Annex 1

southeasiern.

Fares brief

Mo ane ikes payving mare and pariculary in the current econamic climate the forthcaming
and recent fare increases will be unpopular. Accordingly, we weould like to go into some detail
to the historical background of fare increases an the Southeastern network and the economic
and cther considerations that have resulted in the average 8% increase to be levied fram
January next year.

1 Background

Historically, the former British Rail (BRY charged on & “per mile” bagis moving to demand-led
pricing in the 196Fs BR was able to sel fares as it wished, regional managers had a
eonsiderable degree of autanomy whan setting local fares and an privatisation we and other
operatars inherited a patchwork of fares that did not necassarily reflect passenger volumes
frem individual stations or market conditions.

2. The position today

Unlikke: BR., today's train cperating companies (TOCs) are not free to sef fares as they wish.
This is bacause what are known as regulated fares, (season tickets and peak singles and
returms) are cantralled by Government and the level of increase in regulated fares is dictated
by the policies set by this and the previous administration. Far a cormmuter TOC like
Southeastem, these comprise the majority of aur fares and the bulk of our income. The anly
fares that can ke get by TOCs are unragulated fares, for example, cheap day retums.

k Whiy have vour fares gone up =0 much over the last few yvearsy

Witian the rail natwerk was prvatized in 18951 9906, ta quard against excessive profitesring,
the Gowernment capped increases an regulated fares at RPI — 1% which meant in real terms,
the cost of rail ravel went down year on year. In addiion, in arder to incentivise train
ofparating companies to improve performance and reliability, under the Customer's Charter
nitiatives in vague at that time, Sovernment Sat a policy wheraby season ticket holders would
receive a discaunt of 5% an renawal if the aperator did nat meat agreed train pedformance
targets. Thiswas hard-wired infe franchise agreements as the Passengers Charter. Previous
halders of the Southeastem franchise did not meest theze targets and passengers receivad
the discount an & regular basis. Taken together, the combination of below inflation fare
mcreases and a 5% seasan ficket discount meant that some of our fares were lower in 2006
than in 1956,

The shartfall in revenue was matehad by an Increase in subsidy and the concomitant impact
on public finances resulted in the last Gowemment’s policy of moving the balance of funding
the rail netwark from the texpayer ta the passenger as detailed in its White Paper Delivering 2
Sustainable Faifway wond. dft.gov. ukiipgrirailhvhitepspercm 71768/

This shaped the cost moded of subsequent rail franchizes and the shit to RBP4+ fare
ncreases. For Southeastem, the increases was RPI + 3% as opposed to the RP1 + 1% sef by
the Departmeant for Transport (D] for other rail franchises granted during this period.

Fare increases are also predicated an the level of Government subsidy, and the amount given
to Sautheastern started at £129.9M, in year ocne of cur franchise in 2006 and will decline to
£24.7M in year seven. In year eight, (2014 we will be expected ta pay & pramium of £0.30
fo tha OfT to aperate the franchise. This is in accordance with Gowvernment policy cutlined
abowe of maoving the balance of paying for rail services and infrastructurs investment, such as
Cressrail, the Thameslink programme and new reling stock, from the taxpayer to the
passenger.



4. Why did your fares go up by RPl + 3% rather than the RPI+1% increase that
applied to other train operators’ fares?

The expianation given by the 1ast Government for imposing RFP| 4+ 3% for the Southeastern
franchise was because from 2000 cnwards, the raiways in Southeast England had benefited
from _disproporfionately more imvestment in infragtructre and new rolling stock including
Clags 373 rolling stock (which repiaced the old ‘slam door’ raing) and power supply upgrades
than ather parts of the UK, which nesded o e paid for,

5 But why have some fares from some stations gone up by more than RPI + 39%7

A combination of local, arbitranily set fares in the BR era and RRl — 1% increases and
performances-related zeazon ticket. discounts between 19595 —~ 2006 meant that many
Southeastemn fares were higlorically low and did not reflect market conditions.

To correct this and bring fares in ling with those sisewhere in the Southsast the Department
for Transport authorises us through our franchize agreement to levy an increase of RFE1 + 3%
+3%, provided that the average increase aoross the retwork s kept to BRI + 3% This s
kKnown as the flex system

Theresa Villiers MF, the rail minister, has ruled out scrapping the fiex system, which had bean
dropped in the final year of the Labour government

She said

“The scale of the defict means. fhaf the government has had lo take some very Jificut
dedisions on fufure ral fares, but the jong-fem solllion is o get the cost of running the
railwsys down Thal way we can gel 3 heller desl lor passsngers and faxpayers Wi arg
defermined fo & s and if we succesd, we hope o see the end of abova-irflalicn rises in
reqiiated fares,

[Source: Guardian 14 August 2011)

Sputheastem is also in receipt of revenue support from the Govermment. This, reguires us fo
minimise the fiscal burden on fhe Treasuny Dy ensuring, =o far 85 is possible, that the balance
of the costs of paying for rail serices moves away from Government and towards the
passenger  Thergfore any additionzl income raised goes back to the Treasuny and not to
Southeastem

-3 Wasn't your fare increase supposed to have gone down to RPI+ 159 in 20127

Under the terms of our franchise agreement, 2010/2011 was to have been the tast year that

Government determined the RPI + 3% increase. For the remainder of ouf franchise, fare
increases in 2012 2013, and 2014, would be RF + 1%, However, as a result of the
Chancellor's annocuncement in the Comprehensive Spernding Review last autumn, the RPI +
3% formula will now apply for the remainder of our franchise. The Secretary of State in a
statement to Parliament last yvear said

‘Mare irvastment iz clearly neaded.  That 15 wihy § amued for addifional rall investment in the
Spending Review, arnd it is also why | have taken the ol dacision o allow reguiated fares
ta nEe by 2 per cent above infiation for the 3 vears from 2002 — to halp pay for these
invesfimants

[Source; Hansard 25 Movember 2010

Sputheastarm’s franchise agreement assumead that RP+3 would bein place far the first five
wears of the franchise. The Secretary of State's recent announcement means that it will stay
in place il the end of the franchise in 2014, The additional revende from this decision will
therefore. be recovered by DFT fram us through existing meshamsms in aur franchise



agreement. Therefore RPH+3% in Kent will go directly to Government to pay for rail
imsestmeant and not to Southeastern,

7. So what is the fare increase for 2012 from my station likely to be?

The RPI figure used when setting rail fares is that for July in the previous year and as the REP|
figune for July this year was 5.0%, the average Southeastern regulated fare will increase by
0% In January 2012 This s an average increase, so some fares will rise by more and
others by less.

The figure for each slation on our network s curently being worked on by ow commercial
team and decisions will be made by November

B. I've noticed that that the percentage Increase from your stations in Greater
London tends to be slightly lower than from stations in Kent and east Sussex. Why is
this?

The increase for what are known as ow Metro slations (and thes applies o all train operators

serving Greater London) is predicated on the percentage increase levied by Transport for
Lendon (TFL) on the Travel Card, If, as has been the case since Southeastern took over the
franchise in 2006, TfL's Travel Card increage is less than BPl + 3%, this means that to
mairtain the RP + 3% increase across our netwark, that some percentags lare Increasas
from stations in Kert and East Sussex may be higher than thoss in Greater Landon

9. But aren't you making excessive profits?

Mo, and the figures below may be ussful,

91 The cost of rurwing the railway

For every pound faken in fares by a train operating company, nearly half will go back to

Metwork Rail in access and other charges. Staffing, traction [power 2upply) and train leaging
costs account far much of the remainder.

«  Network Rail 45%
«  Staff costs 175
= Migc (office rental, Bntish Transport Police atc) 7%
+  Train leasing costs 11%
«  Traclion costs A%

o TOC profit 3%p

Source: Association of Train Operating Companies

9.2 Avarage irain operaling company profit on a singie fara frain fiorat

= PMational Rail 16p
=+ Long distance G3p
= London & Southeast 11p
= [Regional routes 10p

Source: Azsociation of Train Operating companies

8.2 Prafit Compansms

Comparmy Sector ¥ DOperating Margin
Barciays Financial 19.93%
Trinity Kirror media 18.12%

Wihilbread hiosgitality 17 53%



Peamrson Media 13.12%

Daily Mail Media 11.53%
BT Group Commursations 10,57 %
555 Energy Litilities 5.93%
Tesco Fetail 6.07%
Marnsons Fetail 5.89%
Stagecoach (Rail) Transpart 410%
G Ahead (Rail) Transpart 2.40%:

Source: Company annual reports. For Go Ahesd, Southeastern's owning group, go to
wnte gorahiead.com

10, But shouldn't the rail industry be reducing its costs in order to keep fares rises
down?

Sputheastern has worked herd fo reduce its operaling costs.  Since we took over the
franchise in 2006, over 200 middle management and back office posis have been cut-and all
aepartments have been restiuctured 0 order to reduce costs and improve operating
efficiency. All exiernal contracts have been scrutingsd to enswe value for money and
changed or re-negotiated where necessarny. However as the figures in 9.7 shows, most of our
ooste are outside our direct contral.

Governmant 15 vany aware of the need to reduce the industry's sosls In ardar I bath keep
fares down and lessen the burden on the taxpayer. The Secretary of Stale commessionsd
farmer Civil Aviation Authority Chairman, Sir, Boy MehMulty, to lead a review irte rail industny
costs and his report which can be found an the OfT's website weaw, dit. gov Uk @ Fublcations
makes a number of recommendations including MNetwork Bal efficiencies, changes 1o ticket
offices and a review of the franchise system, desigred o reduce unit costs by 30% oy
201818, The report is-a recommendaton to Government which will produce it own: White
Faper later this year

11. it would be cheaper for me to drive to work in London!
When companed against the costs of driving to London, rall works out chaaper

+  Average cost of owneng and munning 2 new car (includes deprecation, road fax,
ingurance and fuel) £5,869.

= Annual cost of fuel along £1,300

+  Average car fravel costs = £112 87 gweak or 48.01 pence a mile

» Rail travel costs on average 19 pence a milke

Thesa figures exclude car parking and the central London congestion charge.
Source. RAC Cost of Motoring Index 2010

12 So what am | getting for my money ¥

Since we ook over the franchise in 2006 we hope you have noticed some improvements

=  High speed services to London and journey timers slashed from Ashford, Gravesend,
Falkestone and Canterbary

« 200 additional peak and shoulder pesk trains
= Slations re-painted and re-signed.
= Rest pedformance since regords begin

= GO% of stations with secure station accreditation



Within the finanmal constraints we and other train COMpAnMas nperahe are whng hard lo snorove
sarvices and whilke we ane only as good as our last pumay, customer satsfaction, as measured by the
independent Passenger Focus MNational Passenger Survey currently stands at 82%, the best achieved
by any holder of the Southeastern franchise.  Given the current economic dimate the coalition
Government has had to take tough decisions on rail fares and we're doing our best to ensure that
passengers recene value for money.
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