduction of operating and maintenance costs

Description of extent and quality of the commissioned infrastructuvecss
Monitoring procedures

Planning process

The FOT together with the SBB infrastructure management prejbaresntents of the
agreement. This is an iterative process in which financial cond{amaglable State
budget), policy implementation requirements and maintenance planning angsatin
are discussed until a complete and sustainable plan is achieved. Threfplaltyi
proposed by the Federal Council (Swiss Government) for approval of the part@m
agreement and decision on the appropriation for payment through Parliament.

The total amount of appropriation for payment for the 4 year period is fixedvby e
SBB planning assumptions determine the type of financial contribution:
- Yearly amounts fixed in the federal budget for each year of the perfoeragneement
Operating contributions
Investment contributions
SBB decides on the use of the contributions (weighting up additional maiogena
expenses or earlier renewal expenditures)
System supports life cycle costs optimisation

The SBB sends half-yearly reports to the FOT containing:
- Development of 30 performance indicators
Use of investment funds (categories of investments)
Progress of selected major projects or programs
Explanations in case of non-achievement of target values
Implemented or planned correction measures

After two planning periods all stakeholders seem satisfied witbfteets. The general
feeling is that the chosen pragmatic approach, based upon formeregyraelis finding the
right balance between controlling the use of subsidies and provision girentarial
freedom. The system enables life cycle management.

Some important observations regarding the Swiss experience:
The performance agreement is in fact a complete multi annual contract fo
infrastructure management. In case adjustment of availablebstdget is required an
adjustment mechanism is in place.
Contrary to the situation in the UK and the Netherlands, the SBB IM ipaiilbf
SBB holding. The chosen contracting model is nevertheless tailored toatienrel
between the IM and the State as if it is a complete independent entity.
The FOT has the responsibility to match the IM’s plan with the platiedbwiss
passenger operators and to control if the interest of (internatiogightfoperators is
secured.
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5 Government Policy

5.1

5.2

Guidelines Government Policy

Formulate the rail product to be realised in the long term in termsof
frequencies, size of the network, stations etc.

Agree on the level of access charges on a multi-annual basis (5 year
period) in order to estimate the total revenue generated by thid/.

Agree on existence and size of maintenance backlog and a strategy to
eliminate the backlog (e.g. through a separate programme).

Introduction

In general, Governments develop long term transport infrastructure plafsy&ars).
These policy plans combine all modes of transport and also include istiditeiges of the
Government with regards to financial support. The strategic choieedsa reflected in the
level of access charges that are acceptable to the Governmentirépastrategic choices
on the level of access charges, Member States are according tivBi2€01/14/EC
articles 6.2 and 6.3 obliged to ensure that rail infrastructure provisgiravided more
efficiently. This primarily needs to be reflected in the level oeasaharges.

The Government policy is an essential reference for the business planttinghds. This
chapter provides key notions on rail policy, access charges, planning systenpublic
sector

Rail policy and access charges

The importance of rail policy has already been mentioned in chapter 2. Basizal
situations are possible: either the State is planning to cut budgets sSalbgtanthe State
marks the rail sector as a valuable service for passengers g &med intends to provide
finance to sustain the present rail system.

In the latter case, it is likely that a public transport and framgimsport strategy developed

by the MoT exists. This provides a good basis for agreements betwethdhd the
State.
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5.3

5.4

Budget cuts for the rail sector suggest ongoing discussions on the size bk e
level of subsidy for loss-making services (PSO) and costs foaihiafrastructure. In this
case, the basis for multi-annual financing agreements is not stable.

The access charges are also labelled as an integral part of @il feally, the level of
access charges is directly linked to the business case of the IMMTEm®uld do a
proposal based upon its estimated maintenance costs and train kilometresalsbd.
However, the level of access charges is currently in almostaitiGes based goolitical
decisions

In order to plan ahead (5-10 years), the IM would greatly benefit from a “stablefe
access charges” so that multi-annual revenue planning would be poskiters2 the IM
then also needs to forecast the future usage of the network. This will beitkeah the
next chapter.

Planning system public sector

In order to make MACSs for rail maintenance financing work in practice, itpsitant to
find out whether the State already has experience with multi-annegnagnts in the
public sector. The type of experience could include:

Infrastructure investment funds (new infrastructure)

Multi-annual concessions for rail transport services

Multi-annual concessions in other sectors (e.g. mining, telecom)

If this experience is present, there is at least a foundation to furttetohuit should be
possible to develop tools for “rolling” multi-annual plans.

The other side of the “planning spectrum” is represented by a systehicim tive IM only
knows during spring time of a specific year, what its budget is for dzat Pbviously this
means that no sensible multi-annual planning is possible; even the annual plasheeed t
continuously updated.

Maintenance backlog

In its rail policy, the State needs to pay attention on the existence oenaiot backlog.
Maintenance backlog (through e.g. long lasting speed restrictions, ctifdumes, bridges)
is often a handicap for an agreement on maintenance budgets. It can také gebade
before the backlog is acknowledged and moreover before an agreemertiasi reac
regarding the size of the backlog. The elimination of backlogs leadsher legpenditures,
normally for a period of a couple of years. This process often includetueecof lines /
parts of the network.

Ideally, a separate backlog recovery plan is to be developed, which does not tasim par
the regular multi-annual maintenance planning. If the State and the IM haes agpon
the size of the backlog, but a recovery plan does not exist yet, it isctlviselude the
recovery plan in the multi-annual maintenance planning.
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If no agreement is reached between the IM and the State, it is obvioosathtnance
planning will only focus on controlling further growth of the number of speedatishs
and resolve safety problems. Multi-annual planning does not provide addedfirat
priority should be to develop and agree upon a backlog recovery plan.

Relation between maintenance backlog and income: th e Bulgarian case
Presently, in Bulgaria there is a lack of money for proper rail maintenance. Due to maintenance backlog, a
number of speed restrictions exist. In order to achieve a financially sustainable rail network in future,
expenditures and income need to be better controlled. Some examples:
Expenditures: costs reductions by network reductions
Branch line closure will hardly help (currently no costs, no revenues)
Reduction of main lines should be studies
Income: from the market through access charges
Passenger transport charges are relatively low
International freight is growing, especially on the EU-Turkey axis
Perhaps charges can be increased if the network is improved and speed restrictions are

eliminated

Speed restrictions can also be the result of failures, the speéttiogsis imposed till the
failure is repaired (for example for a land slide repair might takerakdays or weeks).
The maintenance agreement should enable the IM to repair within an aguertpre
span; in case the budget does not allow this the speed restrictitie wilded to the
backlog list.
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6 Long Term Business Planning

6.1

6.2

Guidelines Long term Business Planning

Start with the agreements made regarding i) the rail product to be
realised in the long term in terms of frequencies, size of éhnetwork,
stations etc., ii) the level of access charges on a multi-annual isa&
year period) and iii) existence and size of maintenance backlog aad
strategy to eliminate the backlog (e.g. through a separate programme).

Develop a market forecast for the number of trains in the netwdcin
order to calculate costs for daily maintenance.

Develop a short-term (5 year period) and long term renewal and
modernisation plan (>10 year period) based on the market forecast
and the present State of the infrastructure as laid down in the ast
register.

Develop a maintenance scheme taken into account the market
structure (passengers or freight dominant, existence of PSéntracts
etc.).

Agree on procedures for changing the network and how to deal with
consequent impact on performance and required resources.

Introduction

In order to make the partnership between the State and the IM successkds#ntial to
understand the multi-annual business planning process. To start with, the buildiksg bloc
for business planning for the IM are described. Secondly, a number of topiesg\eoyn
the structure of the rail market, organisation of maintenance workstemance backlog
and asset ownership, are further detailed in separate sections.

Business planning building blocks
Directive 2001/12/EC article 7.4 describes the business plan obligatioa b tas

follows:
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> network size, lines, stations ——

Within the framework of general policy determined by the State, the IM shall draw up a business plan
including investment and financial programmes. The plan shall be designed to ensure optimal and efficient
use and development of the infrastructure while ensuring financial balance and providing means for these

objectives to be achieved.

This Directive does not provide information on the duration of the businesdHolaever,
Directive 2001/14/EC article 6.3, puts an obligation to Member Statéhén eonclude
MACs between the competent authority and the IM or to take regulatory measur

Member States shall ensure [....], either through a contractual agreement between the competent
authority and infrastructure manager covering a period of not less than three years which provides for

State funding or through the establishment of appropriate regulatory measures with adequate powers.

Therefore it is interesting to observe that a substantial part of thegjpbrted to develop
multi-annual business plans.

IMs business plans tend to cover more than one year

In total 77% of the IMs report to have multi-annual business plans developed. The duration varies
between 2 years (Portugal) and 10 years (UK and Luxembourg). The Hungarian IM indicates that their
multi-annual business plan includes a rougher planning compared to their annual business plan. The UK

is the only country reporting a “rolling” business plan.

Ideally, the following building blocks should have been developed to base themaacge
plan upon (example covers a 5-year business plan):

Cost calculations

10 yr Market Forecast

labour volume & customer and auxilairy services,
st ik q materials and services »> taxes and fees, —
# trains from A to B, train-km for network management other costs and revenues

and tonne-kms per section

labour volume, materials, energy contract management

5 year tariff and revenue plan B for daily maintenance — | i ok
per section fast repair volume

A

> l—
5 year plan for changes in DU L

and yards

A 4

long-term global renewal plan | planning investments & financing,
»> 5 year renewal plan .
based on Market Forecast > loans and capex / equity
long-term modernisation plan 5 year multi project 5 year profit and loss report
L »> L 5 year balance sheet
based on Market Forecast modernisation plan
— 5 year cash flow

Figure 6.1: IMs multi-annual business planning cycl e
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6.2.1

6.2.2

The “building blocks” of a multi-annual business planning are marked bliguiref4.1.
Market forecast (10 year period)

It is important that the IM develops a market forecast for the numbegiad in the
network in order to calculate costs for both daily maintenance and lenger tenewals
and calculates the possible income from access charges. The magastfehould be
developed based on the rail policy. However, the IMs tend to rely on what raitangser
provide in terms of train frequencies they would like to operate. Howspecrlly for rail
freight operations the market expectation tends to cover short perio@simhum one
month. The forecast for rail freight transport should include an appoecadtthe future
development of the main freight customers and commodities (e.g. stealamedity,
copper, oil).

Existence of market forecasts

The IMs in Luxembourg, Norway and Portugal indicate that they do have market forecasts for freight and
passengers trains on their network at all. Since they do not have a multi-annual business plan this is
according to expectations. The other IMs report that they do have market forecasts available. In most
cases, these IMs depend on information of passenger and freight operators. However, almost all carry out

an own analysis as well.

For passenger trains the market forecast period is in general mueh démuginformation
can be gathered from either regions or the train operators themsedvesvdd, much
depends on the transport policy of the MoT. In case multi annual PSO donsess
franchises exist, it is required that the maintenance plan keepswelnm condition as
agreed with the TOC. Furthermore such PSO contracts will also semess charges
income for the IM for the concession period.

Tariff and revenue plan (5 year period)

The total income from track access charges is not only depending onehef lzaffic, but
also on the level of the charge. The track access charges should be basextinciples
as laid down in Directive 2001/14/EC.

Directive 2001/14/EC lay down the framework for setting access halgese are set by
the IM, based on charging framework provided by the State. Governments thwa enj
large degree of freedom in determining the level of infrastrucharmges, and whether they
direct more support to infrastructure and less to train operationgesversa. The
Directive also stipulates that the minimum access packageamkdaircess to service
facilities shall be set at marginal cost. Governments are alltavsubsidise infrastructure
so that charges are reduced to levels that balance inter-modal ¢mmpkta country

wants to increase the competitiveness of rail transport for sestarcomparison with road
transport, access charges can be relatively low, whereas theygahtrains will be high

in that case.

In many European counties, access charges are used to finance opefatien

infrastructure manager, is some countries, sufficient income isageddrom the charges
to finance part of the maintenance works.
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6.2.3

6.2.4

Figure 6.2 Percentage of total costs recovered by i  nfrastructure charges

In section 2.2.3 it has already been stated that the UK the ORR sets teskawrges for
a period of 5 years and then reviews it every 5 years. To date timgsasly example of a
tariff plan with such a period; in all other cases only one-yeaf pdaifis exist.

Plan for changes in network (5 year period)

Another “building block” for multi-annual planning is the plan for changes waontsize,
lines, stations and yards. In order to develop such a plan, the IM depends on)the (rail
transport policy. Therefore a close coordination between IM and MoT dedee

In some countries the problem is how to cope with growing rail traffic (&Kgthé
Netherlands and Switzerland); in other countries the problem is how tothdaggtwork

to declining traffic patterns (e.g. Poland and Hungary). Interesting iregpgct is the
development of Rail Utilisation Strategies (RUS) in the UK. Thisumsent is developed
to achieve more transparent evaluation of all options like better uditisait capacity,
smart timetabling, more flexible maintenance planning etc. In the Nettsyla
comparable practice is developed to achieve better utilisation ahegxigtwork and better
prioritisation of investment.

Long term global renewal and modernisation plan (>10 year period)

Although the typical multi-annual business plans cover a period of 5 to 10 yésrs, i
necessary to take a longer period into account for renewal. Wheneggain component
is close to its lifetime at the end of the business plan period, one shouldecahsid
possibility to renew it earlier or later in time. Therefore diffe@dternatives should be
drawn. In parallel to the long term global renewal plan, a modernisatios pkeds to be
drawn up. Modernisation of traffic control systems and signalling ahrcecoperations
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6.2.5

6.3

costs for the IM and upgrading of tracks can result in lower day to day meices costs.
The return on investment for modernisation and upgrading should be visible in theskbusi
plan.

Renewal and modernisation plan (5 year period)

The long term renewal and modernisation plans are to be transferred intoetire 5 y
business plan period through prioritisation. The prioritisation procesis hede developed
in close coordination between the IM and the MoT.

Rail market structure

The actual planning of rail maintenance is mainly depending on the structheeraf
transport market. In particular, the question if passengers or fteagisport is dominant in
terms of number of trains influences the possibilities to develop multi-anraiatenance
planning schemes.

In case passenger trains are dominant, the following applies:
Maintenance planning is determined by passenger trains
Maintenance is primarily focused on speed and capacity of the network
Estimation of wear and tear and consequent maintenance need is do-able

If freight trains (e.g. to and from mines, ports and electricity plangharmain user group
on the network and the frequency of passenger trains is less than one train:per hour
Network and maintenance planning is strongly influenced by industrialogenrent
Rail freight strategy and/or long-term contracts between largieight operators and

the IM provide the basis for multi-annual maintenance planning

The mixed networks (ho dominant mode) are further split into a network wighaession
for passenger services (including PSO) and a network without these comsethe
following Statements are formulated for mixed network with concesifo passengers:
Characteristics of the network (e.g. size, lines, stations) aex iittble due to the
concession system in place
Maintenance planning is based on facilitation of passenger concession(s)
complemented with the State rail freight policy

If no concessions for passenger services and PSO system are in pladrdd aetwork,
the maintenance planning becomes problematic:
Characteristics of the network (e.g. size, lines, stations) are yrmiebably ongoing
discussions regarding closure of lines
Maintenance planning is very difficult since no market forecagss e
Maintenance planning is often based on eliminating a maintenance backlog.
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6.4

6.5

6.6

Organisation of maintenance works

The organisation of the actual daily maintenance, heavy maintenancenewaleediffers
per country. The works can be: i) tendered, ii) carried out by IM staftaiiried out by
staff of the rail operator, or iv) it is a combination of these tHremost cases, the daily
maintenance is done by the IM staff. Only in the Netherlands and Portugaséingses
are also outsourced.

If staff of the IM is involved in the execution of maintenance, clearly theas or
agreements with State implicitly include elements related to IMsthuesource
management. This situation could seriously hamper improving the ciostratf of
maintenance; it is unclear whether maintenamaeks provide value for money.

In some cases (e.g. France and Czech Republic), the personnel carryireg out
maintenance is employed by the train operator, making it practically irbpogsi the IM
to determine the need and the proper cost level for maintenance itself.

Programme management

The railway system is not a stand-alone system; the system hasagexfth other
infrastructure (roads, waterways). The responsibilitieshiese interfaces are often unclear:
- Who is responsible for (and finances) renewals of road-rail crossiregbvl or the

road authority?

Who finances the protection systems for road-rail crossings, the IM oyatie

authority?

Who is responsible for (and finances) renewals of road-waterwasirmgegbridges),

the IM or the waterway authority?

In a number of countries, these aspects are captured in a sepageaenpne. This
programme could also include other elements, which are hard to influena b th
Station development
Noise reduction
Modernisation of safety system (e.g. ERTMS)
TEN corridor improvements (e.g. axle loads)

If the State is familiar with programme management, it is possilaslboicate budgets for
programmes to either maintenance or multi-annual investment in new undtasty It is
also helpful if the IM itself is able to define and communicate thasgrgmmes.

Ownership of assets

The liberalisation of the rail sector, i.c. the separation of infresstre management and rail
operations, led to separation of asset ownership. In some countries owneusspadgo
situations in which the costs made by the IM are determined by train openatoosit any
span of control by the IM.
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6.7

The potential problems in terms of unclear or not logical ownership of assédselate to
three main areas:
Ownership of passenger stations and financing of its maintenance (IMsemgar
train operator)
Ownership of rail freight facilities, e.g. shunting yards, shunting persondel a
terminals (IM or freight train operator)
Supply of electricity for traction. In some cases the IM also producesitgdie.g.
Germany, Switzerland, Poland) and there are examples in which the [zagsshger
train operator buys the traction and sells it to the other train operatimgaoies (e.qg.
Netherlands). In these cases it should be clarified how this relatesrailthccess
charges system.

In relation to rail freight an important observation is made. If the casfgdserving the
marshalling yards are to be borne by the freight operators instead of théslikdly that
demand for these services will disappear or reduced since the shuntingssarg mostly
only used by the former State railways. The new entrants mainly opéttaieomplete
trains or shuttles and do not need these services.

In any case, the agreements in the areas presented could negativehcmfh transparent
system of maintenance planning.

Changes in scope of network

One of the most sensitive issues concerns changes in the networkalesirey of lines or
expansion of the network) and how to deal with the consequent impact on revashues a
expenditures. As illustrated in the guidelines for business planninggsesntial in order to
address this issues adequately that the IM is able to illustratalaeti of changes in the
network through a profitability analysis. As such it is up to the MoT toagise changes in
the network and to revise their financial commitments accordingly

61



7 Finance Plan

7.1

Guidelines Finance Plan
Enable multi-annual budget commitments.
Enable the IM to act as an entrepreneur.
Consider the possibilities of off-budget financing.

Match income and expenditures on the long term and not the short
term.

Optimise absorption of EU grants.

Introduction

It has become apparent that one of the key constraints to efficient activeffe
maintenance or railway infrastructure is funding.

Whereas a long term business plan as addressed in the previous chajutes pmeight in
the level of funds required, this chapter presents the key principlesdih§ of the
maintenance activities that have been agreed upon between the IM and the MoT

An IM can gain or obtain money from different players in the field. Thereoaiadtance
its customers, the TOCs that pay for the use of the services. Bdébkateds the State that
has to safeguard the public interest with regards to the infragewand the has the
obligation to make sure the network is developed and safe to use and thatesswnable
period, the accounts of the IM balance with revenues from access chdnges, ot
commercial activities and State funding on the one side and expendituhesathdr side
(Directive 91/440/EC article 8).

As mentioned in chapter 2, the IM is to a great degree depending on théo6itst
income, not only because the State formulates the rules for théatialtof the access
charges, but also because the access charges are very ofteriénsudficover operational
costs (including maintenance). The following EC regulations and Diescicknowledge
the dependence on the State and allow the State to contribute to the cdetstoficture
management:
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EU regulation 70/1107/EC

- State aid to infrastructure is permitted under a specific regimgcstid EU regulation
70/1107/EC on the granting of aids for transport by rail, road and inland waterway.
This allows various types of public budget contributions to support opgeists for
the management and maintenance of infrastructure and for capitalfgrantesting
in infrastructure.

Directive 2001/12/EC
According to Directive 2001/12/EC the IM are obliged to draw up multi-annual
business plans. However, as explained above, IMs are to a great extend depending
State contributions for the maintenance of the network. State cdiunibare set on an
annual basis, and are ruled by annual Government budgets.

Directive 2001/14/EC
Directive 2001/14/EC requires Member States to lay down conditions teeehat
under normal business conditions and over a reasonable period of time, the adcounts o
the IM shall at least balance income form access charges, surphmestier
commercial activities and State funding on the one hand and infrastrexpeaediture
on the other hand. This may include advance payments from the State where
appropriate.

7.2 Access charges

Access charges

One of the most critical issues in the management of railway infchste concerns the
access charges. To date no uniform guidelines are in place to cohgageatcess charges
and this guidance note will not provide for that.

The access charges are in principle set to recover the margitsabttise use of the
infrastructure by trains. However, this does not cover all maintenaqo#ed, as wear and
tear is not only caused by trains passing the network but also depends on othal exte
influences such as the climate conditions.

The access charges will determine to a large extent the income lioirastructure
Manager. The IM aims to maximise its revenues and minimise its icostder to meets its
agreed upon performance level, so he wants to have the access chargegpsgitup a
maximizing level. This may not be in line with the objectives of the M@ reasons for
instance of modal split, the MoT may want to have lower access chargesdiig to EU
Directives, the IM shall calculate the access charges based updaticegprovided by the
State (Directive 2001/12/EC).
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7.3 Multi-annual budget commitments

So far the key barrier to multi-annual railway maintenance contsattie iapparent
inability of the Government to commit budget resources for more than one yess lasen
stated by most of the interviewees.

This issue requires some further perspective. It is to be note@teat years have seen an
emergence of PPPs. As mentioned before PPPs are mostly contractsywinemublic
sector agrees a multi-annual contract with a private entity who tegpsnsibility for the
design, build, finance and maintain of a public asset (e.g. roads, hosgitalsls and so
on). In order to recover its costs, the private entity is eitherezhtitl charge the users of
the assets for its use or it receive a fee based on agreed upon perfonui@aters (e.g.
availability of a road).

Although railway maintenance does not include the design, build or finance se&tn a
through merely the maintenance of an asset, the concept of PPRastakeit entails a
multi-annual budget commitment.

HSL South in the Netherlands

The HSL South in the Netherlands is the biggest PPP contract ever awarded by the Dutch Government

and one of the largest High Speed Link projects in Europe to date. The HSL South consists of a 125 km
long railway line which connects Amsterdam with the Belgian border. Starting in Amsterdam passengers

will be able to reach Paris in three hours.

The Dutch Government financed the complete concrete substructure, but the superstructure was tendered
via a DBFM-contract. The consortium Infraspeed signed this 25 year contract and is responsible for the
design, construction, financing and maintenance of the HSL railway system and superstructure. As of
2006 the Dutch Government will pay Infraspeed a substantial yearly fee for making the HSL available for

transport. The fee depends on the availability of the railway system.

The operation of the HSL was awarded via a 15 year contract to the High Speed Alliance (HSA). HSA, a
partnership between KLN and the NS, has the exclusive right to operate the high speed line in the
Netherlands and the right to operate high speed trains on the entire line from Amsterdam to Paris. HSA
has the obligation to cooperate with NMBS and SNCF for international trains. HSA pays an annual fee to

the Dutch Government for the exclusive domestic right.

Consequently as Governments are able to arrange multi-annual budget comsnitme
PPPs then why not for railway maintenance arrangements?

The issue of multi-annual public budget requires also understanding of the &urope
Directives on accounting of debt. Most members of the European Union ratdig@dehty
of Maastricht of 1992. This treaty deals, amongst other subjects, with somangcal
criteria which are important for the yearly budget:
The inflation for a Member State must not exceed the average infldtioa three
Member States with the lowest inflation with more than 1.5 percent point.
The capital market interest must not exceed the average of thevtreber States
with the lowest capital market interest with more than 2 percent point.
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7.4

The exchange rate of the local currency must be stable for a fewyeelation to the
currencies of other Member States.

The budget deficit must not exceed three percent point of the yearly budget.
The public debt must not exceed sixty percent point of the Gross DomesticPr

The most important issues in this case the last two bullet-pointerd ts any shortage on
the yearly budget, the Government's total lending is limited by theiardéthe Treaty of
Maastricht. This means that if there is not enough money for athske the Governments
has to provide, savings has to be made. In the case of railway maintenanus, rihie
that savings are to be made on the maintenance budget.

It is possible to commit to a multi-annual financial obligation. The Governthergfore

has to prove the “constructifrisk is beard by a private partner and either the
“availability*™ or the “demanf” risk is also beard by the private partner. When this is the
case, the asset can be classified as off-balance and relatedafinahgations are not
accounted for as public debt.

The Infrastructure Manager as entrepreneur

As entrepreneur the IM should have the authority to undertake auxiliary musttesgties

to increase its revenues. These extra services can be statioassdoading and unloading
facilities, etc. another option is to provide a traffic informatigstasm against payment. In
general this will deliver limited income compared with maintenamcerenewal costs.
Some IMs own land which could be sold, developed or otherwise be used to generate
income.

Non-traffic income in France

The total amount on non-traffic income, mostly related to disposal of real estate in France railway
business amounted up to 10% of RFF income. The problem however was that it was not clear who is
entitled to this income, SNCF or RFF.

Case: Network Rail Commercial property exploitation

Network Rail is the country’s largest provider of commercial property to small and medium-sized
businesses. Network Rail has over 45,000 sq meters of retail space — equivalent in size to some of the
largest shopping centres in the UK besides, Network Rail owns over 3,000 advertising sites nationwide —

9% of all outdoor advertising sites in the UK.

Case: SBB real estate income
The Swiss Federal railways (SBB) act as IM for the rail network. The financing of investment in the rail
network mainly come from State contribution. However, also transfer payments from SBB Real Estate are

also used as financing source.

%6 Construction risk is defined as the risk for covering of events like late delivery, respect of specifications and additional costs.
m Availability risk is defined as the risk for covering volume and quality of output.
'8 Demand risk is defined as the risk for covering the variability of demand.
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7.5

In addition to the authorising the IM to optimise its revenues from auxdictiyities
provided that they do not endanger it core duty being the maintenance ofitlag rail
infrastructure, the IM should also be authorised to arrange workingicapibe same
manner as a private entity. This will provide him with the flexipitiecessary to optimize
the life cycle costing of maintenance.

It is to be recommended that this facility should be enabled without smverearantees in
order for the banks to assess the creditworthiness of the IM based on itssusines
performance. Before lending any money to a project or company banks wants to have a
complete overview of the cost and revenues of the project or the companyamuiéil

cash Statement must be submitted in order to assess the possibillie$eofling party.

For this assessment banks frequently use the Debt Service CovatagédSCR). The
DSRC is the ratio of net operating income to debt payments. The highetiadhéhea

likelier the chance a bank will lend money to a company or for a speaficpr

Also, the more certain future cash flows are, the lower the price tad&pthe loan.
Therefore, long term contracts with TOCs and with the State or regidriaailitate the
ability to attract commercial finance for funding of working capital.

Case: United Kingdom capital markets
Network Rail’s financing requirements are principally met by debt raised from the capital markets. The
Debt Issuance Program has within it two active debt issuing programs:
A £20,000,000,000 Multicurrency Note Program — launched in October 2004 and its main financing
vehicle
A £4,000,000,000 Commercial Paper Program.
Network Rail also has a £10,000,000,000 Medium Term Note Program - although no further debt will be
issued from this program. All notes issued from this program will mature before 31st March 2009.
In addition to public bond issues, Network Rail has issued bonds in response to reverse enquiries from
investors. All the money raised from the bonds issued by Network Rail Infrastructure Finance plc, after re-

financing and service of debt, is on-lent to Network Rail Infrastructure Ltd

Rehabilitation or Maintenance Backlog

As for major rehabilitation or backlog of maintenance the IM in partiénldre new
Member States could consider the soft loans from the internationatitashanstitutions
(World Bank, EBRD).

It would however be recommendable to include maintenance backlog in thegrapner
agreement for maintenance as well, as it is important to deal wittidieespread problem
of maintenance backlog, reducing safety on the network and causing economi@ahprobl
and annoyance with delay.

Soft loans, are provided by development banks and multilateral irmigusuch as the
European Investment Bank and the World Bank, and are exclusively used in developing
and emerging countries. Typically, soft loans have “soft terms”, meamanghiey have
extended grace periods in which only interest or service charges aféhdyecan also

offer lower interest rates and longer amortization schedules thanntimmas bank loans.
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Soft loans are normally earmarked for specific purposes and spgeidis, such as sector,
purpose of the project, or economic situation of the country.

Multilateral institutions and development banks include:

European Investment Bank (EIB)

EIB’s clients are public and private sector bodies and enterprise&artkan effect
can act as a catalyst, encouraging other banks and financial p&stpartcipate in an
investment. The EIB usually finances larger scale projects gir&dB sometimes
provides finance for elimination in backlog of maintenance. No exampleshiesn
found for EIM financing of day-to-day maintenance.

European Bank for Reconstruction and Development (EBRD)

The EBRD is the largest single investor in Central and Easteop&and the CIS.
The EBRD has committed more than €20 billion to over 800 large projects. Small
projects are almost always financed through financial intermedi&yesupporting
local commercial banks, micro-business banks, equity funds and leasingefdhie
EBRD has helped finance around 200,000 smaller projects.

World Bank

The World Bank Group focuses on the provision of funds to developing and emerging
countries. The Banks mission is to fight poverty and improve the living stindfr
people in the developing world. It is a development Bank, which provides loans, policy
advice, technical assistance and knowledge sharing services to low anelimiddie
countries with the aim to reduce poverty. The Group consists of five sagjanis of

which the International Finance Corporation (IFC) is of interesnfaaistructure

managers in a number of countries in Europe. IFC promotes private investment by
supporting high-risk sectors and countries. IFC invests in projects thaitsneet
investment criteria, but for which it is hard to get financing angfciinical expertise
elsewhere on reasonable terms.

Case: Bulgaria Programmatic Adjustment Loan (PAL) p  rogram

Bulgaria received 3 PAL-loans from the World Bank since Bulgaria joined the World Bank in 1990. The
total amount of the three loans under the PAL program is US$425 million. PAL 1 for US$150 million was
approved in February 2003. It was targeted at improvements in the business environment, the
restructuring of infrastructure sectors including rail maintenance and further deepening of the financial
sector. PAL 2 added another US$125 million equivalent and had a particular focus on public
administration reform. PAL 3 is worth US$150 million equivalent (€116.1 million). PAL 3 is to be paid over

in 17 years, including a 5 year grace period.

Also to be considered are the possibilities provided for by the Commissiaykththe
available grant programs, most notably.

Marco Polo IlI: stimulate modal shift in EU and neighbouring countries (applicabla fr
2007)

The European intermodality policy features a market-oriented prograonshéttfreight
off the road towards the more environmentally friendly modes: the MatodPRagramme
(2003 — 2006) under Council and Parliament Regulation 1382/2003, endowed with a
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budget of 100 million EUR for the EU25. Concretely, this programme aims to hift th
average yearly increase of international road freight towards steshipping, rail and
inland waterway. The “Marco Polo II” Programme is proposed for the meattdial
perspectives (2007 — 2013). Relying on the proven mechanisms of the curreatrpnegr
the Commission proposes two new types of action: Motorways of the Sea #id Tra
Avoidance actions. They should actually lead to a reduction in interniato@hfreight.
Marco Polo Il also enlarges the scope of the programme to all neighbours af dipedh
Union. It stresses the role of rail freight and clarifies the sampeeftain infrastructure
measures.

Funds are available to projects shifting transport form road trarnspail or inland water
transport for EU members and candidate countries, which are schedulgditorgethe
EU in the years to come.

Cohesion Fund

The Cohesion Fund was set up to help the less prosperous Member Statesaresolv
dilemma: to provide the vital development of infrastructure needed fotrdues-European
transport networks and environmental protection while ensuring thaigthedsts of these

major works does not undermine their budgetary efforts to meet the econaomic an

monetary union criteria. The fund was set up in 1993, and in 2004 extended its action to the
10 new Member States where it took over from ISPA.

Member States which GNP per capita is below 90% of the Community avehgda

are following a program of economic convergence. The focus of the Cohesion Band is
the Trans European Network (TEN). Funds are allocated to projectsehatthe field of
transport and environment. National authorities are in charge inisglaod implementing
the projects.

Facilities: Subsidies, no co-financing

Transaction: Co-financing for 80% to 85% of public or similar
expenditure, with up to 100% for studies and technical
assistance measures.
The total cost may not be less than EUR 10 million

Time: Program ends 31 December 2006.

Fund budget: The total budget for 2000-06 amounts to EUR 18 billion.

The Member States are responsible for implementing the projects, inwattagfunds,
meeting the timetable and complying with the financing plan. The Conamissikes
regular checks and all projects are subject to regular monitoring.

Instrument for Structural Policies for Pre-Accession (ISPA)

Launched in 2000, ISPA has been one of the three financial instruments (with Phare and
Sapard) to assist the former candidate countries (EU10) in theatiepdor accession. It
provided assistance for infrastructure projects in the EU priorigsfigf environment and
transport. ISPA focused on transport and expanding the trans-European tragtsparks
(TEN-Ts). After the accession of the EU10, these countries aikleligr the Cohesion

Fund.
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Rail bypass at Zalaegerszeg in Hungary

In order to extend the railway line between Hungary and Slovenia 80 kilometres of track has to be
restructured and upgraded. The first phase of this project was finished in 2003 with the construction of the
Zalaegerszeg bypass, including a 140 meter long steel bridge. With a 50% contribution of the ISPA facility
this almost 8 million Euro project was executed and finished on time. The bypass resulted in a 10 minute
shorter travel time and much more punctuality on the line even as reducing the environmental impact of
the line. Note that nowadays, since Hungary is no longer an accession country and therefore ISPA has
been replaced by Structural Funds and Cohesion Funds on the one side and IPA on the other side.

Rehabilitation of the Bucharest — Baneasa — Fetesti sections on the Bucharest — Constanta railway
line

Located on the Corridor 1V, the main railway route of Romania, the Bucharest — Constanta line is
important for freight and passenger transport. Connecting the Black Sea Harbour of Constanta, also an
important tourism resort, and Bucharest, the line is very important for the Romanian economy. With an
ISPA grant of 231 million Euros the project, which is only 2 % of the total rail network in Romania but

carries about 17 % of total transport, could get started.

69



8 Monitoring the Partnership

8.1

8.2

Guidelines Monitoring the Partnership

Agree Quality Criteria that are Specific, Measurable, Achievable,
Relevant and Time-framed (SMART).

In case no information system is in place, Quality Criteria neetb be
simple. To start with, only a few indicators should be used thatvere
also used in the old integrated railway (e.g. punctuality, maintenance
cost per km, presence of temporary speed restrictions, safety)

Provide incentives to the Infrastructure Manager to optimise
performance in a cost-efficient manner.

Assign an independent monitoring body with the authority to requets
all information required.

Assign an independent monitor or arbitrator or any authority to
conclude on any disputes.

Introduction

In order for a multi annual partnership agreement to be effectively edetutecontract
needs to operate with other mechanisms to make sure all partiesnsbatheir contractual
obligations. Contracts can be enforced by using for instance incentiveniseatand/or
penalty mechanisms based on pre-defined quality criteria. In a good cohgact, t
monitoring of the performance of both parties is to be done through independent
monitoring.

Quiality criteria
Contracts are enforced by creating penalties if contractual obligadre not met. On the
other hand, a more positive incentive mechanism can stimulate the ptotoptisnize the

results of their actions under the contract. In order to be able to ettfercentract, it is
important that quality criteria are set.
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8.2.1

Quality criteria and objectives

The quality of the infrastructure can directly affect the ability of s to deliver their
services and can impose costs to the TOCs in terms of maintenahe# oflling stock as
well as the speed, safety and timeliness of the services of te. 3 the Government is
responsible for the interest of the community, it will thereforeuthelquality criteria into
the contract with the IM in order to maintain or improve the infrastrucjuadity. In case
the Government has contracted passenger services with performandgescémnust
assure that the IM does not harm these contracts. These qualiig cate also serve as the
basis for contract enforcement, linking incentives or penalty mechandisthe quality
criteria.

As mentioned in chapter 2, no uniform quality criteria are used in the Earbjméan at
this stage. Quality criteria range from number or duration of speed liessjctia safety to
capacity of the network.

The difficulty with quality criteria for IMs is that criteria can gridle measured if
information is available. The information has to be provided by the hdréfore, it will in
some countries be difficult to impose criteria on the short term asghiga@ information
systems are not in place. It is however recommended to already agréAR& fuality
criteria to be used in future contracts, in order for the IM to work towazeithg) able to
provide the information needed.

To make a contract manageable, it is recommended that quality criteBpeaiéic,
Measurable, Acceptable, Realistic and Timed (SMART).
. Specific: the criteria and / or objectives are clearly defined;
Measurable: the criteria and/or objectives are stated in numbersnizages,
frequency, reach, scientific outcome, etc;
Achievable: The quality criteria and objectives must be reatisten the market
conditions, time period, resources allocated, etc.
Relevant: the outcome or results of the quality criteria and objediaee to directly
support long term business plan of the infrastructure manager.
Time-framed: the point in time when the quality criteria will be mesa$has to be
agreed upon.

It is to be noted, that certain criteria can be SMART in one State wiegrart not in
another, for instance differences in the objectives of the long termessgilan of the IMs
can make criteria relevant for the situation in one country and irrgl@vanother. An
indicator for performance quality criteria will be the Reliabjlityailability,
Maintainability and Safety (RAMS) norm.
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8.2.2 Examples of Quality criteria

In general, the quality criteria presently used are aimed at tweeism) train service
quality (like punctuality, safety and accessibility) and ii) the psiéesl quality of the
IM’s work ( productivity, use of subsidies, and implementation of investment
programmes).

It appears that in the UK, the Netherlalidsd Switzerland, a large part of the criteria used
deal with the same issues.

Punctuality; performance of trains compared with time table.
The following data are reported:

Causes for delays, allocated to the TOC or to the infrastructure (IM)

Sometimes more detailed information regarding the infrastructgeghiered:
Statistics of causes for delays are reported separately foy ¢eekary, signalling
etc. (Switzerland).

Reporting per TOC or per network segment. This is logic in case ohadgi
concessions / franchises with separate targets.

Failures of infrastructure related to impact on train service.

Productivity and network utilisation:

Costs per train km

Cost per line or track km

Use of subsidy per train km (Switzerland)
Train density / ton km data

Overhead costs % (the Netherlands)

Asset condition parameters dependent on the local situation, examples:
Cleanliness of stations / social security for passengers (thefads)
Asset quality, stewardship (UK)

Network condition report (Switzerland and the Netherlands)

Financial performance, dependent on arrangements in the contract:
Expenditure variance (UK)

Financing / debt data (UK)
Income statement performance (Switzerland)

Customer satisfaction:

TOC satisfaction index (UK)

Customer satisfaction score (Switzerland)
Irregularities in traffic control (the Netherlands)
Possession hinder for TOCs (the Netherlands)

Safety related indicators for the system and for labour:
Safety risk — train accident pre-cursor measure (UK)
System safety index (the Netherlands and Switzerland)
Number of derailments (Switzerland)

Annual safety monitor by safety inspectorate (the Netherlands)

% Both Network Rail (UK) and ProRail (Netherlands) have published their Key Performance Indicators (KPIs). These KPIs are
presented in Annex C.
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Furthermore a number of indicators in these countries exist retatedional policies or
related to the use of the network, particularly aimed at national netwaditions and
characteristics.

Switzerland
Switzerland has a high density passenger train system with one dominatbope a
relative small network. It is strategically located on the transalipiternational freight
traffic. Currently a large upgrading programme (bahn 2000) is conductecblidverig
additional indicators are used:

Success in modal shift road — rail (access charges income per limallguold gross

ton km for freight)

Delayed availability of lines after works / possessions

Progress in the interoperability programme

Tunnel safety improvement programme progress

Progress in accessibility for disabled persons

Productivity in track renewal

The Netherlands
The Netherlands also has a high density passenger system with one domirsdat opex
relatively small network. In parallel a large number of possessiongfrading or
construction of new lines is presently carried out. The additionatiariised are:

Progress in accessibility for disabled persons

Provision of traffic information for passengers according to agneeme

Utilisation improvement of the network

Number of appeals against capacity allocation

Possession periods with irregularities for passenger trains

Progress of level crossing safety program

United Kingdom
The UK has a much larger network compared to Switzerland and the Netheltitwads
many passenger franchises and large variations in train densigrious parts of the
network. Therefore, the following indicators are in place:
No special indicators but an obligation to develop a Rail Utilisaticate®ty (RUS) per
network segment. A RUS takes into account utilisation, costs, altersatiw@ns, and
match between traffic characteristic and maintenance strategy
Progress of repair and maintenance backlog programmes
Progress of enhancement projects

Differentiation in quality criteria

In the past infrastructure maintenance was governed by internadyatandards; however
most countries used UIC standards. The differentiation of standards fgrusssivmain
lines and less used main lines and secondary lines was mostly liffieeK practice to
develop Rail Utilisation Strategies provides a kind of benchmarking batdiéerent parts
of the network that are utilized in a different way.

Since standards regarding frequency and intervals of maintenamuz largyer an internal
railway issue there is more demand for condition based maintenance and dhtierent
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8.2.3

(i.c. different kind of recipes for different lines instead of orgpe=for all purposes).
Wherever multi annual agreements are created this issue #resksyword are:
Market oriented maintenance planning instead of technique driven planning
Condition based and utilisation dependant maintenance strategies pemiatearnk
segment
Flexible adjustment to changes in market changes

Another keyword in discussions about MACs and quality criteraufgut contral This is

not an easy task since it assumes profound knowledge of the relation betvigsioatil

and costs. In the UK and the Netherlands the principle of output control isgiage The
year 2008 will be for ProRail (Netherlands) the first year of apjiicathe period between
2005 and 2008 is needed to develop knowledge and criteria. In Switzerland thé@valua
of the second four year performance agreement period shows that theonsdigark more
or less as output indicators. However it is also clear that impart@nges like the start of
the bahn 2000 timetable require a reset of all indicators and redatiboéthe input —
output linked system.

In all examples the planning of indicator development should be dependant ¢& @&ffec
traffic volume changes, effects of investment projects and efiéctsanges in State
policy. In all countries mentioned these mechanisms are still undeogeastt.

The smaller networks like in Switzerland and the Netherlands relyoal®enchmarking as
an indicator. In both countries international benchmarking is part of tfe@mpance
agreement. For larger networks such as in the UK, Germany and Franee @hgoc
perform a comparison / benchmark on domestic scale.

As the railway system remains for outsiders a kind of black box, benciigaeisults may
help politicians and ministries to assess basic performance which egkes starting
point for discussion about targets and requirements for a next dqeramd. This
happened for example in the Netherlands where a parliamentary coomnms&stigated
the roots of infrastructure rather bad performance and long-lasting disputegté¢he
MoT and the IM. The international benchmarking delivered satisfactejtsdor the IM;
an important next step in analysis has been to identify potential inmpemie in the
cooperation between the MoT, the MoF and the rail sector regarding cooperation
planning and control.

Assessment of Quality criteria

The Netherlands, UK and Switzerland all reported that development chiodi and
collection and interpretation of data is a tedious job. The railwaglissad technical
system with many interactions between trains and infrastructurke# time to define and
measure in a reliable way the effects that need to be monitored.

It is also clear that, in order to develop a more transparent and maekgednnaintenance
strategy, the IM needs a counter partner with sufficient knowledgd wfaiking practice
to achieve progress. In the UK the ORR has this role; in Switzerlanis tiie Federal
Office Transport (FOT). The RB is sparring partner for the IM antbistae proper
institution to organize benchmarking.
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Most indicators require a detailed agreement on:
Measuring systems for traffic control (requires computerized sgstemegister all
train movements and measure irregularities)
Allocation rules for delays responsibility
Rules for accounting and cost allocation
Time table construction rules regarding use of capacity and bufferrtitragn paths

The measurement of indicators can only be done by the IM. The role of thed&siess
procedures, in-depth analyse the results and procedures in case the outcome looks
suspicious and arbitration between the IM and the TOCs.

How to start

The lesson from the UK, the Dutch and the Swiss experience is thatfot anly a few
indicators should be used that were also used in the old integrated railgagpehal
information for these indicators is still available. Perhaps nmiatel as is required by the
State in its new position as a contract partner, still it is ets@velop existing indicators
than developing new ones from scratch.

It is recommended to use the following start up set:
Punctuality indicatorghat are relevant for the relation between the IM, the TOCs and
the State regarding passenger service performance. The exactoefiafiends on
available registration systems. The discussion between the IM and thél RBo
result in proposals to implement better data collection systerssa#isi the case in the
Netherlands).
A cost indicatorlike maintenance cost per train km and line km. Such indicators are
relevant for the relation between the State and the IM on how the agdiabk are
used. In general these indicators are more useful if they can be measunee per li
network segment. This will improve the discussion about the relation betwesegla
maintenance, required funding and market development. This requires a proper
accounting system with cost allocation mechanism and registrationrof tra
performance by traffic control. The working of registration and accountinghe
audited.
Presence of temporary speed restrictions and their duraBach an indicator is
relevant to measure maintenance backlog, effective organisationlbf'the
maintenance schemes and prioritising of repair actions. In countridmtieas large
maintenance backlog with many long lasting temporary speed restridtisns @n
indicator for the effectiveness of the agreed recovery strategypdrary speed
restrictions are imposed in case of safety danger; in high trairtydeasvorks like in
the UK, the Netherlands and Switzerland they translate in massive {mliagsuality).
In case the restrictions are the result of lacking funding for repeénesal, the
duration is much longer and the most important effect is deterioratibe paissenger
TOC's business case. The rail passenger product will not be compatiinst
growing car ownership.

As most railways have registration of safety incidents it is usaatiple to define some

safety indicatorsEvaluation of such indicators is a base for example for level crossing
improvement planning. In general these indicators are monitored by theregigditor;
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8.3

8.3.1

the safety inspectorate (might be the same regulator) has the pasitmlett data
regarding incidents.

As soon as an agreement on investment programmes, improvement programmes and
capacity enhancement is achieved, it is possible to defogress indicatorshat can be
used to monitor the IM’s performance.

Incentives and penalties

Economic incentive mechanisms are an instrument used to create suamrgshats and
partnerships. Incentives are a means to reward the partners in a partoecsimtract in
case they did a good job or met the objectives stated in the incentihiamigm. Incentives
should work for all parties in a partnership or contract. Incentives have tesigeeattin a
way that they stimulate the partners to perform their different voddls

The objectives of a partnership in the railway sector can be bestextlfi¢he parties are
facing, strong, fair, consistent and continuous incentives. This section @guiidielines
for design of incentives and penalties and gives examples possibléviesemtpenalties.

Design of incentives and penalties

Many contracts include incentives in the form of for instance bonugeEnatties in order
to make the parties deliver to expectation. However, when designing the iacamdiv
penalty system, a number of questions should be kept in mind:
- When are bonuses and penalties necessary?
How can the level of monitoring and regulatory capacity be taken into acchilat w
designing bonuses or penalties?
How can bonuses and penalties be designed to maximize economic efficiency?
What are the specific objectives of an incentive mechanism?

First of all, Incentives in partnerships between the Government and thstinfture
Manager should be formulated in mutual agreement and according togerégjulation —
if any-. Incentives can be input or cost based incentives or output or pentrhased
incentives or a mix of both.

It should be noted that input or cost based incentives and output or performastte bas
incentives can be conflicting, as the first is based on reducing cakteeasecond on
quality.

The following guidelines have partly been identified by the Word Bank basetken c
studies performéland are partly based on experience in the UK railway infrastructure
market”.

2 world Bank, Concessions for infrastructure, A guide to their design and award
% ORR, Periodic Review 2008, Enhancing Incentives for continuous improvements in performance, a consultation paper, July
2006
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Minimize the regulatory burden

As mentioned above with respect to performance targets, public autioritie
monitoring and regulatory capacities are often severely limitedefdret other
contractual options to reach the same goals as would be reached with bonuses or
penalties should be considered. In case the bonuses and penalties are deemed
necessary, a variety of means can be used to facilitate the monitoniitipactf

public authorities, such as requiring that penalties be paid directly tséhe to induce
the users to report breaches of contracts or to introduce an independédnt as
suggested in chapter 4 of this study and as specified in section 8.2.

Provide for a range of penalties

Relying on the threat of imposing only the most severe penalties, suchastiem,
would risk having an unduly negative impact on the relationship between the gartner
and would, in any case, lack credibility (a contract will not be terminatedifer
faults or shortcomings on the part of the IM).

Case: penalty system in the Argentinean electricity transmission sector

In order to be able to send appropriately calibrated signals, it is important to provide a menu of penalties,
including, for example, different levels of financial penalties in addition to the ultimate sanction of contract
termination. In Argentina's electricity transmission sector, for example, there is a detailed schedule of
penalties to be paid by the transmission company in case of outages. These penalties vary according to
the relative importance of the affected assets and the duration of the outages. Scheduled outages and
those resulting from criminal acts of third parties are penalized at lower rates, and total monthly penalties
are capped at 50 percent of monthly revenues. If the company accumulates excessive yearly penalties,

the Government has the option of terminating the concession.

Enhance economic efficiency

Penalties and bonuses should ideally reflect the economic costs aritslmdribé
behaviours that they are trying to prevent or promote. In some cases, foresxampl
instead of seeking to completely eliminate a given type of conduct, peraltigsbe
related to the economic loss caused by that conduct (for example, penaltidayfande
the network could be designed to cover society's loss incurred by that délary, the
IM would have proper incentives to adopt economically efficient behavioairig, to
break the rules when the resulting economic loss for society—coverbhd pgralty—
is smaller than the benefit derived by the IM).

Formulate specific objectives

Incentives should have clear objectives, in order to answer the questennaicessity
of the incentive. Some of the objectives might be met in a more coseefficay than
through incentives and penalties (which require intensive, detaid@itoring). When
the objectives are formulated, the incentives will be better understoodeand t
necessity will be more objectively assessed. Again, incentiveshehfaitmulated in a
SMART way including measurable output specification, please @eteetprevious
section on quality criteria for more information.

Incentives should be aligned along the value chain

That means that the MoT, the IM and The TOC should all be subject to vesefu
their specific roles. These incentives must be in line with edehr,ahall not be
conflicting and should serve the public interest. (TOCs should have dirxetsinin
exerting pressure on the IM to improve its cost efficiency — thigradlice the cost of
enforcing and managing by the independent monitor)
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8.3.2

Incentives should make sure that the IM shares in the indusyrcost risk as well as
in industry revenue risk

Sharing in the revenue risk will provide incentives to the IM to grow and ajetied
network and eliminate any disjuncture between the whole industry costsvemlies
(i.e. the IM’s profit should partly depend on the number of trains that rureon th
network)

Incentives should be designed in such a way that it stimulatesethM to
outperform its quality criteria

In future these efficiencies will lead to lower funding requirement and laeagss
charges.

European Guidelines regarding Incentives
As railway infrastructure is merely a monopoly, it is necessary ferttvbe provided with
incentives to reduce costs and manage their infrastructure efficienorder for IMs to be
encouraged to meet the requirements of the State and the markety®2661/14/EC
provides the following tools:
Article 6.2 states that IMs shall be provided with incentives to reducmogts of
provision of infrastructure and the level of access charges
Article 11 provides that infrastructure charging schemes shall through a
performance scheme encourage TOCs and IMs to minimise disruptions and
improve performance of the railway network. This may include penalty
mechanisms as well as bonus mechanisms

Types of incentives and penalty mechanisms

Incentives can be imposed by the nature of a contract (meeting qualit\adtecan be
arranged in an incentive mechanism. This section introduces a numbemtivace
mechanisms that can be applied in a partnership for maintenance asineghtises that
exist due to the nature of the contract and the industry (and that do not neeentiné
mechanism)

Input or cost based incentives
The majority of incentive contracts include only cost incentives. In daséway
maintenance this could for instance be focused around a targeted publioutiomtri
required for the planned maintenance. In this case, a deviation of thefpobiig
requirement of maintenance in the business plan will be shared by a pexdantag
between the IM and the MoT (both positive and negative). Please note:
The Infrastructure Manager and its contractors are motivated toeffgenanage
costs.

Such an incentive imposed by the Government upon the Infrastructure Manager for

maintenance costs is solely possible in the event that the Inftastritanager is
not only paid for actual costs but also gets a profit for the works. If teative
relates to the reimbursement of the costs and not to an additional pwafit, i
reduce the amounts available for maintenance in the following period, reducing
maintenance expenditures and as such further deteriorating the sketaefwork
and increasing future maintenance costs.

Therefore, a target profit or fee or even a bonus to the management ¢gaduk a
upon, which will be subject to the incentive contract clauses (i.e. the waligee
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increased with the amount of the percentage of cost savings or reduced by the
percentage of cost-overruns).
The incentive formula for such an incentive mechanism can be structuteshia s
way that:
Actual cost that meets the target will result in the targdttpmofee or
management bonus
Actual cost that exceeds the target will result in downward aw@urstof target
profit or fee or management bonus
Actual cost that is below the target will result in upward adjustmitatrget
profit or fee or management bonus
Lesson learned: Manila Light Rail success fee ~ ?
Overly ambitious or otherwise unrealistic performance targets lose their incentive powers. A recent review
of management contracts has shown that many of these contracts suffer from this defect. For example,
the management contract for the Manila Light Rail Transit Authority had a success fee linked to profits.
But, given the Government's pricing policy, it was practically impossible for the contractor to make a profit

and thus receive the success fee (see Shaikh and Minovi 1995).

Output or Performance incentives

Performance incentives may be related to product charac(stic speed
restrictions) or other elements of the Infrastructure managtwical performance
(e.g. quality of maintenance work, delays caused by maintenance workg osetfed
track etc.) Key for the infrastructure manger and the Governmentataisis clear
criteria for meeting performance targets.

The attainment of targets will be measured via performance tebisoa monitoring.
Again, this incentive mechanism is only possible in case the IM begitled a
reimbursement of maintenance costs receives some sort of additioatptaifg or
management bonus if targets are met. If the reimbursement of costs willdsesoan
as performance indicators have not been met, the situation on the netivorkywi
deteriorate due to lack of funds.

Personalized incentives and penalties

Management incentives

As is being considered in the UK, and is also applied to a large extéstpnivate

sector, the object of incentive could be the management and the orgarésadi

whole.
Financial incentives on managemethtis scheme implies that the management
of the Infrastructure Manager is awarded a personal bonus when thd agre
upon targets or performance are met. It also implies that when the tgets
not achieved the management will be sanctioned.

This mechanism requires that the management should have sufficiergrdecis
rights and access to resources to actually achieve the perforteagise This

is supported by Directive 2001/12/EC requiring the IM is given the freedom to
manage their internal affairs and the IM shall have the respotysibiiits

own management, administration and internal control.

2 World Bank, Concessions for infrastructure, A guide to their design and award.
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Reputation incentives on managememe meant to stimulate the management
to meet and outperform their quality criteria and to be seen to be leading the
industry. This can be enforced by robust and transparent monitoring and does
not need to be included into a contract. Too fierce personal reputation
incentives will paralyze management through a great extend of eskemess.

Hire and fire

Due to this same Directive, sanctioning the management in case of mal-
performance can only be applied in a limited way. As according to this
Directive the IM must be responsible for its own management, the “Hire and
Fire” mechanism (which allows the state to replace the managemeade of
mal-performance) is legally impossible. Other measures to pdlyssaaction

the management are through cutting flexible bonuses or even penalties.

Incentives and penalties outside the Multi annual Partnershifor Maintenance:
Who delays pays

Some of the quality criteria are imposed on the IM in order to protect tii®pad

the TOCs. It is an interesting option to exclude from the contract éetthie State and
the IM any incentives related to for instance delay. In Italy, foriesta penalty
system called ‘Who delays pays’ is in place. In Italy, the IM is thigearinvestigating
which party caused the delays on the network. The responsible party has to pay
indemnification to the other TOCs and the IM for the delay caused.

Lesson learned: penalties paid by Network Rail

In the years until 2003, some TOCSs retained between GBP 150 and GBP 200 million of compensation
paid to them by Network Rail”®. This means that some TOCs received more compensation than their total
operating profit. This can be a substantial distraction from the TOCs real tasks and encourages TOCs to
always seek to allocate responsibility of delay elsewhere rather than cooperating to prevent them.

Therefore, the “who delays pays’ mechanism should anticipate to this problem.

Lesson learned: other unforeseen effects
There are several examples of events that emerge within the MAC period and have a short term effect
that was not foreseen in the plan:

Rail tear and wear exceeds forecast on short / medium term, examples are:

0  The problems in the UK with railhead damage (Hatfield incident)

0  Sudden degradation of a track part that was installed on large scale 30 years ago but
now breaks down in an epidemic way (happened in NL) and forces track renewal or
repair at increased speed because of safety.

If the MAC contains flexibility regarding re-shuffling of maintenance activities this kind off
problems may be absolved within this bandwidth. In case the contracts are rather strict and the
magnitude of the problem turns out to be large like in the UK a special recovery program has to
be agreed on top of the MAC or in next version of the MAC. In the latter case there will be a
rebalance between the original maintenance plan and the new recovery plan.

External causes like flooding and land slide as it happened in Germany, Czech Republic,

Switzerland and Austria. The resulting problems can not be solved within normal budget and

% OECD, Directorate for Financial and Enterprise Affairs, Competition Committee (2005) Structural reform in the Rail Industry
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8.4

8.4.1

8.4.2

normally some State calamity fund is used to provide additional funding. Again it is important to
redesign the current maintenance plan in combination with the recovery plan to achieve

sustainable funding and adjusted resource planning.

The MAC agreement should contain rules how to deal with these events and how to
proceed regarding re-planning and scheduling of IM activities to solve the mpeobi¢hin
due time. The question what is due time is a political one; the planningpraetween
IM and Government should be able to translate political targets in aneatdMA.C.

As said above, in case some buffer against budget fluctuation exists or inataismance
spending is uncoupled from yearly State budget planning the MAC should inclusiéorule
the IM how to use this management freedom in case of calamities.

In case increase of tear and wear exceeds forecasts becauseastuhcitdization of the
network there will be in general enough time to adjust the (rolling) bugspias and MAC
because this will affect renewal or repair planning on medium term.

Monitoring
Assign an independent monitoring body

In case multi annual partnerships between the State and the IM atedhitin independent
monitoring party is essential. This party can also act as a disputeimgsattity between
the MoT and the IM. In case an independent Regulatory Body exists, this RBoeoul
considered for the monitoring and arbitration responsibilities with regarte to t
partnership. If this is not the case, another independent body shall bieditfdds body
shall be duly qualified to monitor the IM performance, to act as an arbiter aulfiita f
proactive role. Therefore its staff shall contain experienceéhfedistructure engineers and
experiences arbiters.

Authorities and rights of the independent monitoring body

The independent monitoring body (MB) needs to have some basic rights itoorder
perform its tasks:

the right to access the network;

the authority to request all information needed from both contract parties;

The monitor should receive reports from the IM. Reporting obligations of thedfbar
instance:

Details on train performance and customer satisfaction (weekly iraport

Details on network capacity (weekly reporting),

Details on asset management (quarterly reporting),

Details on activity volumes (quarterly reporting),

Information on safety and environment (quarterly reporting),

Any other information as deemed necessary in the partnership agreement
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8.4.3 Tasks of the independent monitoring body

The MB evaluates the performance of the IM

The MB periodically evaluates on behalf of the State the performance IM tbheensure
its performance is still cost efficient and in accordandh thie agreed objectives. In
Portugal and the UK for example, IMs are subject to performance olgdakithe rail
regulator (INTF) in Portugal and the ORR in the UK.

The MB decides on incentive and penalty mechanisms

As part of the evaluation of the performance of the IM, after the set geritte incentive
and penalty mechanism is over, the MB will calculate the amount of inedothe paid
and decide on any penalties to be given to either of the contract parties.

The MB assesses reasonableness of special requests for contract parties
In case of any request from the IM or the State, they shall direct it MBhe/ho will first
assess the reasonableness of the request and advise the cotyntémfindings.

The MB evaluates and advises on cost overruns

In the case the costs of maintenance exceed the costs accounted fousirthes plan, the
Monitoring body will review the cost overruns and give binding advice ttMhand the
State about the fairness of the cost overrun. In case the cost oveteemied fair by the
Monitoring Body the IM and the State can discuss how to solve the funding isgok®d
between them and in accordance with the regulatory framework.

The MB can instruct for variations to the Business Plan

In an emergency situation as determined by the IM or the State or asgefsalin
inspections from the MB, the MB can call for variations to the agreeki plan. The MB
can even instruct the IM to execute all works that the MB deems nectsssaduce the
risk on the network. The MB will determine the addition to the cost tHelbe/adequate

for such variations to the work plan. These costs of these variat®is lae shared by both
contracting parties or as otherwise agreed in the contract.
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9

9.1

Evaluation and Termination

Guidelines Evaluation and Termination

The ownership of the infrastructure should ideally be in hands fothe
State.

Make sure the concession contract includes termination claes.

The termination clauses in the partnership agreement should be line
with those in the concession contract.

Consider splitting the network into sections allowing a concession
contract for each section — consider the advantages of economies of
scale vs. a free market system.

Introduction

Multi annual partnerships have the purpose to organise rail maintenanceuictarat way,
allowing the IM to rely on funding commitment from the State and allowing tite &i
monitor and control the performance of the IM.

The multi-annual partnership fixes the maintenance regime for a pireedlaumber of
years. The partnership agreement will need to be more flexibleofi.@ shorter period)
than the concession agreement since the market development in a sigpdidad such as
a railway infrastructure concession period is uncertain and finanoithgnaintenance
techniques can develop allowing changing ways to finance the maintenance.

After the contract period, a multi-annual partnership should be evaladesiibsequently
strategic plans for the future shall be decided upon. It should be notedrthiaatang the
partnership does not mean the State can attract another IM. This depsnaols flaé
Concession contracts between the State and the IM and on the ownership of the
infrastructure. The ownership is an important issue in the partpexgréement. The
concept of the partnership is that the State assigns the right toernthedgfrastructure to a
legal entity. When the IM owns the rail infrastructure, the possdsilidf the State to
terminate the partnership as a consequence of under performance are Ométed the
possibilities is tae-assign part of the network to another.[Whis is further elaborated
upon addressing the issue of early termination (section 9.3.2).
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9.2

9.3

9.3.1

In addition it is to be noted that a transfer of ownership to a priegéd éntity (even if it
the entity is owned by the State) is to be regarded as a privatizationsagmhisaquently
less the characteristics of a partnership arrangement that @lignal interests and
responsibilities. The issue of ownership is consequently to be considestakion to the
legal status of the infrastructure manager and the level of controét8tate. Main
principle is that the State should be enabled to terminate the phipremsangement and
assign a new infrastructure manager for the entire or part dditheetwork. Having the
ownership with the State is the most efficient means to enable tka&tatercise the right
to terminate.

Evaluation

Each partnership for railway maintenance will be concluded for a pnedafiumber of
years. Towards the end of the partnership, serious joint evaluateguised, although it is
to be recommended that also interim evaluations are undertaken. Queshersswered
are:

Was the partnership effective (were the objectives met)?

Did the partnership work (was there sufficient trust, openness atin

understanding)?

Does the partnership still deal with relevant issues?

Is a partnership still required?

How to proceed in future?

This evaluation can take place in a workshop which could be chaired by theriddap
monitor.

Termination

Partnership contracts almost always specify that the partnershgmevat some date in the
future (scheduled termination) and that, in certain circumstanasas) be terminated
before that date (early termination). This section deals with desitgrimination clauses
and early termination issues.

Designing termination clauses

While designing the partnering agreement, the following questiongegtrd to
termination clauses should be kept in mind:
Under what conditions should the parties be able to terminate the papries&ire its
scheduled end date?
Should the IM be compensated in case of early termination at the end ofttieegheép
for the remaining value of committed State aid — if any-, and, if so, how should the
compensation be calculated?
It should be noted that termination of the partnership does not mean tesmiofatie
concession that the IM holds. Therefore, the concession contract should also contai
termination clauses. This section will also briefly deal with thelications of the
termination of the concession.
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Partnership contract termination clauses should be designed to incluidipesgor can
early termination in case:
Both parties agree.
The IM has failed to meet its obligations and has not remedied the problem after
notification by the MoT or the independent monitor; this will work as a@ntiee to
perform well.
In case of bankruptcy of the IM.
In case the concession contract with the IM is terminated.

9.3.2 Early termination of the partnership

In case the MoT wishes to terminate the partnership due to diasttisfwith the
performance of the IM it has to be noted that:
In case the infrastructure@svnedby the IM, terminating the partnership agreement
does not mean that a new IM can be attracted
In case the IM holds amngoing concessignhe termination of the partnership does not
automatically mean that another IM can be attracted. This should be achjeve
terminating the concession contract.
In case the IM holds a monopoly on the entire rail network, termination of the
relationship with the IM will be more difficult than in case theme multiple
concessions for one or different IMs.
In case the MoT would like to terminate the partnership due to unwillingness to
continue to contribute to maintenance costs, but not necessarily wanteit@ater
working relations with the IM, it should be noted that not contributing willsolve
any problem. As a matter of fact, it will deteriorate the state offanddfety on the
network, something that according to EU Directive 2001/12/EC is the rebionsif
the State.

This does not mean that the partnership agreement should not contairopsoidsiearly
termination. Therefore, as already indicated in the previous sedtt@tgrmination clauses
in the partnership agreement should at least contain referencectssiom contract
termination.

In case of early termination of the partnership without terminating the Goicemntract,
the IM might have to be compensated for any lost income from State suppaonitiezhio
in the contract so that it can continue to maintain the network.

There is only limited experience with the termination of partnersbipsperation and
maintenance. No proven practises are available for compensationiattose due to
early termination. In case of early termination of a concession cts)ttlae concessionaire
is compensated for any sunk investments made into the network. Please section
9.3.4 for further elaboration.

It should be noted that in case more than one IM operates in a country (e.g. Sndyzérl
is “relatively easy” to re-assign part of the network to another IMIl otlzer cases, with
only one national IM, appointing another IM will be more difficult. However, dusth be
possible for an IM to work in another country.
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9.3.3 Termination of the concession contract

Considering the above mentioned issues, in case of serious mal-perfehémne IM it is
still very difficult for the MoT to terminate working relationse( terminating their
concession contract) with the IM, as in most countries one IM holds the canciesdhe
entire network. The possibility of early termination, on the other hand, waeddlyichllow
the Government to replace an IM before the scheduled re-award in céesarlgf ¢
unsatisfactory performance. This strengthens the IM's incentiygerform well.

Considering the best practise in the road sector provides insigipssigible solutions to
this dilemma. This will not be subject to detailed study as it is out of the sttpese
guidelines.

Case study: Road concessions

In road concessions the financial commitment from the State is included into the concession contract.
These contracts can include performance indicators and quality criteria that may eventually justify
termination of a contract if so required. This will be detailed in the concession contract. Rail infrastructure

management concession contracts do not foresee in the cost of maintenance.

The main reason why States have indicated to be reluctant to enter into multi-annual agreements with IMs
is the fact that they are restricted by annual budget allocations. This raises the question of how it is
possible that the State is able to financially commit to road concessions and not to rail concessions. This
can be explained by a number of reasons:

Competitive tendering of the road concessions

No concessions for the entire road network but in sections — easier to replace concessionaire if

required

Shorter concession periods

Maintenance in the road sector is more straight-forward than in the rail sector.

Looking at the differences between the railway infrastructure nmginte and road

infrastructure maintenance, it can be concluded that replacing amiid be facilitated if:
The network is subdivided into more that one concessions for different sections
Competitive tendering for concession award is used

This practise is used in Switzerland:

Best practise: Switzerland
47 railway undertakings are active in railway management
The private IMs are not-for-profit organisations
The State pays the costs of maintenance not covered by access charges

IMs have great entrepreneurial scope of action and great responsibility

9.3.4 Cost of termination of the concession contract
Including early termination provision in a concession contract comes atin Gerst.

Because the concessionaire risks losing the concession in the futumg,be less willing
to make investments in assets that it will benefit from only if it kélepsoncession. The
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effect is most evident in the period just before a concession ends. An Id&aimple,
would be reluctant to undertake a large-scale renewal of its networklasthear of its
concession. Similarly, it would have an incentive in the last yearécosafaintenance.
But termination provisions can affect the concessionaire’s incergiuen at the beginning
of the concession. The risk of early termination is always preseoirt® degree and, if
significant, will reduce the benefits to the concessionaire of anytinees with long-term
benefits. Further, infrastructure investments with very long livesgeagrate some
benefits in the years after the concession’s end.

The World Bank provides five asset-valuation methods can be used to eatbalat
compensation for sunk investments of the early termination of the concesstoact’,
presented in order of increasing sophistication.

Historical cost

This is the traditional accounting method of valuation for the purpdg$esncial
reporting. It takes the cost of the asset when it was purchased andaleplieover a
certain period of time. As a measure of current value, it can be misldatiagse it
ignores inflation and thus tends to undervalue assets.

Inflation-adjusted historical cost

Historical cost can be adjusted to take inflation into account by siogehook value
according to either a measure of the general inflation rate, stice @nsumer Price
Index (CPI), or a measure more closely related to the assets involved.
Depreciated replacement cost

An alternative is to consider what it would cost to buy the equivalentra®setor,
since similarly degraded second-hand assets may not be readily avaitetilé, w
would cost to replicate the investment now, less an estimate of ti's dspeeciation
in value since investment. A problem with the historical cost andedigped
replacement cost is that they do not consider changes in the value obeassgid
about by changes in technology.

Optimized depreciated replacement cost (ODRC)—or - asset (A) value.

This is a refinement of depreciated replacement cost. It io8tetreplacing the asset
with the cheapest asset that does the same job (the optimal assexparfRple, if a new
pipe-making material has been put on the market since the pipes irr @ovetession
were laid, the optimized replacement cost is the cost of repla@mjgls using the
new, cheaper material. As before, the cost of the new pipe must be depteciated
account for its deterioration. ODRC solves the problem of changing tecgynbiut,
like its predecessors, has the effect of compensating concessi@wioeding to some
measure of the cost of investment. Concessionaires could thus be comperesafed e
making investments that were economically undesirable—that is, investmih
benefits that fall short of their costs, even when the costs are as Ipossible.
Optimized deprival value (ODV)—or market value.

The method of optimized deprival value attempts to take into account vale as w
cost: the ODV is the minimum of the ODRC and economic value, where economic
value is the maximum of the net present value (NPV) of future earaimtydisposal
value, and disposal value is the amount the asset could be sold for. All tptieshe
implies that:

2 World Bank, Concessions for infrastructure, A guide to their design and award
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ODV = min [ODRC, max (NPV of future earnings, disposal value)]

To avoid incentive problems, the estimate of future earnings must be based on a
estimated future tariff that is independent of the bids made wheoticession is re-
awarded. In principle, ODV accounting may generate compensation paymeigisehat
concessionaires the right incentives. But determining the ODV of thessionaire's
assets is difficult, requiring assessments of technology, the canassis expected
cash flows, and its cost of capital. The choice of accounting rule mosticfe take

into account the practicality, as well as the theoretical advantatjes gftions. In
addition, it should be noted that ODRC and ODV subject the concessionaémtaio
risks that do not arise with the simpler measures of value. As a resyimalyeraise the
cost of the concessionaire’s capital.
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10 Road map for Implementation

10.1

10.2

Introduction

This section provides a road map for implementation of MACs in financihg rai
maintenance. Since not all Member States start from the same sitegfgzding the
organisation of rail maintenance, a distinction into three main groups dfiesua made.

Then, a general road map is spelled out per group of countries. Secondly, in otisziew i
useful to provide some more guidance for individual countries, based on therkentsle
necessary for progressing towards MACs. Therefore, this section alddgw a list of 8
relevant topics in the process of developing a multi-annual approach towaiards
maintenance and questions to be answered. Each answer eventually leaddinegoide
how to proceed, with reference to sections in this report.

Finally, a couple of concluding remarks is presented on the application of theapsand
guidelines.

Starting point differs per Member State

Not every EU Member State is in the same position when it comes to 8ikiljites for
implementing multi-annual railway maintenance schemes. This clapteiat the
identification of the position of a certain country, and provides with re@rdations how
to progress from there, with clear references to the guidelines pdawitlee rest of the
report.

Based on our findings we have identified three main groups:

Group A: Principles acknowledged

The requirements related to MAC for rail maintenance financing havefbiéded. If
these types of contracts are not yet there, experience from begtgsrat other countries
are available for a relatively effortless implementation.

Group B: Transition phase

The group which is yet clearly in a transitional phase. Probably the IMiglneakes
multi-annual plans, but in the discussions with the State multi-annual maiogena
programmes are not yet on the agenda.
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10.3

Group C: No multi-annual focus

Finally a group of countries is distinguished in which the status as best deadribed as

in the very early beginning of development. IMs do not yet produce multi-annual thians,
State budget does not allow for the necessary financial means, etc.

General road map for each group

Group A: Principles acknowledged

The key element to be put in place is a mechanism that enables the IM ta@ptimi
maintenance actions over the years (life cycle management). It should ibbeposshift
money and maintenance actions over more than one year.

In case the MAC is not yet completely implemented the next step sefdkitand the
State to discuss the following items:
Network development plan and its financing arrangements
Output requirements regarding passenger and freight services mgchuliink between
IM performance and PSO concession agreements
Various arrangements used in other countries to enable life cyclgemeat or not
(e.g. through an agreement on a bandwidth to cope with short term State budget
fluctuations or partial uncoupling of the State budget fluctuations from amrtal
planning)
Adjustment mechanisms that will be used from year on year for the funding
compartments (new investment, modernisation, renewals and operationi@maace)

This should lead to an agreement if which perhaps not all wishes froM #re honoured
but at least there is a complete and agreed plan including adjustment prodecinaisly,
after a few years of experience in implementation of the MAC, it wéldto be enhanced
based on undesired (side) effects.

Group B: Transition phase
For this group the next step on the road map depends on status of following aspects:
Could the Government experiences with multi-annual agreements and budgdimg in t
public domain (e.g. other sectors) be used?
Is there a PSO passenger system, which could be linked with the plannéng ef/st
the IM, either in place or in preparation?
Do maintenance backlog(s) exist (and do the State and the IM agree whesleer t
exist) and is a solution for elimination of backlog(s) available?
Is a freight transport policy available which provides output iridisato be used in the
IM business plan?
Is the level of access charges set on the basis of the IM business plaintPidin a
relation between the business plan and the access charges has to bedlevelope
eventually via a subsidy provision.
Is the separation between investment in new infrastructure and sulfsidiesewal
and maintenance transparent?
Is an agreement between the State and the IM reached on the following:aspect
Ownership and responsibility for stations, yards, non operational assets etc
Scope of the IM responsibilities for crossings with waterways arasroa
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10.4

Staff planning and /or outsourcing strategy. For the period covered by a MAC it
must be clear what the State expects from the IM and what the IM expects to
achieve.

The above issues should be settled in a way that enables translation otamngilStalicy
into a business plan and maintenance plan before a MAC can be achieved.

For all steps and issues mentioned, the State and the IM can learn froieresepier other
countries with these issues. Probably it is most helpful to receiveeddom countries
with a comparable size and network characteristic regarding mix afngassand freight
traffic.

Group C: No multi-annual focus
The first step in these countries is to start the multi-annual bugifassng process from
the IM perspective and to start rail policy development from the peiapet the MoT.

During that process all type of questions regarding legal aspectgyistestpects etc. will
emerge that are mentioned in previous sections of this report. Thisgveggortunity to
gradually develop the rules for the IM’s planning system and for the Md€&uelop policy
elements for all questions to be faced in future. The target foirdtistge can not be a
fully fledged MAC but probably to arrive in group B. Eventually one can agreelimited
scope for the first contract like is done in Poland. The advantage is thaillmoes
experience in network management planning without having to solve all &stiressame
time.

After level B is achieved there is a better chance for suecgeistussion about more
advanced funding arrangements with the MoF.

For the first steps various solutions for help or learning from colleagurebe imagined.
This can include MoT and IM experts from other countries or some kind of twinning
arrangement.

Guidelines on main elements

In this section 8 relevant elements for the successful development of ddviAdil
maintenance finance are being presented:

State support for rail development

Planning system of the Government

Rail access charges

Rail transport market

Programme management

Maintenance backlog

Problems related to partition of former legal entities

For each of these elements different questions are asked and tlsetidedtie answering
of these questions leads to a group label (A, B or C) per element. The meazaeh of
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104.1

answer is explained and specific guidelines are formulated - reféarithe previous
chapters - on how to progress in the direction of a MAC.

State support for rail development

Obviously, countries differ in their strategic valuation of the raivoek and the provision
of rail services. If there is insufficient support for the rail modthe overall transport
planning, MACs for rail maintenance finance will prove difficult to betdisthed. If the
State policy supports rail transport, the long term policy of the IM car gasily
translated into MACs.

It is not sufficient to deal with the question whether the State has faedwaail transport
policy. Even more important is the way in which rail policy is transfemadrail network,
rail service and financing needs on medium and long-term basis. It is alsehéive a
clear multi-annual view on:

Required train frequencies (service levels)

Size of the network (plans for closure or construction of lines), numbatmis and

minimum average speed to be achieved

Level of rail access charges

The State should have a clear view on the detailed type of rail product, mgctbdiabove
mentioned items, to be bought from the IM, in order to make it possible for ttee IM

develop a multi-annual business plan.

The following diagram shows the questions to be answered related td fradicg of the
State and presents respective guidelines.
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10.4.2

10.4.3

Planning system of the Government

It is of relevance whether the Governmental system already alloiis &xperienced with
multi-annual agreements in the public domain.

The first question to be answered is whether one of the following exists:
Infrastructure Fund (for investment in new infrastructure)
Public transport concessions which have an agreed term of more than one year
Multi-annual investment schemes
Other types of multi-annual concessions (mining, telecom, etc.)

In case one of more of above does exist, the experience could be transfeiited to ra
maintenance financing.

It is also worthwhile to check whether the MoT does have an own multi-arumlgetfor
investment and maintenance for all transport modes. Obviously, if this éase, the MoT
could already use its present experience to be used in the rail $betéeast favourable
situation for developing MACs occurs when the MoT is only allocated ’yyeadget.

The diagram showing the questions to be answered and guidelines on the plasteimg sy
of the Government is shown on the following page.

Rail access charges

It has been mentioned before that in order to come to multi-annual agredrigents i
necessary to establish a multi-annual business plan of the IM. One of thatslefribe
business plan concerns the revenues from access charges. Besides#se dbthe use of
the network (train kilometres for passengers and freight sold by thétlisl obvious that
the level of the charges is of relevance.

In the ideal situation the IM develops a proposal for these levels, basquagnasis of
costs and related revenues. However in reality the level of theeshiargn important

political issue Therefore, the answer to the question who actually decides on the level of
the access charges is of relevance for the scope of the multi-agreethant between

State and IM. In some countries an independent authority receives theag\@nce the

IM is not yet an independent organisation itself. This should be taken cdoracn the
multi-annual agreements.

The diagram showing the questions to be answered and guidelines on raichacgss is
shown after the next diagram.
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10.4.4 Rail transport market

10.4.5

The next important set of questions relates to the market for pubigpiort (PT), freight
transport and rail services therein. The planning of rail maintenamepéndent of the
structure of the PT and freight market and the role of the IM therein. igkbpéoe
guestion whether passenger transport or freight transport is dordeéined by number
of trains and tones) decides the possibilities of transparent planning Idekiogd the
threshold of one year.

If passenger transport is dominant on the network, the maintenance plannmegdsagi
speed and capacity criteria. It is also possible to forecast thean@dear, although as
mentioned before, the relation between usage and maintenance needster be bet
understood. The planning between concessions and maintenance can be linked.

In case freight transport is dominant, the maintenance planning is stretaggd to the
developments in the bulk markets and industrial activities at largeintipiortant to
develop a freight transport forecast jointly by the IM and the Skagfreight transport
policy of the MoT is helpful here.

In situations with mixed traffic, two options are possible, either with dranita PSO and
concession system. The situation without the PSO and concession system ig the mos
problematic one.

The diagram showing the questions, answered and guidelines on the rail transigetriana
shown on the following page.

Maintenance backlog

The next set of questions relates to the issue whether there is a aranetbacklog
problem. A ‘stock’ of maintenance backlog handicaps the possibility to comalti-
annual maintenance contracts. It might take years to assess thetszbéaxklog, and to
agree upon it. If the backlog is agreed upon, it often takes many yearscofient
expenditures. In many cases this discussion is combined with a processirg down
parts of the network.

In case of maintenance backlog, it is advised to develop a separate r@eovier the
backlog. However, backlog recovery can also be an integral part of multitannua

maintenance planning.

The diagram showing the questions to be answered and guidelines on maintendnge bac
is shown after the next diagram.
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10.4.6 Programme management

Programme management relates to the possibility to separatarismgstenewal and
operational maintenance programmes. The main advantage is that, in lvadgedf
problems, the State can decide in which part it will cut the budget, e.g. reduce t
investment programmes or postpone investment projects for the benefirafimg a
backlog recovery programme.

In case maintenance and investment programmes are strictly septmat®llowing other
advantages occur:
It enforces good planning based on budgets and proper identification of (tgchnical
problems
It ensures that short term repairs do not consume all budgets needed for satidarni
or improvements
It enables contract adjustments per programme

The latter element relates to the interfaces between rail andnotides of transport. It
needs to be clear how the responsibilities are divided at road/railibwatex crossings.
The aspects to be addressed in the different programmes are:

Who pays for maintenance of roads crossing rails?

Who pays for the signalling of former not signalled road crossings?

Who repairs bridges after damages due to flooding, etc? Who pays for repiegeme

and who decides in these issues?

These interfaces need to be clearly arranged in order to get sfrpasagreements
between IM and road and water infrastructure managers.

The diagram showing the questions, answered and guidelines on programme manageme
is shown on the following page.
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10.4.7 Problems related to partition of former legal entities

10.4.8

In the past, agreements have been reached splitting up the former @ilwagnies.
Sometimes these agreements have produced unwanted side effesctevEldpment has
lead to a certain degree of “distrust” between IM and ministries, iefipeelated to the
budgets that are presented by the IM.

In general four areas of possible conflicts can be discerned:

1. Who owns the railway stations (passengers) and who pays for the mairtenanc

2. Who owns typical freight amenities like marshalling yards and méirghataff?

3. Energy supply: the IM is network manager in the context of the energy acts, but
sometimes also supplies energy. In other cases the TOC buys ircieetnid sells to
smaller TOCs. It might be unclear how this is translated into the bagges.

4. Ownership of unused land. Sometimes the IM, sometimes the TOC. In many cases
exploitation for non-transport purposes (for example real estate dewigmreates
extra financial means, which are not transparently related to thengsaceess
charges.

The first three cases can (if not properly set) create problemaf@parent planning.

The questions asked on this are only relevant for the countries tlwatrsmetly placed in
group C (no multi-annual focus). The diagram showing the questions, answered and
guidelines on programme management is shown on the following page.

Degree of outsourcing of maintenance

In many Member States maintenance is still carried out by staff eegplyythe IM. Multi
annual maintenance plans therefore clearly possess a Human Resourgenvarta
(HRM) dimension. Eventually the long term planning should envisage a manemfiise
of staff to keep the rail mode competitive. However, also in the casecthie IM but the
TOC employs the staff that maintains the network, problems of effigimight arise,
since the IM will lack information on the actual maintenance needs.

The diagram showing the questions to be answered and guidelines on the degree of
outsourcing of maintenance is shown after the next diagram.
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10.5 Concluding remarks

The previous sections showed that the Road map for implementation doesl hotdea
uniform end situation for all Member States. Starting positions, objedive strategies
will differ per Member State and therefore also the optimal solutioe tedched when rail
maintenance is concerned.

However, one has to conclude that in a lot of cases the planning mechaniomntract
agreements can substantially be improved, and these guidelines providéndongiation
which track might be the promising one for achieving these objectives.

Nevertheless, one needs to acknowledge that in the end the levelspfierts in the rail
network on capital work and maintenance remaipsligical choice It would already be a
step ahead if improved planning mechanisms could be reached, in order to retde cry
clear what the consequences are of different maintenance budgets onitheqdaize of
the rail network.
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Annex A: Questionnaires used
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Questionnaire
“Multi-annual contracts rail maintenance financing”
version for Infrastructure Managers

Introduction

The rail infrastructure managers (IMs) in the EU are confrontedys#hly fluctuations
in their total income, consisting of direct State support and income from rail access
charges. In parallel, IMs are confronted wjitarly fluctuations in coststo be made for
maintaining the rail network to a minimum level of quality. This coakullt in a financial
gap, leading to delays for renewals that cause the network to detesiodegicbacklog of
expenditure to accumulate.

The yearly fluctuations are represented in the figure below:

State rail Infrastructure Train pat Operator A
managemen managemen + service Passengers
+ maintenance
Safety Infrastructure Manager
inspection
=ul Operator B
Capacity conl:reaf:t Maintenance Make the train Trains Freight
Regulator + money to plan run to plan + money
Rg' Zector Operator C
udget Freight
Business
Risk
money management
money
costs
time time
time

Figure 1: Yearly fluctuations of State support, inc ~ ome from access charges and costs (example case)

The key question is how the uncertain financial flows can be diminished intoraertieve
long-term financial stability for the rail sector. In recent disicumssbetween DG TREN
and stakeholders in the rail sector, one of the tools to pragdjctability and continuity

to the rail transport market, is to developnulti-annual rail maintenance financing
contracts between the State and IMs.

Why this questionnaire?

DG TREN has commissioned a study to ECORY&\.ecorys.corjwith the objective to
develop a conceptual approach to contracts between the State and sdilictinee
managers. An overview of advantages and disadvantages of such a codqeppanals
for a best practice guide to the design of such contracts are part ofivieeadhéds of the
study.
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This questionnaire is set-up to obtain basic information for the abewtened study
regarding: 1) IM business planning, 2) existing maintenance contractsdretiae States
and the IMs, 3) monitoring infrastructure quality and 4) rail maintenprazgices. The
stakeholders to be consulted are the IMs, Ministries of Transport, MigisfrFinance and
the Rail Regulatory Bodies in the EU Member States with railwayarksaplus
Switzerland and Norway. Based on the answers to be obtained, a selectiantaks is
made for follow-up interviews.

The reason for including the Rail Regulatory Bodies in the consultatiorassess whether
or not these bodies might play a role in future in monitoring and/or propemiraptation
of future multi-annual contracts.

Instructions

If there are no sources available to answer the questions, please proviteyminown
expert judgmentand indicate that the answer is based on an expert judgment. Before
filling in the questionnaire, please complete the following table.

We assure you that your answers will be treated anonymously.

Organisation

Country

Contact person

Name of respondent

Function

Telephone

E-mail

Note: The questionnaire is accompanied by an official letter from the Europea
Commission DG TREN.
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Section 1: Information regarding IM business plagni

1. In Directive 2001/12/EC article 7.4 the business plan obligation of th#l is
formulated as follows:

Within the framework of general policy determined by the State, the infrastructure manager shall draw up
a business plan including investment and financial programmes. The plan shall be designed to ensure
optimal and efficient use and development of the infrastructure while ensuring financial balance and

providing means for these objectives to be achieved.

Could you please indicate whether your current business plan covethe following
items (please tick the boxes):

Forecast of future use of the network

Plan for rail level of access charges and revenues

Plan for changes in the network size, lines, stations and yards
Plan for development / modernisation of daily maintenance
Long term renewal plan (10 years)

Long term modernisation plan (10 years)

N N N N

2. Does your current business plan cover only one year or a longer time frafthe

( One-year business plan
( Multi-annual business plan for the period
( Rolling business plan (like 10 year plan and only first year in contract)

3. Do you develop market forecasts for the number of freight and passgers trains on
your network as well as the number of shunting movements? If yes,ysur forecast
developed on a yearly or multi-annual basis?

( No
( Yes, on a yearly basis
( Yes, on a multi-annual basis

4. In case market forecasts are produced, could you please specify whatrses of
information you use?

( Information from the Ministry of Transport

( Information from discussions with freight operators
( Own analysis

( Other, please specify
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5. Is your maintenance budget sufficient to maintain a sustainable railay system?

( No
( Yes

If no, please indicate the average annual deficit: %

6. If your maintenance budget is not sufficient to maintaina sustainable railway
system, could you please describe how you prioritise thmaintenance work to be
carried out under such a budget restriction?

7. In your opinion, do you expect that your Ministry of Transport will acceg a multi-
annual obligation to provide financial stability for the rail sector?

( No

( Yes

8. In your opinion, do you expect that your Ministry of Finance will accepa multi-
annual obligation to provide financial stability for the rail sector?

( No

( Yes

9. In your opinion, is your Regulatory Body fully aware of the need for fiancial

stability for the rail sector?

( Yes, fully aware
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(' Only partially aware
( Not aware

Section 2: Information regarding rail maintenancetracts

10. Does a multi-annual contract for rail maintenance financing exivetween the IM

and the State? If yes, could you please indicate the time period?

( Yes, for a period of years
( No

11. If not, could you provide the main reasons why only annual or other typexf
contracts exist?

Section 3: Monitoring infrastructure quality

12. Could you please specify which quality criteria for the rail infastructure are
agreed in the present maintenance contract? Please tick the boxes.

Service facilities for trains

( passenger stations

( stabling and marshalling

( loading and unloading

( repair and maintenance facilities

Reliability, availability and operational quality of the infrastructure
(' irregularities that affect the train service

( regular maintenance operations

( incidental maintenance operations

( hindrance
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Safety
( number of train de-rails

Others, please specify

13. In case quality criteria are set, could you please specify how Heecriteria are
monitored, who is responsible for monitoring and what consequences @y in case
the level of measured quality is below the agreed standard?

14. In case no quality criteria are formulated, how are priorities s& Is this also
included in the IM business plan?
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15. In case no quality criteria are formulated, in what way is he impact of
maintenance monitored and how is the State being informed abothe results?

Section 4: Information regarding rail maintenancacpces

16. Could you please specify how the rail maintenance is organised foetfollowing
distinguished types of maintenance

Daily maintenance track Daily maintenance switches, signalling, crassing
( Outsourced ( Outsourced

( Competitive tendering ( Competitive tendering

( Own staff ( Own staff

( Rail operator's staff ( Rail operator’s staff

( Combination ( Combination

Heavy maintenance track Renewal track and superstructure
( Outsourced ( Outsourced

( Competitive tendering ( Competitive tendering

( Own staff ( Own staff

( Rail operator's staff ( Rail operator’s staff

( Combination ( Combination

17. In case your daily and/or heavy maintenance work is tendered: could yglease
indicate the duration of the contracts?

( One year
( Period of years

Other, please specify
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18. In case your daily and/or heavy maintenance work is tendered: what the scope
of the work?

( The whole network
( One region
( One line

Other, please specify

19. In case your daily and/or heavy maintenance work is tendered: whagnder
procedure is applied?

( EU public procurement procedures
( Different form of tendering

If different form of tendering is applied, please specify

Questions?

We would like to thank you for filling in this questionnaire. We kindly ask youttomehe
completed questionnaire not later than 2 May 2006. If you have any questions, please
contact us:

Bas Scholten
ECORYS Transport (Netherlands)
T: +31 10 453 8793

F: +31 10 452 3680
bas.scholten@ecorys.com
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Questionnaire
“Multi-annual contracts rail maintenance financing”
version for Ministries of Transport

Introduction

The rail infrastructure managers (IMs) in the EU are confrontedys#hly fluctuations
in their total income, consisting of direct State support and income from rail access
charges. In parallel, IMs are confronted wjitarly fluctuations in coststo be made for
maintaining the rail network to a minimum level of quality. This coakullt in a financial
gap, leading to delays for renewals that cause the network to detesiodesicbacklog of
expenditure to accumulate.

The yearly fluctuations are represented in the figure below:

State rail Infrastructure Train pat Operator A
managemen managemen + service Passengers
+ maintenance
Safety Infrastructure Manager
inspection
=ul Operator B
Capacity conl:reaf:t Maintenance Make the train Trains Freight
Regulator + money to plan run to plan + money
Rg' Zector Operator C
udget Freight
Business
Risk
money management
money
costs
time time
time

Figure 1: Yearly fluctuations of State support, inc ~ ome from access charges and costs (example case)

The key question is how the uncertain financial flows can be diminished intoraertieve
long-term financial stability for the rail sector. In recent disicumssbetween DG TREN
and stakeholders in the rail sector, one of the tools to pragdjctability and continuity

to the rail transport market, is to developnulti-annual rail maintenance financing
contracts between the State and IMs.

Why this questionnaire?

DG TREN has commissioned a study to ECORY&\.ecorys.corjwith the objective to
develop a conceptual approach to contracts between the State and sdilictinee
managers. An overview of advantages and disadvantages of such a codqeppanals
for a best practice guide to the design of such contracts are part ofivieeadhéds of the
study.
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This questionnaire is set-up to obtain basic information for the abewtened study
regarding: 1) IM business planning, 2) existing maintenance contractsdretiae States
and the IMs, 3) monitoring infrastructure quality and 4) rail maintenprazgices. The
stakeholders to be consulted are the IMs, Ministries of Transport, MigisfrFinance and
the Rail Regulatory Bodies in the EU Member States with railwayarksaplus
Switzerland and Norway. Based on the answers to be obtained, a selectantoés is
made for follow-up interviews.

We have also sent you the version of questionnaire developed for the sifor
information.

The reason for including the Rail Regulatory Bodies in the consultatioragsess whether
or not these bodies might play a role in future in monitoring and/or propemiraptation
of future multi-annual contracts.

Instructions

If there are no sources available to answer the questions, please provitteyawsinown
expert judgment and indicate that the answer is based on an expert judgment. Before
filling in the questionnaire, please complete the following table.

We assure you that your answers will be treated anonymously.

Organisation

Country

Contact person

Name of respondent

Function

Telephone

E-mail

Note: The questionnaire is accompanied by an official letter from the Europea
Commission DG TREN.
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Section 1: Information regarding IM business plagni

1. In Directive 2001/12/EC article 7.4 the business plan obligation of the
Infrastructure Manager (IM) is formulated as follows:

Within the framework of general policy determined by the State, the infrastructure manager shall draw up
a business plan including investment and financial programmes. The plan shall be designed to ensure
optimal and efficient use and development of the infrastructure while ensuring financial balance and

providing means for these objectives to be achieved.

Could you please indicate what your Ministries role is the developent of the IM
business plan?

( Norole

( Approval of the business plan without involvement in the preparation

( Active involvement in preparing the business plan together with the IM aditietry
of Finance

Other, please specify

2. Do you have a medium (2-5 yrs) and long term (>5 years) rail transport policy in
which the “rail product” is defined in terms of network characteristics and service
levels?

Medium term Long term
( Yes ( Yes
( No ( No

If no, please continue with question 4

117




3. Does the IM require specific information from your ministry that is not included in
your policy documents in order to develop their business plan?

( No
( Yes, please specify

4. Could you please explain your formal role in determining the levelfdrack access
charges for freight and passenger trains?

5. Could you please explain how the level of track access chargesffeight and
passenger trains is determined? Are these levels determined ogearly basis or for a
multi-annual period?

How

( Based on cost calculations from IM

( Based on own cost calculations

( Based on own cost calculations and policy goals

Other, please specify

Period
( One year
( Period of years
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6. The IM spends a yearly amount of money on amongst others renalywmaintenance
and network management. These expenses are referred to aggenditures”. A share
of the expenditures is related to renewal and maintenaecof infrastructure assets.
The following types of maintenance are distinguished:

Daily maintenance track (e.g. inspection)

Daily maintenance switches, signalling, crossings (e.g. inspecfion

Heavy maintenance track

Renewal track and superstructure

The heavy maintenance and renewal have expected lifetimiet are (far) beyond one
year. This means that the expenditures on heavy maintenane&d renewal made in
year X are not equal to the yearly value of the infrastructue assets in year X. The
latter yearly value is referred to as the “costs” comprisig capital costs and running
costs.

Do you have insight in the total IM costs and expenditures for mainteince?

Costs Expenditures
( No ( No
( Yes ( Yes

7. Could you please describe how the maintenance work to bearried out is
prioritised?

8. In your opinion, does your IM provide realistic forecasts for theirfinancial need for
maintenance? Please rate your level of satisfaction.

( Good

( Satisfactory

( Moderate

( Unsatisfactory

Section 2: Information regarding rail maintenancetracts
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9. Does a multi-annual contract for rail maintenance financing ast between the IM
and the State? If yes, could you please indicate the time period?

( Yes, for a period of years

( No

10. If not, could you provide the main reasons why only annual or other typexf
contracts exist?

11. Could you please indicate whether your Ministry supports the conpéof multi-
annual contracts for rail maintenance financing? (1=no support, 3=ngral, 5=full
support)?

1 2 3 4 5
( ( ( ( (

12. Do multi-annual financial commitments for maintenance in othetransport modes
exist in your country?

( No
( Yes

If yes, please specify

Section 3: Monitoring infrastructure quality
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13. Could you please specify which quality criteria for the rail infastructure are
agreed in the present maintenance contract? Please tick the boxes.

Service facilities for trains

( passenger stations

( stabling and marshalling

( loading and unloading

( repair and maintenance facilities

Reliability, availability and operational quality of the infrastructure
( irregularities that affect the train service

( regular maintenance operations

( incidental maintenance operations

( hindrance

Safety
( number of train de-rails

Others, please specify

14. In case quality criteria are set, could you please specify how Heecriteria are
monitored, who is responsible for monitoring and what consequencepply in case
the level of quality is below the agreed standard?

15. In case no quality criteria are formulated, how are priorities s&
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16. In case no quality criteria are formulated, in what way is he impact of
maintenance monitored and how is the State being informed abothe results?

Questions?

We would like to thank you for filling in this questionnaire. We kindly ask youttomehe
completed questionnaire not later than 2 May 2006. If you have any questions, please
contact us:

Bas Scholten
ECORYS Transport (Netherlands)
T: +31 10 453 8793

F: +31 10 452 3680
bas.scholten@ecorys.com
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Questionnaire
“Multi-annual contracts rail maintenance financing”
version for Ministries of Finance

Introduction

The rail infrastructure managers (IMs) in the EU are confrontedys#hly fluctuations
in their total income, consisting of direct State support and income from rail access
charges. In parallel, IMs are confronted wjitarly fluctuations in coststo be made for
maintaining the rail network to a minimum level of quality. This coakullt in a financial
gap, leading to delays for renewals that cause the network to detesiodesicbacklog of
expenditure to accumulate.

The yearly fluctuations are represented in the figure below:

State rail Infrastructure Train pat Operator A
managemen managemen + service Passengers
+ maintenance
Safety Infrastructure Manager
inspection
=ul Operator B
Capacity conl:reaf:t Maintenance Make the train Trains Freight
Regulator + money to plan run to plan + money
Rg' Zector Operator C
udget Freight
Business
Risk
money management
money
costs
time time
time

Figure 1: Yearly fluctuations of State support, inc ~ ome from access charges and costs (example case)

The key question is how the uncertain financial flows can be diminished intoraertieve
long-term financial stability for the rail sector. In recent disicumssbetween DG TREN
and stakeholders in the rail sector, one of the tools to pragdjctability and continuity

to the rail transport market, is to developnulti-annual rail maintenance financing
contracts between the State and IMs.

Why this questionnaire?

DG TREN has commissioned a study to ECORY&\.ecorys.corjwith the objective to
develop a conceptual approach to contracts between the State and sdilictinee
managers. An overview of advantages and disadvantages of such a codqeppanals
for a best practice guide to the design of such contracts are part ofivieeadhéds of the
study.
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This questionnaire is set-up to obtain basic information for the abewtened study
regarding: 1) IM business planning, 2) existing maintenance contractsdretiae States
and the IMs, 3) monitoring infrastructure quality and 4) rail maintenprazgices. The
stakeholders to be consulted are the IMs, Ministries of Transport, MigisfrFinance and
the Rail Regulatory Bodies in the EU Member States with railwayarksaplus
Switzerland and Norway. Based on the answers to be obtained, a selectantoés is
made for follow-up interviews.

We have also sent you the version of questionnaire developed for the sifor
information.

The reason for including the Rail Regulatory Bodies in the consultatioragsess whether
or not these bodies might play a role in future in monitoring and/or propemiraptation
of future multi-annual contracts.

Instructions

If there are no sources available to answer the questions, please provitteyawsinown
expert judgment and indicate that the answer is based on an expert judgment. Before
filling in the questionnaire, please complete the following table.

We assure you that your answers will be treated anonymously.

Organisation

Country

Contact person

Name of respondent

Function

Telephone

E-mail

Note: The questionnaire is accompanied by an official letter from the Europea
Commission DG TREN.
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Section 1: Information regarding IM business plagni

1. In Directive 2001/12/EC article 7.4 the business plan obligation of the
Infrastructure Manager (IM) is formulated as follows:

Within the framework of general policy determined by the State, the infrastructure manager shall draw up
a business plan including investment and financial programmes. The plan shall be designed to ensure
optimal and efficient use and development of the infrastructure while ensuring financial balance and

providing means for these objectives to be achieved.

Could you please indicate what your Ministries role is the developent of the IM
business plan?

( Norole

( Approval of the business plan without involvement in the preparation

( Active involvement in preparing the business plan together with the IM aditietry
of Transport

Other, please specify

2. Could you please explain your Ministries role in setting the levelf track access
charges for freight and passengers?
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3. The IM spends a yearly amount of money on amongst others renalywmaintenance
and network management. These expenses are referred to aggenditures”. A share
of the expenditures is related to renewal and maintenaecof infrastructure assets.
The following types of maintenance are distinguished:

Daily maintenance track (e.g. inspection)

Daily maintenance switches, signalling, crossings (e.g. inspeciion

Heavy maintenance track

Renewal track and superstructure

The heavy maintenance and renewal have expected lifetimiet are (far) beyond one
year. This means that the expenditures on heavy maintenane&d renewal made in
year X are not equal to the yearly value of the infrastructue assets in year X. The
latter yearly value is referred to as the “costs” comprisig capital costs and running
costs.

Do you have insight in the total IM costs and expenditures for mainteince?

Costs Expenditures
( No ( No
( Yes ( Yes

4. Could you please describe how the maintenance work to bearried out is
prioritised?

5. In your opinion, does your IM provide realistic forecasts for theirfinancial needs
for maintenance? Please rate your level of satisfaction.

( Good

( Satisfactory

( Moderate

( Unsatisfactory

Section 2: Information regarding rail maintenancetracts
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6. Does a multi-annual contract for rail maintenance financing ast between the IM
and the State? If yes, could you please indicate the time period?

( Yes, for a period of years
( No

7. If not, could you provide the main reasons why only annual or other tygs of
contracts exist?

8. Could you please indicate to what extent your Ministry is willinga consider multi-
annual financial commitments for rail maintenance (1=not wiling to consider,
3=neutral, 5=very interesting concept, likely to be put forward in @iture)?

1 2 3 4 5
( ( ( ( (

9. Do multi-annual financial commitments for maintenance in othersectors exist
supported by your Ministry?

( No
( Yes

If yes, please specify
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Questions?

We would like to thank you for filling in this questionnaire. We kindly ask youttomehe
completed questionnaire not later than 2 May 2006. If you have any questions, please
contact us:

Bas Scholten
ECORYS Transport (Netherlands)
T: +31 10 453 8793

F: +31 10 452 3680
bas.scholten@ecorys.com
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Questionnaire
“Multi-annual contracts rail maintenance financing”
version for Rail Regulatory Bodies

Introduction

The rail infrastructure managers (IMs) in the EU are confrontedys#hly fluctuations
in their total income, consisting of direct State support and income from rail access
charges. In parallel, IMs are confronted wjitarly fluctuations in coststo be made for
maintaining the rail network to a minimum level of quality. This coakullt in a financial
gap, leading to delays for renewals that cause the network to detesiodesicbacklog of
expenditure to accumulate.

The yearly fluctuations are represented in the figure below:

State rail Infrastructure Train pat Operator A
managemen managemen + service Passengers
+ maintenance
Safety Infrastructure Manager
inspection
=ul Operator B
Capacity conl:reaf:t Maintenance Make the train Trains Freight
Regulator + money to plan run to plan + money
Rg' Zector Operator C
udget Freight
Business
Risk
money management
money
costs
time time
time

Figure 1: Yearly fluctuations of State support, inc ~ ome from access charges and costs (example case)

The key question is how the uncertain financial flows can be diminished intoraertieve
long-term financial stability for the rail sector. In recent disicumssbetween DG TREN
and stakeholders in the rail sector, one of the tools to pragdjctability and continuity

to the rail transport market, is to developnulti-annual rail maintenance financing
contracts between the State and IMs.

Why this questionnaire?

DG TREN has commissioned a study to ECORY&\.ecorys.corjwith the objective to
develop a conceptual approach to contracts between the State and sdilictinee
managers. An overview of advantages and disadvantages of such a codqeppanals
for a best practice guide to the design of such contracts are part ofivieeadhéds of the
study.
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This questionnaire is set-up to obtain basic information for the abewtened study
regarding: 1) IM business planning, 2) existing maintenance contractsdretiae States
and the IMs, 3) monitoring infrastructure quality and 4) rail maintenprazgices. The
stakeholders to be consulted are the IMs, Ministries of Transport, MigisfrFinance and
the Rail Regulatory Bodies in the EU Member States with railwayarksaplus
Switzerland and Norway. Based on the answers to be obtained, a selectantoés is
made for follow-up interviews.

We have also sent you the version of questionnaire developed for the sifor
information.

The reason for including the Rail Regulatory Bodies in the consultatioragsess whether
or not these bodies might play a role in future in monitoring and/or propemiraptation
of future multi-annual contracts.

Instructions

If there are no sources available to answer the questions, please provitteyawsinown
expert judgment and indicate that the answer is based on an expert judgment. Before
filling in the questionnaire, please complete the following table.

We assure you that your answers will be treated anonymously.

Organisation

Country

Contact person

Name of respondent

Function

Telephone

E-mail

Note: The questionnaire is accompanied by an official letter from the Europea
Commission DG TREN.
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Section 1: Information regarding IM business plagni

1. In Directive 2001/12/EC article 7.4 the business plan obligation of the
Infrastructure Manager (IM) is formulated as follows:

Within the framework of general policy determined by the State, the infrastructure manager shall draw up
a business plan including investment and financial programmes. The plan shall be designed to ensure
optimal and efficient use and development of the infrastructure while ensuring financial balance and

providing means for these objectives to be achieved.
Could you please indicate what your role is the development of th&llbusiness plan?

( Norole
( Active involvement in preparing the business plan

If active role or other, please specify

2. Could you please explain your role in determining the level of trackccess charges
for freight and passengers?

( Norole

Other, please specify
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3. The IM spends a yearly amount of money on amongst others renalywmaintenance
and network management. These expenses are referred to aggenditures”. A share
of the expenditures is related to renewal and maintenaecof infrastructure assets.
The following types of maintenance are distinguished:

Daily maintenance track (e.g. inspection)

Daily maintenance switches, signalling, crossings (e.g. inspeciion

Heavy maintenance track

Renewal track and superstructure

The heavy maintenance and renewal have expected lifetimiet are (far) beyond one
year. This means that the expenditures on heavy maintenane&d renewal made in
year X are not equal to the yearly value of the infrastructue assets in year X. The
latter yearly value is referred to as the “costs” comprisig capital costs and running
costs.

Do you have insight in the total IM costs and expenditures for mainteince?

Costs Expenditures
( No ( No
( Yes ( Yes

Section 2: Information regarding rail maintenaneetracts

4. Does a multi-annual contract for rail maintenance financing ast between the IM
and the State? If yes, could you please indicate the time period?

( Yes, for a period of years

( No

5. If not, could you provide the main reasons why only annual or other tygs of
contracts exist?

132




Section 3: Monitoring infrastructure quality

6. Does your organisation have a role in monitoring the quality of rail imastructure
at present?

( No
( Yes, please indicate the criteria you monitor:

7. Is your organisation — in future — interested in monitoring the quaty of the
infrastructure?

( Yes
( No, because

8. Is your organisation — in future — interested in advising the Stateagarding
financial resources needed to ensure a long-term financial sagtable rail network?

( Yes
( No, because

133




Questions?

We would like to thank you for filling in this questionnaire. We kindly ask yoetiarn the
completed questionnaire not later than 2 May 2006. If you have any questions, please
contact us:

Bas Scholten
ECORYS Transport (Netherlands)
T: +31 10 453 8793

F: +31 10 452 3680
bas.scholten@ecorys.com
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Annex B: List of experts interviewed

Rail infrastructure managers:
CFL - Société nationale des chemins de fer luxembourgeois:
Peter Sturmand JM Franziskus

EIM - European Rail Infrastructure Managers:
Dan Wolff and Marc Fachi

MAV — Magyar Allamvasutak:
G. Farkas and H. Pél

PKP - Polskie Koleje Batwowe S.A:
G. Jagielski, M. Lew, M Harembski

ProRail - Dutch railway network manager:
Jan Swier and Peter Brockhoff

RFF - Réseau Ferré de France:
Jean Faussurier and Paul Ducruy

RFI - Rete Ferroviaria Italiana
M. Triglia and D. Palmieri

SZDC - Sprava eleznini dopravni cesty:
M. Kone ny, R. Kovarik and A. Kodysova

ZSR - Zeleznice Slovenskej Republiky
A. Kuku ka and A. Obleserova

Network Rail
John Kennedy

Regulatory bodies
NMa Vervoerkamer - Office of Transport Regulation (NL):
Coen Timmerman

Inspectie Verkeer en Waterstaat — Office of Transport Inspedtiion (
Krijn van Herwaarden
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ORR - Office of Rail Regulation (UK):
Paul McMahon and Agnes Bonnet

Ministries of transport
Belgium -Service public fédéral Mobilité et Transports:
Patrick Schouteten

Czech Republic — Ministry of Transport:

France - Ministére des Transports, de 'Equipement, du Tourisme, eMae:la

R. Boeglin and M. Mastier

Hungary - Ministry of Economy and Transport
I. Pakozdi, E. Tarr

Italy - Ministry of Infrastructure and Transport
Mr. Finocchie and Mr. Vivaldi

Netherlands - Ministry of Transport, Public Works and Water Manageme
Hans-Peter Voorhoeve

Luxemburg - Ministere des Transports

Slovak Republic - Ministry of Transport, Post and Telecommunications:
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Annex C: Detailed key performance indicators
In the UK and the Netherlands

Both Network Rail (UK) and ProRail (Netherlands) have published Keyi Performance
Indicators (KPIs). These KPIs are, in combination with a minimal redjsizere, the
guality criteria of both IMs.

Case: Quality Criteria for Network rail in the UK
The performance indicators used by network rail are monitored by ORR amdrautsted
in a SMART way.

KPI 1

KPI 2

KPI 3

KPI 4

KPI5

KPI 6

Safety Risk - train accident pre-cursor measure

A measure, normalised by train mileage that incorporates 82 precursor
events in eight groups. Around 65% of the risk arises from events largely
under the control or the responsibility of Network Rail, e.g. track quality,
infrastructure failures, environmental factors (flooding, ldib ®tc.) and
level crossing misuse.

Train performance - public performance measure (PPM)

PPM expresses the percentage of a franchised passenger opgeahsr’'s
which arrive at, or within a specified number of minutes of, their adedrtis
arrival time at their destination, with an allowance made for canc&iati
The result is averaged over the latest thirteen four-weekly paaaige

an up-to-date moving annual average (MAA).

Network Rail delay minutes - number of delay minutes caused by IM
Total number of delay minutes for which Network Rail is responsible,
greater than pre-defined thresholds.

Asset failures - number of infrastructure incidents in the year

The 4-week period average is determined by dividing the increase over the
quarter of the cumulative number of infrastructure failures recorded by
Network Rail in the year to date, by the number of periods in the quarter.
Note: this KPI is monitored by ORR rather than targeted.

Asset quality

Asset Stewardship Index (ASI) - a composite quality indicator of eight
asset condition measures, encompassing track, structures, earthworks,
overhead line equipment (OLE) and signalling and expressed as an index
for each period end. The Asset Stewardship Index (ASI) is to be used
pending the development of an asset quality measure

Activity volumes

A composite indicator of the volume of work achieved divided by the work
planned in the period expressed as a percentage. It is only possible to
calculate this measure for track renewals at present due to dadsdgity.

A composite measure of activity volumes is under development
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KPI 7

KPI 8

KPI 9

KPI 10

Unit cost efficiency gain —
The Financial Efficiency Index (FEI) is an indicator of Networkl’Raotal
expenditure, measured in pounds (£). It comprises the sum of:
operating costs;
total expenditure on maintenance,
adjusted for traffic patterns and network size; and
total expenditure on plain line track renewals, normalised for the
volume of track replaced.
The FEl is to be used pending the development of a more robust measure
of efficiency
Expenditure variance - variation to Network Rail annual budget
Actual year-to-date expenditure by Network Rail on operating,
maintaining, renewing and enhancing the network.
Divided by
The assumed expenditure by Network Rail on operating, maintaining,
renewing and enhancing the network specified in the budget column of
Network Rail’'s period finance reports.
Minus 1 then multiplied by 100
Financing - Debt to Regulatory Asset Base (RAB) ratio
Financial indebtedness (as defined in Condition 29 of Network Rail's
network licence)
Divided by
For in-year calculations: the average RAB
For the full-year forecast: the year-end RAB
Multiplied by 100
Customer satisfaction - train operator satisfaction
In a survey, commissioned by Network Rail, respondents are asked:
“Which of these best describes how you feel about Network Rail?”
The respondent chooses an answer from the following exhaustive list, with
a numerical value assigned to the response on data analysis (as shown in
brackets), but which is not explicit to the respondent:

| would be critical without being asked [-2]
I would be critical if someone asked my opinion [-1]
I would be neutral if someone asked my opinion [0]
| would speak highly if someone asked my opinion [1]
| think so much that | would speak highly of them without being 2]
asked

138



By summing the scores and dividing by the number of respondents you get
the weighted index score:

_ weight % response weighted value

Critical unprompted -2 0 0
Critical prompted -1 27 -27
Neutral 0 59 0
Speak highly if asked 1 9 9
Speak highly unprompted 2 5 10
Total 100 -8

KPI 11 Supplier satisfaction - major supplies satisfaction
In a survey, commissioned by Network Rail, respondents are asked:
“Which of these best describes how you feel about Network Rail?”
The respondent chooses an answer from the following exhaustive list, with
a numerical value assigned to the response on data analysis (as shown in
brackets), but which is not explicit to the respondent:

| would be critical without being asked [-2]
| would be critical if someone asked my opinion [-1]
I would be neutral if someone asked my opinion [0]
I would speak highly if someone asked my opinion [1]
| think so much that | would speak highly of them without being [2]
asked

By summing the scores and dividing by the number of respondents you get
the weighted index score:

weight % response weighted value
Critical unprompted -2 0 0
Critical prompted -1 27 -27
Neutral 0 59 0
Speak highly if asked 1 9 9
Speak highly unprompted 2 5 10
Total 100 -8
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Case: Quality criteria for Prorail in the Netherlands

KPI 1

KPI 2

KPI 3

KPI 4

KPI 5
KPI 6
KPI 7
KPI1 8
KPI 9

Optimal availability
1) Train service deteriorating irregularities
Multiplied by
Average time to recuperation
Multiplied by
The value of track section
2) Train-less periods with irregularities
Multiplied by
Duration
Multiplied by
Value of tract section
Meeting the agreements on transfer provision
Cleanness
Social safety
Accessibility
Meeting agreements with TOCs
Adjustment according agreement
Number of irregularities in the train paths
Information provision according agreement
Optimisation of use of rail infrastructure by TOCs
Usage
Number of successful appeals with the Competition regulator (the
“NMA Vervoerkamer”)
System safety index
Labour safety index
Environment
Costs per train/km
Percentage overhead costs
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Annex D: Literature list

UIC Lasting Infrastructure Costs Benchmarking LICB, Presentati&CtdT meeting
— 11 January 2006, Gerald Dalton, Infrastructure department UIC

Railway reform and Charges for the use of infrastructure, CEMT/CM(2005)6

RAILIMPLMENT, Implementation of EU Directives 2001/12/EC, 2001/13/EC and
2001/14/EC, Steer Davies Gleave, 2005

Summary of ECMT workshop on rail infrastructure access charges, 28-@8eDct
2004, Rome

Presentation provided by Lou Thompson, on “ECMT Workshop on Rail Infrastructure
Charges, Efficiency, Cost Recovery and the Development of Internaficmal

Services, Geneva, 28-29 October 2004™

Botschatft liber die Leistungsvereinbarung zwischen der Schweizerischen
Eidgenossenschaft und der Aktiengesellschaft Schweizerische BundasisBi fir

die Jahre 2003-2006 (Swiss multi-annual contract)

Draft report Task Force Track Access Charges, Developing Europdamai
Committee, 30 June 2005.

ProM@in thematic network (Progress in Maintenance and Managementwhyrai
Infrastructure)

Structural Reform in the Rail Industry, OECD, Directorate for Finduacid Enterprise
Affairs, Competition Committee, 2005

Guidelines to Successful partnerships, European Commission, 2003
Guide to Development Trusts and Partnerships, David Wilcox, 1998

World Bank, Concessions for infrastructure, A guide to their design and award
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