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Section 1: Introduction

11

1.2

Introduction

1.1.1  This Invitation to Tender, its appendices, all documents issued with
and in connection with it and all clarification questions and responses
relevant thereto (together the “ITT”) are issued by the Department for
Transport (the “Department”) pursuant to the functions of t%

Secretary of State for Transport (the “Secretary of State”) und
Railways Act 1993 and the Railways Act 2005, as amend W
references in this document to the Department, Networ e
Office of Rail and Road (“ORR”) include, where appropfiate and
unless the context otherwise requires, references thosefbodies’
predecessors and successors. References in thissdocument to a
“‘Bidder” means those entities who pre-qualifi Bid*for the South
Eastern Franchise following the process se t the Franchise
Expression of Interest and Franchise alification Process
Document (“PPD”) published on bruary 2017 that had

previously pre-qualified for a P rt sinder the prequalification
system described in the Pa ocess Document and the

Passport System Notice.
Form of Contract E

1.2.1 This ITT invites Bids f§om Bidders in respect of a service concession
contract (as t is defined in the Concession Contracts
Regulations is ITT forms part of a competitive procurement
conducted cordance with relevant legal requirements including
Regulat 0 1370/2007 of the European Parliament and of the
Coureil 3 October 2007 on public passenger transport services by
randv by road and repealing Council Regulations (EEC)

91/69 and 1107/70 (“Regulation (EC) 1370/2007”).  This

determined in accordance with the evaluation criteria and

urement will be conducted in line with the applicable general
Inciples of EU law and the requirements of English law. It will be
& awarded on the basis of the most economically advantageous tender,

&

1.3

methodology specified in Section7 (Evaluation Criteria and
Methodology).

Exceeding the Department’s requirements

1.3.1 The Department is seeking ambitious and innovative Bids which are
also deliverable. The competition evaluates and values quality in two
ways:



a) By offering Bidders the opportunity to meet (and, where
appropriate, exceed) the Department's minimum requirements
for the South Eastern Franchise ("South Eastern”, "SEF" or
"Franchise") set out in this ITT; and

b) By assessing the deliverability of the proposals put forward by
Bidders based on the evidence they have provided.

1.3.2 More information on how Bids will be evaluated is set Démb

subsection 7.3.5 (Scoring Methodology). Q

1.4 Communications (}
1.4.1 Save to the extent permitted by this ITT or agreed in advance with the

Department (and without prejudice to the provisiegs of'subsection 3.9
(Bidder Clarification Questions)), Bidders nsure that all
communications from or on behalf of Bi d their Associated

S
Entities with the Secretary of State andior epartment in respect
of this ITT and the South Easterq Fr ise are made through

AWARD (as described further in s fon 3.9 (Bidder Clarification
Questions)) or by email to S ternFranchise@dft.gsi.gov.uk.
No other methods of commu oM are permitted unless agreed with
the Department in advanc r the purpose of this ITT, "Associated
Entity" shall have the meaning given in the Franchise Letting Process
Agreement ("FLPA")
respect of the S

tween the Bidder and the Secretary of State in
ern competition.

15 Structure of this

1.51 ThisITT es:

scope and objectives of the South Eastern Franchise
ection 2 - Scope and Objectives);

&: Information and instructions to Bidders (including instructions on

how to access the detailed information available regarding the
South Eastern Franchise and the processes for enquiries,

\ communications, amendments and clarifications to the ITT
during the Bid period) (Section 3 - Information and Instruction to
Bidders);

c) An explanation of the requirements for Bid submission (including
the format, content, procedure and timetable for submission of
Bids) and of the expected process following Bid submission



(Section 4 - Explanation of Requirements for Bid Submission
and Overview of Process following Bid Submission);

d) Detailed Bid submission requirements - Delivery Plans
(Section 5);

e) Detailed Bid submission requirements - Financial (Section 6);

f)  The evaluation criteria and methodology to be applied t @
Bids that are received (Section7 - Evaluation Critgsia a
Methodology); and Q

(Appendix 3 (Risk Adjustment Process)).

g) An explanation of the Department’s risk adjjtm%ocess

1.6 Other documents

1.6.1 For the purpose of the South Eastern co ion, this ITT replaces
and supersedes in their entirety both ail Group - Passenger
Services documents “Franchise etition Guide” published on
4 February 2016 and Sout ern Franchise Competition

Prospectus published on 28 March2017. Accordingly, in the event of
any inconsistency betwe f those documents and this ITT,

the terms of this ITT will p%l

1.7 Franchise Letting Proc eement
1.7.1 This ITT sho d in conjunction with the FLPA which, without
limiting an ect’of this ITT, shall continue in full force and effect.
Bidders peécted to ensure compliance with the FLPA.

1.8 Commen f the South Eastern Franchise

1.8.1 epartment's aim is for the new South Eastern Franchise to
mence operations with effect from 02:00 1 April 2019.

1. Liahjlity for costs, updates and termination

@\1.9.1 The Department is not and shall not be liable for any costs incurred

by those expressing an interest or negotiating or tendering for this
contract, their Associated Entities or any other person. The
Department reserves the right not to award a contract, to make
whatever changes it sees fit to the structure and timing of the
procurement process (including issuing updates and amendments to
this ITT), to cancel the process in its entirety at any stage and, where






Section 2: Scope and Objectives
2.1 Scope of the South Eastern Franchise

2.1.1 The South Eastern Franchise comprises the Franchise Services set
out in the Franchise Agreement.

2.2  Franchise Objectives

2.2.1 Table 2.1 shows the Franchise objectives. (L@

Table 2.1 Franchise Objectives
The following objectives were published in the fr e%ectus

anchis
issued to the Bidding market in March 2017, prior t@-bkixpression of

Interest deadline:
e Making more space for passengers
u E

e Improving performance
e Making passengers feel like valued c ers

e Improving connectivity

e Improving the timetable %
e Simplifying fares and tick

e Improving stations BQ

e Working with othegs
o Capability
e Sustainability

2.2.2 Biddersgwi Ifil the Franchise objectives by meeting the
require%hat the Department has articulated in Section 5 -

D submission requirements - Delivery Plans of this ITT.

e table below.

o limit the Franchisee’s exposure to revenue risk, the Forecast Revenue
Mechanism (FRM) will be implemented on the South Eastern Franchise,
\ and is reflected in this ITT and in Schedules 6.3 and 8.6 of the draft
Franchise Agreement. The Forecast Revenue Mechanism operates to
transfer partial revenue risk to the Department and will be available from
the Franchisee Year beginning 1 April 2020. For full details of the FRM
calculations, Bidders should consult the relevant schedules of the draft
Franchise Agreement.

2.2.@ recast Revenue Mechanism will be implemented as described

For each Franchisee Year in which FRM applies, the Department will
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Section 3: Information and Instruction to Bidders

3.1

3.2

Q

Applicability of this document

3.1.1

representatives

This ITT invites Bids only from those Bidders who have successfully
pre-qualified to submit a Bid under this ITT.

Accuracy of information and liability of the Department and i‘%

3.2.1

3.2.2

3.2.3

3.2.4

This ITT is not a recommendation by the Department, or
person, to enter into any agreement or to make anygi
decision. In considering any investment in a Franchisej Bidders
should make their own independent assessment aniseek eir own

professional financial and legal advice.

Neither this ITT nor AWARD purports to c nt@ﬁ the information

that a prospective Franchisee or shareho y require. Neither

the Department, nor any of its employe ents or advisers, makes
Ss

any representation or warranty ( r implied), and no such
representatives have any authosi ake such representations and

warranties, as to the accur sonableness or completeness of
the information contained it%is ITT or on AWARD.
The Department ex essl%claims any and all liability (other than in

respect of fraud isrepresentation) based on or relating to any
such informatio presentations or warranties (express or implied)

contained rrors in, or omissions from, this ITT or the
information ained in AWARD, or based on or relating to the
recipien of it, or the use of it by any of its Affiliates or the

representatives of any of them in the course of its or their

¢ information in this ITT and the information on AWARD shall not
orm the basis of any franchise agreement or any other agreement

Q

entered into in connection with the replacement or acquisition of a
passenger rail franchise.

Steer Davies Gleave (“SDG”), PricewaterhouseCoopers LLP (“PwC”),
Roland Berger Limited (“Roland Berger”) and DLA Piper UK LLP
(“DLA Piper”) are acting for the Department in relation to the award of
the South Eastern Franchise. The advisors do not and will not regard
any other person as their client in relation to the award of the South
Eastern Franchise. They are not, and will not be, responsible to
anyone other than the Department for providing the protections

13



afforded to their clients or for advising on the contents of this
document or any matter referred to in it.

3.2.5 Without prejudice to the provisions of the FLPA and the confirmations
given in the Form of Tender, no contract or legal obligation shall result
from any disclosure of information or other communication by the
Department in connection with this Franchise letting proces
including the issue of this ITT, or from the reliance of any perso %
any information so disclosed or any such communication. 0
disclosure of information or other communication by the De u%
in connection with this Franchise letting process will :q el an
offer or an acceptance by or on behalf of anyone.

3.2.6  Without prejudice to the provisions of the FLPA a confirmations
given in the Form of Tender, the only infor n provided by the
Department which will have any legal effect /or upon which any
person may rely will be such informati iy any) as has been
specifically and expressly represented ana/ofwarranted in writing to a

successful Bidder in the relevant F isg/Agreement or in any other
relevant agreement entered in same time as the Franchise
Agreement is entered into o copes unconditional. Nothing in this
ITT is intended to creat %t between the Secretary of State
and any Bidder. %

3.3 Intellectual property

3.3.1  This docum bject to copyright. The information in this
document e published, transmitted, copied or distributed only in
accorda ith the terms of the Open Government Licence,
inc g the conditions and exemptions therein. Failure to comply
wi onditions of the Open Government Licence shall result in

ts granted to you thereunder ending automatically.

onsultation and disclosure of information in Bids

&.4. Bidders should be aware that, following the submission of Bids, the
\ Department may consult HMT, ORR, Transport for London, Transport
Focus, London TravelWatch, Rail Safety and Standards Board, HS1
Limited and Network Rail (including without limitation to the extent set
out in Section 7 - Evaluation Criteria and Methodology). The
Department may also consult such other persons as it considers
necessary or appropriate for the purposes of evaluating Bids (the
entities in this subsection being collectively referred to as
"Consultees" and each separately referred to as a "Consultee").

14



3.4.2 Accordingly, the submission of a Bid will constitute permission by the
Bidder and its Associated Entities for the Department to disclose to
any Consultee all or any of the information contained in, or supplied in
connection with, its Bid (including in any response to any clarification
guery issued by the Department).

Track Access Agreements and Station Access Conditions, Net
Rail may need to consult Consultees and that this process{m
involve disclosure or discussion of relevant aspects of Bi
Bidders and their Associated Entities are required to co ith

3.4.3 In addition, Bidders are reminded that in order to develop and agre’%

these consultations.

3.5 Non-compliant Bids 4

3.5.1 A Bid will be non-compliant if it is submitt is incorrect or
incomplete, or otherwise fails to follow th ment's instructions
set out in this ITT, or if one of the eliminatioRfevents in subsection 3.6
(Automatic elimination) occur, in as hether or not the ITT
expressly states that failure to mee Icular requirement will lead
to a Bid being deemed non-comphant.

3.5.2 If the Department considets that a Bid may be non-compliant, it may
(but it is not obliged to) segk additional information or clarification
from the relevant Bidder in accordance with subsection 4.14.2

(Engagement w s and evaluation clarification process).

3.5.3 Where a Big, iS\fotihd to be non-compliant (if applicable further to the
proces ed in subsection 3.5.2), and except where
sub (Automatic elimination) applies, the Department may
a iscretion reject the Bid and disqualify the Bidder who has

Q itted that Bid from the competition.
5. ere the Department decides not to reject the Bid, it may start to

evaluate the Bid and:

\& a) Take into account the effect of the non-compliance in all relevant
elements of the evaluation (including, without limitation, in the
allocation of evaluation scores and in the Financial Robustness

Test); and

b) May also, where appropriate, correct the Modelling Suite for the
purposes of running the FRT and calculation of the Bidder's Risk
Adjusted NPV used in the calculation of the Final Score in
accordance with subsection 7.2 (Definition of MEAT for the
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Sub-Plan non-compliance) (and, for the avoidance of doubt, this
includes circumstances in which a Bid is found to be non-compliant in
accordance with subsection 7.5 (Modelling Change tests) or
subsection 7.10 (Delivery Sub-Plan non-compliance) as a result of the
application of the process set out in subsection 3.5.4), the
Department will at its sole discretion take any other action it considers
necessary and appropriate in the circumstances, including:

a) Eliminating the Bidder from the competition; (»@

b) Disregarding the non compliance;
c) Adjusting the requirements of this ITT, and givi aII(BhLers the

opportunity to adjust or update their Bids t ct the revised

requirements; or %
d) Requiring any or all Bidders to adjust e their Bids so that

they are compliant. Q '
Nei

3.5.8 The disqualification or elimination er in accordance with this
subsection 3.5,  subsection utomatic  elimination)  or
subsection 3.7 (Right to di Bidders) will not prejudice any

other civil remedy available t@fthe Department and will not prejudice
any criminal liability that suc nduct by a Bidder may attract.
3.5.9 Bidders should

terms of th
Departme
neverth
the

, Where their Bid is not compliant with the
ise Signature Documents as issued by the
e to time throughout the competition, they will
uccessful) be required to execute and comply with
e Franchise Signature Documents as required by the

ination

D :
3.6 Autoll
% able 3.2 (Elimination events) lists the events which will trigger the

automatic elimination of a Bidder from the Bidding process (and for

$\& the avoidance of doubt subsection 3.5.8 will apply).

17



Table 3.2 Elimination events

Elimination event

A Bidder uses MOIRAZ2, its component parts or intermediate outputs for
modelling revenue impacts, timetable changes, crowding or any other
purpose.

A Bidder uses MOIRA2.2, a model which comprises {L@
le
to

timetable/revenue tool, in combination with an iterative crowding mod

to provide inputs into the revenue model.
A Bidder is projected in its Central Risk Adjusted Financi
breach the Financial Ratios at any point during the Core Ffanchi erm,

except as described in 7.6.2.11, and therefore, the ii&deemed to
have unacceptable financial risk. Q‘
3.7 Right to disqualify Bidders Y

ify a Bidder (and for the

ly) where:

3.7.1  The Department also has the right t@ dis
avoidance of doubt subsection 3.5.

e terms of the FLPA; or

a) It has the right to do so e

b) At any time prior tos ecution of the Franchise Agreement
the Bidder isqunables'to satisfy the requirements for pre-

out in the South Eastern Franchise pre-

qualificati ess.
3.8 Data Site and AW

3.8.1 Th paftment has established a web based data site for the South

nchise (the "Data Site") and a portal, which are operated

etiQ Commerce Decisions and are known as "AWARD". The

Site contains, in electronic form, documents and information

ecifically relating to the South Eastern Franchise, including
incumbent operator information. Additionally, AWARD will be used
for Bidder Clarification Questions (“BCQs”) and Bid submission,

\ evaluation and clarification. Short-listed Bidders have been granted
access to AWARD.

3.9 Bidder Clarification Questions

3.9.1 Al BCQs and requests for additional information relating to this ITT,
the South Eastern Franchise and the Franchise letting process must
be submitted by Bidders via the AWARD website. BCQs should be
accompanied by an explanation of why the relevant question has

18






absence of any extension, be 14 February 2018. Any BCQs
received after this point will only be accepted at the sole discretion of
the Department.

3.9.8 Before submission of Bids, Bidders will have the opportunity to meet
with the Department to discuss any points of clarification that are
appropriate and necessary in order for Bidders to prepare their Bid
In the event that any answers given in that process, or
information or instructions given in any draft documents conflic with
information or instructions given in this ITT then the terms o I
will prevail. If, however, Bidders are seeking to rely o he
information or indication or view imparted during a megting, must
subsequently submit a BCQ and may rely only oh the fesponse

provided to that BCQ and not on any informatioggQr indication or view
imparted during a meeting.

3.9.9 No other notes and/or records of such me orm part of this ITT
and unless confirmed by the Departmegt§in response to a BCQ,
information or views given by the riment at the meetings shall
not be relied upon in the preparati any Bid.

3.9.10 Where a Bidder believes tha S any inconsistency between any
documents or informatio ambiguities in those documents)

provided by the Departme Bidders or their Associated Entities as
part of the biddi ss it should seek to clarify the point through
the BCQ proces er than make an assumption in its Bid in relation

to such matte

3.10 Transparency edom of Information

ould note that, even where information is identified as
O rcially sensitive or confidential, the Secretary of State may be
ired to disclose such information in accordance with the FOIA
% d/or EIR. The Secretary of State is required to form an independent

judgment concerning whether information is exempt from disclosure

Secretary of State for Constitutional Affairs under section 45 of the
FOIA which limits the circumstances under which a public authority
should agree to hold information in confidence. It could be the case,
therefore, notwithstanding notification by Bidders that parts of a
response have been provided in confidence or are commercially
sensitive, the Secretary of State will be obliged to disclose those
parts.

& under the FOIA and/or EIR at the time of any request. In particular
@\ Bidders should be aware of the Code of Practice issued by the then
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Bid which may affect the competition clearance process (for example,
if the Bidder acquires or divests another transport operation which is
relevant to the competition assessment of the Franchise award). If
Bidders fail to do so, their Bid will be deemed to be non-compliant.

3.11.11 If a Bidder does not provide to the Department sufficient evidence to
satisfy the Department that a CMA or EC intervention (including
“‘phase two” intervention) will not prejudice the ability of: %

Department's proposed Start Date;

a) The Bidder to commence operation of the Franchis&

b) The Bidder otherwise to operate the Franchis in acgfrdance
with its Bid; or

c) Any Affiliate of the Bidder to commence of or continue

to operate any other UK rail franthiseof which it is the
franchisee, ;

the Department, acting reasonab es the right to disqualify
that Bidder.

3.11.12 Without prejudice to sub t%l.ll, the fact that a Bidder's Bid is
subject to EUMR clearas% may result in a longer competition
clearance process not 8fitself be regarded as a negative factor in
evaluating the Bj

3.11.13 Bidders s ware that the above considerations apply to joint
venture and ortium members in the same way as to sole Bidders.
,Bidders should note that the EA02 and the EUMR are

@ applying to such joint venture and consortium members
e they exercise a form of control known as "material influence”
er the EA02) or "decisive influence" (under the EUMR), both of

ch are capable of existing well below a 50% interest.

&I 14 Bidders are strongly encouraged to contact the Department to discuss
\ any merger control concerns as early as possible.

Regulation (EC) 1370/2007

3.12.1 Pursuant to Article 4(1)(b) of Regulation(EC) 1370/2007 the
Department must ensure that the Franchise Agreement to be entered
into with the winning Bidder does not result in the overcompensation
of the Franchisee for the purpose of the Regulation.
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Variations will not necessarily be restricted to the effects of committed
projects. However, any changes required will be such as a
reasonably competent and professional operator of the South Eastern
Franchise could, in all relevant circumstances, reasonably be
expected to be able to deliver and will be generally consistent with the
overall scope of the South Eastern Franchise proposition taking into
account the need to be able to vary the nature, quantity and mann
of delivery of South Eastern services in response to circumst
relating to the development of railway infrastructure and servi e%
other relevant financial, economic and technical developm%
the implementation of rail policy.

3.14.3 Given the duration of the South Eastern Franchise,jand tRe strong
likelihood of economic, social, budgetar operational
circumstances changing over the Franchise g, the Department
believes it is likely to make variations togthe Rganchise Agreement
during the Core Franchise Term and a ion Period. In order
to provide an incentive for the Franghise&to) develop and implement
such changes, it may be appropri e Franchisee to receive a
reasonable level of financial béf any financial benefit arises
from such changes. It may ppropriate for the Department, or

other parties such as N %I, to share such benefits with the

Franchisee. %

3.15 HS1 Access Charges

3.15.1 Bidders shou that the current track access agreement between
HS1 Limite LSER does not expressly deal with the treatment of
payme h are made in advance on a quarterly basis, where the

n
tr céss agreement terminates other than on that payment date.
therefore be necessary for the new franchisee to be paid sums
nce of the Start Date in order to pay elements of the track
ess charge which are paid in advance on a quarterly basis on or
efore the Start Date, dependent upon the approach that is agreed
& with HS1 Limited (and if necessary LSER) to ensure that payments
\ are made in accordance with both the existing track access

agreement and the new Franchisee's track access agreement.

.16 Pensions

3.16.1 Bidder's attention is drawn to Schedule 16 of the Franchise
Agreement which sets out the requirements for pensions. For the
avoidance of doubt, the Department will not provide any indemnity
regarding any payments that may be required under the Railways

28



Pension Scheme (Protection and Designation of Schemes)
Order 1994 (S11433) or otherwise.

3.17 Form of Tender

3.17.1 Bidders are required to include in their Bids a Form of Tender as set
out in Attachment F (Form of Tender). For the avoidance of doubt,
any amendments to the Form of Tender will mean that the Bid

deemed non-compliant, and the provisions of subsecti
(Non-compliant Bids) of this ITT shall apply.
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Section 4: Explanation of Requirements for Bid Submission and
Overview of Process following Bid Submission

4.1 Preparation of Bids

4.1.1 Bidders are reminded that they are expected to stand behind all

aspects of their Bids. In particular Bidders are referred to

subsection 4.14.3 (Contractualisation). @
4.1.2 The Department expects to receive Bids that contain no qualifications.

Bidders shall not propose amendments to the Franchise

Documents (other than to fill gaps denoted by the drafting™=hote

'‘Bidders to populate'), including by proposing their oyvn Segpé€tary of

State Risk Assumptions or any other contractual dments which

seek to transfer risk from the Franchisee to ecrétary of State.

For the avoidance of doubt, any failure by a B comply with the

requirements of this subsection shall me he Bid is deemed

non-compliant, and the provisions of s&Ction 3.5 (Non-compliant
Bids) of this ITT shall apply.

4.2  Franchising timetable and process

4.2.1 The remaining stages ofethe\process for appointing the Franchisee
together with their indica timings, are set out in Table 4.1
(Franchising timetable) bel

Party Responsible Planned Date

Bidders By noon on 14 March

2018
ation of Bids, The Department and e From 16
rification, drafting of Bidder(s) March 2018
ommitted Obligations

e October to

e Secretary of State consent November
\ and HMT approval to the 2018

South Eastern award

Planned Franchise award and The Department and | November 2018 —
preparation for commencement of the Franchisee April 2019
Franchise

Start of Franchise Franchisee 1 April 2019

30



4.3 Structure and format of Bids

4.3.1 Bidders are required to provide the material set out in Table 4.2
(Structure and format of Bids) below when submitting their Bids.

Table 4.2 Structure and format of Bids

Areas Submission Requirements Size limit
1 Main text
Delivery Plan O (Bid Summary) One electronic copy submitted 20 pag
through AWARD aximuim
One un-priced electronic copy
submitted through AWAR
One electronic copy s din
CD or DVD format
One un-pricedele ICeopy
submitted jn CD D format
Delivery Plans 1 - 4 as required by One electroni y submitted 1,000 pages
Section 5 (Detailed Bid submission throu D maximum
requirements - Delivery Plans) Mg ced electronic copy including ;
nitted through AWARD. annexe.s an
appendices
e electronic copy submitted in
CD or DVD format
One un-priced electronic copy
submitted in CD or DVD format
Letters of Support One electronic copy submitted Max 10 pages
through AWARD each

One electronic copy submitted in
CD or DVD format

N\
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Submission Requirements Size limit

4 Legal and compliance

Versions (clean and redline mark up One electronic copy submitted None
against the version of each agreement through AWARD
provided with this ITT or, if subsequently
amended, the latest versions uploaded
to AWARD) of each of the Franchise
Agreement, the Funding Deed, the
Conditions Precedent Agreement,

Escrow Agreement and any other Q
agreements to be signed as part of the

award of the Franchise (together the
“Franchise Signature Documents”)

with those parts marked ‘Bidders to b
populate’ completed.

One electronic copy submitted in
CD or DVD format

Non-compliance statements as required
by subsection 3.5 (Non-compliant Bids)

Statement of competition matters as PO

required by subsection 3.11

(Competition Matters)

FOIA statement if submitted in

accordance with subsection 3.10

(Transparency and Freedom o

Information)
A completed Form of Tender quired
by subsection 3.17 (For ender)
5 Schedule of | iveS\(as required by One electronic copy submitted None
subsection 4 tractualisation)) through AWARD

One electronic copy submitted in
CD or DVD format

Delivery Plans and Section 6 (Detailed Bid submission requirements -
Financial), and states whether these documents count towards the
page limit of the main text.

\ 3. Table 4.3 below lists the Agreed Documents required as part of the

4.3.3 For the avoidance of doubt, Agreed Documents which form part of a
Sub-Plan should not be submitted as an embedded Appendix to that
Sub-Plan, but should be submitted as separate files and reference as
per subsection 4.7 (Cross referencing).

34



Table 4.3 List of Agreed Documents that form part of the Delivery Plans and
Section 6 (Detailed Bid submission requirements - Financial).

Agreed Documents ITT Section (where applicable) Included within
page limit?

4.4  Page limits, size ofeXt, other formatting

441 The the main text of Delivery Plans 1 - 4, including annexes
dices in accordance with subsection 4.5 (Annexes and
ices) below, will be limited to 1000 pages. Bidders shall

AP
% ide a table detailing the page count for each Sub-Plan.
; ne page constitutes one printed side of A4 with 2cm clear margins
all round. For main text the minimum font size to be used will be Arial
\ of a minimum size of 11pt and the font type will be standard (i.e. not
‘narrow') with minimum line spacing of 13pt. Bidders are encouraged

$ to use a simple presentation style, avoiding colour photographs and

other high cost elements of production as this will not add value to the
substance of the Bid. Minimum font size for any text in tables will be
Arial and of a minimum size of 11pt (standard, not 'narrow'). There is
no minimum font size set for graphs.
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4.4.3 Any pages which do not comply with the criteria in subsection 4.4.2
above, will be reformatted by the Department to comply.

4.4.4 The following elements of the Bid will be outside the page limit:

a) The contents of the financial part as required by Section 6

(Detailed Bid submission requirements - Financial) an
described in Table 4.2 (Structure and format of Bids);

b) The contents of the technical data part as described in T,
(Structure and format of Bids);

c) The contents of the legal and compliance partss geLoed in

Table 4.2 (Structure and format of Bids);
d) The contents of the Agreed Documents not included in
the page limit where stated in T&\S (List of Agreed

Documents);
e) Covers, section dividers and { @/here these do not contain

substantive parts of the Bi

f)  Letters of Support, co with subsection 4.6.1, submitted
as supporting evider% a Delivery Plan; and

g) The conte the Schedule of Initiatives template as
described e 4.4 (Schedule of Initiatives).

445 Delivery P shall not fall within the page limit, but shall be limited
to 20 p Delivery Plan O exceeds 20 pages, it will not be
pa togevaluators.

446

Bidders are required to confirm in response to the relevant question
Q AWARD whether the listed documents are within or outside the
Age count limit set out in subsection 4.4 (Page limits, size of text,

other formatting) and confirm that the Bid is no greater than the page
count limit. Bidders must not submit additional or supplementary
\ information which is not expressly permitted by this ITT or accepted
by the Department in accordance with the evaluation clarification
process. Any pages which exceed the page count limit and any

additional or supplementary information will be disregarded for
evaluation purposes and will constitute a non-compliance.
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4.5

4.6

4.7

N

Annexes and appendices

4.5.1 Bidders may include attachments, annexes and appendices to their
response that should be clearly referenced in the main text. Any
attachments, annexes or appendices are included within and subject
to the size limits described in subsections 4.3 (Structure and format of
Bids) and 4.4 (Page limits, size of text, other formatting).

452 Agreed Documents which form appendices to Sub-Plan

Documents). These Agreed Documents will be evaluat
the relevant Sub-Plan and therefore Bidders do not nged to
summarise the content of these Agreed Docume ewhere within

the relevant Sub-Plan. Q~

Letters of Support v

4.6.1 Letters of Support must not exceed 1 pages in length. Any
pages over the 10 pages limit Wi isregarded for evaluation
purposes. Each letter must be d in pdf format. The text and
formatting requirements as iIDed in subsection 4.4 (Page limits,
size of text, other formatti% not apply to Letters of Support.

Cross referencing

471 The Department's\ evaluators will follow cross references to
specifically i ifled components of other Sub-Plans and Letters of
Support epartment's evaluators are not required to follow
unspeci ral references (for example, "further evidence on this

is 3 5 provided in our Fleet Strategy-Sub Plan™) or cross references
0 8lements of the Bid which are subject to, but not included in, the
mit provided in subsection 4.4 (Page limits, size of text, other
atting). Bidders should therefore endeavour to make cross

consistency

et
Op
&d eferences as specific as possible.

4.8.1 The Department requires Bids that are presented in such a way that
its evaluators are able to easily identify Initiatives across the entirety
of the Bid, including between Sub-Plans and the Modelling Suite.
Bidders should include within their Bids an adequate labelling or
identification protocol that enables this.
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49 Language

4.9.1 All responses must be in English. This requirement does not apply to
any requested information which has not been created for the Bid
(e.g. company financial reports), but a translation into English must be
provided for any requested information submitted in a language other
than English and such translation shall not fall within the page limi
described in subsection 4.4 (Page limits, size of text, oth

formatting). (L
4,10 Monetary amounts Q
4.10.1 All financial information supplied as part of the Bid u%learly
denominated in Pounds Sterling. This requirement d@es not apply to

any requested information which has not be rea for the Bid
(e.g. company financial reports), which s@e the original
currency. Where financial information is s iethas part of the Bid in
a currency other than Pounds Sterling, %epartment wishes to
convert the relevant information int@ Sterling, it will use the
closing mid exchange rate publish e Financial Times on the
day this ITT is published.

411 Submission of Bids \b Q
su

4.11.1 Bidders are required\to it their Bid to the Department, prepared

in accordance wj guirements listed in Table 4.2 (Structure and

format of Bid accordance with the following requirements:

a) Each r DVD shall be labelled clearly with the Bidder's
na he Department requires that an index is provided for

e &lectronic information. Electronic information is required to

e Saved using the Open XML Standard format supported by

icrosoft Office 2010 or later (but fully compatible with Microsoft
Office 2010). Specifically, spreadsheets must be saved using
the Microsoft Excel 'xIsx', 'xIsb' or 'xlsm' file extension and
documents as Microsoft Word 'docx’ files;

@\ b) All material which forms part of the "Main text" in Table 4.2

(Structure and format of Bids) must be provided using Microsoft
Word 'docx' files with the exception of Agreed Documents and
Letters of Support;

c) Unless specifically stated otherwise, documents should only be
submitted in PDF if they are not available in their original format.
PDF versions should be searchable electronically. Where
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Microsoft Word documents are specifically requested a duplicate
PDF version will not be required,;

d) The un-priced electronic copies shall be submitted through
AWARD and in CD or DVD format clearly labelled with the
Bidder's name and an index of the contents of each CD or DVD.
The un-priced CD or DVD should be distinguishable from th
priced electronic copy referenced above. Information is requi
to be saved using the Open XML Standard format support€d By
Microsoft Office 2010 onwards; and

e) Bidders must submit three DVDs each containing: (L

)] The MOIRA1 output files (and an rmediate files
which process these output files) h input changes in
demand to the revenue model; an

i) The version(s) of MOIR th@t have been used to
populate the revenue Mode they do not use the

version of MOIRA1 sup§ the Data Site.
4.11.2 The priced copy of the Bid itted through AWARD is the master

version of the Bid. AccOgdingly, in the event of any inconsistency
between any copies of a Bid, the priced copy submitted through
AWARD shall take pregedence.

4.11.3 Bids (both th VD copies to be provided and electronic copies

through AWARD) must be received by the
Departnge 2:00 14 March 2018. A Bid is submitted late for the
purpe t this ITT if any part of the Bid or copy in any format
this ITT is submitted after the above deadline. For the

pliant, and the provisions of subsection 3.5 (Non-compliant Bids)
of'this ITT shall apply.

&.1 Y Uploaded documents will need to follow the file name format shown
\ below:

@ SEF_ [Bidder name] Delivery Plan [2.1 Train Services] — File X of Y

4.11.5 CD or DVD copies of Bids are to be submitted to:

Dale Ward

Document Manager
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Rail Group Passenger Services

Department for Transport

4th floor Great Minster House

33 Horseferry Road

London

SW1P 4DR. ('l/@

4.11.6 No other documents or information shall be submitted with
CD or DVD copies of the Bid must be marked 'CON%
S

South Eastern Bid submission 14 March 2018'. The hoxe Id not
be marked in any way that would indicate the idm@:f the Bidder.
Bidders will be issued with a formal receipt for, submissions from
the Department at the time of the submissio@.’r Bid. It will be
the Bidder's responsibility to ensure S transfer of Bid
submissions to the Department. V

4.12 Presentations

4.12.1 Bidders are required to m with, the Department to discuss their
Modelling Suite on a waogki specified by the Department no
earlier than 7 working % nd no later than 15 working days

ion. eetings will not be scored and are for
information only e purpose of these meetings is to assist the
evaluation te nderstanding how the Modelling Suite works

(i.e. from a,functi@mal and practical perspective) and not to discuss

any as e contents of the Bidder's Modelling Suite. In the

e is any difference between what is discussed at the

d the Bid, then the copy of the Bid submitted through

D shall take precedence.

following Bid submi

All Bids including the terms, Bid price, and any subsequent changes

4.
& agreed shall be held valid for a period of 365 calendar days from the
date of Bid submission. Bidders are required to confirm this in their
Form of Tender.

4.14 Process following Bid submission

4.14.1 Bid evaluation
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41411 Bids will be evaluated in accordance with the criteria and
methodology contained within Section 7 (Evaluation
Criteria and Methodology).

4.14.2 Engagement with Bidders and evaluation clarification process

English law, including the obligations of equal treatment
and non-discrimination. Subject to this, the Depar
reserves its rights to seek clarification in any fo 0
and/or to engage in any other way with, any m the
Bidders at any time during the process, incluw order

to assist in its consideration of a Bid.

4.14.21  The Department is subject to obligations under EU ani

4.14.2.2 The Department reserves the righ to take any further
information received into account aluation where
to do so would be contr the Department's

obligations under EU an lish law, including the

obligations of equal tr nt and non-discrimination.
4.14.2.3 When replying to qu

may only respo

provide informati
question. Whe

from the Department, Bidders
e question posed, and may not
additional to that requested in the

a) der's response includes information in
addition to that specifically requested in the
uestion; or

W A Bidder's response purports to correct or would
have the effect of correcting an error in its Bid,

Q the Department is entitled not to consider or take into
account in the evaluation any such additional information
or purported correction provided in the Bidder’s response

& as appropriate.

@\4.14.3 Contractualisation
41431 The Department expects the winning Bidder to deliver

everything set out in its Bid. The Department will wish to
contract Initiatives that have contributed to the score
awarded to a Sub-Plan to ensure that the Franchise
Agreement covers the factors that have been taken into
account in awarding the Franchise. The scope of these
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commitments will cover at least the Initiatives and level of
detail that have contributed to selection of the winning
Bidder (including, as appropriate, inputs, outputs and
expenditure).

414.3.2 Where a Sub-Plan contains a significant number of
relatively small Initiatives, Bidders are encouraged t
group Initiatives for the purposes of identifying in t%
outputs and expenditure where appropriate.

4.14.3.3 Should an Initiative be contracted, and
Residual Value Mechanism does not attach %o an asset,
the Department reserves the right to designate¥@n asset
as a Primary Franchise Asset to tra at nil value at
the end of the Franchise to the SugCegsor Operator.

4.14.3.4 If elements of the Bid are dep on factors outside of
the Bidder's control for whichyth& Bidder is unwilling to be
contractually responsiklen("Cantingent Initiatives") this
should be clearl esSed within the Sub-Plan.
Contingent Initiatives'should be avoided to the maximum
extent possible. omment is made about whether
an Initiative is ntingent Initiative the Department will
assumedthat iteig’ not, and will expect the Initiative to be

contr. n an unconditional basis (i.e. absolutely and
with alification).

4.14.3.5 idders may not propose the text of Committed
ligations as part of their Bids. For the avoidance of

doubt, any text proposed by the Bidders in respect of
Committed Obligations will not be taken into

consideration in evaluation or when the Department is
determining the level of contractualisation required.
414.3.6 Bidders may offer commitments to invest a nominated
sum of money to deliver the required outcome for a Sub-
\ Plan, supported by a Specimen Scheme, rather than an
absolute commitment to a particular scheme. When
scoring Sub-Plans containing such Initiatives, the
Department does not distinguish between a Specimen
Scheme and a similar initiative which is not described as
a Specimen Scheme, and reviews and allocates scores

for the extent to which the Specimen Scheme will fulfil the
Department's requirements in the relevant Sub-Plan. In
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the Franchise Agreement the Franchisee will be obliged

to spend the nominated sum to deliver either the

Specimen Scheme or another scheme of equal or better

value than the Specimen Scheme. If the Department and

the Franchisee are unable to agree such a scheme, the

Department retains the right to require delivery of the

Specimen Scheme. Any such schemes should be clear

identified as such in the Bid including the Modelling Sui %
4.14.3.7 For the avoidance of doubt, where a Bidder pr (L

Specimen Scheme as part of an Inltlatlve

must state clearly if the scheme is a Contingen I tlatlve
or not. !
4.14.3.8  For each Initiative proposed, Bldd@ , in their Sub-

Plans:

a) Specify the date by he relevant Initiative will
be completed a he applicable, commenced;

b) Specify how e relevant Initiative will be

the absence of any dates being

specifi relevant Initiative will be required to

bg maintaihed from the Start Date to the end of the
ranchise Term);

ere it contains a commitment to spend a
pecified amount (an ‘expenditure commitment’),
clearly set out that amount and what types of
v expenditure may be counted towards such
expenditure commitment (such as capital
expenditure, operating expenditure, project
management costs etc.), whether the amount is
inclusive or exclusive of VAT and the date(s) by
which the expenditure will be spent;

d) Include details of any matters which require that
the Initiative is a Contingent Initiative, together with
details of the impact of the occurrence of such
matters and the identity of any person the Initiative
is dependent on;

e) Cross-refer (where applicable) to the relevant
provision of the Franchise Agreement which
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specifically obliges the Bidder to comply with or
perform the relevant Initiative; and

f) Cross refer to the Record of Assumptions and the
Financial Structure and Funding Plan.

The Schedule of Initiatives is required to record the obligations, includin
timing and where appropriate spend, Bidders have committed to underta
and will be used to inform the drafting of committed obligations. Accordj ,
Bidders should submit a Schedule of Initiatives, following the examplg=set

in Table 4.4 (Schedule of Initiatives). Each Initiative should co he
template layout provided for this purpose, South Eastern Example! Initiative
template, located in folder '01 ITT & Bidder Consultation Dacuments' in the
Data Site. Bidders must note that the Schedule of Initiati st not contain
anything which is not also set out in the relevant S an. As set out in
subsection 4.3 (Structure and format of Bids), the Schedule of Initiatives shall
fall outside the page limit. V

Table 4.4 Schedule of Initiatives

Detail required for each Initiative

hether the Initiative is a Contingent Initiative and what the dependencies are

Whether the RV Mechanism is applied and the value of the relevant asset at the end of the
Core Franchise Term

Whether the Initiative applies to the whole Franchise or to one of the Separable Business
Units
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4.14.4 Intention to award

41441  Without prejudice to the Department's rights pursuant to
subsection 1.9  (Liability for costs, updates and
termination), following completion of evaluation, the
Department will inform the Bidder with the most
economically advantageous tender (as determined i
accordance with Section 7 - Evaluation Criteria n%
Methodology) that the Department intends to award the
Franchise to it.

4.14.5 Signature of the Franchise Signature Documents (L

4.14.51 Following notification by the Departma%t it intends to
award the Franchise to it, the p red Bidder will be

required to sign (but not date) t chise Signature
Documents on the basis of su arrangements as
the Department may requirell including the Escrow
Agreement. There wi no Jaward of the Franchise at
this point, and aw e Franchise will not take place
until confirmed by theNDepartment to the preferred Bidder.

4.14.6 Announcement to the LoRgdon Stock Exchange and information to
unsuccessful Bidder

414.6.1 Foll notification to and delivery of the signed

( t'dated) Franchise Signature Documents by the

erred Bidder, it is anticipated that an announcement

ill™be made to the London Stock Exchange at

V(;‘?OO hours on the next morning on which it opens,

Q~ setting out the Department’s intention to award the
Franchise following the voluntary standstill period.

M4.6.2 On the same date that the announcement is made to the

London Stock Exchange, the Department will send to

each unsuccessful Bidder a letter confirming that they

\ have been unsuccessful, and providing that Bidder's
scores from the evaluation process, relative to the

preferred Bidder's scores. The sending of these letters

will commence the voluntary standstill period of at least

10 calendar days. The closing date of that period will be

identified to the preferred and the unsuccessful Bidders.

The Department will invite each Bidder to a meeting to be
held on the same day as the announcement is made to
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the London Stock Exchange, at which the Department will
provide feedback on the Bidder’s Bid.

4.15 Voluntary standstill period

4.15.1 The Department intends to run a voluntary standstill period of at least
10 calendar days in respect of this procurement (although it
concludes that it is not presently obliged to do so by Law) ar%

accordingly the basis of such a standstill process shall be as s
in this ITT or as otherwise advised by the Department to BiddQ
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Section 5: Detailed Bid submission requirements - Delivery Plans

5.1 Int

5.1

5.1

Table 5.1 Delivery Plans and Sub-Plans

roduction

.1 Bidders are required to submit 5 Delivery Plans (the "Delivery
Plans") as part of their Bids.

.2 Each of the Delivery Plans (other than Delivery Plan 0 (Bid Summar

is split into a number of Sub-Plans. A list of the Delivery Plan
their associated Sub-Plans is set out below.

Delivery Plan

0. Bid Summary

Sub-Plan

Not applicable

1. Franchise Management

rlﬂ;o

2. Train Service and Performance

3. Revenue

4. Customer Experien

a

3.2 Fares, Ticketing and Revenue Protection

tions | 4.1 Customer Experience

4.2 Stations

N\

he Department’s requirements for each Sub-Plan are set

a Part (A) under each Sub-Plan in this Section 5 (Detailed Bid
@dssion requirements - Delivery Plans).

: n order for the Department to assess the extent to which each Bid
meets, or, where appropriate, exceeds each of the requirements set
out in Part (A) under each Sub-Plan, Bidders shall provide relevant
and credible evidence that supports their proposals, and the delivery

of those proposals, for each Sub-Plan. Such evidence must include,
as a minimum (the “Minimum Evidential Requirements”):

a) The Initiatives that the Bidder proposes to undertake in order to
deliver each of the requirements set out in Part (A) under each

Sub-Plan.

(Contractualisation);
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b) Information which demonstrates the relevance of each Initiative
in delivering, or where appropriate, exceeding the requirements
set out in Part (A) under each Sub-Plan;

c) A statement of the Net Present Values and annual values of
revenues and operating and capital costs associated with each
Initiative in respect of which any of these elements exceed

O
f

£1,000,000 in 2018/19 prices in any Franchisee Year, along
cross references to the relevant sections of the Reco%

Assumptions; Q

d) Full supporting evidence of how those Initiati il be
resourced, managed and delivered, including a project plan, and
where possible projected outputs, as appro

e) Details of the risks pertaining to the del@ﬂhose Initiatives,
and how these risks will be mitigated,

f) A statement or letter settin@ commitment (and, if
relevant, any qualifications commitment), views or

comments of any third p the Bidder is relying on in
delivering or exceeding quirements.

5.1.5 The Department cannot andydoes not wish to be prescriptive in all
areas about how Bitiders may seek to exceed the Department's

requirements. » without seeking to constrain innovation in
any way, th rtment has set out in Part (C) under most Sub-
Plans, ex s of how a Bidder may exceed the Department's
require ese examples are illustrative only and therefore not
ex . Where no examples are given, Bidders may still provide

nitiatives, but note subsection 5.1.6. Bidders should note,
additional Initiatives are proposed, that each one of them must

with the relevant requirements for the Sub-Plan and be
?s pported by credible implementation plans.

& Details of how each Sub-Plan will be evaluated (including Table

1
@\ 7.3 (South Eastern marking framework and guidance)) are set out in
5.1.7

al

subsection 7.3.5 (Scoring Methodology).

Bidders must not propose Initiatives funded by the Network Rail
Regulatory Asset Base ("RAB"). Bidders must confirm that any
additional capital expenditure proposed is not funded in this way.
Bids will be considered non-compliant if Network Rail RAB
expenditure is proposed.
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5.1.8

5.1.9

Bidders must also read the contents of the Franchise Signature
Documents provided with this ITT which contain provisions relevant to
meeting the requirements specified in this Section 5. As part of this
procurement, Bidders are not permitted to mark up the Franchise
Signature Documents other than to fill gaps denoted by the drafting
note 'Bidders to populate’. It is an overarching requirement that
Bidders' proposals set out in each Delivery Plan and Sub-Plan ar,
compliant with the Franchise Signature Documents.  For
avoidance of doubt, any Initiative contained within a Biddefs
response to this Section 5 which is non-compliant with the
Signature Documents will not meet the Department's rgquirements,
and will result in a Bid being treated as non-compliant. | dition
such Initiatives, and any other Initiatives which‘&ontingent on
them, will not attract evaluation credit.

Bidders' attention is drawn to subsection oss referencing) of

this ITT.
5.2 Residual Value Mechanism 0

5.2.1

The Department has develogpe idual value mechanism (the
"Residual Value Mechani "RV Mechanism") to promote
investment in assets wherg, there is a return over a period greater
than the Core Franchise Teun. The Residual Value Mechanism may
be used to pro Ifvestment in Sub-Plans 2.2, Sub-Plan 3.2 and
Sub-Plan 4.2. er for any asset proposed by a Bidder to be
covered b Mechanism and designated as a Primary
Franchise A the Bidder must conform to all, without exception, of
the follo guirements:

a sset or collection of related assets (such collection referred
here as a “Scheme”) proposed, must contribute towards

Any asset or Scheme proposed must not exceed a capital cost

Q meeting or exceeding the requirements of the relevant Sub-Plan
set out in Part (A) of that Sub-Plan;
é b)

of £80 million (2018/19 prices). The residual value of the asset
payable at the end of the Core Franchise Term may only take
account of the capital costs of the asset (which shall only include
the cost of the asset and installation). On-going operating costs
and project management costs incurred by the Franchisee
during the Franchise Term must be borne by the Franchisee and
may not be passed on to a Successor Operator;
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The useful economic life of the asset or each asset comprised in
a Scheme must be greater than the Core Franchise Term
remaining at the time the asset is brought into use;

The Bidder may propose up to 7 assets or Schemes within its
Bid, where the RV Mechanism is to be used. The total value of
all of the assets or Schemes subject to the RV Mechanism mu

not exceed £120 million (2018/19 prices); %

Any asset or Scheme proposed shall be delivered an u
into use at least three years prior to the end re
Franchise Term, and either generate revenue or reduce, costs
which would otherwise be incurred from that time;

The transfer value of the asset at the en he re Franchise
Term will be calculated based on an as that the asset
will be fully depreciated on a 's ine' basis over a

int at which the asset or
ch shorter time period
e of the asset (using FRS
ccounting assumptions where
appropriate to the ould that period be less than
15years. The Bidd% uld ensure that such transfer is also
reflected in the, capital’allowance pool and in respect of any
deferred ta ised in the balance sheet in the Financial
Model tax calCulations;

maximum of 15 years from the
Scheme is brought into uge
equivalent to the useful '
101, FRS102 or |
as

The a or Scheme must be financially positive (i.e. generate
re r cost savings in excess of the cost of the asset or
he&me, for the avoidance of doubt a positive nominal payback)
the maximum of 15 years or such other shorter period as is
uivalent to its useful economic life and should not abstract
revenues from other train operating companies. For the
avoidance of doubt, the case for the asset or Scheme proposed
(which illustrates that the asset or Scheme is financially positive)
should be based on the financial assessment associated with
the asset or scheme itself and not relative to possible alternative
assets or schemes which the Franchisee could have proposed
to meet the Department's requirements. In addition, the
remaining return following the asset transfer to the Successor
Operator must exceed the transfer value calculated in
accordance with these instructions and provided in the Bidder's
mark-up of the Franchise Agreement referred to below;

50



h) The Bidder may propose the use of third party funding to
purchase such assets or Schemes, but such funding may not
bind a Successor Operator. This means that the Successor
Operator will not be required to assume any liabilities associated
with any third party funding and such funding arrangements will
not transfer to the Successor Operator or have a value attributed
to them for the purposes of the Franchise Agreement. Suc@

funding must clearly be defined in the Financial Structure
Funding Plan and Record of Assumptions; %

requirements for which are described in ,the chise
Agreement), the relevant asset or Scheme Y(which¥ for this
purpose and without limitation includes ted software
licences and intellectual property relati 0) must remain
the unencumbered property of the nchisee throughout the
Franchise Term and be capable f%umbered transfer to
the Successor Operator at theeend e Franchise Term (and
this principle will apply even asset is funded in whole
or in part by one or more rties). This means that, with
the exception of Netw atpFixture Assets, assets which are
fixed to property an the property of the landlord, or any

items on rolling stock become the property of the owner
are not capableef inclUsion in the RV Mechanism. Bidders may

i) With the exception of Network Rail Fixture m@vhe
r

eddme
ch

not propo tock under this RV Mechanism;
i) The rele sset or Scheme shall be designated as Primary
Fr iISéWAsset(s) in accordance with and subject to the
ranghisé Agreement; and

he Bidder must submit the evidence set out in
ubsection 5.2.4.

f the Bidder fails to comply with these requirements with respect to
any asset or Scheme the Department:

a) Reserves the right to amend the marked up version of the
Franchise Agreement submitted by the Bidder to remove any
references to the residual value of the relevant asset(s) and not
to designate any such asset as a Primary Franchise Asset;

b)  Will otherwise evaluate the Bid on the basis that the Initiative(s)
associated with the introduction of the asset or Scheme are
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included in the Bid and will be committed to by the Bidder
(subject to subsection 4.14.3 (Contractualisation); and

c) May take into account the fact that the RV Mechanism will not
apply to the asset or Scheme in all relevant elements of the
evaluation (including, without limitation in the allocation of
evaluation scores and in the Financial Robustness Test).

5.2.3 Bidders must populate the relevant parts of the Append; @
Schedule 14.6 of the Franchise Agreement and Suppi€men
Agreement forming part of the Franchise Agreement, he
asset and the expected value for transfer under the TranSfefl Scheme
upon the Expiry Date of the Franchise Agreement. r this¥purpose,
the Bidder should assume the Expiry Date will date derived
from limb (a) of the definition of "Expiry Dat Schedule 14.6 of

the Franchise Agreement provides for the effect{on the transfer value
of an asset in an Extension Period).

5.2.4 Bidders must submit the following nce in respect of any asset or
Scheme under the RV Mechani Sub-Plan response where
the asset or Scheme is being,propesed:

a) Commercial justificatign§of the asset or Scheme (including

evidence of _ the tisfaction of the requirement at
subsection 5,2.1§)) using its forecast revenues and costs and
any non-fi ial Thformation in line with WebTAG guidance
(though\Bidders” should note the requirement that the asset or
Sche ust be financially positive over a maximum of
15 rom the point at which the asset or Scheme is brought

toYuse, or such shorter period equivalent to the useful
cofiomic life of the asset should that period be less than
years);

&; Detailed description and capital cost of each asset or Scheme,

operating costs and project management costs;

\ c) Demonstration (with supporting evidence) of the useful
economic life of the asset or Scheme, which must be greater
than the Core Franchise Term remaining at the point when the
asset is brought into use but will not be taken into account to the

extent that it is longer than 15 years, when calculating the
residual value of the asset;
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d) The terms of any third party funding for the asset or Scheme;
and

e) Evidence that the asset (or in the case of a Scheme each asset
within it) will be and remain the unencumbered property of the
Franchisee for the Franchise Term and will transfer to the
Successor Operator unencumbered at the end of the Franchis
Term or that the asset will qualify as a Network Rail Fix
Asset, including, where the proposed RV Asset is to be logated
on Network Rail land, a supporting letter from Netwo il
the form of the template at Attachment J. (L

5.2.5 If the Department considers that the evidence supplied by th€ Bidder
is insufficient to justify the inclusion of the asset o0 me within the

RV Mechanism or the transfer value attribu the Bidder to an

asset, the Department may (but it is not gbli to) seek additional

information or clarification from the relevan in accordance with
subsection 4.14.2 (Engagement ith ders and evaluation

clarification process).
5.3 Thameslink Programme i :
5.3.1  The implementation of thﬁi phase of the Thameslink Programme
or

is due to take place pri the Start Date and is likely to have
impacts on the Timetable at (or prior to) the Start Date. Unless
otherwise instr is paragraph 5.3.1, Bidders are expected to
use the draft abte for the Passenger Change Date in May 2018
which has made available to Bidders on the Data Site (titled the
'D26' ti e offer from Network Rail) (the “Draft Thameslink

Ti ble”) to form the basis of their timetabling assumptions in
re he Thameslink Programme.

5.3 ork Rail is expected to provide a response to the Draft
ameslink Timetable before the date for the Bid submission. The

details of the Network Rail Thameslink Response will be provided to
Bidders as soon as practicable after it becomes available. Bidders

\ are advised to plan their Bid preparation on the basis that it is
anticipated that the Network Rail Thameslink Response will be

available before the date for Bid submission.

Material changes to the Thameslink Assumptions

5.3.3 Where, in the Department’s opinion, the Network Rail Thameslink
Response leads to material changes being made to the timetable set
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out in the Draft Thameslink Timetable, the Department shall in its sole
discretion elect to:

a) take no further action; or

b) re-issue to Bidders the timetabling assumptions for the
Thameslink Programme based on the Network Rail Thameslin
Response and either:

i) extend the date for Bid submission by a period %
6 weeks to allow the Bidders to take into t

changes; or

their Bids, in order to take into the impact of
those changes on Bids onl this instance, the

provisions of subsection@ id) will apply.
Negotiation with Bidders

5.3.4 The Department reserves th@sight\o enter into discussions with one
or more Bidders after Bi % as the case may be) submission
in order to optimise and% Bids to reflect any emerging changes
and issues arising rom “the implementation of the Thameslink

Programme in 8. Such discussions may lead to the
amendment reviously submitted Bids.

i) not extend the date for Bid submiss'ﬁ%t require the
Bidders to submit revised Bids,@/ﬂii sections of

Rainham Servi

jdders are to assume that the Rainham Services will be
y the Thameslink Operator from the Start Date. In the
@ hat the Secretary of State instructs the Franchisee that the
hdmeslink Operator will assume the operation of the Rainham

ervices at a later date, this shall constitute a Change. This Change

& will be limited to dealing with the change of costs for the Franchisee in
\ running the Rainham Services from the Start Date to the revised date
for takeover by the Thameslink Operator, taking into account the

revenue that the Franchisee will receive in relation to the operation of
such services. Bidders shall set out the costs and revenues relating
to this Change clearly in the Financial Model to assist in the

determination of such a Change should it arise during the life of the
Franchise.
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Maidstone East Services

5.3.6 The Bidders are to assume that the Maidstone East Services will be
operated by the Thameslink Operator from the Passenger Change
Date in December 2019. In the event that the Secretary of State
instructs the Franchisee that the Thameslink Operator will assume the
operation of the Maidstone East Services at an earlier or later date
this shall constitute a Change. This Change will be limited to dealir@
with the change of costs for the Franchisee in running the Maid§tone
East Services for a longer or shorter period than proposed, taKifg, i
account the revenue that the Franchisee will continue tor, | no
longer receive in relation to the operation of such servic%dders
shall set out the costs and revenues relating to this Change €learly in
the Financial Model to assist in the determinati ch a Change
should it arise during the life of the Franchise.

54 GTR Cascade

54.1 The existing Train Fleet includes the G nits which have been
cascaded from the Thameslink r to the South Eastern
Franchise by virtue of a sub-lea een the Thameslink Operator
and LSER.

54.2 Unless, the Franchisee kes an alternative proposal to

accommodate the
subsection 5.11
agreed form

R its as part of its Bid as set out in
nchisee will be required to enter into a pre-
se with the Thameslink Operator in respect of
the earlier of: (i) end of the GTR franchise; or (ii)
R Sub-Lease"). If the GTR franchise ends before
then the Franchisee will be required to enter into a sub-
bstantially the same form as the GTR Sub-Lease with the

ameslink Operator or such other train operator who becomes
ub-lessor of the GTR Units.

5. he Franchisee will not be required to make any modifications to the
\ GTR Units save that the Franchisee will be expected to de-classify

first class carriages in such GTR Units as set out in

@ subsection 5.10.3.
544

The Thameslink Operator is expected to carry out the GTR
Modifications to the GTR Units which are due to be completed prior to
the Start Date under the terms of the sub-lease LSER. These will not
be taken into account for the purpose of the evaluation of the Bids, if
such GTR Modifications are referred to in any Bid. It is expected that
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the benefit of these rights under the sub-lease will transfer to the
Franchise at the Start Date. If the GTR Modifications are not
completed by the Start Date, the Franchisee may be required by the
Department to enforce its rights under the GTR Sub-Lease to ensure
such modifications are completed. The same applies for the
Enhancement Works to which are subject of a side letter between
LSER and the Thameslink Operator.

5.5 Delivery Plan 0 - Bid Summary (L@
' his

5.5.1 The Department requires Bidders to summarise their
summary shall include:

a) The Bidder's overarching strategy and m%ves for the

Franchise;
b) The Bidder's view of the mark itSy, opportunities and
challenges; : v

c) A programme summarising ess activities, including a
delivery schedule which s dates of:

)] Key actions whi
to deliver the pfngGi
Plans;

ificant events that will affect the operations, costs
0 ues of the Franchise; and

ranchisee needs to take in order
pal Initiatives included in the Delivery

y risks and how they will be mitigated;

erfall chart summarising the changes in revenue and cost
nd consequently Franchise premium) between 2019/2020 and

Q 2026/27 such that the impact of any significant Initiatives is
highlighted. The chart shall only disaggregate factors greater

than £5,000,000 and shall be in 2018/19 prices. An example
\ waterfall chart is shown below.

56



5.6
5.7

Q

Figure 5.1 Example waterfall chart

55.2 Bidders should prepare a priced and u
Plan 0. In the unpriced version of Deli lan O the Bidder should
redact any possible inference about Bid) price including waterfall
charts, subsidy per passengergmi eralised statements about
long term trends in subsidy or premium etc

5.5.3 Bidders should be aware“hat the Bid Summary will not be scored,
but, subject to subsection 4.4.5, that all evaluators will be provided
with a copy of it to_aid\their understanding of the Sub-Plans that they
will evaluate.

Delivery Plan 1 - hiSe Management

(A) REQU

5.7¢

Q

5.7.2

Sub-Plan 1. %ip and Sustainability
T

Department requires a Franchisee who will provide outstanding
|€adership subject to continuous improvement during the Franchise
Term. The Franchisee will support the delivery of the Franchise
objectives and, in particular, operate a high performing train service
and exceed passenger expectations.

The Department requires a Franchisee who will invest in the
Franchise Employees, their training and skills, and develops
opportunities to give Franchise Employees a share in decision making
in the Franchise and the potential to share in the Franchise’s
successes, including by:
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5.7.3

a) Mapping and developing enhanced management, leadership,
succession and skills planning at all levels throughout the
organisation;

b) Increasing the capability of the workforce throughout the
Franchise Term to address skills gaps, increasing the diversity
of the workforce to address under representation across
levels and grades, and promoting a high level of engageme :%
well as recognition among the workforce; and

c) Supporting the delivery of the Transport and Infrastr ills
Strategy and the rail sector skills delivery plan.

The Department requires a Franchisee who wi bed the Rail

Industry Sustainable Development Principles, ugh Mts leadership,

management and investment, throughoth‘Hanchise Term,

including by: Y

a) Structuring the organisation @a aging it with effective
corporate management syst continually improve the
capability of the Franchiseet

b) Building the capa d competence of leadership and
management in sustai e development;

ustainable procurement strategy that is
sured as being in accordance with 1ISO20400;

regional, local economic and development plans into
se ans and delivery;

orting the integration of rail travel with new housing and
mmercial development sites within the Franchise geography
as necessary over the life of the Franchise; and

f)  Encouraging social mobility and access to employment in areas
served by the Passenger Services with a high degree of social
deprivation.

The Department requires a Franchisee who will support and improve
the health and wellbeing of the Franchise workforce, including by
monitoring, managing and improving occupational health risks, staff
engagement, morale and general wellbeing.

58



5.7.5

5.7.6

5.7.7

(B) EVIDENCE BIDDERS SHALL PROVIDE : Q

The Department requires a Franchisee who will safeguard the
security of staff working across the Franchise and, applying the
principles of community safety (set out in Delivering Safer
Communities: a guide to effective partnership working), who will
reduce the incidence and fear of crime and anti-social behaviour
against staff at stations and on trains, including by:

a) Implementing systems, including staff training, to control n@
minimise crime and security incidents; and
0

b) Assessing and reviewing regularly the security and
staff across the Franchise.

The Department requires a Franchisee that will w ith its suppliers
to enhance the customer experience and r good value for
money including through competitive tendering?

Requirements, Bidders’

In addition to the Minimum
responses shall include:

a) Details of the goverman cesses, resources and capabilities
that will be in place 'L% the Franchise Term to deliver the:

)] Sustai evelopment Strategy; and
i) nd Leadership Strategy;
by PI or’ meeting the environmental targets set out in

h€dule 11.2 of the Franchise Agreement including where
nt how the supporting supply chain will be managed;

@ Plans for meeting the apprenticeship targets set out under

Schedule 13.1 of the Franchise Agreement using the
Apprenticeship Data Collection Form on AWARD (location in
folder 2.05) which is to be appended to the Skills and
Leadership Strategy;

d) Plans for promoting rail as an integrated mode of transport in
relation to new developments;

e) Plans for improving the socio-economic impact of the Franchise
including through schemes to develop underused assets for use
by the community and plans to increase vulnerable groups and
communities’ access to rail including those seeking work or
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recently returned to work, rural communities, groups unfamiliar
with rail and those with limited access to private transport, such
as young adults;

f)  Details of the metrics that will be used to monitor progress in
improving the socio-economic impact of the Franchise,
including:

) wellbeing; ('l/@
i) workforce health; Q
iii) employee engagement; and ! (L

iv) developing its innovation capability;

g) Their approach to continuous skills analysis and a
workforce pipeline strategy that_in ow gaps will be
addressed, including:

)] how the Franchise young people into rail; and

i) how the Franchi support Government targets that
by 2020: 20 new entrants to engineering and
technical appreniiceships are women, and that there is a
20% i se in the number of BAME candidates
und ing apprenticeships;

h)  Full-t guivalent staff numbers (split between employees and
a staff) with broad grade, role and location at the Start
atel together with an explanation of how the numbers are

st to change over the Franchise Term;

@ Where Bidders are suggesting any material change in staff
headcount during the Franchise Term, the reasons for that

change and the way in which it will be managed, highlighting
any impacts on operations and customer contact;

$\ j)  An organisational structure of the Franchise to director and

director report level at the Start Date together with an
explanation of how the structure is forecast to change over the
Franchise Term;

k) Plans for developing and embedding a set of values, behaviours
and a culture throughout the organisation that supports a high
performing railway;

60



1) Proposed usage of different employment contract types,
including explanations for any use of zero hours contracts and
how their remuneration and contracting plans compare against
the Living Wage; and

m) A supply chain strategy outlining the principles and standards
they will apply when working with suppliers for key mark%
t

sectors including, but not limited to, ticketing systems
equipment; and for complying with any relevant procurﬁ

legislation.

(C) SCORING (]/:

5.7.8

5.7.9

For meeting, overall, the above requirements an acceptable
standard, Bidders will score 6 in line with T .3 (South Eastern
marking framework and guidance).

Without prejudice to the generality section 7.3.5 (Scoring
Methodology), specific examples of figw t bove requirements may

be exceeded are set out below:

a) Proposals which e he environmental targets in
Schedule 11.2 of thS hise Agreement;

b) Commitment ecific  independent standards on
environme cial issues, such as Ethical Trade Initiative
Base Cede or Mying Wage Employer; and

c) Prgpos that commit to adopting new or innovative
%es to improving the leadership and capability of the
rce.

p
or
5.8 Sub-2 [liancing and Partnering
O

For the purposes of this Sub-Plan reference to ‘other stakeholders’
includes but is not limited to the following, without limitation: High
Speed 1 Limited, Office of Rail and Road, other train operators,
freight operators, Rail Delivery Group, British Transport Police,
Community Rail Partnerships, Kent County Council, East Sussex
County Council, Medway Combined Authorities, Transport for
London, Passenger groups, and the Franchisee’s wider supply chain
including Small and Medium Enterprises (SMES).
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5.8.2 Bidders should note that Sub-Plan 2.3 (Performance) has a number
of specific requirements relating to joint working with Network Rail
e.g. 5.12.2b)ii) - “How they propose to work with Network Rail and
other operators to develop Initiatives to ensure that a Right Time
Railway culture is embedded across the route;” and 5.12.2f)i) -
“Maintaining the provision of Passenger Services (for example by
working with Network Rail and other operators to maximise the sco
of trains to continue running while engineering work is taking p
recognising the inconvenience of replacement bus services”.

this plan where they will be evaluated.

(A) REQUIREMENT 4

5.8.3 The Franchisee will be required to enter into a tain an Alliance
Agreement with the Network Rail South te. The objectives

of this Alliance will be, as a minimum@

a) Improve the operational perfor of the Franchise;

b) Improve customer satisv nd trust in the railway;

c) Improve the efficien% efficacy of operations, maintenance,
renewals and™\gnhaf€ements on the network over which
Passenger, i will operate; and

Bidders should provide their response to these require‘@L er

d) Imprqve system integration of the railway.

(“Allia jectives”).

ment requires the Franchisee to collaborate with Network
improve operational performance, enhance the passenger

rience and reduce the cost of project delivery and implement

584 T

Digital Railway technological solutions. The Department expects that
the Franchisee will build on existing joint working arrangements

& including the Kent Integrated Control Centre (“KICC”), and propose
\ new initiatives within, but not limited to, the following areas to deliver
a railway run on a daily basis by a single team:

a) Operational control of the train services;

b) Disruption management and service recovery;

c) Maintenance planning and maintenance of infrastructure
including sharing of data from on-train monitoring equipment;
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d) Possession planning for enhancements and renewals; and
e) Passenger communications.

5.8.5 The Department requires the Franchisee to further develop the
concept of the passenger-focused Route Supervisory Board, or
similar, and implement this board jointly with NR.

5.8.6 The Department requires the Franchisee to work with Network b
jointly appoint a Director responsible for providing strategic o ig
direction to integrated Franchisee and Network Rail joint
promoting a common culture of shared responsibility fog c@ntifious

improvement in the passenger experience. This Dirgctor may be the
Chair for both Parties for the purpose governance

arrangements in the Alliance Agreement. Q~

5.8.7 The Department requires the Franchise etwork Rail South
East Route to agree a joint set of e erformance Indicators
("KPIs"), and the appointed Direct ee their delivery. The
Department requires a jointly agr recard with Network Rail
which corresponds to the obli of the Franchise Agreement:
under Schedule 7.1 (see lan 2.3); Schedule 7.2 and
Schedule 7.3 (see Sub- 4.1 - Customer Experience); and,

specific agreements, with ork Rail agreed supporting proposals
under points 5.8.3¢c) and 5.8.3d).

5.8.8 The Depart uires a joint, co-located, integrated and
formalised ational control tasked with operating trains, and
maintai he” infrastructure on a day-to-day basis as well as

ingfresponses to delays and coordinating service recovery to

it of passengers.

5.8 @ Department requires a joint, co-located, integrated and
malised performance team to deliver the joint initiatives and further
& targets agreed with Network Rail South East Route.

\ :8.10 The Department requires a joint communications strategy that will
utilise current and evolving technology (including that available to
customer facing staff in order to aid passengers) to provide a single
point of accountability to passengers, stakeholders and customer
facing staff. The strategy as a minimum must support and facilitate
the provision of information at all stages of the passenger journey in

line with the requirement of subsection 5.17.6 of Sub-Plan 4.1 -
Customer Experience to provide real time and integrated journey
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information to staff and passengers, particularly for, but not limited to:
times of either planned or unplanned disruption; passengers attending
special or major events; and regular travellers who may be affected
by a special or major event.

5.8.11 The Department requires a joint team tasked with planning
enhancement projects where appropriate, optimising outcomes f
passengers of enhanced services to passengers and allocating r %
and responsibilities in project delivery.

5.8.12 The Department requires a Franchisee who will work pge
partnership with other industry stakeholders to develop®*and deliver

initiatives to include the following:
a) supporting wider industry strategies, inc improvements to

the passenger experience and safety; a@
b) delivering improved strategic plagning at industry level and
between operators.

5.8.13 The Department requires a e who has the capability to

manage change within the F in partnership with stakeholders,
to ensure that any change is
delivered in a way that mifimises disruption, maintains passenger
experience and keepSystakeholders informed.

5.8.14 The Depart uires a Franchisee who will adopt a joint

approach ent Community Rail Partnership (SwaleRail and
Medwa lleydLine) and partners in the Sussex Community Ralil
Par the Marshlink line and organisations looking to form
C ity Rail Partnerships along Routes operated by the

Q Maintaining regular dialogue and co-operation between the

& Franchisee and each Community Rail Partnership;

\ b) Marketing, including the development of a distinct marketing
plan and generating additional travel on relevant services

including, where relevant, exploiting tourist potential;

c) Securing, supporting and managing station adopters through a
station adoption scheme aimed at community groups rather than
individuals; and
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d) Encouraging innovative local third party funding approaches to
develop community rail schemes.

5.8.15 The Franchisee will establish a strategy for working with Network Rail
and other TOCs that manage stations where the Franchisee’s
services call to ensure a consistent customer experience. The
Department requires a Franchisee that can work with Network Rail t
form a single management team for Network Rail Managed Statio %

Digital Rail 9

5.8.16 The Department requires a Franchisee who will grocure®and
implement, in consultation and collaboration with NetworkidRail, an
Interfaced Traffic Management System on the A IECC control
area and an Isolated Traffic Management Sys elseWwhere (“TMS”)
together with a supplementary Connected dvisory System
(“C-DAS”) and a TMS compatible Stock system, to provide
operational performance benefits through,th€é application of improved
pathing of trains. The TMS will b erated and owned by Network
Rail. As a minimum a Biddeg tioh will demonstrate how the
Franchisee will ensure the succesSsful delivery of the procurement of a
digital rail solution for the Fra ncluding:

a) The procurement of S including the tendering and supplier
selection proces

b) The in jor® of the TMS, including within Network Rail
prem hete required;
c) integration for the TMS, ensuring that the system is

iant with and allows for:

i Interoperability of the TMS with, and exchange of data
between, the TMS and:

& A) The traffic management system being developed
\ for the Thameslink Programme,;
@ B) The traffic management systems being developed
for TfL’s East London Line and the remainder of

Network Rail’'s South East Route; and

C) Any other interfacing traffic management system.
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N

O

9)

i) Suitable connection with any train running and
information reporting systems interfacing with the TMS
via LINX including, for example, Network Rail's TRUST
system, timetable servers, Darwin CIS, to source, share
and synchronise operational data and prove that the
connections work end-to-end and the data passed
between systems is correct;

iii) Interface  with other railway control system s@
appropriate; Q
iv) Network Rail’s overall plans for the Dig(albal way

Programme; and

V) That the TMS does not have a built bias to the
Franchisee or any particular cat train operator
(i.e. suburban, metro etc.).

ing Yot the TMS, ensuring
t g and commission, safety
ce processes and any other

The testing and commissi
compliance with Network Rai

assessment and product
g to the introduction of new

applicable processes
technologies onto th railway and including an operational
trial in one logation Q) test the TMS with end users before

finalising an@ out the TMS to all locations;
Train®l to agreed standards and ongoing operational
e

supp d advice for the TMS, including to Network Rail and
Fr i staff and making use of simulator technology where

eWed appropriate;
ngoing technical support and maintenance for Network Rail on

the TMS including provision for the system and operational data
updates and software upgrades as appropriate for the length of
the Franchise Term with the option for Network Rail to
extend/takeover any contractual agreements at the end of the
Franchise Term on a comparable price basis;

Procurement, installation and operation of a supplementary C-
DAS including all necessary supporting train-borne and
infrastructure components and design and connection of system
interfaces; and

Procurement, installation and operation of a supplementary
Stock & Crew System including the design and connection of
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system interfaces. This could include the implementation or
adaption of an existing Stock & Crew System,

(the "Digital Rail Proposal™).

5.8.17 TMS requirements are specified in ‘Digital Railway Technologies
Project, Interim Digital Railway Traffic Management Requirements
Specification, ref DRT/TM/REQ/003 version 1.7.1° and furth
relevant Digital Railway specification documentation in folder T1.
Digital Railway on the Southeast Data Site. Bidders should ,

the

document DR SE Bidder Briefing 22-8-17 v2 which su
geographical scope and the operating locations of the rZ%wents
on the Data Site. The Digital Rail Proposal must et the
requirements set out in these documents.

5.8.18 Technical and operational outcomes and requ S specific to the

TMS geography are not yet available an d to be developed
collaboratively between Network Rail, e SFranchisee and industry

partners as part of the design dev entiprocess.

5.8.19 Bidders should ensure that any s proposed in the Digital Rail
Proposal entail that control TMS is relinquished to Network
Rail, at nil cost to Netwo il, once the system is commissioned
and accepted and that Netwark Rail will have the benefit of being able
to directly call upgn and enforce any services obligations in respect of

the TMS with t arties. The Franchisee will pay for the ongoing
support to th nd provide ongoing assistance to Network Rail
for the same®

5.8.20 Bid
th

st design their solution for the Digital Rail Proposal such
ranchisee will not be placed in a position of conflict of
t between its interests as a commercial train operator and its

% in implementing the TMS and that the TMS does not include any
%Iiberate bias toward the Franchisee’s operations. Where

appropriate, the Franchisee’s solution may involve passing particular

$\& decisions on implementation/procurement to Network Rail.

5.8.21 Funding of up to 1 is available to fund the capital cost of the
Digital Rail Proposal. The implementation of such proposal must be
completed by the end of the third Franchisee Year. The operational
cost of the Digital Rail Proposal is to be funded by the Franchisee and

Where text has been omitted from the document, this is because the Director General Rail or
Secretary of State has decided to exclude the text in accordance with the provisions within the
Freedom of Information Act 2000.
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included in the Bidder's financial model as set out in subsection
6.3.3.3. The Franchisee shall agree with Network Rail their
appropriate capital costs and include these in the Bidder's Financial
Model. The Franchisee will be the sponsor of any Network Change
relating to the implementation of the Digital Rail Proposal.

(B) EVIDENCE BIDDERS SHALL PROVIDE

5.8.22 In addition to the Minimum Evidential Requirements, Bi@'eb@

responses shall cover as a minimum:

a) Written confirmation from Network Rail setting out the ort
for each of the Bidders’ proposed initiatives (including Digital
Rail Proposal) and the evidence submitted byaBidders to support

these;
b) Plans for building on existing joint inGyinitiatives including
but not limited to the KICC; 0

c) Afinal form Alliance Agreem
d) The terms of referenceder t oute Supervisory Board;
e) The job description % I

f)  Organograms orgrganisation charts for proposed joint working

iance Director;

arrangement ering performance, operational control,
commu ns’and enhancements) including job descriptions
for i ifed roles and named individuals where practical to do

s of KPIs agreed with Network Rail and how these will be
fficiently incentivised;

%; The approach to the on-going assessment and review of the

delivery of collaborative working initiatives throughout the
duration of the Franchise;

\ i) The organisational approach for the engagement with
stakeholders (making reference where necessary to the

Customer and Stakeholder Engagement Strategy) including how
the Bidder has understood stakeholder priorities for generating
additional passenger benefits by addressing the needs, priorities
and aspirations of passengers and other stakeholders and how
feedback will be acted upon;
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i)  How the Bidder will partner and collaborate with other
organisations, inside and outside the industry, seeking third
party funding where appropriate, in order to foster innovation
and assist bringing new technologies, processes, business
models and products to the rail market, that become viable
during the Franchise Term,;

k)  Their strategy for engaging with and supporting Community
Partnerships and organisations looking to form Communityl Rail

Partnerships along or adjacent to the Routes operat t

Franchisee as described in Section A. This sh de
details of their understanding of the routes' pote tial%out in
Community Rail Partnership Line Plan Reviews, and how they

can help deliver priorities for each Commuaity Rail Partnership
during the Franchise Term. They shou a draft version

of the first year's Community Rail Plagsan
Technical Annex: Digital Rail :

)  Plans for the design a ntation strategy for TMS,
C-DAS and Stock & Crew"System introduction (i.e. the Digital

Rail Proposal) which,in
)] The approach,t® funding and procurement including a

brea f how the up to 2 capital funding
will ed and the Franchisee’s approach to funding the
0 jonal expenditure;

industry partners;

i) WJ nt working approach with Network Rail and other

iii) A detailed, logic linked and resource loaded programme

Q with clear critical path that represents the full scope of
work and covers the period from the start of Franchise

until completion of the Digital Rail Proposal and clearly

shows the activities and tasks that Network Rail or other

§ industry partners need to undertake or commit to in order

for Bidders to deliver their programme;

iv) The approach to system delivery that will complement
Network Rail CP6 plans, as part of a written outline

Where text has been omitted from the document, this is because the Director General Rail or
Secretary of State has decided to exclude the text in accordance with the provisions within the
Freedom of Information Act 2000.
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methodology setting out how the works will be executed
from the start of Franchise until completion of the TMS,
describing methods of working, plans for working in
operational buildings, defining an overall access strategy
for the relevant sites with details of any advance works
and temporary works and possession requirements;

V) A management and business change plan for deliver @
the TMS detailing proposals for organisation strugctufe

overall resource capacity and providing ,an w of
the supply chain and sub-contractors andisuppli€rs. This
plan is to include proposals for magage t of the TMS
design, with acceptance of desig ork Rail;

Vi) A written technical brief on_th ow it will work, its
capabilities, and details % the system has proven
r

and resourcing, naming key personnel and c%
experience delivering this type of system, Ioc(»e aff,
overvi

before with complex in es/to legacy and other TMS;

at evidences which of the TMS
et, with proposals for mitigation
will not be met;

vi) A written respopse
requirements  wi
where require

viii)

ion

maintenance and disposal;
ix)w od for achieving product approval;
A description of how Bidders will approach a solution for
each of the system interfaces, and including proposals for
passing revised train running information between

systems;

Xi) A system safety plan, including details of who is

\& managing the System Safety Case for introduction of the
equipment;

xii)  Description of proposals for maintenance, spares holding
and technical support and provision for ongoing system
upgrade and development requirements;
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&

xiii)  The approach to training for the different groups of end
users, use of simulators, and release of resources for
training;

xiv)  Whole life costs, including training related costs that
include for an agreed rate of annual staff changes, spares
and product licence fees;

xv)  The approach to staff system acceptance and any a‘%@
J

working requirements compared to exis%’

descriptions;

xvi)  Allocation of risk between Network Rang the
Franchisee, including Franchise d transition
requirements; %

of the proposed

xvii) Evidence of Network Rail a
procurement, technical sol@tiongand operational delivery
methodology for the TM

5.8.23 The Digital Rail Proposal mu%xholly separable in terms of
financial and operational nce as set out at subsection
6.3.3.2. \.

(C) SCORING

5.8.24 For meeting o the above requirements to an acceptable
standard, Bi ill score 6 in line with Table 7.3 (South Eastern
markingfra rk and guidance). A Bid that scores below a 4 in this
Sub-Pla sult in the Bid being treated as non-compliant.

5.8.25

b)

rejudice to the generality of subsection 7.3.5 (Scoring
ology), specific examples of how the above requirements may
xceeded are set out below:

Responses that will provide a greater degree of coordination
between the Franchisee and Network Rail at an executive level;

Initiatives accompanied by commitments to improving
operational performance, reducing the cost of project delivery
and enhancing the passenger experience;

A Digital Rail Proposal:
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i) where all the requirements of this Sub-Plan 1.2 in relation
to the Digital Rail Proposal are delivered for less than 3
capital funding;

i) which demonstrates significant value for money to the
Department; and/or

i) which provides material savings and/or wider benefi@
beyond the requirements set out in Part A of this -

Plan 1.2. Q
Proposals for collaborating with Network Rail withf§evide of
Network Rail support for the proposals. Thi§ could#include
proposals with well-defined arrangementﬁ&sharing any
efficiency benefits that are realised ugh *collaboration
between both Parties. Any such propo uld not include
risk sharing arrangements or [ | benefit share
mechanisms based around aIig@ tegrating business-level

profits and losses and any s rop®sals will not be taken into
account in evaluation;

Proposals for joint wor
to include but not limited

extend to other key stakeholders
High Speed 1 Limited;

Initiatives which%gommit to staff secondments for key operational

benefits;

esponses with well-defined mechanisms that entrench jointly
agreed KPIs e.g. alignment of executive pay incentives;

Proposals which deliver significant wider integrated network
benefits;

Proposals for collaborative working including achieving
accreditation to 1SO 440011/2017 ‘Collaborative Business
Relationships’ with industry stakeholders;

Where text has been omitted from the document, this is because the Director General Rail or
Secretary of State has decided to exclude the text in accordance with the provisions within the
Freedom of Information Act 2000.
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k) Detailed proposals for additional investment in and commitment
to community rail initiatives, inclusive of station adoption,
including proposals to enhance and facilitate community
engagement in areas not served by the existing Community Rail
Partnership (such as within the suburban area);

of actions which can be taken in the management and oper
of the Franchise to contribute to the delivery of nationall a
strategic objectives to improve network performance t@

beyond achieving the requirements in (A); and (L
m) Proposals which commit to working with Network Rail t6 extend
the Interfaced Traffic Management scope d the Ashford

IECC. Q~
5.9 Delivery Plan 2 - Train Services and Performan?
5.10 Sub-Plan 2.1 Train Services 0

Notes

[)  Plans to work with Network Rail and other operators in respeq
d

ent to communicate to customers
odation on Passenger Services is

In relation to paragraph 5.10.4, the r
the removal of First Class ac
contained in Sub-Plan 4.1 - Custome

(A) REQUIREMENTS

5.10.1 The Departm uires a Franchisee who will plan and operate train
servicesytha et the needs of passengers across the Suburban,
Main Lin Speed, Non-London and East Kent services (as such

ar in@d in the TSR). Bidders will achieve this by meeting the
@iM@um capacity, train service and first and last trains requirements

Rete, and TSR2 no later than the Passenger Change Date In
ecember 2022 contained in Attachment (A) to Sub-Plan 2.1 (Train
& Services) of this ITT.4
\5.10.2 These train services should:
a) Enable and contribute to improved operational performance, in

line with the requirements of Sub-Plan 2.3 (Performance);

4 If Bidders identify any manifest errors or inconsistencies within the TSR tables, they may raise a BCQ no later than
10 working days after the TSR tables are issued with the ITT. If the Department agrees than an error has been
made, it will issue an amended version of the TSR to all Bidders.
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b) Minimise journey times as far as practicable. This includes
keeping pathing and performance allowances, and public book
differentials in the timetables to the minimum necessary in order
to comply with the Timetable Planning Rules , whilst meeting
other relevant requirements of this ITT,;

c) Be timed correctly for the slowest-timed rolling stock that may b
planned to be allocated to that service; %

published by Network Rail on 14 July 2017 and }
Access Statement (EAS) v4.1 issued: 20" October xcept
where changes to the Timetable Planning Rulés are proposed
by the Bidder to be agreed with Network Rail;

e) Be deliverable within the constraints infrastructure
including traction power supply, plus ncement schemes
that the Bidder commits to fund eliver. Bidders should
consider as part of this requi nt Nbw 12 car services can be
operated at Charing Cr aterloo East across all
platforms;

f)  Deploy the minimu pacity of TSR2 in a manner that
optimally balances Fofecast Passenger Demand with rolling
stock capacity; a

g) Allow p r'ether operators’ services in accordance with the
instrueti sét out in Part (D) below.

5.1 Q Department requires a Franchisee who will deliver an

& stablishment of trained and experienced train crew and associated

recruitment plan to meet current and future headcount demand for the
Franchise Term and beyond so that rest day working and overtime is
an exception to delivering the Passenger Services, not part of the
steady state plan. This should be set out in a Train Crew Strategy
document which will be contracted as part of the Franchise
Agreement.

5.10.5 The Department will require Bidders to set out their proposals for how
they intend to reduce to a minimum the need for rest day working
and/or overtime working, where these are currently a necessity to

74



deliver the Plan of the Day. The proposed measures should be in
place prior to the commencement of the timetable resulting from
TSR2. A Bidder’'s proposals for meeting this requirement can be
included within a wider package of modernising proposals and
incentives and Bidders should set out their high level strategy for
achieving this in terms of negotiating strategy, train crew engagement
plans and contingency plans. The requirement for a Train Cre
Strategy does not preclude the use of overtime to cover unexp %
events, emergencies or to provide cover for services delivering f
uplift in passenger demand that may occur seasonally

special events from time to time. (L

(B) EVIDENCE THAT BIDDERS SHOULD PROVIDE

5.10.6 In addition to the Minimum Evidential rements, Bidders’
responses must include:

e&changes to train service

t"at any time during the
etable inherited at the start

the
[

a) A description of the principal prop
patterns and rolling stock d
Franchise Term, compared_to
of the Franchise along, witi\the “additional Thameslink services
between Maidstone Ea ambridge due to commence on
the Passenger Cha% ate in December 2019. This should

include as a migimu

i) A Ip of proposed changes to train service
f cy and stopping patterns made in order to meet
INimum requirements of the TSR;

il % description of proposed train service frequency
enhancements, additional station stops, and/or new
Q services made that exceed the TSR;
i) A description of proposed changes to rolling stock types
deployed on each route served by the Franchise, where
& necessary describing how they intend to obtain route
\ clearances from Network Rail;

iv) A clear explanation of the Train Fleet that will be available
during the Franchise Term and how this may change
throughout the Franchise Term,;

V) A description of any changes in infrastructure functionality
that the Bidder is assuming in their proposals and details
of how it will fund and deliver such changes. This should
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include evidence of Network Rail support (and for the
avoidance of doubt, this evidential requirement would
also apply to any plans that rely on ETCS during the
Franchise Term);

Vi) A description of how the Bidder's timetables and
operational plans (including its approach to managemen
diagramming and deployment of rolling stock and @
crew) will support delivery of its proposed train servi¢e
and deliver the targets set out in Schedule 7Qt

Franchise Agreement; (}
vi) A Train Crew Strategy which includes tRe requifements

set out in subsections 5.10.4 and 5.10¢ idders should
supply evidence that suppo heir © train crew
establishment either based upgn th€ Rail Delivery Group
Guidance Note on Driver Esta t Calculation or an

equivalent methodology; an

viii)  In addition, the Bidder d provide evidence in its
Train Crew Stratggy as to:

A) How t dder proposes to phase out current
levels any reliance on planned /rostered
vertime or rest day working with an explanation of

e deliverability of those levels; and

hat the Bidder is prepared to commit to in this
area in respect of the train crew establishment in
addition to setting out its Train Crew Strategy.
description of the planned approach to the removal of First
Class accommodation on Passenger Services; and

c) A Technical Annex containing further operational data,
described in paragraphs 5.10.7 to 5.10.25 below (all of which is

\ to be excluded from the Page Count).
Technical Annex

5.10.7 The Technical Annex will comprise a number of documents providing
detailed operational data. Table 5.2 (Operational Data Required as
Part of Bids) which sets out all of the requirements is provided at the
end of this section. The Technical Annex must include the following:
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Timetables

5.10.8 Bidders must provide details of their proposed December 2022
(TSR2) timetable, in accordance with the requirements of the TSR, for
all services (including anciliary movements and other operators’
services outlined for inclusion in Part (D) of this Sub-Plan 2.1 below).
The following timetables must be provided:

a) Monday to Friday (SX) timetable; and (L@

b) Saturday (SO) timetable.

5.10.9 Bidders are not required to submit Sunday (SuO)timet and
supporting files but must assume that for the p% of "their bid
he

they must run services on a Sunday which refl uirements of

TSR2.

Rail in conjunction with the offer fog acc ights for the May 2018

timetable forms the basis of TSR be in operation from the

start of the Franchise until the ion of the TSR2 timetable on
[

the Passenger Change D% December 2022 whilst making
e

5.10.10 Bidders must assume that the 'D26' t':fe rovided by Network

allowance for the start o T link services between Maidstone
East and Cambridge from t assenger Change Date in December
2019. |If Bidders wish to “ffake any changes to the inherited train

service prior t ey are required to provide supplementary
information innli the requirements set out in 5.10.27. Bidders
may cho roduce service enhancements contained in the
TSR2 t ble*at an earlier date, however, they must provide the

formation required in paragraph 5.10.8 for any route on
ange compared with the timetable inherited at the Start
proposed.

.10Qers must provide the timetable information required in
paragraph 5.10.8 for any year in which a major change is proposed,
& but only in respect of any route(s) on which the major change is
\ proposed. If Bidders change the train service in any other year but do
not provide timetables that show this change, they must also provide
a description of the changes proposed. This description must set out
their proposals with their anticipated impacts in sufficient detail, and
with sufficient evidence to assure the Department that they are

deliverable, and can be resourced.

5.10.12 Bidders must provide SX timetables in both Working Timetable and

public book format. Bidders must also provide a SO timetable in
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public book format. It is not necessary for Bidders to submit full
working timetables for SO provided that these timetables are the
same as the SX off-peak timetable. For this purpose, a SO
containing minor timing variants of less than five minutes would be
deemed as the same. In addition to printed format timetables, PIF
and SPG format timetables must be provided for any timetable
change that takes place.

5.10.13 The Department requires the Bidders to demonstrate thatcair/@

proposed timetables and associated rolling stock diagram

with the Timetable Planning Rules, and can be accomm he
London termini and operationally complex stations. As%mum,
Bidders must provide SX station platform workingl charts” for the
following locations:

a) London Charing Cross; s Q

b) London Cannon Street;

c) London Victoria (Platforms 1 t

d) London St Pancras Int?’o\ | (Platforms 11 to 13 only);
e) Ramsgate, >

f)  Dover Prior

g) Ashford ational;
h)
i) idge;
@ rpington;
%k) Bromley South; and
& l)  Dartford.

5.10.14 Bidders must provide a description of any instances where revised
SRTs have been applied in the timetable for any rolling stock type
deployed that is not currently published in Network Rail’s B Plan (with
supporting evidence, including the views of Network Rail). If new
SRTs have been calculated, Bidders must provide details of the
traction characteristics of the rolling stock (including tractive effort
curves, resistance curves, dimensions, vehicle weight and passenger
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weight assumed) and details of how each technical (minimum) run
time has been rounded to form each SRT. SRT's should be provided
in PIF format.

5.10.15 Bidders must also provide a description of any flexing of other
passenger and freight operators’ services that has been assumed
necessary to deliver a timetable that is compliant with the TSR.

Train Plans and Passenger Loading Forecasts (](@

5.10.16 Bidders must provide their proposed all-day SX as well as Qﬁ
er

Plans for their December 2022 (TSR2) timetables. F n

dates on which the Bidder proposes material timetahle alt ons, it
must also supply relevant Train Plans. These plang&st identify the
unit types and train formations of all train servi that'are scheduled
to operate in the SX & SO timetables, and thﬁst be consistent
with the submitted timetable and rolling iagrams. The SX
plans must also include loading forecasts, foeach service, complying
with the minimum requirements s @I w. Bidders should use
the format of Train Plan provided on ta Site.

5.10.17 Bidders are required to pro ast loading data for each leg of
the journey for trains thatharriye and depart London Bridge, London
St Pancras Internatignal, Longlon Blackfriars and London Victoria that:

a) arrive at't ied stations between 07:00 and 10:59; and
those t

b) d tt pecified stations between 15:00 and 20:59.
[ reést loading data is required for a typical SX autumn
day, based on Bidders’ December 2022 Timetable and Train

assuming Autumn 2026 levels of demand). If the Bidder plans
ake material change to the Timetables and Train Plans between

ecember 2022 and Autumn 2026 then this loading data must be
\& related to the timetable introduced immediately preceding

Autumn 2026.

5.10.19 Loading forecasts should be derived from the Bidder's crowding
model. Bidders must use the supplied train loading template provided
on the Data Site.
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Rolling Stock Diagrams and Availability

5.10.20 Bidders must supply Rolling Stock diagrams for their proposed
December 2022 SX & SO timetables for all unit movements, including
those to and from depots and stabling locations. These must be
provided in Excel and text formats and must contain mileage data.

5.10.21 Bidders must also supply tables showing the percentage fle%
availability assumed for each rolling stock type
December 2022 SX & SO timetables. Bidders must use the %
fleet availability template provided on the Data Site. (L

Train Crew Establishment

5.10.22 Bidders must supply evidence that suppo train crew
establishment. This must include train cr ams and other
relevant evidence (e.g. expected overtim to show that they
will not place intentional reliance o ostered overtime or
rest day working. This should dem the Bidder proposes
they will demonstrate their progre liance in this area in life

during the Franchise Term.

Additional Data Requirements v

5.10.23 Bidders must provide de f any changes to the Engineering
Access Statem ction 4), signal box opening hours and
Timetable Plan ules that have been assumed (with supporting
evidence, includmg, the views of Network Rail).

5.10.24 Bidders rovide evidence that any new train type deployed, any
inc train service frequency and any increased train length
m% delivered above that required in TSR2, can be

gommodated on the network in respect of traction power supply
% supporting evidence, including the views of Network Rail).

5.1Q.25 Bidders must provide evidence that any increase in service frequency

over the quantum in TSR2 can be accommodated on the network in

\ respect of level crossing occupation times (with supporting evidence,
including the views of Network Rail).

Further Instructions

5.10.26 Further information about the format of these evidential requirements
is set out in Table 5.2 (Operational Data Required as Part of Bids). It
is assumed that Bidders will operate the inherited timetable and train
plan at the Start Date until December 2022 or the commencement of
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TSR2. Should Bidders wish to make material changes prior to this
date to the timetable or train plan they must provide further
operational data in line with the requirements set out in the table
below.

Table 5.2 Operational Data Required as Part of Bids

FORMATS

TIME
PERIOD(S)

As described in ‘
. . paragraph 5.10.6 above, the
Overview of train iew itself i be included 4 W
service proposals n.a. overview itself is to be include or
within the Delivery Plan

contained as separat
documents and do
towards the

Technical Annex n.a. See below

t count
t.

(Sub-Plan 2.1).
The Technical Anne:ﬁ to%

All Franchi ices

(SX & include paths
allowedor other operators’
servic nd ancillary

ov nts.

X — Working and Public

Deg 2 . .
timetables are required.

te

ces | SO — Public timetables are
compared required. It is not necessary PDF (Public
ith that for Bidders to submit full and Working

Timetabl inherited at | Working timetables for SO if timetables)
the Start the timetable is the same as plus PIF and

Date), Dec | the SX off-peak. Minor timing | SPG technical
22 and any | variants of less than five interface files.
& other minutes would be deemed as

material the same.
changes.

Working and Public timetable
files must be labelled clearly,
indicating the line sections
covered.

PIF and SPG files must be
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TIME

PERIOD(S)

FORMATS

provided for all SX & SO
timetables.

r[zlz(t:ezrgl(lf Platf_orm working must be
differences prov@ed for SX or)Iy at the
compared locations outlined in
with that paragraph 5.10.13. These Excel
Platform Working [ inherited at must show the necessary (platf@h
Arrangements the Start platform re-occupation times sighplifi d
Date), Dec ar_ld turnarounds in comp_llance PDF tform
29 an’d any with thg Tlmgtable P.Iannlng grap
other Rules, including ancillary tr
material movements, and other Q~
operators’ services.
changes.
Train Plans must cegtain all
services in thelfSX O and
timetables, F service
specified i aphs
5.10.1 .18, loads must
Dec 20 be rééd from the crowding | Excel (Train
Train Plan Dec 26’ model: r other services, plan template
ritic ads may be sourced on Data Site)
MOIRA, but should be
calibrated against count data
here possible, and uplifted to
the demand levels of the
relevant year.
Loadmg forecasts must be Excel (Train
Loading Dec 20 prowded fqr ‘?” Services loading
' included within the
Foreca Dec 26. . (template on
requirements under Data Site)
paragraphs 5.10.17 to 5.10.18.
’\ Dec 20,
ing stock gr?c gti:rnd Rolling stock diagrams to be Text and
jagrams yol included for SX & SO. Excel
material
changes.
. Dec 20,
Train crew Dec 22 and Text and
d|agrams any other Excel
material
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TIME

PERIOD(S) NOTES FORMATS
changes.
Y
Dec 20, .
Fleet availability Dec 22 and Table to cover SX & SO and Excel
any other (template O
table . SuO .
material Data Sité
changes.
Throughout *xcel
Train Fleet table Franchise (template on
Term. Data Site)
Dec 20, The assumptions that the
Sunday (SuO) Dec 22 and | Bidder has u toC late
y A any other train and unit ehicle Word or Excel
assumptions . : .
material miles and w diagram
changes. numb
(C) SCORING
5.10.27 For meeting, 0 the above requirements to an acceptable
standard, Bid ill score 6 in line with Table 7.3 (South Eastern
markingefram rk and guidance). A bid that scores below 4 in this
Sub-Pla e treated as non-compliant.

5.10.28 epartment’s evaluation of the deliverability of the Bidders’ train
@ ice proposals will include consideration of:

The extent to which the Bidder’s proposed timetables comply
with version 4 of the 2018 Timetable Planning Rules published
by Network Rail;

b) The credibility of evidence provided by the Bidder (including any
evidence of Network Rail's views) to justify any departures from
the Timetable Planning Rules published by Network Rail; and

c) The credibility of evidence provided by the Bidder, including any
evidence of Network Rail’s views that supports the SRTs used in

83



the preparation of their timetables, where these are different
from those published by Network Rail in B Plan.

5.10.29 Without prejudice to the generality of subsection 7.3.5, (Scoring
Methodology), specific examples of how the above requirements may
be exceeded are set out below:

a) Bids that, taking the train service proposition in the roun%

generate passenger benefits over and above those requir
the TSR by addressing the needs, priorities and aspir S

passengers and other stakeholders, such as those hi Iy}
responses to the public consultation as summa’@n the
document entitled ‘South Eastern Rail Franchis&” Public
Consultation’ in Data Site folder ‘01 ITT & r Consultation

Documents’; Q‘
b) Bids that deliver shorter journey tim?@ the constraints of
owe

the infrastructure including tractio r supply and without a
detrimental impact on operatignal performance in particular peak
services between Hasting on Bridge;

c) Bids able to bring f he train service and capacity
requirements or ele of within TSR2 to a date earlier than
December 2022, for mple by providing more frequent peak
Charing Cr, d Cannon Street services, and off peak

services t Cross, than provided for in the timetable
inherite e Start Date;

d) Bi to optimise the available capacity on HS1
fragtructure for Passenger Services;

0 ids able to improve connections with through services to and

from London and/or other stations with significant potential
demand;

& f)  Commitments to operate additional services may be made on a
\ time-limited or experimental basis if supported by a commitment

to review and report to the Secretary of State on passenger
loadings and associated costs and revenues, though time-
limited commitments will receive less weight in the evaluation of

this Sub-Plan 2.1 (Train Services) than equivalent commitments
that apply throughout the Franchise Term;

g) Commitments to operate services on Boxing Day on parts of the
network where there is likely to be significant demand;
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h) Bids that include commitments to fund and deliver
enhancements to the railway infrastructure (for example
enabling High Speed services to reach Hastings) that will deliver
passenger benefits and/or increase franchise value beyond the
franchise term (over and above those enhancements included in
Network Rail's latest Enhancements Delivery Plan). Evidence
will need to be provided that shows how the Bidder intends ‘@

deliver these proposals including the opinion of Network Ral
funding proposals and deliverability; and

i)  Bids that will identify ways to overcome the cons Qhe
successful delivery of enhancements to the train servi which
deliver demonstrable passenger benefits, including by working

with Network Rail, other passenger and g erators, and
other stakeholders (including potenti s and delivery
agents).

5.10.30 For the avoidance of doubt, any prop ae for new or enhanced
services, increased capacity, enh journey times or enhanced
railway infrastructure may b%ered to exceed the above

e

requirements only if, in th ment’s reasonable opinion, the
Bidder has demonstratedﬁ‘a

a) The enhancements deliverable, taking account of all

relevant requ tsin this ITT;
b) There i to0 be sufficient passenger demand to justify the
enhan nts; and

elf primary impact is likely to be to increase rail passenger
es rather than to transfer demand away from other train

Q erators.
N ering additional services that do not meet the criteria in

paragraph 5.10.30 may be expected to result in a lower Final Score,
as they will have no positive impact on the quality score (Q) but the

\ costs of operating those services will have an adverse impact on their
bid price (P). Appendix 3 of this ITT (Risk Adjustment) may also be
applicable in this context.

(D) FURTHER INSTRUCTIONS TO BIDDERS

5.10.32 Bidders must validate their timetables against the PEX files provided
on AWARD for other operator services. Bidders should validate
weekdays around a Wednesday, excluding HS1 where Bidders must
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ensure their train service can accommodate each day set throughout
the year. Where Bidders are submitting timetables for the weekends
these should be validated around a Saturday only. As part of their
technical annex, Bidders must detail for each timetable submitted
which dates they have used for their validation against the PEX files.
Timetable submissions must take into account Network Services,
Measurement and Railhead Treatment trains (as detailed in section
of the National Timetable Planning rules). Where the dates cr@
and

for validation do not include Network Services, Measureme
Railhead Treatment trains, the Bidder must, in their Technic
detail their strategy for accommodating these traifis Wi
timetables.

International Freight &

5.10.33 Flexing of international freight must comply witfi¢he conditions set out
in the National Timetable Planning Rules .

eir

Background to international Freight paths:

5.10.34 A minimum of 35 specified pat%ay in each direction between
the Channel Tunnel and ey Freight Operating Centre have
been protected by Netwerk \Rail for the duration of the Channel
Tunnel/Railways Usage%t act up to 2052. This capacity is

1

safeguarded under 6 Back to Back agreement between

Eurotunnel, Briti ays Board, the Secretary of State for
Transport, Réi know Network Rail), Eurostar and EWS (now
DBCargo).

=7

ust ensure paths for all freight operators’ services as
d in the PEX files provided on AWARD are incorporated into

.10.32. Bidders’ timetables may flex these paths to the following
\& extent (but no more):

a) Freight services with existing access rights may be flexed in
accordance with the arrival and departure windows specified in
the Track Access Contract Rights Tables (folder 11.05 on

AWARD);
b) Where freight services are not specifically identified in the Track

Access Contract Rights Tables, Bidders may flex these services
by up to plus or minus 90 minutes;
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c) Where freight services operate beyond the Kent Route
boundary, Bidders are to use the following locations as a proxy
for the Kent Route boundary and validate paths accordingly:

)] Wembley Freight Yard;

i) Acton Wells;

i) Willesden High Level; (L@
iv)  Ludgate Junction; and Q
V) Pouparts Junction.

Other Passenger operators 4
5.10.36 Bidders may not flex Eurostar paths. Q‘

5.10.37 Bidders may flex Southern and Londo Rground paths, provided
that no train is flexed by more thag tw inutes, and the Bidder

complies with the following require

a) Working timetable han es, for services leaving the Kent
Route, of the otheopefrator services are unchanged at the
boundary of the Kent e;

b) The flex d ause the minimum turnaround value of the
other ratom, service to be broken at the Kent Route
origi tion.

5.10.38 Bidders x Thameslink paths but only to the following extent:

ent origin / destination of each service must not be altered,
r can origins / destinations be swapped between services.

The presentation time to and from the Thameslink Core (London

& Bridge via the South Eastern Main Line, and London Blackfriars

via Elephant and Castle) must not be altered.

c) Performance and engineering allowances, timetable
adjustments, dwell times and any other timetabling
considerations mandated in version 4 of the 2018 Timetable
Planning Rules must be retained.

d) Pathing allowances may be moved, removed or added to the
timetable, as long as the journey time between the boundary
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Thameslink Core station (London Bridge via the South Eastern
Main Line, and London Blackfriars via Elephant and Castle) and
the Kent origin / destination of the service does not become
longer.

Timetable Planning Rules

5.10.39 Where a Bidder proposes a Timetable Planning Rule value that is n%
included in version 4 of the 2018 Timetable Planning Rules, they
provide evidence of how it has been calculated and round %
could include RailSys model outputs. Q

5.10.40 Bidders are not permitted to operate through or makegstatiofstops at
platforms 4 and 5 at London Bridge. 4

Engineering Access Statement

5.10.41 For the purpose of validating their timetabl st the Engineering
Access Statement Bidders v4.1  areN\t@ validate against the
engineering access requirements iled/for PERIOD B (as such is
defined in the Engineering Acc ment).

5.10.42 Bidders are to assume that mley North branch and Chatham
Reversible are available Sunday (SuO) for the purposes of
delivering TSR2. Biddersawishing to exceed the requirements of

TSR2 as these | as part of their bid should provide evidence
of Network Rail’ s in this area.

Geographic Scope

.1 of the Franchise Agreement issued to Bidders alongside
t s out the routes on which the Franchisee will be permitted
ONOperate Passenger Services. If a Bidder wishes to propose
nsions to the geographic scope as set out in that Schedule, they

st raise a confidential BCQ with the Department at the earliest
opportunity. The Department will consider such proposals against the

\& following criteria:

a) The extent to which the proposal addresses a clear priority for
passengers and/or other stakeholders;

b) The likelihood of generating additional passenger demand, as
opposed to abstracting revenue from another franchise;

c) The extent to which the Franchisee would be better placed than
the operators of other franchises to satisfy that demand; and
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d) The likely impact of the proposed services on other operators’
services, for example: in relation to train service performance, or
in creating or restricting opportunities (by using up capacity of
the network) for other operators to offer a more attractive service
to their passengers.

5.10.44 In raising a BCQ, Bidders should therefore set out clearly:
XO

a) The additional route(s) that they would propose to add t

geographic scope of the Franchise including a date t
geographic scope would be extended;

b) The nature of the train service they propose tol operate”on the
additional route(s), e.g. frequency and calli tterns and any

impact on other Passenger Servic perated by the
Franchisee; and

c) The rationale for proposing to d@,soyincluding any evidence
they consider relevant to t C a identified above in
subsection 5.10.43.

5.10.45 In responding to the BCQ, th?g ment will inform the Bidder:

a) Either that the pro% extension to the geographic scope
would be permigssiblé®(and in doing so the Department may
specify co at it would require to be met in order for the
proposeg extension to be permissible); or

That th oposed extension would not be permissible (and in

doi the Department may identify particular features of the
op@sal that render it unacceptable. In this situation it would be
cceptable for the Bidder to submit a revised proposal via a
rther confidential BCQ).

TRACTUALISATION OF TRAIN SERVICE PROPOSALS
&10.46 The provisions of this subsection apply in addition to the provisions of
subsection 4.14.3 (Contractualisation) and subsection 7.7 (Evaluation

impact of contractual treatment of Bidders’ Initiatives).

5.10.47 The Department will seek to capture the principal features of the bid
while avoiding undue inflexibility.

Train Service Requirements
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5.10.48 The Department will prepare amended versions of the TSR to reflect
features of one or more train service proposals from the Bidder that it
wishes to contract.

5.10.49 The Department may also include capacity metrics that are expressed
in seats and/or total capacity, rather than train metres based on the
Bidder’s Train Plans.

Train Plans (}@
5.10.50 The Department will seek to contract weekday and Week

Plans that reflect these principal features in accofdapce=Wwith
paragraph 10.7 of Schedule 1.1 of the Franchise Agrjment

Train crew establishment
5.10.51 The Department will seek to contract a Trai Q Sfrategy based on

the Bidder's proposals in response to, s ions 5.10.6a)vii) and
5.10.6a)viii) with the winning Bidder.@ in Crew Strategy will be

captured as a Committed Obligati
Process s b
5.10.52 In preparing an amendedss I rain Plan or Train Crew Strategy, the
nic

Department or its tech advisers may (at the Department’s
discretion) consult or‘@therwise involve the relevant Bidder during the
process.

5.10.53 The Department Will issue the amended TSR, the Train Plan or Train
Crew S the Bidder, asking them to confirm that they would
be d to enter into the Franchise Agreement on the basis of

ed mark-up. If the Bidder is not prepared to do so,

Q tion 7.7 shall apply.
5.11 SubzRlan2.2 Rolling Stock

&I 1 Bidders may propose the use of the Residual Value (RV) Mechanism

\ under this Sub-Plan, but may not propose the procurement, lease or
@ modification of rolling stock under the RV Mechanism.

5.11.2 Fleet solutions based on the existing fleet; any fleet cascaded into the

Franchise; or new rolling stock are all acceptable if the proposal is

value for money and delivers the passenger and performance
requirements set out in the Delivery Plans.

(A) REQUIREMENT
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5.11.3 The Department requires a Franchisee who will implement a rolling
stock fleet solution, supported by depot, maintenance, stabling and
train presentation strategies, that together:

a) Deliver the train service requirements set out in Sub-Plan 2.1
(Train Services);

b) Meet the Short Formation Benchmarks under the Schedule 7%

Performance Benchmarks of the Franchise Agreement(a
contribute to achieving the operational performance ber@r

within the same Schedule;

c) Meet the train based metrics contained under hed(lbz and
Schedule 7.3 of the Franchise Agreement;

d) Apply continuous monitoring, assess improvement

(Further Instruction as to Rolli Requirements).

processes to drive efficiency and effv s; and
e) Comply with the additional r@ ts set out in Part (E)
that delivers the train service nsistently high standards of rolling
stock availability, relia% nd presentation through effective
management, maint@gancé*and improvement of rolling stock assets.

As a minimum es ensuring that all rolling stock that forms
part of the Trai

5.11.4 The Franchisee is required % ment a rolling stock fleet solution

a) Isgom le with the technical and operational constraints of
he tructure including available power supply throughout
e Qore Franchise Term and any Extension Period, and any
urther infrastructure enhancement schemes that the Bidder
Q ommits to fund and deliver;

balance between providing sufficient seats for longer-distance
(Main-Line or High Speed) passengers and enabling
shorter-distance (Suburban) peak passengers who cannot
obtain a seat, to stand in reasonable comfort. Bidders should
note the requirements set out in Part (D) (Further Instructions to
Bidders) of this Sub-Plan as well as being able to meet the
capacity requirements within Sub-Plan 2.1 (Train Services); and

b) Provides interior layouts and seating configurations best suited
& to the routes and markets served, striking an appropriate
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c)

5.11.5 The Department requires a Fr
within the current Franchi

Is fitted with enhanced passenger information systems by no
later than December 2022 in each vehicle that include (in
addition to relevant regulatory requirements) the capability to:

)] Acquire and display (in a user-friendly format) real-time
travel and delay information, including but not limited to
that which allows passengers to make informed decision
with regard to interchange opportunities, inclu n%
services run by other operators;

i) Interface and integrate with other remote i ion
systems (including systems providin -time
information about onward connections rail and other
modes, and where applicable on-trai enger loading
measurement and Selected P@ Opening (SDO)
systems); and

i) Display information from th stems that is relevant to
journeys passengers ake'waking.

who will lease the vehicles
ain Fleet that are covered by

section 54 agreements, ast until the date on which those
agreements expire Qr provi justification for termination prior to the
expiry of those agreements with a letter from the Secretary of State's

counterparty to ection 54 agreements to confirm that no liabilities
or obligation e Secretary of State remain. The relevant fleets
and expiry s are identified in Schedule 1.6 of the Franchise

ust provide plans for measuring and improving the
mental performance of rolling stock operations and
tenance, including, but not limited to:

Becoming a Metered Train Operator (through on-train fitment of
measuring equipment or an alternative process) in line with the
obligation under Schedule 1.6 of the Franchise Agreement and
in turn meeting the targets set out in Schedule 11.2 of the
Franchise Agreement;

Improving energy efficiency (e.g. retrofitting more efficient
technology, supporting reduction of empty coaching stock
vehicle mileage wherever possible);
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c) Providing a traction energy and carbon trajectory over the
course of the Core Franchise Term and any Extension Period;
and

d) Measuring and improving the environmental performance of
rolling stock, depots and stabling locations. Plans should
include the approach to improving energy efficiency, renewabl
energy generation, water and waste management over h%
course of the Core Franchise Term and any Extension Peri

5.11.7 The Department requires a Franchisee who will he

deployment of European Train Control Systems (“ETCS”) who

will, in addition, ensure that any newly-built traing that¥may be

introduced into the Franchise are designed to be Ready as per
m

the “ETCS Ready On Board Sub equirements
Specification”.

5.11.8 The Department requires a Franch who, when procuring

newly-built trains or installing or u
existing trains, will reflect at
RDG’s “National Rail &
(CCTV)” and BTP’s “Outp
guidance documents.

ing Jon-train CCTV systems on

the principles outlined in
ound Closed Circuit Television
irements from CCTV Systems”

5.11.9 The Department s a Franchisee that will operate vehicles of
maximum 20 m In Tength (nominal) only. Such units operating
singly, or in e, must be capable of deployment on any South
Eastern Fr ise route without new instances of Selective Door
Operati compared to existing trains of the same length. For
ex e, @n 8-car train, with a nominal length of 160 metres, must be
ab p for passengers to board and alight with all doors available

N\

station where an existing 8-car South Eastern Franchise train

roposes to use SDO to facilitate station stops when the train
formation is longer than the platforms at one or more stations en-
route, the Bidder must provide evidence that the longer train length:
will not lead to a reduction in operational performance (for example,
due to longer station dwell time); will not form a constraint to the
operation of other services (for example, by occupying a signal
section or junction in rear); and will be supported by Network Rail.
Should Bidders wish to deploy rolling stock with any vehicles less
than 20m in length (nominal) they should submit a BCQ to get a view
on suitability from the Department.

s. Waterloo East is excluded from this requirement. If a Bidder
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5.11.10 Any newly-built rolling stock must be fitted with the equipment
necessary to enable the trains to be operated in Driver Only
Operation (DOO) mode when in Passenger Service. Any newly-built
rolling stock that is planned to operate on routes that currently
operate in Driver Guard Operation (DGO) mode must also be fitted
with the equipment necessary to enable the trains to be operated in
Driver Guard Operation (DGO) modes when in Passenger Service. Q

(B) EVIDENCE BIDDERS SHOULD PROVIDE

5.11.11In addition to the Minimum Evidential Requiremen

responses shall cover as a minimum:

a) Their proposed fleet strategy, to include: 4

i) An explanation of how the comp the Train Fleet

is proposed to change over t olse of the Franchise
Term;

i) How the introduction o -Puilt or cascaded fleets into
the Franchise will ed so as to ensure that there

IS no diminutioni acity, punctuality and reliability
delivery; \‘
that

iii) Evidenc eir proposed fleets will be compatible
with hnical and operational capabilities of the
infrastrueture; and

iv) mmary fleet plan using the Excel templates provided
idders in the Data Site;

b proposed depot, maintenance, stabling, and train
esentation plans (including proposals for financing and

delivering any significant investment in upgrading depot and

% stabling facilities in order to support those strategies); Bidders
& should provide supporting information and evidence on how they
will operate the following depots in a manner that supports the

requirements of this plan and Sub-Plan 2.1 (Train Services)
including as a minimum:

i) Ashford;
i) Gillingham;
iii) Ramsgate;
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iv) Slade Green; and
V) any new depot they propose to operate;

Term Sheets for any rolling stock forming part of the Bidder’'s
Train Fleet within the Franchise and evidence to support
proposals for newly-built rolling stock (including any offer letters
from manufacturers including project plans, maintaine%
including the detail of the offer, and financiers incl@difig
assumptions around maintenance reserves. Maigtéman
Reserves should demonstrate that whole life costs aye % ed
and the burden will not fall on future operators of an i

maintenance reserve to make up for charges n@t appli€d in the
initial term). For clarity the Maintenance rves amounts

should be clearly shown and identified g tie bid” assumptions
and financial model. This shall apply togall rolling stock and
existing fleets. These will be exclude e page count;

Demonstration of deliverabili %programmes, including (if
proposed) reconfiguratio Impact on fleet availability

during their implementation;
Details of potential ppliers on whom the Franchisee will

depend to maintain, glean and (if proposed) refurbish or
reconfigure the Thain Fleet;

Plans f nd when modifications will be delivered (any
cons t Impacts on Passenger Services should be detailed
in lan 2.1 (Train Services) and cross referenced here);

s of how the Franchisee will work with relevant fleet
wners to minimise operational disruption from, and ensure
timely completion of, any necessary rolling stock enhancement
works required (e.g. compliance with accessibility requirements
in the Railways Interoperability Regulations 2011);

Where fleet cascades are part of the rolling stock fleet solution,
whether external or internal, details setting out how the
cascades will be managed and what mitigation the Bidder would
use, should the incoming cascaded stock be delivered later than
has been assumed,;

If the Bidder’s proposed Train Fleet includes vehicles that at the
time of issuing this ITT are in operation, or are planned to be
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brought into operation, on another franchise (and also see part
(E) below):

i) An explanation of their reasons for being confident that
the current or successor operator of the ‘donor’ franchise
will be able to secure sufficient suitable alternative rolling
stock to continue to operate their train services to curre%

standards and not worsen the quality of the passe
facing facilities; %

i) Details of how any cascades into the Franchi be
managed; and

iii) An explanation of what mitigation tha%zr would use
should the incoming cascaded s be delivered later
than assumed in the Bid (bearin the provisions
relating to Cascaded Rolling chedule 2.2 of the
Franchise Agreement) or i unsatisfactory condition.
This must include idegtification of the alternative rolling

u

stock that the Bid lease in the event of the
Secretary of State requiring the Cascaded Rolling Stock

to be leas o the donor franchise under
Schedule 2.2 Franchise Agreement;
j)  Plans for e the Short Formation Benchmarks under
Schedule the Franchise Agreement; and
k) Plan eeting the train based metrics contained in Schedule

7.% edule 7.3 of the Franchise Agreement.

(C) SCO

5.11. '@ eeting, overall, the above requirements to an acceptable
%" dard, Bidders will score 6 in line with Table 7.3 (South Eastern

arking framework and guidance). A Bid that scores below 4 in this
& Sub-Plan will result in the Bid being treated as non-compliant.

@\5.11.13 Without prejudice to the generality of subsection 7.3.5 (Scoring

Methodology), specific examples of how the above requirements may
be exceeded are set out below:

a) Initiatives that enhance the passenger experience beyond the
requirements set out in section (A) within the Train Fleet using
where appropriate new or emerging technology;
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Initiatives with commitments to develop, evaluate and if
successful implement new and emerging technologies within the
Train Fleet, where such technologies have potential to benefit
the Franchise and its passengers and could be transferable to
the wider rail market, for example:

)] Operation of trains through hydrogen fuel cell or batter
technology; 6

i) Remote condition monitoring; and Q(L
iii) Automatic vehicle inspection; (L
ng%

Initiatives to fit air conditioning or air cooling_tadl those vehicles
that are not already fitted (where technic easile and where
power limitations permit) that are design rate effectively
and reliably within the range of am temgperatures normally
experienced across the PassengefSelyices;

Initiatives to give passenger ity to charge their mobile
devices e.g. fitment of po ets and/or USB ports, subject
to the installation bei ically feasible, power limitations
permitting and not d%&%nmely expensive;

[

er

Initiatives to d
services

vative customer and operator facilities,
fits, through integration of on board and
/ process / and technology solutions, with such
equipme systems being capable of cost efficient upgrade,

S S:
Integrated train to shore passenger / customer

information systems; and

i) Vehicle loading and passenger boarding / alighting
information over and above the requirements in Schedule
1.5 of the Franchise Agreement;

Initiatives to reduce, in conjunction with the Sub-Plan 2.1 (Train
Services), the service impact of fleet performance incidents,
network disruption and other operational challenges;

Initiatives that deliver improvements in security for passengers
and staff;
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h) Initiatives to reduce the weight of vehicles, where this is practical
to do so;

i) Initiatives which agree to work with Network Rail to install
infrastructure monitoring equipment on trains where technically
feasible and not disproportionally expensive;

j)  Proposals which commit to significantly improving the reliabili@
of the train fleet through identifiable initiatives; and

k) Initiatives which reduce the environment impact o t

trains.

(D) FURTHER INFORMATION 4

5.11.14 The provisions of this subsection apply in add @‘ 0 the provisions of
subsection 4.14.3 (Contractualisation) ande,subsection 7.7 (Evaluation
impact of contractual treatment of Biddets’ wes).

Accessible Toilets

5.11.15 Bidders should ensure that throtghout the lifetime of the Franchise
that at least one universal a ilet is maintained on every Main
Line and High Speed servi

Newly-built or Cascaded Rolling Stock

5.11.16 Any rolling st als proposed by Bidders and which does not form
part of theagulkert®Train Fleet (for the purposes of this Sub-Plan) is

definedVA native Rolling Stock whether it be newly-built or
cascade

5.11.1%mQr¥any Alternative Rolling Stock that a Bidder proposes to be

ded within the Train Fleet, the Bidder must indicate clearly within

p€ir Bid the date or dates by which they intend that this rolling stock

il become part of the Train Fleet (“the Target Date(s)”). Bidders

& may propose phased entry into service, with different Target Dates for
\ each batch of vehicles. Their Financial Model must be consistent with

the rolling stock becoming part of the Train Fleet on the Target
Date(s).

5.11.18 When contractualising any proposal for Alternative Rolling Stock, the
Department will incorporate into the Franchise Agreement:
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a) An obligation on the Franchisee to use all reasonable
endeavours to bring the Alternative Rolling Stock into passenger
service by the Target Date(s);

b) An obligation on the Franchisee to secure the rolling stock has
been brought into passenger service no later than 12 months
after the Target Date(s); and

c) Provisions to address the financial consequences o(’ﬁ@

Alternative Rolling Stock entering into service sooner@

later than, the Target Date(s):
i) That there will be no adjustment the(klchise

to
Payments in consequence of the native Rolling
Stock entering into passenger s e eatlier than the
Target Date(s);

i) In the event that the Alterfative” Rolling Stock does not
enter into passenger ‘servi until after the Target
Date(s), then (without prejudice to any other remedies

that may be availa e Secretary of State) the net
financial effect elay to the Franchisee will be
assessed. | net financial effect of the delay is a

saving to the Eranchisee, then the Franchise Payments
will bg a ted in the Secretary of State’s favour by the
am of the saving. If the net financial effect of the
IS an increase in the cost to the Franchisee, then
ranchisee will bear the cost; and

i The assessment of the net financial effect will take

account of:

Q A) Any liquidated damages that any third party is
liable to pay to the Franchisee in relation to the
delay in the lease, maintenance and other
operating costs avoided or deferred by the

\ Franchisee in consequence of the delay (including
costs relating to the provision of depot facilities in
relation to the Alternative Rolling Stock);

B) Any additional lease, maintenance, and other
operating costs reasonably incurred by the
Franchisee as a result of extending the leases on
other rolling stock within the Train Fleet beyond

99



5.11.19 For any newly-built r@lling

the lease expiry dates specified in Schedule 1.6 of
the Franchise Agreement, or leasing in other
rolling stock to substitute for the Alternative Rolling
Stock (the Franchisee having used all reasonable
endeavours to minimise such costs);

a consequence of the delay (such loss bej

C) Any loss of revenue suffered by the Franchisee aQ
calculated in accordance with industry sta d

revenue forecasting guidance and practic@
D) Any other cost savings enjoyed by th!;b Isee
as a consequence of the delay. The opérational
performance benchmarks in ule 7.1 of the
Franchise  Agreement th customer
experience performance gets will not be
amended in conseque any delay and the
assessment of the neffinancial effect of the delay
will take no countJof any changes to the
payments arisi er Schedules 7.1, 7.2 and 7.3

of the anehise Agreement that are a
conseg he delay.

k that a Bidder proposes to be included

within the Train Bidder must indicate clearly within their Bid
the date or dat which they intend that this rolling stock will
become part Train Fleet (“the Target Date(s)”). Bidders may
proposegpha entry into service, with different Target Dates for
each t%\f new vehicles. Their Financial Model must be
c ntywith the rolling stock becoming part of the Train Fleet on

rget Date(s).

n contractualising any proposal for newly-built rolling stock, the
epartment will incorporate into the Franchise Agreement:

a) An obligation on the Franchisee to use all reasonable
endeavours to bring the newly-built rolling stock into passenger
service by the Target Date(s);

b) An obligation on the Franchisee to secure that the rolling stock
has been brought into passenger service no later than twelve
months after the Target Date(s); and
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c) Provisions to address the financial consequences of the newly
built rolling stock entering into service sooner than, or later than,
the Target Date(s):

)] That there will be no adjustment to the Franchise
Payments in consequence of the newly-built rolling stock

entering into passenger service earlier than the Targ
Date(s);

enter into passenger service until after
Date(s), then (without prejudice to any other femedies
that may be available to the Secretary of State) the net
financial effect of the delay to the hisee will be
of the delay is a
a¢kranchise Payments
will be adjusted in the Secret » ate’s favour by the
amount of the saving. If th 2t financial effect of the
delay is an increase in,the cgst to the Franchisee, then
the Franchisee will cost; and

i) In the event that the newly-built rolling stock goes
‘g get

i) The assessmen e net financial effect will take
account of: :

A) nRliquidated damages that any third party is
lable to pay to the Franchisee in relation to the
elay in the lease, maintenance and other
operating costs avoided or deferred by the
Franchisee in consequence of the delay (including
costs relating to the provision of depot facilities in

relation to the newly-built rolling stock);

Q B) Any additional lease, maintenance, and other
the

operating costs reasonably incurred by

Franchisee as a result of extending the leases on
other rolling stock within the Train Fleet beyond
\ the lease expiry dates specified in Schedule 1.6 of
the Franchise Agreement, or leasing in other
rolling stock to substitute for the newly-built

vehicles (the Franchisee having used all
reasonable endeavours to minimise such costs);

C) Any loss of revenue suffered by the Franchisee as
a consequence of the delay (such loss being
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calculated in accordance with industry standard
revenue forecasting guidance and practices); and

D) Any other cost savings enjoyed by the Franchisee
as a consequence of the delay. The operational
Performance Benchmarks in Schedule 7.1 of the
Franchise  Agreement and the custom
experience performance targets will not %
amended in consequence of any delay and the
assessment of the net financial effect of '%‘
will take no account of any cha 0 Jthe
payments arising under Schedules 7.1,f 2 and
Schedule 7.3 of the Franchise Agreementthat are

a consequence of the delay.
Rolling stock capacities — existing fleets and layout Q

5.11.21 Table 5.3 (Capacities of Rolling Stock dding Purposes) shows
the standard and first class capacities of unit types in the Train
Fleet as inherited from the Start Date."™Bidders shall assume these
capacities for the purposes of th@j (except insofar as proposals
to modify rolling stock int%8 il affect capacity as well as meeting

[

the requirement under Su n 2.1 (Train Services) to remove first
class accommodatiog with months of the Start Date).

5.11.22 In some cases apacities stated below differ from those assumed
in the curren hise Agreement.
Table 5.3: CapdGiti olling Stock for Bidding Purposes

Class Units | vehicles Seats Standing Standing space Total (STD)
(STD) (STD) assessed at
(BB

0
0
0
465/2 16 64 331 99 0.45m?2 430 0
465/9 34 136 295 97 0.45m?2 392 24
466 43 86 168 49 0.45m?2 217 0
395 29 174 349 207 0.45m?2 556 0
377/1 2 8 230 133 0.45m?2 363 10
377/5 23 92 230 133 0.45m? 363 10
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Rolling stock capacities — newly-built or reconfigured rolling stock

5.11.23 Where a Bidder is proposing to reconfigure the interior layout of any
existing rolling stock covered by the Table above, or to cascade in
rolling stock or to procure newly-built rolling stock, an assessment will

need to be made of the passenger-carrying capacity of th
reconfigured, cascaded or newly-built stock.

5.11.24 Rolling stock will be assessed by the Department, for the pu (L
this franchise competition, as being suitable for standifig\de

corresponding to a floor area allowance of either 0.45m
0.25m? per standing passenger.

5.11.25 The intention is that the 0.25m? allowance wi missible only for
rolling stock whose physical characteristi . stand backs and
vestibules) and interior layouts are such ey can realistically
accommodate the higher standing den ven at high passenger

turn over locations such as Lewis ondon Bridge, while also
providing a good level of passeévfort.

5.11.26 Because of the wide vari ty%sible interior layouts that Bidders
might wish to consider, tk% artment is not setting definitive rules
about the circumstagces which 0.25m? or 0.35m? per standing
passenger will sible, but the following indicative guidance

may assist Bi

5.11.27 All vehicles ssumed to have a standing density corresponding to
at least per standing passenger, provided there are sufficient

a layout designed for higher-density standing, including:

h@ |
5.11.@ eligible for 0.35m?, the Department would normally expect to

a) A minimum unobstructed aisle width of 700mm throughout the
vehicle as measured at the narrowest part of the aisle;

$\ b) Each vestibule area consisting of an open space between

draught screens, seats, luggage stacks or other obstructions,
measuring no less than 2,850mm for a two-door per side vehicle
or no less than 2,000mm for a three-door per side vehicle
(measured along the length of the vehicle);
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c) Exterior doors spread along the length of the vehicle, not at the
vehicle ends; and

d) Sufficient grab-poles, seat-back grab-handles (designed to be
held comfortably for prolonged periods) and other hand-holds to
allow all standing passengers to stand in reasonable comfort
with access to one of these.

5.11.29 To be eligible for 0.25m?, the Department would expect to se @
above conditions met plus substantially greater aisle widti™and
substantially larger vestibule areas than indicated for 0.3 ith

-hel

sufficient grab-poles, grab-handles and other hand or all
standing passengers.

5.11.30 Seating and standing capacities of any rolling k wilPbe assessed
on a vehicle-by-vehicle basis, such that diffe nding densities
may be allowable for different vehicles\Wi a unit. Different

densities will not, however, be applied\for{different areas within a

single vehicle.
5.11.31 The seated capacity of any ve@ be assessed by counting the

following:

a) Fixed seats which p% lumbar support;

b) Wheelchai and

c) Tip-u@which provide lumbar support, and which are
capable being used when the wheelchair spaces are
02%

5.11.32 Thegtanding capacity of any vehicle will be assessed by measuring
total area of the vehicle that is reasonably accessible for use by
ding passengers in square metres, then dividing by 0.45, 0.35 or

.25 as appropriate, then rounding down to the next whole number.

& Any standing area within the vehicle will be bounded by the widest
\ point of the vehicle. Measurement of the standing area must assume
that any available wheelchair spaces are occupied by wheelchair

users, and that all tip-up seats that were counted towards total

seating capacity are occupied by seated passengers. All seats and

wheelchair spaces will be assumed to require an area of 0.45m? when
occupied.’ Inaccessible areas such as toilets, staff areas, litter bins,

5 Bidders will not be given credit for maximising standing space by reducing the seat size.
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equipment cupboards, draught screens, inter-vehicle gangways and
spaces between seats are excluded from the available standing area.

5.11.33 The above criteria are provided to Bidders as indicative guidance
only: the Department will consider all aspects of Bidders’ proposals
on their merits. It does not automatically follow that a proposed layout
meeting the above criteria will necessarily be agreed as bein
suitable for 0.25m? or 0.35m? (because other features of the prop %
may render it unsuitable). Similarly, it does not follow that a proppsed
layout that fails to meet all of the criteria will necessarily be
unsuitable (because other features of the proposal ma an
compensate for the particular shortcoming):

a) In any event, the higher-density (0.25m? or 0% 2) allowances
will be admissible only where the rolling @- is t0 be deployed
on services for which such layouts_ are“Suitable, in particular

shorter-distance commuting; ?\

b) Where Bidders require great tainty about the treatment of a
particular layout, they u mit a BCQ asking the
Department to provide_a Mew. Such a question must be

accompanied by a fully- A3 scale drawing of each vehicle,
showing: :

i) ey
n

K Imensions (including internal and external vehicle
le idth, aisle widths, dimensions of vestibule
a nd the width of door apertures when open);

i) s “Interior layout (including fixed and tip-up seats;

clear indication, where applicable, of which tip-up seats
are still available for use when the wheelchair spaces are

grab-poles, hand-holds etc.);
02'1) The areas designated for use by wheelchair users (with a
& occupied); and
\ c) The Department will endeavour to respond within 8 working
days of receipt of such a BCQ and fully-legible scale drawing as
indicated above.

Main Line

5.11.34 For vehicles on Main line services the 0.45m? allowance is applied for
all rolling stock. If a Bidder proposes a significant change in the
balance of seating and standing capacity on any Main Line service
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(see Tables ML or MV from the TSR2) inherited on Day 1 in the Train
Plan, such as increasing the quantum of 3+2 or 2+2 seating within a
unit, Bidders should submit a BCQ asking the Department to provide
a view on suitability. Such a question must be accompanied by a
fully-legible A3 scale drawing of each vehicle within the unit, showing:

and width, aisle widths, dimensions of vestibule areas and t

)] Key dimensions (including internal and external vehicle Iengtq
width of door apertures when open);

i) Its interior layout (including fixed and tip-up seats,
hand-holds etc.); and

i)  The areas designated for use by wheelchair usérs (with a clear
indication, where applicable, of which tip®@p=iseats are still
available for use when the wheelchair sp are occupied).

The Department will endeavour to respon@withi, eight working days
of receipt of such a BCQ and fully-legi le drawing as indicated

above.

High Speed %

5.11.35 Bidders are to assume t r% of seats on an existing 6-car unit
inherited at the Start D’at}:-} aintained throughout the Franchise
Term for all High Spegd sémfices (Table HJ of the TSR2). If a Bidder
proposes to m es to the fleet inherited at the Start Date,
such as alteg eat layout or to deliver a refurbishment, they
should sulgi Q asking the Department to provide a view on

y impact that this might have on meeting the capacity

Table HJ of TSR2. As part of this process the

t will consider the merit in a minor change in seat

rs. Such a question must be accompanied by a fully-legible A3
drawing of each vehicle within the unit, showing:

%) Key dimensions (including internal and external vehicle length
& and width, aisle widths, dimensions of vestibule areas and the

width of door apertures when open);

i) Its interior layout (including fixed and tip-up seats, grab-poles,
hand-holds etc.); and

i)  The areas designated for use by wheelchair users (with a clear
indication, where applicable, of which tip-up seats are still
available for use when the wheelchair spaces are occupied).
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The Department will endeavour to respond within eight working days
of receipt of such a BCQ and fully-legible scale drawing as indicated
above.

(E) FURTHER INSTRUCTIONS ON ROLLING STOCK REQUIREMENTS

5.11.36 This section sets out further instructions to Bidders which are aimed
at ensuring, so far as possible, that any plans for inward cascad
into the Franchise do not leave the donor TOC without re '
options to maintain their existing service offer for their passerg

t

5.11.37 Where Bidders are contemplating inward cascades off fl om
other Franchises, they are invited to set out their groposalg’”to the
Department, via a BCQ, as early as possible in t jdding process.
The Department will consider any such propo agalnst the impact
on the donor franchise, and may provide a@'&to whether the
Department is likely to have concerns if theyBi includes this rolling
stock in their proposed Train Fleet. S\ ARy such view would be
provisional and without prejudice @e artment’s evaluation of
the Bid once submitted. Such a vi d not be communicated to
other Bidders, as this may reveal'gne Bidder’s rolling stock strategy to

the other Bidders, but it i to any Bidder to approach the
Department on this issue.

5.11.38 To that end, only the,following rolling stock may be proposed by
Bidders for inclusi n the South Eastern Train Fleet:

a) The i ck that is comprised within the South Eastern

Trw t the date of issuing this ITT;
b ic or hybrid multiple units of any class that are leased by a
elevant Operator other than the current South Eastern
Q ranchisee at the date of issuing this ITT and that either:
)] Will be demonstrably surplus to the requirements of that
Relevant Operator because:

@\ A)  newly-built rolling stock is being procured to

replace it; or

B) other rolling stock is due to be cascaded in to the
donor franchise to replace it; or

(@3] the Bidder proposes to release suitable alternative
replacement stock from the South Eastern
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5.11.39 Where

paragra AT
a emenstrate that the conditions in paragraph 5.11.38b) are met;

&

N

e)

Franchise that could be used by the donor
franchisee,

or:

i) Will not be demonstrably surplus to the requirements of
that operator, but the Bidder can demonstrate that it wil
be feasible for that operator to secure alternative rolli
stock in sufficient time to enable that operator to maihtain
the operation of its train services to at leas r
standards;

Alternative rolling stock must be capablel of Ivering
comparable or better operational performaﬁ%aracteristics,
and of achieving comparable or bette els "of passenger
satisfaction. For these purposes the Bl st demonstrate
that it has allowed an appropriate lea r any modifications
that may be needed to the alterna ling stock to enable it to
meet the stated operational quality requirements, for the
training of drivers, and a reaso contingency margin;

Electric, bi-mode or h Itiple units of any class that are
not leased at the e\of issuing this ITT by any Relevant
Operator; and

Any newly g stock that the Bidder commits to procure.

r proposes rolling stock falling  within
8b), their Bid must:

nd

Explain how the Bidder would handle a delay to the proposed
inward cascade. Such explanation must set out:

)] How they would continue to meet the TSR in spite of
such a delay; and

i) If applicable, which of their proposed service
enhancements over and above the TSR would have to be
deferred or cancelled in the event of such a delay.
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5.12 Sub-Plan 2.3 - Performance
Notes

For the purposes of this plan, Network Rail has responsibility for the delivery
of the operational infrastructure on High Speed 1 as well as the remainder of
the network.

Bidders should note that the requirement for the delivery of a high performir@
operational railway is allocated to this plan but Bidders may cross refegenge

as appropriate to other plans including Sub-Plan 1.2 (Allianci a
Partnering), Sub-Plan 2.1 (Train Services) and Sub-Plan 2.2 (Ro r@a
ny

but for the purpose of evaluation and the Quality Score, crgdi
initiatives will only be considered in the main Delivery Plag in whigh such
proposal is contained. s

(A) REQUIREMENT %
5.12.1 The Department requires a Franchisee iINcontinually improve

the performance of the Franchise by: : Q

a) Delivering the performan chmarks specified in
Schedule 7.1 of the e Agreement noting the
requirement under this to achieve the Short Formation

Benchmarks is excl om consideration under this Sub-Plan
and contained and assessed in Sub-Plan 2.2 (Rolling Stock);
b) Analysing

informati

nce failures to root-cause and using this
jve decision making throughout the business;

c) Demon ing an understanding of the characteristics of the
% (Metro), Main Line and High Speed routes and the
tRou

ting factors towards achieving high performing
assenger Services on each of these;
Q Working with Network Rail and other operators to identity the
causes of poor performance & developing and implementing
& suitable mitigations as appropriate;
\ e) Delivering a culture of “Right Time Railway” (where trains are on

@ time at all stations along the route) amongst operational staff;

f)  Designs and implements business continuity processes for the
operational resilience of the business, setting out how they will
engage with industry partners (including Network Rail, ROSCOs
and train maintainers) to minimise delay and disruption to
passengers; and
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g) Utilises current and evolving technology to improve the
operational resilience of the Franchise.

(B) EVIDENCE BIDDERS SHALL PROVIDE

5.12.2 In addition to the Minimum Evidential Requirements, Bidders’
responses shall include:

a) Plans for delivering the benchmarks under Schedule 7.1 @

Franchise Agreement (excluding capacity metrics whi e
considered in Sub-Plan 2.2 (Rolling Stock)) and overal
for delivering high performing Passenger Services (Inc for

each initiative proposed the:

) Problem identification; L

i) The approach and resour cgmitments for the
proposed solution; and V

iii) Evidence for the meas e impact on performance;

b) Proposals for the delivery o t Time Railway including:

)] How they propesefto develop staff competencies, identify
relevant targets how these will be incentivised; and

i) Ho pose to work with Network Rail and other
ors» to develop Initiatives to ensure that a “Right
ime Railway” culture and performance is embedded

w s the route;
c@ overall strategy for operational planning and management,

cluding:
Q i) Strategy for service delivery which reflects the differing
requirements between peak and off peak delivery and
& delivers a right time railway;
\ i) Approaches specific to the needs of the Suburban

@ (Metro), Main Line and High Speed routes; and

i) Proposals for managing extreme weather and seasonal
conditions including leaf fall;

d) How sub-threshold delay will be identified, analysed and the
total quantum reduced;
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e) How their rolling stock utilisation and work force strategy for
operationally essential staff supports the robustness of the
delivery of the requirements of Part (A), particularly identifying
the key risks and how these will be mitigated; and

f)  How the Franchisee will minimise the impact of routine and ad
hoc engineering work and challenging circumstances on th
provision of Passenger Services, including by: %

i) Maintaining the provision of Passenger Servj %
example by working with Network Rail Qwer
operators to maximise the scope of trains%n inue
running while engineering work is{ taking” place,

recognising the inconvenience of cement bus
services); and

i) Developing and implem appropriate  rall
replacement arrangements§\toy ensure the continued
wellbeing and welfare asséngers in completing their
journey, including thase With*accessibility requirements.

(C) SCORING

5.12.3 For meeting overall, the ve requirements to an acceptable
standard, Bidders will,scor€6 in line with Table 7.3 (South Eastern
marking frame uidance). A Bidder that scores below 4 will
result in the bi inOvtreated as non-compliant.

Methodo pecific examples of how the above requirements may

5.12.4 Withoutegpre] e to the generality of subsection 7.3.5 (Scoring
b %d are set out below:

Q itiatives which commit to specific operational performance
targets at a local level and how staff will be motivated to achieve

these;

\& b) Proposals which commit to specific KPIs for the reduction of
sub-threshold delay coupled with an explanation of how this
information will drive decision making within appropriate levels

of the business;

c) Initiatives which commit to the use of right time data for relevant
business planning coupled with commitments of how this
information will underpin decision making within appropriate
areas of the business; and
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5.13

5.14

d) Initiatives which commit to working with the operator of other
services on Network Rail South East route to improve
operational performance on routes shared by the Franchisee.

5.12.5 For the avoidance of doubt, a proposal to exceed the Benchmarks
defined in Schedule 7.1 of the Franchise Agreement will not be
considered sufficient to exceed the above requirements.

Delivery Plan 3 - Revenue (L@
Sub-Plan 3.1 Marketing and Branding Q
(A) REQUIREMENTS (L

5.14.1 The Department requires a Franchisee who fu derstands the
value of investment in marketing and the r nship” with market
growth, and who will:

a) Develop and implement effective mark€ting strategies and plans
to promote Passenger Servic nd erate growth in revenue
(farebox and non-farebox) _and%assenger journeys in a manner
that reflects the requireme Suburban (Metro), Main Line
and High Speed segme the distinction between peak and
off peak as well as w d journeys;

b) Market and ote the improvements in the train service
including propriate connections provided by a third
party o lling stock quality and customer service as they

the patronage and revenue arising from the
pfovements, and to improve public perception and the
ation of the Franchise including where appropriate raising

areness of opportunities for services managed by another

Q operator such as Crossrail where proportional to do so;
& c) Use branding to maximise the value of the Franchise whilst

having regard to the overall costs and benefits of branding
including, meeting the obligations set out in Schedule 6.1 of the
Franchise Agreement with regard to branding neutral to owning
group, developing a South Eastern Railway Brand and ensuring
that the Franchise branding is capable of transfer and on-going
use by a Successor Operator;

d) Adopt Neutral Branding for all branding purposes; and
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e) Develop marketing initiatives in conjunction with stakeholders,
including Community Rail Partnerships, intended to increase the
level of passenger journeys including but not limited to tourist
attractions and special events.

(B) EVIDENCE BIDDERS SHALL PROVIDE
5.14.2 In addition to the Minimum Evidential Requirements, Bidder
responses shall cover as a minimum: (}
a) How their marketing strategy will support further ele @
their Bid reliant on increased uptake or patronage, including but
not limited to: off peak travel; travel to touristgattractighs and

special events; multi-modal journeys and i sing access to
rail;

b) Their approach to developing new m t d growing existing
market segments of the Franghi owing returns on
investment in marketing activities, in ing evidence of plans to

maximise the benefits of inve nd other improvements in
the Franchise;

c) Approach for Neut %ng suitable to be adopted by a
Successor Operator;

d) Approach i ifying marketing spend including setting out
the Mini arketing Spend and the Minimum Marketing

Team,S in Appendix 1 of Schedule 6.3 of the Franchise

A m
eQa’i for working with stakeholders to develop marketing
|

nitiatives; and

Q Plans for supporting the uptake of smart ticketing through
& marketing and promotional activities.

5.14.2.2 The Department will be looking for evidence to support
the projected return on investment from Bidder’s
marketing schemes at a sufficient level of detail to inform
the Department’'s risk adjustment process (see
Appendix 3 (Risk Adjustment Process)).

(C) SCORING

5.14.3 For meeting, overall, the above requirements to an acceptable
standard, Bidders will score 6 in line with Table 7.3 (South Eastern
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5.15.1

marking framework and guidance). Without prejudice to the generality
of subsection 7.3.5 (Scoring Methodology), specific examples of how
the above requirements may be exceeded are set out below:

a) Marketing initiatives that stimulate mode shift and travel by rail
generally, including through collaboration with stakeholders and
other train, light rail, underground and bus operators includin
but not limited to tourist sites or attractions; %

b) Targeted local marketing and branding developed in cog
with local stakeholders that helps to promote rail asse
part of public transport provision;

c) Proposals which deliver better use of a rplus capacity

during the off-peak; Q‘

d) Proposals that adopt innovative oaches to customer
relationship management i.e. ablé§to Wuild on increased smart
ticketing sales over the Franchi§g Tefn;and

e) Proposals which descr%ar strategies coupled with
commitments for the arketing to recover the fare box

income should the F§ t Revenue Mechanism be triggered.
n

5.15 Sub-Plan 3.2 Fares, Ticketifig a evenue Protection
Bidders may p e assets to be funded by the Residual Value

&

Mechanism ( bsection 5.2 (Residual Value Mechanism)) under
this SubzPlan®

(A) REQUI TS
5.15. e Wepartment requires a Franchisee who will make rail fares easier

AS

5.15.4

nderstand and better suited to passengers’ needs in a manner
bhich is subject to ongoing review throughout the Franchise Term.

The Department requires a Franchisee who will offer product(s) that
give passengers who travel fewer than 5 days a week a better value
for money option than buying multiple return journeys.

The Department requires a Franchisee who will communicate
information about fares and tickets to current and prospective
passengers (including persons with reduced mobility, cognitive
impairments, hidden disabilities and persons with other protected
characteristics under the Equality Act 2010) clearly and transparently,
so that:
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a) The information that passengers need is easily accessible
through, and, where relevant, consistent across, a range of
different communications channels, enabling them to choose the
most appropriate fare for their journey; and

b) Any restrictions and conditions on the ticket purchased are
clearly communicated, prior to, during and after the ticket buyin
process. %

standard of ticket retailing service, which will:

5.156.5 The Department requires a Franchisee who will deliver a hi@

a) Provide passengers with widespread and easy dccess {t@"the full

range of fares and a range of ticket retail op ities that meet
their needs, including providing for th without access to
technology;

b) Provide a quality passenger
machines including adoptin
software and hardware upgra

efiénce at ticket vending
ign Guidelines for all

c) Provide a modern sma? g system that will:
i) Offer passen% n attractive, viable and accessible
option toONmake™their journey without a paper ticket for at

lea j eys that are entirely within the Franchise
ade on Franchise Services;

i) itate progress towards a seamless and integrated
%art ticketing experience for at least all journeys that are
e

ntirely within the Franchise and made on Passenger

Services; and
Q i) Minimise whole industry costs and whole life costs,

including by using common industry systems and
& adopting broader industry initiatives where available and

\ appropriate.
@ 5.15.6 The Department requires a Franchisee who will maximise the benefits

of investment in smart ticketing systems and infrastructure, including
by committing to:

a) stretching and realisable targets for the uptake of smart ticketing
for, as a minimum, all journeys that are entirely within the
Franchise and made on Passenger Services, such targets being
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no less than 50% of all such journeys on smart ticketing by June
2020; and

b) a policy of issuing annual, weekly and monthly season tickets,
ordered online or at ticket offices, on smart tickets as a default
option from no later than September 2019.

5.15.7 The Department requires a Franchisee who can manage the levels «@
e

ticketless travel whilst ensuring that revenue protection activiti
sensitive to the overall passenger experience.

5.15.8 The Department requires a Franchisee who will condugt to
simplify fares (such as through implementing singledeg prigifig) and
provide Pay-As-You-Go travel across the Medv\q&wns (Strood,
Rochester, Chatham, Gilingham & Raij ) he "PAYG
Proposals").The pilot should:

a) Allow passengers to travel both viithingthe Medway Towns and
between the Medway Towns&h PAYG Zone prior to
purchasing a fare (subject to the s of the scheme), where
the appropriate fare is ¢ and charged automatically

after travelling base formation collected about the
passenger’s journey,

b) Extend beyond™the c;;rent extent of the schemes operated by

Transport ;
c) Bef teéroperable with Transport for London services and
fa withieustomers offered the best value fare for their journey

an’ appropriate combination of Oyster/Contactless and
g National Rail fares;

Q e delivered within the first two years of the Franchise Term,
and operate until the end of the Franchise Term;

& e) Maximise the likelihood of being both affordable to taxpayers
\ and acceptable with stakeholders and passengers, including
with respect to any accompanying changes to fares which

require a change to fares regulation, as set out in Schedule 5.7
of the Franchise Agreement; and

f)  Allow the Franchisee and the Department to document and
evaluate approaches to fares simplification coupled with new
forms of ticketing, and inform the continued development and
refinement of implementable proposals to provide Pay-As-You-
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Go travel across a wider geography and/or range of ticket types
and media (such as period tickets).

(B) EVIDENCE BIDDERS SHALL PROVIDE

5.15.9 In addition to the Minimum Evidential Requirements, Bidders’
responses shall include:

a) A summary of the Bidder's proposal under this Sub-
including an overview of the key benefits to passengers; :

b) The Bidder’s approach to fares, including: (L
)] its Bid Fares Strategy including, as a minimum:

A) a clear, quantified descripti

structure and approach to

fares (regulated and un
general terms; and

the planned future
rmining the level of
d) for all markets in

B) this description eW ed by an explanation of the
planned _fut ructure and approach to
determini level of fares (regulated and
unreg% in specific terms between London
agd (as inimum) the following key markets:

ford (Kent), Sevenoaks, Tunbridge Wells,
Tonbridge, Canterbury, Gravesend, Ebbsfleet
International, Chatham and Orpington.

il Q a summary overview of its Bid Fares Strategy relating to
the requirements of this Sub-Plan;

i) details of how the Bidder will consult with Stakeholders
and passengers in developing and implementing any

O

& fares changes planned; and

\ iv) how any proposed changes to the structure and level of
fares are expected to impact upon forecast demand and
franchise revenues;

c) A detailed explanation of the approach the Bidder will take to
develop the pilot of the PAYG Proposals, including:

i) the proposed technical approach;
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i) the range of fares within the Bidder’s proposal;

iii) its strategy for communicating proposals to the
passenger and relevant stakeholders;

iv) how the pilot will be evaluated, documented and shared
with the Department;

V) details of the incremental changes in revenue forec b
result from the pilot, from the start of the pilot unti e
of the Franchise Term; and

Vi) how the Bidder will manage any dependencie third
parties necessary to implement the d&lnd evidence
that demonstrates that the propos ilot Maplementation
is, to the greatest possible extenQ‘able, given any

such dependencies;

d) The Bidder’'s approach to ticke@lzmg:
e&lo

i) details of how the will consult with Stakeholders
and passengersg ping and implementing changes
to ticketing;

ii) details targlb for increased usage of smart ticketing

(at aqmiRiMumM disaggregating targets between seasons
and single/returns) and how they will be achieved; and

i) scription of how the Bidder will deploy smart ticketing
ich should include details of:

Q~ A) the passenger experience for different users of the
Q smart ticketing system, such as walk-up

passengers;

& B) the proposed technical approach; and
\ C) how it will manage the introduction to new forms of
ticketing for passengers; and
e) How the Bidder will manage the level of ticketless travel during

the Franchise Term, having regard to the obligations under
Schedule 6.3 of the Franchise Agreement if the Forecast
Revenue Mechanism is active.

118



(C) SCORING

5.15.10 For meeting, overall, the above requirements to an acceptable
standard, Bidders will score 6 in line with Table 7.3 (South Eastern
marking framework and guidance).

5.15.11 Without prejudice to the generality of subsection 7.3.5 (Scoring
Methodology), specific examples of how the above requirements m

be exceeded are set out below: (}
a) Implementation of a passenger-focused fares structu i
improves passengers’ satisfaction with, and undefst of,

the value for money of the journey they are making and pfovides
greater consistency in pricing; 4

b) Proposals to enable annual season .@»- ders across the
franchise to spread the cost of their ti tigoughout the year;
c) Proposals to significantly en

when using ticket vendin
simplified interface which

they are purchasing th S
wish to make; :
u

d) Commitments g ntee that passengers are getting the
cheapest e ticket for their journey, for example a price

passenger experience
ines through providing a
passengers to be confident
uitable ticket for the journey they

to expand opportunities for passengers to buy
thr ickets that allow travel on another mode of public
nSport at one or both ends of the rail leg of their journey,

including on existing and smart ticketing systems;

Q Innovative proposals to maximise the wider passenger benefits
of increased smart ticketing such as systems that are able to
provide targeted passenger information before, during and after

\ the journey;

g) Particularly strong proposals to drive significant increases in the
usage of smart ticketing;

h) Proposals which use current or evolving technology to reduce
congestion at gatelines in a manner which supports the
passenger experience, and protects revenue; and
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i) Innovative fare or ticketing proposals which support an
increased utilisation of unused capacity in the off-peak.

5.16 Delivery Plan 4 - Customer Experience and Stations

5.17 Sub-Plan 4.1 - Customer Experience

(A) REQUIREMENT Q
5.17.1 The Department requires a Franchisee who will provide a high guality
experience for all customers (including persons with reducedm
us

cognitive, and mental impairments) which is subject t
monitoring and improvement. t i S
5.17.2 The Department requires a Franchisee who can: 4
a) embed a customer-driven culture th% the business,
where the customer experience is rporate value and
appropriate business processes designed around the
customer, for example, the a i

ith customers, communities
rive decisions and operational

b) facilitate proactive engag

and other stakeholde
activity; and :
c) ensure the wellBging afd security of customers.

5.17.3 The Departmentyrequires a Franchisee able to deliver the NRPS
Benchmar pect of “Customer Service” and “Dealing With

Delays’egontai@ed within Schedule 7.2 and the SQR Customer
Servi e%arks of Schedule 7.3 of the Franchise Agreement.
5.17.4 epartment requires a Franchisee that can continually recruit,

ain,” develop and motivate customer-facing staff so that they are
pported and empowered to:

& a) Provide a visible, helpful and proactive customer facing
\ presence throughout the hours of train service and station
operation, including where staff are present at stations &
on-board trains and through other means of customer contact

such as help points, social media or personal mobile devices;

b) Provide accurate, timely and relevant information and other
forms of assistance to customers at each stage of the journey;
and
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c) Promote security and deliver a safe and secure environment on
board trains for passengers, including by reducing anti-social
behaviour.

5.17.5 The Department requires a Franchisee that is able to work with other
organisations to obtain more immediate, frequent and granular insight
into issues affecting customer sentiment, for example throug
innovative or emerging technologies and acts upon this insigh %
improve services and build trust to the benefit of customers as well as
sharing this information with the Department where appropri

5.17.6 The Department requires a Franchisee that will use %t and
evolving technology, as appropriate, to meet cust@mer R€eds, in
particular to provide both real time and integrated ey information
(including during special events and pl and unplanned
disruption) that is relevant, accurate, timely, simgle and easy to use at

include but not be

all stages of the passenger journey. This
limited to:
a) Information prior to, and r ticable, during the journey

on seat availability and busyMrains/carriages; and

b) Information that allo ssengers to make informed decisions
about interchange ortunities, including information on

services ru er operators.
5.17.7 The Depart qUires a Franchisee able to provide reliable MCS
External tivity in accordance with the MCS Minimum Service

Level ther requirements set out in Schedule 13.3 of the
Fr iséfAgreement.

epartment requires a Franchisee able to implement a
ssenger’'s Charter from the start of the Franchise that includes
2lay Repay compensation arrangements as defined in the document
“Guidance on Passenger’s Charter Compensation”. The Department
requires a Franchisee that can actively promote awareness of
\ passengers’ rights to claim compensation and the ways in which they
can make a claim.

5.17.9 The Department requires a Franchisee that can implement a
complaints procedure in a manner that meets customer needs.

5.17.10 The Department requires a Franchisee who will communicate to
customers that first class accommodation will be removed from the
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Train Fleet of the Franchise within 18 months of the Start Date in line
with the requirement described under Sub-Plan 2.1 (Train Services).

(B) EVIDENCE BIDDERS SHALL PROVIDE

5.17.11In addition to the Minimum Evidential Requirements, Bidders’

N\

responses shall include:

a) Plans for achieving the NRPS in respect of "Customer Seg%@
t

and "Dealing with Delays" set out in Schedule 7 and
Customer Service Benchmarks set out in Schedule 7
Franchise Agreement;

b) Plans for developing customer facing staff ov th lifetime of

the franchise including as a minimum:
i) approaches to enable continu 'mgvement in customer

service;
i) an explanation of ho ff Jecruitment, development,
appraisal and retepti il support improvements in

customer experi
i) an explanatio § how customer facing staff will be

motivated to d r a high level of customer service; and

c) Their Cus r Stakeholder Engagement Strategy, which
should

i) oW’ the Franchisee will engage with customers,
stakeholders and potential customers (including persons

with reduced mobility, cognitive, and mental impairments)

to drive continuous improvements in customer
experience;

i) how the Franchisee will provide a visible and accessible

means for customers and communities to raise and

address issues, and get direct feedback on the action
taken to resolve the problem;

i) how the Franchisee will work with customers,
communities and stakeholders to develop CCI (Customer
and Communities Improvement) Schemes;

iv) a draft initial Customer Report setting out the key
commitments the Franchisee will make to its customers,
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including but not restricted to how it intends to improve
services and facilities and how it will act to address
problems; and

V) how the Franchisee proposes to use future Customer
Reports to improve engagement with its customers.

5.17.12 Plans for delivering MCS Minimum Service Level requirements a

metrics set out in Schedule 13.3 of the Franchise Agree
including:

a)

%

An explanation of how the Bidder will determine Q

MCS External Connectivity needs to meet th M nimum
Service Level on Applicable Portions of M Ievant Routes

and other Routes, as applicable, through e Term;
Details of the MCS Relevant Routes r routes the Bidder
intends to address with the MCS erwce Level;

Details of any Routes that r believes would lead to
disproportionate costs b urred to provide the MCS
Minimum Service Le uch Routes in comparison to
passenger benefits ogether with the rationale for why
such Routes shou%e excluded from the MCS Minimum
Service Level;

An ex joMy, of the customer experience to be provided

espe MSL Secondary Connectivity Routes and Other
da Connectivity Routes together with any limitations or
|o s on the service;

hether the Bidder intends to enter into a MCS Connectivity
ervice Contract, and the rationale for wishing to do so;

How the Bidder will continue to monitor, report, maintain and
invest in the MCS (Mobile Communications Service) and ensure
the associated MCS Minimum Service Level throughout the
Franchise Term; and

An outline plan for fitment of the necessary on train equipment
and systems to deliver the MCS Minimum Service Level and
other requirements, and must explain how such equipment will
be maintained and operated throughout the Core Franchise
Term and any Extension Period, including plans for hardware
replacement where required due to failure or obsolescence.
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5.17.13 Details of any proposed accreditations in customer service and/or
service quality.

5.17.14 Details of any further regular customer surveys that the Bidder
proposes to adopt beyond those required by Schedule 7.2 and 7.3,
and a clear explanation how these will be used to inform business
decisions.

5.17.15 Plans for implementing a complaints procedure that support(t@

passenger experience.

5.17.16 Plans for communicating the requirement for removal of First ‘Class
accommodation in the Train Fleet as set out in subgection (5710.3 of
Sub-Plan 2.1 (Train Services) to customers.

(C) SCORING

5.17.17 For meeting, overall, the above requir to an acceptable
standard, Bidders will score 6 in ling wi ble 7.3 (South Eastern

marking framework and guidance).

5.17.18 Without prejudice to the nerality of subsection 7.3.5 (Scoring
Methodology), specific exam how the above requirements may
be exceeded are set out be

a) Proposalst onstrate how customer-facing staff as well as
passengersycan contribute to achieving the targets contained in
Schedu through providing the ability to report faults or
failure ond the use of mystery shopper surveys mandated
thr e Franchise Agreement;

b@osals which commit to implementing or trialing new or
erging technology to support the passenger experience or
gather passenger feedback;
c) Proposals which commit to specific targets or KPIs for customer
experience during times of planned or unplanned disruption and
\ how this information will be acted upon within the business;
d) Proposals which commit to specific KPIs for improving the
passenger perception of value for money and demonstrate how
the results will be acted upon within the business;

e) Proposals which commit to benchmark the delivery of customer
service with peer organisations within the transport and other

sectors;
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5.17.19 For the avoida
defined in S e #.2 and 7.3 of the Franchise Agreement will not
be consid uffiCient to exceed the above requirements.

f)

9)

Innovative and comprehensive proposals for the provision of
personalised information that is tailored to passengers’
individual needs which may include (but is not limited to):

)] expansion of the level of information provided to
passengers prior to and during their journey about the
availability and condition of facilities on-board thej
service and/or at their stations; and %

i) the use of customer data to make et
communications and offers to passenger ild

relationships with them; ?L

A commitment to reinvest any saving in verall cost of

claims for Delay Repay, when comp with* the amount
forecast in a given year without any r in promotional
activities necessary to meet Par equirements, into

initiatives that improve customer s for passengers; and

Initiatives that go beyond deli he MCS Minimum Service
Level requirements, inclu hanced levels of passenger
service and/or bandwi nt of infrastructure in tunnels and
on HS1 to enhance ffering of mobile connectivity services

in these areas.

bt, a proposal to exceed the Benchmarks

5.18 Sub-Plan 4 %

&

5.18.1

rs may propose assets to be funded by the Residual Value
hanism (see subsection 5.2 (Residual Value Mechanism)) under
Sub-Plan.

& EQUIREMENT

5.18.2 The Department requires a Franchisee that can meet the station

5.18.3

based benchmarks contained within Schedule 7.2 and Schedule 7.3
of the Franchise Agreement.

The Department requires a Franchisee who will deliver facilities and
an environment at stations which supports customer needs and
experience by:
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a) Targeting the provision of services and facilities at Stations
according to the volume and characteristics of customers and
the potential growth in customer usage. Investing as a
minimum, £6.5 million on improving services at Stations where
there is a benefit to customers, yet such benefit may not
generate sufficient revenues to cover costs, including as a
minimum but not limited to the following elements:

i) Customers’ physical comfort and protection from ad@%@

weather;

i) CCTV provision and methods to minimise ‘or [elipinate
graffiti where this is economically viable t@.do so

f customers with
ities, including
(in addition to the
inor Works Budget in

i) Ensuring the accessibility nee
physical, mental and hidden
cognitive impairments are cat
requirements in respect

Schedule 4 of the Fra e Agreement);
iv) Recognising that play an important role in
supporting on journeys on the wider transport

network; and

V) InitiativesNthat "Improve the passenger experience at
stati erve ongoing, special and major events,
(the “Statign tmprovement Fund”);

b) De g and implementing an integrated transport strategy
at xecognises stations may form one part of a journey and

herefore providing for sufficient facilities to support access to
nd egress from the station in a manner that complies with the
Design Standards for Accessible Railway Stations, by:

i) Working with stakeholders to deliver improvements at
stations;

i) Working with other transport providers to enhance
intermodal interchange facilities;

iii) Working with stakeholders and other parties to provide
appropriate vehicle access and parking provision; and

iv) Working to provide appropriate cycle access and storage

in line with the RDG Cycle Rail Toolkit 2 and details of
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how they will reflect on and deliver facilities consistent
with the DfT ‘Cycling and Walking Investment Strategy’
(March 2017); and

c) The Department requires a Franchisee who will effectively and
efficiently manage, maintain and enhance Stations by:

)] Developing, measuring and reporting on a dashboard «@
metrics including measures of accessibility and incl@sign
(in addition to the requirements under Schedulef™R a
Schedule 7.3 of the Franchise Agreement) fo or
a group of Stations which evidence improve%to the
Station to be included as part of Schedule 1
Franchise Agreement;

i) Developing and implementing a d approach to
identify and deliver sustainabl nal, customer and
commercial requirement@ ortunities for Stations;

iii) Meeting the requireme ailed within the Franchise
Agreement includin Station Asset Management
Plan, Station S Commercial Development Plan
(as set out i graph 3.3 of Schedule 1.7), Secure
Stations, and, Secure Car Park accreditation (all

Schedule™,7), Minor Works Budget (Schedule 4), and
Sustainability targets (Schedule 11.2);
k

of the

iv) Ing with Network Rail and High Speed 1 Limited to

ove the provision of ticket retail facilities at Managed

Stations where it is proportionate and affordable to do so
whilst ensuring sufficient space is provided for passenger

Q circulation; and
V) Initiatives that support the movement of passengers at

stations in a manner which reduces overcrowding and
supports the distribution of passengers along the whole

\ length of trains.
(B) EVIDENCE BIDDERS SHALL PROVIDE

5.18.4 In addition to the Minimum Evidential Requirements, Bidders’
responses shall clearly demonstrate how initiatives are tailored to the
specific volumes and characteristics of the community and customers
the Station serves.

127



N

O

This shall include:

i) Plans for the delivery of facilities and services at stations
which at a minimum should include proposals under each
of points 5.18.3a)i) to 5.18.3a)v) under subsection 5.18.3
including how the Bidder will establish and align the
guantity and scope of Station services offered in relatio
to the volume and characteristics of passengers u r%
their Stations;

i) Plans for the development and enhanceme %ion
rmat
e Bid;

facilities. Bidders should only provide in ion for
stations with proposals included as part ofith and

i) Plans for the development of a n dashboard and
how this will measure the Station ment Measures
to be populated in Appendi hedule 1.7 of the
Franchise Agreement;

Bidders should detail how il ensure the successful

delivery of the requirement t in the Franchise Agreement;
specifically how they wi

)] Develop the proGeSses and procedures that support their
Station et Management Plan as complying with the
fra provided by 1SO 55001:2014 (asset

ement) in accordance with the requirements of the
chise Agreement;

il Wthe Station Social and Commercial Development Plan,
identify their initial view of potentially suitable sites at
Stations (for example, redundant buildings and facilities)
for both commercial development and use by the
community;

i) meet the requirements for obtaining Secure Stations
Accreditation and Secure Car Park Accreditation (and
any successor schemes) set out in Schedule 1.7 of the
Franchise Agreement; and

iv) meet the NRPS Stations targets set out in Schedule 7.2
(NRPS, Customer Report and CCI Scheme) and
Schedule 7.3 (Service Quality) of the Franchise
Agreement, over the duration of the Franchise Term;
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c) Bidders should provide details of how they will target and
manage the delivery of investment at Stations (including through
the Station Improvement Fund);

d) Bidders should set out their plans, where appropriate, at an
individual station level, explaining the rationale and evidence for
expected benefits to customers. This should include as
minimum: %

i) how they will work with other transport provi %
he

enhance intermodal interchange facilities
requirement to support taxis and private Hiref vehicles

where appropriate to do so; !
i) how they will provide appropria hicle* access and

parking provision where this is rably linked to
suppressed demand and anner which is
sustainable;

i) how they will provid priate cycle access and
storage, referencin Cycle Rail Toolkit2 as

appropriate; andY\
iv) how they will wark with local authorities to deliver local

transport®and development plans and how the plans will
und cision making over the lifetime of the
ISe.

(C) SCORING
5185 F eEg, overall, the above requirements to an acceptable

ard, Bidders will score 6 in line with Table 7.3 (South Eastern
Ing framework and guidance).

18 ithout prejudice to the generality of subsection 7.3.5 (Scoring
Methodology), specific examples of how the above requirements may

$\& be exceeded are set out below:

a) Proposals which include initiatives and accompanying
commitments to addressing particular stakeholder needs;

b) Proposals which include initiatives and accompanying
commitments of third party funding to enhance or develop
station facilities as well as improving station capacity at
interchange stations, for example at Lewisham;
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c) Proposals which utilise new and evolving technology to support
the passenger experience at stations;

d) Innovative proposals and/or a commitment to spend more than
the amount of the Station Improvement Fund on Station
improvements with potentially a non-commercial return during
the Franchise, in particular initiatives that significantly improv
accessibility to the rail network for customers with physi a%
mental and hidden disabilities, including cognitive impairmepts

e) Initiatives that identify and prioritise investment in nm@ies
nitie

of significant socio-economic deprivation, com that
make little use of rail, and at stations with latent deman®@;

f)  In addition to the Social and Commerci
specific commitments to refurbish unuse
buildings and return them to use
purposes; that benefit the commun

evelopment Plan,
derused Station
mercial or social
d station users;

g) Proposals to consult with a ge, on a two-way basis,
Local Authorities and loca organisations (including but
not necessarily limite HS trusts and mental health
charities) to share in tion on vulnerable persons and act on

this intelligence, accordingly;

h) Introducti i at Stations where this is supported by
custom and and can be delivered for a proportional cost;

ts to create, fund and maintain an in-life innovation
support the development and introduction of

logical solutions at Stations; and
roposals that commit to working with stakeholders to increase
rail use at new or planned developments.

&I For the avoidance of doubt, a proposal to exceed the Benchmarks
\ defined in Schedule 7.2 and 7.3 of the Franchise Agreement will not

be considered sufficient to exceed the above requirements.

ection 6: Detailed Bid submission requirements - Financial
6.1 Introduction

6.1.1 This section describes the detailed financial information which
Bidders must include in their Bids. In summary, this information is:
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h)

A Financial Model prepared in accordance with the requirements
set out in subsections 6.3.1 (General), 6.3.3 (The Financial
Model), 6.3.6 (Financial Templates) and 6.3.7 (Generic Model
requirements);

Supporting Operational Models prepared in accordance with the
requirements described in subsections 6.3.1 (General

6.3.2 (Structure of the Models), 6.3.4 (Operational Mo I%
and 6.3.7 (Generic Model requirements);

The Financial Model and Operational Models bein@ey

termed the “Models”;

Supplementary Material prepared in acmﬂk(‘:e with the
requirements set out in subsection (Supplementary
Material); Financial Templates populate rdance with the
requirements described in su ion 6.3.6  (Financial

requirements set out in sub 6.5 (Record of Assumptions);
An Operating Ma aiEprepared in accordance with the
requirements described§it subsection 6.6 (Operating Manual);

Response he requirements surrounding Change as set
outins tiog 6.7 (Change);

Eviden at the Models have been reviewed in accordance
wit qguirements described in subsection 6.8 (Reviews and
|

Templates); :
A Record of Assumptions p;s in accordance with the

% f Models):
@ Financial Structure and Funding Plan describing the Bidder’'s

financial structure and funding prepared in accordance with the
requirements described in subsection 6.9 (Financial Structure
and Funding Plan); and

Updated financial information, to update the financial tests
undertaken when Bidders were seeking to pre-qualify to Bid for
the Franchise as described in subsection 6.10 (Updating of Eol
financial and economic standing tests (the “Tests”) and
submission of updated bond provider letter(s)).

6.1.2 The Models, the Record of Assumptions and the Operating Manual
being collectively the “Modelling Suite”, plus any Supplementary
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6.2

Material as directed by the Secretary of State (which would not
automatically be subject to Model Audit), will be Placed In Escrow if
the Bidder is successful pursuant to Schedule 9.2 of the Franchise
Agreement.

6.1.3 Bidders are to use the general modelling assumptions as set out in

subsection 6.4 (Assumptions).
6.1.4 The information submitted pursuant to this Section 6 (Detaile @
submission requirements - Financial) will be evaluated in acn
2ction 7

with the evaluation criteria and methodology described j
(Evaluation Criteria and Methodology).

6.1.5 Any response submitted which does not comply W'nuk:equirements
of this section may result in the Bid being tre as non-compliant,
as per subsection 3.5 (Non-compliant Bids).

Errors in Models and/or Record of Assumpti®gs

6.2.1 Bidders are required to satisfy sglves as to the technical
accuracy of their Modelling Sui%upplementary Material prior to
submission.  Where any t of the Modelling Suite and
Supplementary Material i % contain an error or errors, during
the course of evaluation s a result of the Model Audit the
Department reservesthe right at its sole discretion to:

a) Evaluate the relevant element of the Modelling Suite as received, in

which t idder shall bear the risk of the error or errors
withi at element of the Modelling Suite and of any impact that
thi ve on the evaluation carried out in accordance with

.@ 0 (Evaluation Criteria and Methodology); or

Q orfect the error or errors either itself or through clarification from
e Bidder in accordance with subsection 4.14 (Process following

% Bid submission), and then evaluate that element of the Modelling
& Suite in accordance with Section 7 (Evaluation Criteria and

&

Methodology); in which case the Department reserves the right at
its sole discretion to:

I not to adjust or require or allow the Bidder to adjust the Bid
Franchise Payments and/or correct the Modelling Suite and,
where applicable, the variable element of PCS; or

. to adjust or require or allow the Bidder to adjust the Bid
Franchise Payments to reflect the impact of correcting the
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error and/or correct the Modelling Suite on which the
Financial Robustness Test will be re-run, in accordance with
subsection 7.6, and, where applicable, the variable element
of PCS,

Note that: (i) such adjustments in aggregate cannot improve the P
that is used to calculate the Final Score i.e. the adjustments cann

result in a decrease to the Risk Adjusted NPV; (ii) however, if h%
winning Bid is one which has been subject to this adjustment, thie
Franchise Payments which shall be contractualised in

8.1 (Franchise Payments) of the Franchise Agree be

either lower or higher than the Bid Franchise Payments eflect
the correction of errors, with the Department having sole discretion
as to which error or errors are corrected; or
c) Treat the Bid as non-compliant. Q
6.3 Financial and Operational Model requirem%
6.3.1 General

6.3.1.1 Each Bidder is

to submit and include as part of
their Bid a ial Model, which is supported by
Operational s and Required Supplementary
Material set®out in subsection 6.3.5 (Supplementary
Ma I Models must meet the requirements
chibed in Section 4 (Explanation of Requirements for
mission and Overview of Process following Bid
ission) and this Section 6 (Detailed Bid submission

?S
requirements - Financial). The Modelling Suite must
Q~ demonstrate the financial consequences of the Bidder’'s

business and operational plans over the Core Franchise
Term and the Extension Period in order that the
Department may evaluate them to the extent provided
and in accordance with the evaluation criteria and
methodology described in Section 7 (Evaluation Criteria

\ and Methodology).
6.3.1.2

Any changes to the Models after Bid submission as a
result of the clarification process described in
subsection 4.14 (Process following Bid submission) or
otherwise, must be clearly logged and traceable,
including an audit trail in the relevant Model itself, using
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the worksheet ‘Version Control’ in the Financial
Templates.

6.3.2 Structure of the Models

6.3.2.1 An example of how the Department anticipates that
Models may be structured is illustrated in Figure 6.1.

Financial
Model

Performance
Model

Figure 6.1 Anticipated Modelling Suite Structure

Operating Cost

Revenue Model Model

Tierl
—— Operational ’—l—‘
Models
Crowding
Model

Fares Model

Record of Assumptions and Operating Manual

May include % Mav includ
. ticketing, ' ay include

Tier2 revenue ’ ing, ! regression

— Operational — protectionan H analysis and
Models car parking regulated i performance

models facilities Models § initiative

------------------------ Supplementary Material ‘

6.3.2.2 i the Department believes that this structure

rovides a logical template for Bidders to adopt, it is not

Wndatory and Bidders may adopt any structure they
choose provided that all information required by this

Section 6 (Detailed Bid submission requirements -

Financial) is included in the format required by Section 4

(Explanation of Requirements for Bid Submission and

Overview of Process following Bid Submission) and the

Department is able to evaluate the Models in accordance

\ with Section 7 (Evaluation Criteria and Methodology).

6.3.2.3 Bidders are required to include within their Modelling
Suite a map illustrating the content and structure of the
Models and key data flows between and within them to
aid the Department’s understanding.

6.3.3 The Financial Model
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General

6.3.3.1 Each Bidder is required to submit with its Bid a Financial
Model which:

a) Includes the calculations that are required to
produce outputs for inclusion in the Franchise
Agreement and Funding Deed (as set out in t

Financial Templates provided to Bidders th
the Data Site and listed in Table 6.1 (k# %
Template Summary) in subsection 6. r
use in accordance with Section 7% (Bvaluation

Criteria and Methodology). Outputs m the

Financial Templates will be USA

i) To populate the
Appendix 1 to ule8.1 of the
Franchise AQegeRient. The Franchise
Payment @e out in Appendix 2 to
Schedule the Franchise Agreement
must b&xcompleted in 2018/19 prices;

i) § pulate the Season Ticket Bond value;
p

opulate the profit share thresholds in
Appendix1 to Schedule 8.2 of the
Franchise Agreement;

Payments in

iv) To populate the AFA and DFR in
Appendix 2 to Schedule 8.2 of the

Q~E Franchise Agreement;

V) To identify and track funding made available
to the Franchisee as an Agreed Funding
Commitment (AFC) or PCS and populate

& the Funding Deed;
\ Vi) To populate the Required PCS value, the
Additional PCS value and the Bonded PCS
value which will be used to calculate

amounts for the purposes of the Funding
Deed; and
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vi)  To populate Target Revenue in Appendix 1
to Schedule 8.6 of the Franchise
Agreement;

b) Applies consistently on an annual basis, in
accordance with the Franchise Agreement, the

methodology required for calculating Franchis
Payments; %

Financial Ratio, at the end of each ee
Year during the Core Franchise Termfand the
Extension Period. Bidders are tohote t this is
to be calculated in the Fina Model as an
annualised backwards vie ompliance with the
Financial Ratio described paragraph 2.1(a) of
Schedule 12 of the Fra greement. For the
avoidance of doubt, ancial Ratio of 1.070:1
must be met in ithout drawing any PCS.
In all casesqgBi S must ensure that Modified

Revenue ge@nd\, Actual Operating Costs are
calcul %tently with the definitions outlined
in the Fr ise Agreement;
d) how the Franchise will be funded over the
re Franchise Term and the Extension Period;

c) Includes the calculations required to deter@f%l

ncludes all tax computations. Financial forecasts
are to include calculations of the tax liabilities of
the subject company in accordance with any
applicable tax law. Complete integrated tax
computations must be included in the Financial
Model. The tax charge should be calculated on an

annual basis and tax payments modelled on a
& realistic basis based on current tax legislation and

enacted tax rates. To the extent that any group,
consortium or other form of relief or sale of losses
is anticipated this must be clearly stated within the

Financial Model and Bidders must provide a letter

from their financial advisers, as set out in

subsection 6.9.1.1, confirming that such relief will

be supported by the Bidder's owning group.

Capital and revenue expenditure and the

deductibility of these costs must be clearly
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identified along with the rate of allowances
applying to each item or pool of capital
expenditure. Items which are leased should be
clearly identified and in relation to rolling stock the
rationale for applying or not applying (as the case
may be) the Long Funding Lease Rules should be
clearly stated. The Bidder must provide a lett

from their financial advisers as set o %
subsection 6.9.1.1, confirming that they have given
consideration to the deductibility of an

expense taking into consideration ot ent
rules concerning the tax deductipility ihterest
(thin capitalisation) and the issued\draft legislation
concerning changes effectiyey from, 1 April 2017
resulting from the UK resp he OECD Base

Erosion & Profit Shiftin Action 4 and other
transfer pricing a %oidance provisions
particularly Whe%e is significant Agreed
Funding Commi N the base case or drawing
of the PC r sensitivities or financial
robustne . The Bidder should also give
consideratign to issued draft legislation concerning
change ective from 1 April 2017 in relation to

restgictions concerning the utilisation of trading
SSes;

roperly reflects the accounting rules applicable as
at the date of the issue of this ITT under which the
Franchisee will report its financial information.
Bidders are to adopt FRS 101, FRS 102 or IFRS.
In applying accounting rules applicable as at the
date of the issue of this ITT, for the avoidance of
doubt Bidders should not assume early adoption of
IFRS16 or make any adjustment to reflect
accounting standard IFRS16 at any point in the
Modelling Suite. As IFRS16 is not applicable until
after the date of submission, we do not expect any
element of the bid to reflect IFRS16 accounting.
The accounting basis chosen must be disclosed,
consistent and once selected cannot be changed
in any version of the Financial Model submitted
during the Bidding process;
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Reflects the arrangements for advance payments
of HS1 IRC (including Additional IRC), OMRC and
Capacity Reservation Charge as set out in
Schedule 8.1 of the Franchise Agreement and
subsection 3.15 (HS1 Access Charges) of this ITT,
specifically:

i) all HS1 charges must be recognised in h@

profit and loss in the period to which{theéy

relate For the avoidance of d t
includes HS1 charges for 2018/29;

i) the cash flow should reflect the réceipt of
advance payments fro through the
Franchise Payme and ~ subsequent
payment in advapce 1@ HS1 in the relevant

periods, wher ropriate  in  the
annualised Finagcial Model;
iii) the eet should reflect the
tio

cr of a prepayment asset and
e evenue liability for HS1 charges
% s 32 and 54 of the "BS" sheet in the
ipancial Templates) which relate to a
subsequent Franchisee Year, in line with
the accounting standards adopted and

where appropriate in the annualised
Financial Model;

iv) the opening balance sheet should reflect
the first advance payment having been
received from the Department and made to
HS1 Ltd in advance of the start of the Start
Date, in accordance with subsections 3.15
(HS1 Access Charges) and 6.4.1m).

V) the Financial Ratio calculations should
incorporate the impact of the cash flow and
working capital treatment described above;

States default prices in nominal terms and when
viewed in real terms, outputs must be deflated to
2018/19 prices and outputs prior to this period
must be inflated to 2018/19 prices;
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6.3.3.2

i) Calculates the Revenue Share and Revenue
Support  payments in  accordance  with
Schedule 8.6 of the Franchise Agreement. For the
avoidance of doubt, no Revenue Share or
Revenue Support payments should be included in
the Bid; and

i) Provides output schedules in the format of h@
Financial Templates.

meet the requirements set out i sections 5.8.16 to
5.8.21 of this ITT. Such costs anekrevenues should be
included in the Bid, but the be contained in a

separate scenario or option e Financial Model, with
the functionality to switchyth on or off in aggregate.
When switched on, nues and costs relating to the

Digital Rail Pr alNmust flow through the Financial
Model to the %the Financial Templates, including
to the profit aﬁl s, balance sheet, cash flow, Financial

Ratios d ulation of Franchise Payments, as
des subsection 6.3.3.3. When switched off, the
reve nd costs relating to the Digital Rail Proposal

t flow through the Financial Model to the outputs

in Financial Templates and should not impact on the
%culation of Franchise Payments. The Bidder must

O

Digital Rail

6.3.3.3

provide full details and granularity of the forecast costs
and revenues associated with the Digital Rail Proposal,
including assumptions and supporting evidence, in the
Record of Assumptions, including providing the
information required by subsection 6.5.2h).

The Financial Model should reflect the required treatment
of costs and revenues relating to the Digital Rail
Proposal, as follows:
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a) Capital expenditure upto ¢

i) Bidders should assume that the 7 Digital
Rail fund is available for capital expenditure
as defined by the accounting standards
adopted in the Bid. Capital expenditure for
the Digital Rail Proposal up to this valu
should not be recovered through Franc s%
Payments. Bidders should itemise Digital
Rail assets in the Capital Ext
Model and "TOC Capex" s f Jthe
Financial Templates (subject the
requirements of 6.3.4.36).%1 Thes€ should
feed into the Tangiblgg,as line on the
"BS" sheet. Depre o, of these assets
should feed into epreciation line in the
profit and losg ( row 312 of sheet
“Other Op% Financial Templates).
Bidders model the receipt of a

capita p to the value of 8 as

a r revenue liability to offset the

expenditure on Digital Rail assets
andypresent this in rows 55 and 70 of sheet

‘BS” in the Financial Templates. The

capital grant deferred revenue liability

should be amortised in line with the
depreciation of the capital asset and

presented in row 579 of sheet "Other
Revenue" in the Financial Templates.

i) In modelling Digital Rail assets and the
capital grant, Bidders should adhere to the
treatment of capital grants for fixed assets

in the Financial Ratios, as set out in the
\ definitions of Modified Revenue and Actual

$ Where text has been omitted from the document, this is because the Director General Rail or

Secretary of State has decided to exclude the text in accordance with the provisions within the
Freedom of Information Act 2000.

—

Where text has been omitted from the document, this is because the Director General Rail or
Secretary of State has decided to exclude the text in accordance with the provisions within the
Freedom of Information Act 2000.

Where text has been omitted from the document, this is because the Director General Rail or
Secretary of State has decided to exclude the text in accordance with the provisions within the
Freedom of Information Act 2000.
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Operating Costs in the Franchise
Agreement. For the avoidance of doubt:

A) capital expenditure recognised in
Actual Operating Costs should be net
of grants received,;

B) movement in any deferred reven%
liability in respect of capital gfants
received should be exclu
the "Movement in Cregh

within Actual Operating €osts,In the
Financial Ratio calculations;

(03] the amortisati of the deferred
revenue liab sulting in the
recognitio redit in the P&L)
should xcluded from Modified
R ue, Ji.e. reflected in row 42 of

O&C” in the Financial

plates: “Exclude: Proportion of

me recognised in the P&L in

: relation to grants received in respect
of capital expenditure.

b) pital expenditure in excess of °

Any capital expenditure additional to the 1°
available must be recovered through

v Franchise Payments and recognised in the
Financial Model in accordance with the
accounting standards adopted;

C) Operating expenditure and revenue benefits:

\& )] Any forecast incremental running expenses

relating to the Digital Rail Proposal, and any
forecast financial benefits (in terms of
performance benefits, cost savings and/or

Where text has been omitted from the document, this is because the Director General Rail or
Secretary of State has decided to exclude the text in accordance with the provisions within the
Freedom of Information Act 2000.

10 Where text has been omitted from the document, this is because the Director General Rail or

Secretary of State has decided to exclude the text in accordance with the provisions within the
Freedom of Information Act 2000.
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incremental revenue) relating to the Digital
Rail Proposal should be included within the
Bid (including in the calculation of Franchise
Payments) and should be recognised in the
Financial Model in accordance with the
accounting standards adopted.

Addressing Franchise Change @
6.3.3.4 Each Bidder is required to submit with its Bid a %
Model which:
a) Accurately executes the calculatiohs as @é€signed,

and provides confidence in f bustness and
ability to price Change. It

i) Provide a sulffici of usability to allow
Change scenati be run in a reasonable
timescale;

propriate level of granularity
ting template outputs, and is

ffiglently transparent to show Changes
clearly; and

Be sufficiently flexible to form the required
basis for the pricing of Change;

In addition, Bidders must in relation to their
Financial Model:

?‘L
:Q ’ )] Adopt an absolute sign convention in

constructing their Financial Model, such that
all revenues and assets are positive and all

costs and liabilities are negative;

\& i) Provide a switch in their Financial Model to
allow the Financial Templates to be
presented in real or nominal terms (where
real terms means nominal values are
deflated (or inflated in the case of pre-

2018/19 values) by RPI to 2018/19 prices);
and
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iii) Ensure that their Financial Model is self-
contained within a single Microsoft Excel
workbook. The Financial Model must be
presented in annual terms, with year ends
coinciding with the Franchisee Year end on
31 March (as demonstrated within the
Financial Templates).

6.3.4 Operational Models (L

General

6.3.4.1 The operational models are all those mo%els%ontain

calculations generating inputs to t ancial Model,
either directly or indirectly ("Operat I els"). Each
Operational Model should be %\t, in that the
different Models, including theyFi ial Model, interface
and work together effective y interface spreadsheet
required for transferri perational Model outputs into
the Financial Mod one Operational Model to

another must be ed as part of the Modelling Suite
and its use fully d in the Operating Manual.

6.3.4.2 Each Operation odel must include the functionality to
allow_th epartment to undertake the Department’s
FinapCi ustness Test as set out in subsection 7.6.1
( ial Robustness Test).

6.3.4.3 Colfectively, the Modelling Suite (including
%pplementary Material) and Record of Assumptions

should allow the user to track inputs pre-processed

externally to the model back to the original input values

Q (i.e. the derivation of any pre-processed model inputs
needs to be explained in the Record of Assumptions),

noting that in some cases third party software may
produce "hard coded" output files (e.g. software such as

@\ VoyagerPlan and MOIRA). In such cases any relevant

input and output files should be submitted.
Change
6.3.4.4 Each Operational Model must:

a) Provide an appropriate level of granularity for
generating Financial Model inputs, and be
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sufficiently transparent to show and model
Changes clearly. This includes, but is not limited
to, disaggregation of Network Rail related costs to
a level of granularity of the Network Rail price lists
and showing the derivation of forecast HS1 access
charges from the published charge levels in the
2018 HS1 Network Statement. In the case
OMRC, the Modelling Suite or Recor %
Assumptions should also include a breakdown of
the modelled charges per train per minut t
components specified in the HS1 ger

Access Terms and Part4 of Schedule o0 the
Track Access Agreement;

b) Be sufficiently flexible t the pricing of
Change;

c) Accurately execute t Iculations as designed,
and provide cogfidencg in their robustness and

ability to pric e; and

d) Provid iclent level of usability to allow
Chang% narios to be run in a reasonable
timesca

Operational Mo tructure

6.3.4.5 h™Bidder is required as a minimum to submit with its

w e following Tier 1 Operational Models:

Q~ a)  Revenue Model;

b) Fares Model (which may be included in the
Revenue Model);

c) Crowding Model;

@\ d) Operating Cost Model (which may be included in

the Financial Model);
e) Performance Model; and

f) Capital Expenditure Model (which may be included
in the Financial Model or the Operating Cost
Model).
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As described in subsection 6.3.4.6 to 6.3.4.37 where a
Bidder uses sub-models in Tier 2, these must also be
submitted and will be Placed in Escrow pursuant to
Schedule 9.2 of the Franchise Agreement.

Revenue Model

6.3.4.6

6.3.4.7

This demand and passenger revenue forecasting mod%
must at least disaggregate demand and revenue in

ticket types and Service Groups contained %
Financial Templates. Q

Any further disaggregation of demand agd revégle into
more detailed flows or segments is atjbéiiscretion of the
Bidder. The revenue model and leméntary Material
and its associated sub-models in ust also show

clearly and apply all d forecasting input
their impact on demand

assumptions and parameterga

and revenue. This will ifgludejbut not be limited to, such
factors as: F

a) Macro-ec ' factors (disaggregated into

individ tors where appropriate and consistent
with P to the extent required by

subBsections 6.3.4.10 and 6.3.4.11);

petition factors, including competition with bus
nd coach services and car (disaggregated into
individual factors where appropriate and consistent

Q ' with - PDFH to the extent required by
Q~ subsections 6.3.4.10 and 6.3.4.11);

c) Timetable changes;

d) Fare proposals and policy that demonstrates
compliance with Schedule 5 of the Franchise
Agreement;

e) Operating performance;

f) Service quality;

9) Marketing;

h) Revenue protection Initiatives;
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6.3.4.8

6.3.4.9

i) Revenue / yield management Initiatives; and

j) Other investments or Initiatives (such as station or
rolling stock improvements).

The Modelling Suite must have functionality to model
timetable changes that have different impacts o
Mondays to Fridays, Saturdays and Sundays. For th

purpose, a version of MOIRA1 will be made avajlable

through either the Data Site or provided on a CDFORD

with preloaded PDFH 5.1 elasticity sets. A
t

ns
away from this standard setup must be acc jed by
supporting documentation as t in
subsection 6.3.4.12.

Bidders must submit the foll S required in
subsection 4.3.1 and subsecti

a) The .spg files co@ he assumed Franchise
Services;

b) The .spd\i or timetable changes to other
operat§ rvices assumed by the Bidder, if any;

C) M Al output files (and any intermediate
hich process these output files) which input
changes in demand to the revenue model; and

populate the revenue model, if they do not use the

‘ The version(s) of MOIRAL that have been used to

4. 0

version of MOIRAL supplied on the Data Site.

Bidders must use techniques or models used as standard
in the rail industry, comprising MOIRA1 and bespoke
revenue and crowding models for constructing their Bids.
The techniques or models should follow an elasticity
based approach. Bidders should be aware that the
Passenger Demand Forecasting Council is in the process
of updating the PDFH. The current WebTAG PDFH
approach used by the Department, is PDFHv5.1 with the
following exceptions:

a) PDFHv4.0 is used for fares;

b) PDFHv5.0 is used for car costs;
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c) PDFHv5.0 is used for Airport GJTs; and

d) PDFHv5.0 is used for Journey Purpose/ticket type
mapping.

6.3.4.11  Following the publication of the updated version of the
PDFH, the Department will make a decision as to whic
parts (if any) of that updated version will be adopted in
WebTAG. The Department will notify Bidders of{ any
decision to update WebTAG to reflect the updat@

on the Data Site as soon as possible fol o
decision. Bidders should note that such%es to
WebTAG may occur prior to or after the date” for Bid
submission.

6.3.4.12 Bidders are not required to us recommended
demand elasticities or to follo pproach set out in
WebTAG. However, where has not been followed
(whether in whole o part) Bidders must provide
evidence to justify alternative assumptions in
accordance  wij ubsection 6.3.5 (Supplementary
Material).

6.3.4.13  Bidders shobbid their own views of exogenous
forecasts ‘apd other relevant exogenous revenue factors.

The artment has provided details of exogenous

f ts” of demand drivers on the Data Site in the

ment folder 04.15, WebTAG which may be updated

ing the bid period from time to time (“Exogenous

Forecasts”). The methodology for the construction of
exogenous forecasts is described in the documents
'04.15 WebTag.pdf, 'DDG June 2017 - Exogenous
Assumptions -for circulation r.pdf' and 'DD_June 2017.zip'
also available on the Data Site. For clarity, Bidders are
& not required to use the Department's Exogenous
\ Forecasts, but where the Department's Exogenous
Forecasts are not used, evidence to justify the use of
alternative assumptions and approaches must be

provided, in accordance with  subsection 6.3.5
(Supplementary Material).

6.3.4.14  Any analysis justifying the use of alternative assumptions
and approaches must be provided in the form of
supporting spreadsheets. Bidders must also provide a
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6.3.4.15

QQ‘

copy of supporting research material e.g. research or
analysis papers by the Bidder or a third party, journal
articles from a relevant publication or analytical reports,
and indicate the reliability of this source, for example by
providing information such as the source, date, author,
any peer review taken place, any assessment of the
confidence in the data, techniqgues and evidence useg’
The Record of Assumptions must summarise

assumptions and approaches, making refere 0
supporting spreadsheets, research material @a
other evidence used where applicable. (}
However, for the purpose of the Finan€ial Robustness
Test the models must have the function to enable the
Department to replace the Bie o@. OWN exogenous
factors with the Department'gyriskgadjusted view. In
practice this will be a clear c%hnted procedure with
accompanying spreadsheets , When followed, allow
the Models to move the Bidder's exogenous
demand assumptio e Department’s risk adjusted

Exogenous Fore?
The Modelsﬁ have the capability to forecast the

Other enu@’section of the Financial Model, to the
lev jsaggregation required by the Financial
T, ates. Given that many of the items in this section

ndary to forecasts generated by the revenue and

0 ting cost models, Bidders may choose to provide
WS capability within the Financial Model, employ an

additional Tier 1 Operational Model, or develop an
alternative methodology. Bidders are required to detail
the approach adopted in their Operating Manual and/or
Record of Assumptions and such approach will form part
of the evaluation carried out in accordance with Section 7
(Evaluation Criteria and Methodology).

Bidders must leave available a spare driver input slot
within the revenue model so that a further multiplicative
variable can be added to the revenue forecast. This slot
should allow a model user to input a percentage uplift or
index into the model by model segment (e.qg. ticket type
and/or geographical segment), and apply this
differentially to revenue and journeys. This slot may be
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used for the Financial Robustness Test, for sensitivity
tests, and for the purpose of Change.

Fares Model

6.3.4.18 Information on fares may be provided in a standalone
model or incorporated in the Revenue Model. However
presented, the relevant model or part of a model must t%
able to calculate the impact of changes to fares, incl@difg
regulated fares. The Department will deem the el
meet this requirement if: %

a) They take as an input the percentage valy€é of the
fares increase, not the price ach individual
fare, so that a change i value of “k” in

Schedule 5.4 of the Franc eement passes
clearly to a change in th Increase;

b) They assess and@(s ate compliance with the
Regulation of Fa et Values in Schedule 5.4

of the Franch ement;

c) They odel a total (cumulative) change in
regulate es levels over the Franchise Term of
upNo 10 percentage points above or below the

ssumption as described in subsection 6.4.1;

N
d They can model a change in regulated fares levels
v for individual years of up to 4 percentage points
above or below the base assumption, if levels of
cumulative change remains within the thresholds
Q defined under subsection c) above. For example,
in a year where the base assumption is that “k” is
0%, they must be able to model a change in

regulated fares of between RPI + 4% and RPI -
4%.

6.3.4.19 Changes to fares regulation pursuant to paragraph 5 of
Schedule 5.7 of the Franchise Agreement are a Change
under the Franchise Agreement to which the procedure in
Schedule 9.3 of the Franchise Agreement applies.

6.3.4.20 If the Bidders propose to increase the prices of different
fares by different percentages:
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a) The Models must assess and demonstrate
compliance with the Regulation of Individual Fares
in Schedule 5.5 of the Franchise Agreement; and

b) The differential increases that the Models include
must be deliverable, and must not breach the
requirements of the Franchise Agreement and th
Ticketing and Settlement Agreement. %

examples:

i) If Bidders propose to increase of
singles by a greater percenta they
increase the price of returhs, the¥price of
singles must not ex the price of
returns; or

i) If Bidders propo rease the price of

anytime fares fut ot of Off-Peak fares, the
price of eakJfares must not exceed the
price i

6.3.4.21 Bidders are not to model the value of every fare
that they will Sgt.\\ However, if a Bidder’'s fares strategy
breacheg the _requirements of subsection 6.3.4.18d)
il be deemed undeliverable, and will be
e risk adjustment process described in
iX"3 (Risk Adjustment Process).

linked to the Revenue Model, clearly documented in the

Q Record of Assumptions and consistent with the technical
data submitted for Sub-Plan 2.1 (Train Services). The

Crowdi%
6 Bidders must submit a crowding model which is clearly

crowding model shall include a schedule of services and
stops, expected rolling stock formation and seated and

\ standing capacity for trains as set out in Table 5.3 in
Sub-Plan 2.2. The crowding model must be used to
calculate a suppression factor for each year of the Core
Franchise Term and the Extension Period, which is input
into the Revenue Model.

6.3.4.23 The crowding model must show average daily loadings
for each stop along the line of route for every service and
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6.3.4.24

6.3.4.25

6.3.4.26

6.3.4.27

6.3.4.28

6.3.4.29

every Autumn Weekday timetable specified in
subsections 5.10.17 and 5.10.18 of this document.
Crowding suppression should be calculated at the level of
individual legs for these services.

For other services, Bidders may model crowding

suppression in less detail, while noting the requirement
of subsection 6.3.4.28. %

Bidders must use the survey data supplied on

Site (04 - 'Data and Marketing Infor @ In
constructing their respective crowding mod@ ders
are free to supplement this with additiofial traii”loading
and station census data, and must_pfewde evidence of

the source and derivation of men ary loadings
data.

Bidders must provide evidenge '@f the source of data and
assumptions used withinthe crewding model.

For locations and/or ot covered by supplied survey
data, Bidders MOIRAL estimates of train-by-

train Ioadings$ uts to the crowding model.

Bidders not instructed to submit models that model
the ent of passengers due to crowding, but will
todo so. Bidders must bear the following in mind

e development of their crowding models:

w The techniques used should be consistent with the
Q~ approaches adopted by the PDFH,;

b) Bidders must provide robust evidence to justify the
use of alternative assumptions and approaches;
and

C) The Models should be developed such that they
are, transparent, understandable, and can be run
within a reasonable timescale.

Crowding modelling approaches must demonstrate
consistency with WebTAG guidance, detail the calibration
and validation process, and allow full traceability of model
inputs through to model outputs. The calibration and
validation process should be fully documented;

151



N

Operating Cost Model(s)

6.3.4.30

Information on operating costs may be provided in a
standalone model or incorporated in the Financial Model.
However presented, the relevant model or part of a model
must produce inputs to the Financial Model to the level of
disaggregation required by the Financial Templates an
to the level of granularity required

subsection 6.3.4.4a). (L
Performance Model Q

6.3.4.31

The Performance Model must produc tWowing
inputs to the Financial Model:

a) Annual payments to an etwork Rail in
relation to Schedule fN\the Track Access
Agreement;

b) Annual payme in#'relation to performance
relative t operational  performance

benchma asyset out in Schedule 7.1 of the

Franc)is reeément; and
C) Anpual ecast metrics in relation to Time to

tes, Time to 15 Minutes and All
cellations as set out in Schedule 7.1 of the
ranchise Agreement.

6.3.4.3 Performance Model must be capable of calculating
the following on a periodic and annual basis over the

&

Franchise Term and for at least 13 rail periods prior to the
Start Date:

a) Forecast Average Minutes Lateness (AML),
Deemed Minutes Lateness (DML) and
Performance Minutes (AML + DML) by Service
Group;

b)  Attribution of Performance Minutes between the
Franchisee and Network Rail;

C) Forecast TOC-on-self delays as defined in
paragraphs 10 - 12 of Schedule 7.1 of the
Franchise Agreement;
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d) Forecast TOC-on-self cancellations as defined in
paragraphs 3 - 6 of Schedule 7.1 of the Franchise
Agreement;

e) Forecast short formations as defined in
paragraph 15 of Schedule 7.1 of the Franchise
Agreement;

f) Forecast Time to 3 Minutes; (»@
g)  Forecast Time to 15 Minutes; Q

h)  Forecast All Cancellations; (L

)] Forecast PPM; 4

) Forecast CaSL; and Q~

k) Forecast payments receipts under the
performance regime spécified in Schedule 8 of the
Track Acc reement. These must be
disaggregate ervice Group and the TOC and
NR regim be shown separately.

6.3.4.33 The Performanc odel must be capable of calculating
ecast Schedule 7.1 payments over the
erm, disaggregated by the following
C ents of the Schedule 7.1 regime in the Franchise

ement: TOC-on self-delays; TOC-on-self

cellations; short formations; Time to 3 Minutes; Time
% to 15 Minutes; and All Cancellations.
3 4

Bidders must show all Initiatives which contribute to
performance improvements within the Performance
Model and provide references between such Initiatives
and associated calculations.

§ 6.3.4.35 Bidders are required to forecast expenditure associated

with Delay Repay, either in the Performance Model or
another model within the Modelling Suite. Regardless of
where it is calculated, Delay Repay calculations must be
linked to forecast performance levels as produced by the
Performance Model, such that if a change is made to the
operational performance forecast there is a consequent
change to the forecast level of Delay Repay. Bidders’
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forecast amounts of passenger compensation (in respect
of the provision of the Delay Repay scheme) within the
cost base should be shown in the “Performance” sheet of
the Financial Templates.

Capital Expenditure Model

6.3.4.36

Information on planned capital expenditure may t%
provided in a standalone model or incorporated i e
Operating Cost Model or Financial Model. %

presented, the relevant model or part of a ust
include all capital expenditure, including item%ed by
ts with

the RV Mechanism (i.e. expenditure on asse a life
which is in excess of one year in ance with the
FRS101, FRS102 or IFRS acc standard) in an

itemised list with the facility tg_sort€and group the items

by:
a) Sub-Plan; 0

b) Specific Initiatiye aS*dentified within the Bid;

c) Asset ®ategOry such as rolling stock, stations, IT
systems, eting, depots, other infrastructure;

d) of funding including self-funded, ROSCO
ed and third party funded; and

Treatment for tax purposes i.e. whether expensed
in ayear or attracting capital allowances at the

relevant item including in respect of treatment of
the asset at the end of the Core Franchise Term
and at the end of the Extension Period.

E applicable capital allowance rate, in which case
Q how such allowances are calculated for the

The list must set out all items covered by the RV
Mechanism and all items with a value in excess of
£250,000 (2018/19 prices) in any forecastyear or
£500,000 in total (2018/19 prices) for a project which
continues across more than one year. Other items may
be aggregated as long as the sorting and grouping
indicated above can be achieved, The information
provided should be clearly linked to the funding
provisions (timings, sources, uses, repayments), be fully
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documented in the Financial Structure and Funding Plan
and Record of Assumptions and be reconciled to any
totals reported in Delivery Plan 0.

6.3.4.37 In addition to the information on capital expenditure

required above, Bidders are required to set out total
expenditure on assets, whether capitalised or expense%

n

in the Bid, by submitting a completed version of the t
set out in location folder ‘01 ITT & Bidder Consultati
Documents’ on AWARD, in the Record of Ass i
Bidders should submit this table in Excel for of
their Required Supplementary Material. B@hould
also provide the information required in{6.3.4.36a) - e)

above for all asset-related expenditure luded in the
table.

6.3.5 Supplementary Material v
6.3.5.1 In situations where thi requires the Bidder to provide
additional eviden ther material (including
subsections 6.3.4.6 6.3.4.37 inclusive), (“‘Required
al”

Supplementary ) Bidders must submit those
items in a seghf~ file labelled “Required Supplementary

Material§in w each item submitted must be clearly

label cross—refer to the subsection in this ITT and
the of the Modelling Suite to which the evidence or
0 aterial relates. This may include, for example, a

rch report or a spreadsheet which shows the
%culations that lead to bespoke elasticity values
inputting to the revenue model (enabling the Department
to track model values pre-processed externally to the

Q Model values back to the original inputs).
%6.3.5.2 Separately and in addition to the requirements of
& subsection 6.3.5.1, if any element of the Modelling Suite
\ which the Bidder is required to provide in accordance with
this ITT contains a reference to an additional item of
further information and/or tools other than the Required

Supplementary Material or material already otherwise
provided with the Bid, then:

a) The Bidder may provide that other information or
tools (“Other Supplementary Material”) with its
Bid, in a separate file labelled “Other
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Supplementary Material”, and with each item of
Other Supplementary Material clearly labelled and
cross referenced to the specific place in the
Modelling Suite where it is referred to;

b) The Department will be entitled, but not obliged, to
take account of any or all of the Oth
Supplementary Material supplied in its evalu :@
of the Bidder’s Bid. The purpose of enabling the
Bidder to provide with its Bid items
Supplementary Material is to allow th
to be able to use that information for clarification of
the Bid if and to the extent that the Department
considers that to be necessagy fo purposes of

its evaluation. Bidders sha 4@‘ grefore not rely on
or any part of the

the Department consid :
Other Supplement %I or use it as a
mechanism to a@ ize limits referred to in

subsection 4.4 mits, size of text, other
formatting);

required to be included in the
Modellin ite, Required Supplementary Material
rt of the Bid is not so included, even if it
ded in the Other Supplementary Material,

the Department will treat the Bid as non-compliant
accordance with subsection 3.5 (Non-compliant

Bids).
BQ‘E Supplementary Material is not required to be included as

part of the Modelling Best Practice Confirmation and final
Q Model Audit as per subsection 6.8 (Reviews and audit of

Models). Bidders should note that the Department

reserves the right to include some or all of the

& Supplementary Material as part of the Modelling Suite

\ Placed in Escrow, either incorporated into Record of
Assumptions or as additional Tier 2 Operational Models,

and if so the relevant items (or such of them as the

Department requires) will be subject to the Model Audit
calculation review.

6.3.5.4 The Department reserves the right to request additional
supplementary material during the clarification process.
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6.3.6 Financial Templates

6.3.6.1 The Department requires that the output from the Models
follow the Financial Templates that will be made available
in the Data Site and Bidders must incorporate these
Financial Templates into the Financial Model and ensure
they are fully populated. The Financial Templates hav
been developed to be consistent, where possible, %
the information detailed in the Long Form Report. isfis
to assist Bidders in using that information and t@g

consistency of responses. The Bidders m re
use the relevant revenue and cost cap ion%n the
Financial Templates. Where cost and revenue [the items
are already defined in the Financi ates, Bidders
must populate their Financial Te their Financial
Model using these lines erf\than allocating to
alternative categories (for %\e financing cost line
items on the P&L1 sheeg, ro 4-546 must be used for
presenting financing ¢ ms rather than the Bidder
defining and using ative “Other Operating Cost”
line). If Bidder additional revenue and/or cost
captions the use the spare rows provided within
each of th% lates, clearly label the costs and
revenuesNand provide adequate descriptions of these
ite ecord of Assumptions.

6.3.6.2 | corporating Financial Templates which do not

C rm to the structure as set out in the latest iteration of

the Financial Templates provided or specified by the

Department may be eliminated from the competition as a
result of the Bid being determined as non-compliant. The

Q Department also reserves the right to adjust the Bid or
require Bidders to resubmit their Bid in a compliant format
within a specified timescale in accordance with
subsection 6.2.1.

$\ 6.3.6.3 The populated Financial Templates must also be

submitted in PDF format. Bidders are required to
integrate the Financial Templates into their Financial
Model as the template outputs will form the basis for
financial evaluation. No hard copies or further PDFs of
Models are required. However Bidders should ensure
that all sheets can print in a readable manner without any
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6.3.6.4

additional formatting being required and with consistent
page breaks being applied across each sheet.

Each Bidder is required to submit with its Bid completed
copies of the Financial Templates. A list of these
Financial Templates together with a brief summary of
each worksheet’s content and status is set out below: Q

Table 6.1 Financial Template Summary

Content

Status

Template Properties, legend Bidder free to use/update
Cover
Template Contains real/nominal switch Bidder to link cells and F24 to
Control for template calculations, model control sh

option flag Use functional not alter

structure.

Version Version control record ot alter structure
Control

Template Inputs

Timeline Define Franchise timeline a te blue cells but do not alter
part year adjustments ucture or amend green cells

Indices & Repository of indices afigd rateswf’Populate but do not alter structure

Rates

Line Items Master definiti ems Bidder may populate spare line items

denoted by square brackets in the blue
highlighted cells

Template Outputs

Pax T forecasts of Populate but do not alter structure
Revenue d metric and revenues
Other ¥.emplate for forecasts of Populate but do not alter structure

Revenue clected revenues
Template for forecasts of Populate but do not alter structure
selected metrics and costs
pex | Template for forecasts of Populate but do not alter structure
selected costs
S Charges | Template for forecasts of Populate but do not alter structure
selected metrics and costs
Infrastructure | Template for forecasts of Populate but do not alter structure
selected metrics and costs
Performance | Template for forecasts of Populate but do not alter structure
selected metrics and
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Sheet Content Status
costs/revenues

TOC Capex | Template for forecasts of Populate but do not alter structure
selected costs

Financial Statements

P&L1 Template for forecasts for Populate highlighted cells but do not
profit and loss account at alter structure
specified level of aggregation

P&L2 Template for forecasts for Contains formulae, do not alter Q

profit and loss account at
specified level of aggregation

profit and loss account at
specified level of aggregation ‘ '
P&L3 Template for forecasts for Contains formulae, do noxlter

CF Template for forecasts of Populate blue cell t do'not alter
cashflow statements structure

BS Template for forecasts of Populate in Opening Balance in
balance sheet colu 0 not alter structure

Output Calculations

FAA Production of tables and e (blue cells only) but do not
values to populate the ructure

Franchise Agreement
including Appendix 1 t
Schedule 8.1, Appendix to
Schedule 8.2 and
to Schedule 8.
Financial State

NPV ted Evaluated Contains formulae, do not alter

ancial Statements and
lation based on this)

FO&C schedule 12 of the Franchise | Populate (blue cells only) but do not
Agreement financial ratios, alter structure

Season Ticket Bond

\ calculations (feed from

Financial Statements)

unding Calculation template for Populate (blue cells only) but do not
Required PCS and for Bidder alter structure

specification of Additional PCS
and Agreed Funding
Commitment
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6.3.6.5 The table in the FAA sheet containing Minimum
Marketing Spend and Minimum Marketing Team Spend
figures for Appendix 1 of Schedule 6.3 of the Franchise
Agreement must be populated with the marketing costs
assumed in the Bid forecast and in line with the
description of marketing costs in paragraph 4.8 of
Schedule 6.3 in the Franchise Agreement. As
minimum, costs included in the Financial Model in
117 (Marketing staff costs), 314 (Marketing operati
costs), 357 (Advertising) and 358 (Media) of t
should be captured in the table in Appehd
Schedule 6.3. The table should be populated witt these
costs in 2018/19 prices. 4

6.3.6.6 The Table in the FAA sheet contai 1 Charges Paid
in Advance for inclusion in b in Appendix 3 to
Schedule 8.1 of the Fra ch%greement must be
populated with the Bidder's fogegast of the total charges

payable to HS1 Ltd h Franchisee Year with
respect to IRC (in mgy Additional IRC), OMRC and

Capacity ReserVaii harge. The table should be
populated wi %osts in 2018/19 prices, shown as
positive figur% should reconcile to rows 494 to 497
of the P (multiplied by minus one) when the Financial
Te set to real values.

6.3.6.7 T ancial Templates shall be populated in full (which

in es columns I, J, K and L in the Financial Templates

Welled ‘Actual’ and ‘Forecast’ for the years 2015/16 to

2018/19, where years 2015/16 and 2016/17 will be

‘Actual’ and years 2017/18 and 2018/19 will be

Q ‘Forecast), with outputs from the Models specified in
Franchisee Years ending 31 March of each year.

6.3.6.8 With regard to historical years (Year-3 and Year -2),

§ Year -1 and Year 0 (2015/16 to 2018/19):

a) Bidders are not required to populate the balance
sheet and cash flow for Years -3 to YearO in
columns |, J, Kand L in each of the “BS” sheet and
“CF” sheet;

b) Bidders are required to populate the profit and loss
account for Years -3 to Year O in columns I, J, K
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and L up to the line “Operating Profit / (Loss) After
Exceptionals and Contingencies” in each of the
“P&L1”, “P&L2” and “P&L3” sheets, but are not
required to populate below this line in these
columns; and

balance sheet assumptions in the Recor

c) Bidders are expected to describe their openinQ
Assumptions.

6.3.6.9 The first Franchisee Year of the South Easte ise
is expected to run from 1 April 2019 to 31 March

6.3.6.10  Bidders are required to provide their hise Payments
for the Extension Period. The F hise Payments for
the Extension Period will re e prices and
assumptions from the last co tnancial year of the
Core Franchise Term rol rward and adjusted in
accordance with an the) extent provided by the
Franchise Agreem i espect to indexation (the

“Year 8 Assumptions”).
6.3.6.11  Where a B% does not agree with the Year8

Assumptions, it nday propose alternative assumptions or if
it expects\any revenues or costs to be different in the
Ext riod due to their cyclical nature or for any

0 eason (the “Bidder’s Alternative Assumptions”) in
Record of Assumptions. The Bidder must provide

jdence to the Department to demonstrate to the
Department why the Bidder’s Alternative Assumptions are

Q~ more credible than the Year 8 Assumptions and explain
Q any differences from the Year 8 Assumptions in the

Record of Assumptions. These Bidder's Alternative

% Assumptions should not be included in the Financial
& Model submitted at bid. Where a set of growth rates to
\ exogenous drivers are applied, the Department would not
consider these as Bidder's Alternative Assumptions

unless there is a change in the source of the data

between the Core Franchise Term and the Extension

Period. Depreciation for assets fully depreciated in the

Core Term need not be carried forward into the Extension
Period.
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N

6.3.6.12

6.3.6.13

6.3.6.14

If in the Department’s reasonable view the Bidder in
question has demonstrated successfully that the Bidder’'s
Alternative Assumptions are more credible than the
Year 8 Assumptions it will ask the Bidder to resubmit.
However, if in the Department’s reasonable view the
Bidder in question has failed to demonstrate that the
Bidder’s Alternative Assumptions are more credible th
the Year 8 Assumptions, it will inform the Bidder

the reasons why it considers that the Bidder's Alternatiye
Assumptions are not in its view more credible th@
forward the Year 8 Assumptions and the Bid @s Su ed

will remain extant.
If the Department considers that it clarifications

before it can reach a reasonable «@ as to whether the
Bidder in question has demonsgttate®successfully, or has
failed to demonstrate, t t%\ﬁidder’s Alternative
Assumptions are mo le than the Year8

Assumptions, it will as jdder in question to provide
such clarifications taking action in line with

subsection 6.3.6?
The Financiaht calculations are incorporated in the

FinancidhI emplates and are based on outputs contained

in t i lal Formats. For Modified Revenue and
u erating Costs Bidders must be consistent with
h ting of Schedule 12 of the Franchise Agreement

provided within the Models beyond the minimum
requirements of the Financial Templates. In populating
the Financial Templates, Bidders:

in‘8@mpleting the Financial Templates.
BE Bidders are permitted to expand the level of detalil

a) Must ensure that the addition of any further
information is done in such a way as to remain
consistent with the format of the Financial
Templates and that the level of detail provided is
sufficient to give full transparency of all
components of costs and revenues;

b) Should note that the spare rows provided in the
Financial Templates can be used to accommodate
additional detail but deleting or inserting rows or
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6.3.6.16

columns to the Financial Templates is not
permitted and, for the avoidance of doubt, may
result in the Bid being eliminated, in accordance
with subsection 6.3.6.2;

C) May use the two blank columns inserted between
the flag/labelling columns and the fir
modelled year as they see fit. The intention is %
these columns will assist in the transf f
historical data to the Financial Model; and

d) Must ensure that the outputs in t@ancial
Templates are linked to the input /\calculation cells
within the Financial Model wh propriate and
in such a manner as cilitate both the

understanding of the Fjnan odel and tracing
of core assumptions us Financial Model.

Bidders may either wofksheets to the Financial
Templates or copy lal Templates into their own
Models. In eithgr case, Bidders are required to ensure
that:

a) The r% ranges defined in the Financial
TeMmplates are preserved,;

The new worksheets are inserted in tabs to the left
f the Financial Templates ‘Templated Outputs’
tab;

the manner stipulated by the Financial Templates;

E c) The format of the profit and loss account, cash
Q flow statement and balance sheet are set out in

d) Units of measure as set out in the Financial
Templates provided are used; and

e) Any types of revenues or costs that they wish to
include under a catch all heading of ‘Other’ do not
exceed £250,000 (2018/19 prices) in any
given year. Where a Bidder anticipates that such
revenues or costs will exceed this amount, they
must each be separately identified in a separate
spare row and not listed under the heading ‘Other’.
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6.3.7 Generic Model requirements

6.3.7.1 Bidders must ensure that their Models comply with the
following principles:

a) The Models must be presented in Microsoft
Excel 2010 or later (but fully compatible wit
Microsoft Excel 2010) and ‘xIsx’, ‘xIsb’ or ‘xls%
format as shown in subsection 4.11 (Submissjon
Bids), with workings and formulae intact %

input cells must not be ‘hard-coded’ with

b) The Models must conform with the terms of the
Franchise Agreement and Fudk:?eed unless
otherwise instructed in thi r through BCQ
responses;

C) No rows, columns, (¥o~rw0rksheet5 of the
Models may be@ r password protected.
Protecting works ithout passwords to avoid
accidental ¢ to inputs or calculations is

ided it does not reduce the

transpa or usability of the Models. Grouping
rQws or,cblumns is permissible, but hiding rows,

oltinns or worksheets is not permissible;

The Department wishes to receive models that are

fficient in their operation and use of memory. A

maximum file size of 75MB for each model is

v permitted, and smaller Microsoft Excel workbooks

Q~ are encouraged. For the avoidance of doubt, any
Q workbook taking up more than 75MB of disk space

will result in the Bid being treated as non-compliant
unless a derogation is granted in accordance with

the process set out in subsection 6.8.3
\ (Derogations);

e) The Models should be developed such that they
are usable, transparent, understandable and can
be run within a reasonable timescale;

f) In order to aid model transparency Bidders should
avoid the use of macros. Any use of macros must
be limited to areas where their use adds to the
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i)

user friendliness of the Models (e.g. print macro)
or aids the achievement of other requirements of
the Models (e.g. to avoid circularity or to transfer
data between Models). Calculations must not be
performed by a macro. Where macros are used,
they must be listed and their function clearly
explained within the Operating Manual;

In order to aid transparency, use of the INDI @

and OFFSET functions is prohibited, exc

derogation has been granted in acc% ith
ecti

the process described in ub 6.8.3
(Derogations) below;

In order to aid traceg
assumptions through the MOdels, Bidders must
avoid using MS Exc ay” formulae over
excessively large ranges\of cells. Array formulae
are identified e of braces around the
formula, i.e.¢ idders must not use such

formulae r ranges greater than 20 x 20, except
where a%gation has been granted in
accord% with the process described in

stgsection 6.8.3 (Derogations) below;

@ of " inputs and

e Models submitted by Bidders must be in line

ith best practice in accordance with the
requirements set out in subsection 6.8 (Reviews
and audit of Models) and employ the accepted
principles of “separation”, “consistency”, “integrity”
and “linearity” (as described in subsection 6.8.2.5),
except where a derogation has been granted in
accordance with the process described in

subsection 6.8.3 (Derogations);

Although best practice would dictate that a
consistent formula is used across columns in each
row, there are a number of circumstances where a
model can be made more transparent by changing
the formulae across a row. Provided it is made
clear (even when printed out and the formulae
cannot be seen) that the calculation method is
different, Bidders may use different formulae in
respect of the following:
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6.3.7.2

i) To allow a different approach to the
treatment of historical information or
forecasts before the Franchise commences;

i) To allow units, indices, totals, NPVs and
other useful modelling ‘flags’ to be included

in the columns to the left of the fir
modelled year;

iii) On sheets that do not contain a li
where consistency down ro %be
applied instead of across co s, On
sheets that contain a timeline and where
vertical presentation is desired, this
should be tran @ nt and clearly
identifiable; and

k) Bidders do not nee ek derogation from the
Department sh odels deviate from best
practice in ee cases described in
subsectio

Cross-links b n the Models must not be formed

using digect refetences. Rather, outputs from one Model

opied to a dedicated paste area in the other,
origins and destinations of transferred data
ntified within the Models and described in the

rating Manual. All Operational Models that support

Inputs to and calculations within the Financial Model

are required to be submitted, and it is anticipated that the

full Modelling Suite will be maintained and supplemented

Q together, and submitted simultaneously as required to

support any Change arising during the Core Franchise

Term and Extension Period.
&sumptions

6.4.1

Bidders are to use the following assumptions in preparing their Bids:

a)

b)

The Franchise will commence on 1 April 2019;

The Franchisee Year commences on 1 April of each year. For
the avoidance of doubt the Franchisee will be required to
prepare audited accounts for the Franchisee Year ending
31 March for the duration of the Franchise;
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Annual RPI and AWE indices assumptions will be made
available to Bidders in the Data Site and shall apply from
the year commencing 1 April 2019 and annually thereafter.
Bidders should adopt their own RPI and AWE assumptions up to
and including the financial year commencing 1 April 2018, and
such assumptions should be clearly stated;

The real discount rate to be applied in Net Present V u@
calculations is 3.5% per annum;

The Net Present Value of Bid revenues, costs an ise
Payments will be discounted to the start of th ranchise

(1 April 2019); !
For the purposes of calculating Net sent® Values, the

template calculation assumes mid-ye flows for full
Franchisee Years from 1 April March inclusive

(30 September); :
Bidders must use CP5 va regulated charges and

performance regimes, as ined by the ORR Periodic
Review 2013, throug Core Franchise Term and
Extension Period. ck Access Agreement Schedule 8
benchmarks d Fixed Track Access Charge (FTAC) and
Schedule 4 Acc Charge Supplement prices for the final year
of CP5 must¥e uSed for the remainder of the Core Franchise
Term a nsion Period;

st assume that the CP2 structure of HS1 track and
access charges and performance regimes continues
hout the Core Franchise Term and Extension Period, with
P2 values assumed for parameters used in the calculation of
OMRC, Capacity Reservation Charge, stations Long Term
Charges and performance regimes. For Additional IRC, Bidders
are to assume the charges per train per minute in the 2018 HS1
Network Statement plus the Additional IRC (if any) assumed to
be charged to cover the costs of HS1 enhancements to deliver
the train services and Initiatives set out in the Bid. Bidders are
required to make their own assumptions about:

i) any Additional IRC charged to cover the costs of HS1
enhancements to deliver the train services and Initiatives
set out in the Bid;
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i) changes to OMRC Pass Through Costs (OMRCCsacv)
resulting from annual reviews (as set out in paragraph 3.4
of Part 2 of Section 7 of the HS1 Passenger Access
Terms) and the values of OMRC and IRC wash-up
payments (as set out in paragraph 10 of Part2 of
Section 7 of the HS1 Passenger Access Terms); and

i)  for all HS1 regimes and charges other than Additi %
IRC, all other future amendments which are not co%

by the Access Review process (set out in @

Section 7 of the HS1 Passenger Access Term
i)  Bidders must assume that for Schedule 5.4 and{Schedule 5.5 of

the Franchise Agreement, (i) “k” = 0 f Fare Years
beginning January 2018 and January and January 2020
and that for all subsequent Fare Years “ 1; and ii) “f" = 0 for

the Franchise Term;

i) With respect to any non-gapital gosts (and all operating
(including maintenance) a ' mplementation costs are to
be treated as non-capital co or this purpose) arising from any
asset or Scheme utilisi esidual Value Mechanism, costs
arising from such or Scheme shall be expensed in
the year in whief the se;

k) Bidders s expense pension cash contributions but should
not mo tuarial gains or losses on pension assets or
liabilitiés; &and

rs are to make their own assumptions about the Variable
e Charge (VUC) and electricity consumption rates of any
w rolling stock proposed for introduction into the franchise,

Q and about HS1 access charges for any new stock proposed for
operation on HS1 infrastructure; and

\& m) Bidders should assume that a payment is to be made to HS1 Ltd

by 25 March 2019 to cover HS1 charges paid in advance for
Periods 1 to 3 of Franchisee Year 2019/20, and that, in
accordance with subsection 3.15 (HS1 Access Charges), the
Department will enable this advance payment to be made prior
to the commencement of the franchise calculated in the same
way as HTAAQ in the Franchise Payment formula in Schedule
8.1 of the Franchise Agreement.
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6.5 Record of Assumptions

6.5.1 Each Bidder is required to submit with its Bid a Record of
Assumptions which:

a) Is written in Microsoft Word ‘docx’ format in accordance with
subsection 4.11 (Submission of Bids);

b) Clearly sets out the rationale underlying the assumption
the methodologies adopted, for example, where "bottg
costing has been used state the basis of the assumg
alternatively detail any quotes received where cost§ a
to subcontracts;

c) Provides additional detail to enable *partment to
understand how Bidder’s assumptions h calculated and
how sources of assumptions have b S

d) Provides a reconciliation of the re /cost lines impacted by
initiatives (see subsection 6 w) back to the financial
information provided in th le of Initiatives.

e) Provides detail andgtra ncy on the costs, revenues and
assumptions associa ith each major timetable change, as
required in subsectiomsd.1 (Delivery Plan 2 — Train Service and
Performan

f)  Provide il and transparency of all indexation assumptions
used;

g) ovides detail and transparency about the calculation of

ed or proportioned annual costs and revenues for example,

livery of rolling stock phased in during the year, and assumed

cost/revenue proportions in part years at the end of the
Franchise;

Includes a description of the accounting principles adopted and
the specific accounting policies applied, especially in relation to:

i) The purchase of assets with a useful life in excess of
one year,
i) Pensions — defined benefit scheme service costs or

defined contribution scheme cash contributions and
balance sheet treatment;
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iii) Bad debts — if provisions are made, are they specific or
general;

iv) ROSCO leases — how each lease has been accounted
for and the rationale for the treatment adopted;

V) Rolling stock maintenance reserve — how each reserve
has been accounted for; and

Vi) Treatment of any derivatives, e.g. interest rate swaps

RPI swaps;

Includes a description of the tax treatment adopted, espe i%

relation to: Q

)] Categorisation of operating and capital ex iture,
including the capital allowance treatmentiof each capital
asset;

i) Pensions; Q

i) ROSCO leases — the tax“reatment adopted and the
rationale for the treat

iv) Interest costs (in capitalised interest), with
specific consi i given to the current rules
concerning tax-deductibility of interest and

announcements Jelating to proposed changes to those

rules,ThiSyxshould include the thin capitalisation rules, the

dra islation concerning changes effective 1 April 2017

r g ‘from the UK response to the OECD Base
ion & Profit Shifting (BEPS) Action 4, and other
sfer pricing and anti-avoidance provisions; and

Transfer pricing details of the assumptions made
regarding transfer pricing;

Contains a level of detail and a granularity of data such that
each input assumption and changes to it over time, as reflected
in the Models, are properly explained;

Provides a level of usability such that linkages to the Models are
clear and the narrative provides the user with sufficient
information to assess the financial impact of price or volume
changes within a reasonable timeframe;

Uses tables to enhance the narrative, such tables being directly
traceable to the Models;
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m) Arrives at an estimate of the financial impact of a change in
prices or volumes which is aided by the quality of the narrative;

n) Includes a section that should reconcile how any Franchise
Agreement required outputs have been arrived at (including but
not limited to "AFA" and "DFR"); and

o) Identifies the revenue/cost lines included in FRM Revenue ar%
justifies how the inclusion of each revenue/cost line is consist
with the definition of FRM Revenue in Schedule S.Qt

Franchise Agreement.
6.5.2 The Record of Assumptions must: ! (L
a) Contain all financial, mobilisation and o tionalh assumptions
used in the Models and explain and di inputs of each
Model, including the base unit cost f Input and the cause

and impact of each change o e.  Where contracted
variable unit costs have the change as a result of
Change (e.g. maintenance co arges which vary between
mileage bands), Bidders a ed to include the full range of
potential unit costs of ' ticipated contracted agreements
within the Record of

b) Include a tabl&, setting out the percentage of total other

revenues, rating costs and rolling stock costs (totals in
rthe Core Franchise Term and Extension Period)
d from or paid to HQ, group or other Affiliates
tails of:

va
The services to which such revenues or costs relate; and

i The basis for determining the charges;
%c) Provide details of any financial benefits (which includes changes
& to both revenues and costs that impact the Bid level of

\ Franchise Payments) included within the Bid arising from any
alliance with Network Rail, or any other Industry Partners.
Bidders must not include any financial benefits from any deep

alliance i.e. an alliance requiring a change to the industry
regulatory framework (Schedule 4 and Schedule 8 of the Track
Access Agreement);
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Include separately the costs involved and assumptions made in
relation to pension contribution rates, both employer and
employee;

If the Bidder proposes investment with a useful economic life or
period of financial return that exceeds the Core Franchise Term

and Extension Period, any costs and revenues that accrue
relation to that investment must be explicitly set out in
Record of Assumptions setting out:

)

o
The period from investment until the end of the % ion
Period,;

The period from end of the Extensio jod until end of
asset life, including the basis for ining that asset’s
life;

The initial cost of the inve e?m nominal and 2018/19
prices;

The amount of cos red/paid off during the life of
the Franchise ther with the trajectory of that
recovery/paymentfoff during the Core Franchise Term
and Extensio%n d in nominal prices; and

Sh n-depreciated value (i.e. residual value) in
rices at the end of the Core Franchise Term
ension Period of:

Assets to which the provisions of subsections 5.2.1

risk as to whether they are designated as Primary
Franchise Assets or if a Successor Operator
purchases such assets. If they are designated the
standard valuation provisions of the Supplemental
Agreement apply; and

E to 5.2.5 (Residual Value Mechanism) do not apply.
Q With regard to such assets the Franchisee is on

B) Assets which the Bid proposes are acquired by a
Successor Operator in accordance with the
provisions contained in subsections 5.2.1 t0 5.2.5
(Residual Value Mechanism) along with the other
information required by those subsections.
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f)  If a Bidder provides for investments in assets to be identified in
the future, or a general investment fund, the Record of
Assumptions must make clear the nature of the proposed
investments and the process for agreeing how such funds are to
be spent and must provide a cross reference to the relevant
Initiative in the Bid,

g) Where changes in the Financial Model are attributabl @
Initiatives, set out the reasons for such in the Reco f
Assumptions for each affected input to the Financial M
example of how such movements could be presentethi wn
in respect of headcount in Table 6.2 (Example of pres ion of
movements in Record of Assumptions) below. §Biddefs should
note that words and values contained withig, T able, 6.2 (Example
of presentation of movements in Rec sumptions) are
indicative only;

Table 6.2 Example of presentation of movements in Recokd of Assumptions*

Franchisee Year

Base year/Opening FTE

LFR data — baseline (20.0)
adjustment

Initiative DP 3.4.5 (Train 15.0 30.0 5.0 (3.0
maintenance in house)
Initiative DP 3.4.6 (Depot N) (15.0)

staff restructuring)

Initiative DP 6.2 (5.0) (5.0)
(Managemen
structure effi

1(Sales |(5.0) | (3.0) |(2.0)

tive DP 4.1.1 (Station | 5.0 2.0
elcome hosts)

Total FTE at year end 3925 | 3715 | 3695 |3845 |4145 | 4195 |416.5 | 416.5

* the DP numbers and descriptors provided are for illustrative purposes only and are not intended to

relate to this franchise competition.
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Bidders should provide the annual capital expenditure in their
Digital Rail Proposal disaggregated by the categories below, or
any other categories considered appropriate, and provide a
reconciliation to the capital expenditure in their Digital Rail
Proposal in the Financial Model Templates and to the total
expenditure on Digital Rail Proposal assets outlined in the
submitted version of the table set out in location folder ‘01 ITT %

Bidder Consultation Documents’ on AWARD:

i) Capital costs should be disaggregated into the
components (or other components as dered
appropriate):

 Digital Capex (C-DAS); 4
e Digital Capex (Traffic Mana@ﬁ

e Digital Capex (Sto@ )

e Digital Capex (eXic. AS, Traffic Management
and Stock an%,

e PossesSi y\

e S aévelopment; and

e\Leyel Crossing.

i) re relevant, each of the cost components should be
her disaggregated as follows:

e Land and property costs; and

Q~ e Construction costs;

e Preparation and administration costs.

Bidders should provide disaggregated cost and revenue
assumptions (including in relation to depot and stabling) in
respect of the provision of the Maidstone East Services and the
Rainham Services

Bidders should provide a credible forecast for total opening

revenue with their Bids, and provide full evidence for this in the

Record of Assumptions. This total opening passenger revenue

forecast should be for the full year 2019/20. A bridge showing
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how the forecast revenue for the full year 2019/20 is derived
from the actual revenue reported in LSER’s management
accounts for the 2016/17 full year and 2017/18 Periods 1 to 9
should be provided, setting out the impact of each revenue
driver. The management accounts for 2017/18 Periods 1 to 9
will be made available on the Data Site during the Bidding
period; and

k) Bidders must fully explain how the Minimum Marketing Spe d@
and Minimum Marketing Team Spend figures in App
Schedule 6.3 of the Franchise Agreement are nd
include a reconciliation to marketing spend includ in the
Delivery Plans and marketing spend as set outf{in the Financial
Templates consistent with the requirement jon 6.3.6.5.

6.5.3 Bidders are required to fully evidence,theNdetails behind their
Initiatives in their response to Section 5 ed Bid submission
requirements - Delivery Plans). Using ove table as guidance,
Bidders shall, in their Record of Asstnptions, provide details of the
impact that Initiatives have on t, revenue or other input to the
submitted Financial and ratignal Models. A brief narrative
explaining why the cost C%e IS so impacted by the relevant
Initiatives must accompar% h table. The wording of the narrative
or cross referenceSyuse nd the values shown must make it
reasonably de that the Initiative is the same as its

correspondin ered Initiative in the Bidder's response to
Section 5 id submission requirements - Delivery Plans).

6.5.4 In additi h Bidder is required to submit with its Bid a copy of its
@ imetable (which has been developed within MOIRAL (as

perthe instructions set out in subsection 6.3.4.10 and 6.3.4.11) and
@ other revenue or timetable development software) to calculate the
y passenger revenues that will be earned from the timetable

ubmitted with its Bid and that have been utilised in the population of
\ the Bidder's revenue model. This information must be provided

electronically in raw format as an Appendix to the Bidder's Record of
Assumptions.

6.5.5 The Department reserves the right to require the leading Bidder to
include additional detail (for the purpose of clarifying and confirming
information already provided in other sections of the Bid) in the
Record of Assumptions before contractualisation takes place and the
Record of Assumptions is Placed in Escrow.
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6.6 Operating Manual

6.6.1 Each Bidder is required to submit with its Bid an Operating Manual
which:

a) Is in Microsoft Word ‘docx’ format in accordance with
subsection 4.11 (Submission of Bids);

b) Is an accurate and plain English document that facilita?}@
the

reasonable level of understanding of the functionality.0
Bidder's “Models”, including how each interfaces and
with other Models;

c) Includes an explanation of the flow of data through the Financial

Model and the interfaces with the Operati odlgls submitted.
This may be presented diagramm ith  supporting
narrative as appropriate. This mu IsOn describe how any
interface spreadsheets are used4 w of data between
models, if applicable; 6

d) Includes a description Model, its structure and
capability; v
e) Includes a descripyxv of the purpose and operational

characteristics ea orksheet and how it interacts with the
Models;

f)  Includes\ ™gstructions on how to input data, select
scenar ptions and calculate the financial outputs;

g) eadfly explains the method by which the Bidder's Models are
to carry out the tests described in subsections 6.3.4.2
d 6.3.4.4; and

Where macros (or other visual basic functions) have been used,
& includes a description of the macros used in the operation of the

Models, the reason for their use and how they are used to

\ generate model outputs.
6.6.2 The use of screen shots and narratives is encouraged to provide the

user with sufficient information to assess the content, purpose and
functionality of the Models.

6.6.3 The Department reserves the right to require the leading Bidder to
include additional detail (for the purpose of clarifying and confirming

information already provided in other sections of the Bidder’s Bid) in
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the Operating Manual before contractualisation takes place and the
Operating Manual is Placed in Escrow.

6.7 Change

6.7.1 Matters to be addressed in the Operating Manual

6.7.1.1 In addition to the requirements and content set out i
subsection 6.6 (Operating Manual), the Operating M

shall also include the worked examples of nge
(“Worked Examples”) set out below. The

Examples will be evaluated in accor@a
Section 7 (Evaluation Criteria and Methodology). The

ith

Financial Model is not required to i e a switch to
allow these examples to be se d. SThe Worked
Examples to be included are:

a)

Worked Example ( %maximum regulated
Fares Basket inereas r 2021 reduces from

RPI1+1% to RPI+Q9 the industry as a whole.
All other poli ain the same including caps
on indivi s within Fares Baskets and Fare

rises othier years (Bidders should include the
impact ofpthe price change - on fares that are
constrained by regulated fares, on levels of
e d and crowding as well as on revenue and
any affected costs);

Worked Example (B) - the introduction of
Thameslink services to Maidstone East is delayed
indefinitely and the South Eastern Franchisee is
required to continue to operate the Maidstone East
Services as per the December 2019 timetable for
the remainder of the Franchise Term;

Worked Example (C) - after a Charging Review,
the following changes are made to Network Rail
regulated charges from April 2019 (the Start Date):

)] The capacity charge for  Service
Code 24657005 on weekdays is halved;

i) The Variable Usage Charge as set by
Network Rail for Vehicle Type 375/M on the
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QE out in section 3.6.1 of the 2018 HS1

N\

6.7.1.2

Network Rail price list is 9.3p per vehicle
mile in 2019/20 prices;

iii) The Network Rail Schedule 8 payment rate
for service group HUOS is trebled and the
benchmark changed to 0.900 minutes for all
years of CP6;

iv) The Long Term Charge for Hastings @
Network Rail price list is £20
2019/20 prices; and

V) All other Network Rail regulatedi€harges
remain at CP5 rate instructed in

subsection 6.4.1; an

d) Worked Example (D) r'@ Charging Review,
the following changes, are”made to HS1 regulated
access charges f April*2020:

i) The ed indicative Operations,

M e and Renewals Charge

) for ‘Domestic passenger services
%& hford International Station’ using
Class 395 stock is £50.89 per train minute
in  February 2020 prices,

adjustment and indexation
consistent with those in HS1 CP2;

subject to
provisions

The annual Long Term Charge for St
Pancras International (equivalent to that set

Network  Statement) is £3.50m in
February 2020 prices, subject to adjustment
and indexation provisions consistent with
those in HS1 CP2; and

iii) All other HS1 stations Long Term Charges
remain at HS1 CP2 rates.

The Bidder must ensure that the Worked Examples:

a) Provide a clear and detailed account of the
assumptions and processes employed in pricing
the Change, including:
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i) Details of the individual steps to be followed
to make the Change (this should be in
sufficient detail to enable evaluators to
follow the flow of calculations through the
Modelling Suite rather than rely on
“switching on” pre-populated inputs);

i) Individual steps can be processed in a@
expeditious manner; (L
iii) Identification of the Models imp he

Change (i.e. financial, revenue, €rawding,

fares etc.), including a§ proce&Ss flow
diagram; and
iv) The net output resQ‘H"the change in
Franchise Paym?u Target Revenue;
b) Trace the effect@e ised input through the

Models, providi audit trail from output
Franchise Pa back to input changes;

c) Includ %mmentary on the rationale for the
inclusi% lusion of each variable within the
scope the Change, demonstrating the

ableness of the revisions; and

) emonstrate that the level of change in the

Financial Model outputs, including but not limited

v to Franchise Payments and Target Revenue, is
commensurate with the level of input changes

Q e.g. by reconciling the movement in Franchise

Payments and/or other key variables impacted by
the Worked Example.

Modelling Change

&_7.
@\ 6.7.2.1 In order for the Department to satisfy itself as to the

suitability of the entire Bid to price Change, the
Department requires the Bidder to submit with its Bid the
items described in Table 6.3 (Modelling Change
submission requirements) below and will as part of its
evaluation, as described in subsection 7.5 (Modelling
Change tests), assess whether the Bidder has complied
with the requirements specified in the column headed
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“‘Requirements” for each of the four items listed in that
Table.

Table 6.3 Modelling Change submission requirements

No. Item Requirements
1. Worked Each Bidder will include within the Operating Manual
Examples and submitted with its Bid, the Worked Examples and det@
approach to its approach to Change prepared in accordance with
Change requirements described in subsection 6.7 (Ch )
ITT.
2. Record of Each Bidder will include within its Bid, a Rec

Assumptions and | Assumptions prepared in accordance\with thé’requirements
Operating Manual | described in subsection 6.5 (Rec ssumptions) of this

ITT (and those assumptions asonable in respect of
the approach to Change des ubsection 6.7
(Change) of this ITT) an Operating Manual prepared in
accordance with the r described in

ui
subsection 6.6 (Operati nual) of this ITT.

3. Suitability of Each Bidder will i ithin its Bid, a Financial Model
Financial Model prepared in a e with the requirements described in
in

for implementing | subsectio ancial and Operational Model

Changes requiregpe and 6.4 (Assumptions) of this ITT, which shall
be consi with the approach to Change described in
secti .7 (Change) of this ITT.

4. Suitability of
Operational
Models (in
integrity,of th
Modelli
fordfmple

idder will include within its Bid, Operational Models
prepared in accordance with the requirements described
ubsections 6.3 (Financial and Operational Model
requirements) and 6.4 (Assumptions) of this ITT, which shall
be consistent with the approach to Change described in
subsection 6.7 (Change) of this ITT.

7.2, The Department recognises that there are considerable

time, costs and resources often deployed by the

Department and Franchisees in the contracting and

management of Change throughout the Core Franchise

Term and Extension Period. The contracting of a suitable

Modelling Suite will support endeavours to improve the
efficiencies around contracting Change.

6.7.2.3 The Bidder’s approach to the pricing of any Change must
demonstrate to the Department that the Modelling Suite
will result in a transparent and efficient contracting of
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future Changes, based on clear and reasonable
methodology and assumptions. Non-compliance with this
subsection 6.7 (Change) will be managed in accordance
with subsection 3.5 (Non-compliant Bids).

6.7.2.4 The Department reserves the right to engage with one or
more Bidders, prior to signing of the Franchis
Agreement, to improve the transparency, granularity
usability of the Modelling Suite in areas which it believes

would be beneficial to the management of the '% [

as outlined above. This will not impact on tm ng of

the Bids.

6.8 Reviews and audit of Models 4
6.8.1  Introduction Q~

6.8.1.1 Bidders must note that the M submitted with their
Bids will have been, or @ luation will be, reviewed
or audited in accordan e following requirements:

Table 6.4 Model review and audit re

Modelling Model Audit Calculation Review by

Best Practice Review Department’s

Confirmation Technical and
Financial
Advisers

Financial
Model
v v
Ti
@) v'* v
&a plementary v v
\ aterial
Timescales Confirmation Model Audit | Completed in | Completed by
and provided at Bid | Report parallel with | the Department
Requirements | Submission following Financial as part of its
Department Model Audit | evaluation
instruction following process
Department
instruction
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*The Department reserves the right to include some or all of the Tier 2 Models and/or
Supplementary Material as part of the Calculation Review.

6.8.1.2 The Financial Model and Operational Models of all
Bidders must have been subject to Modelling Best
Practice Confirmation. Details of the process are set out
in subsection 6.8.2 (Modelling Best Practice
Confirmation). The Financial Model of one or mo
Bidders will be subject to a full Model Audit. Detai
the process are provided in subsection 6.8.4 0
Audit).

technical accuracy of all Models pgor %o submission,
errors within
rrors in Models

6.8.1.3 Bidders are required to satisfy themsllves o the

noting the allocation of risk with r ct
the Models described in subsecti ;

and/or Record of Assumptionsv
6.8.2 Modelling Best Practice Confirmatioro
6.8.2.1 Each Bidder must with its Bid an independent
Modelling BestgaRrasiice Confirmation report on all
sections of t . The report and any engagement
letter between t idder and the report writer, must:
a) -addressed to the Department and that
idder (prior to Bid submission the Department is

repared to co-sign the engagement letter, if
required);

Q~E b) Permit the Department to review and rely on the

report;

Q c) Acknowledge that the Department gives no
warranty or representation with regards to the
sufficiency of services provided by the report
writer, the report itself or the scope of any terms of

\ engagement relating to the report; and
d) Exclude all liability however arising on the part of
the Department connected in any way with the

report.

6.8.2.2 The report must take account of any derogations
obtained in accordance with the process described in
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6.8.2.3

6.8.2.4

6.8.2.5

subsection 6.8.3 (Derogations) below. The Modelling
Best Practice Confirmation is not considered to be an
audit of the Models.

The Financial Templates should be included in the
Modelling Best Practice Confirmation. Where the
Financial Templates issued by the Department deviat
from Modelling Best Practice, these deviations should %
be raised as issues in the Modelling Best Practig¢e
Confirmation. However, Bidders must otherwis

to Modelling Best Practice in populating t ial
Templates.

All costs associated with the prepara the Modelling
Best Practice Confirmation are fi Bidder's account
only.

The Modelling Best Practi nfirmation must provide
confirmation that the s have or provide for:

a) Separation 0 , calculations and outputs:

i) . should include data and
as ptions but no calculations;
Calculations: should include individual
calculations that support each line of all

outputs and reports. There should be no
duplication of calculations nor should input

iii) Outputs: should not include any hard-coded
input cells or calculations except for sums
and check totals; and

v cells be hard-coded in the calculation
Q~ sheets;

iv) Data inputs, calculations and output areas
should be completely separate and clearly
labelled. = The Modelling Best Practice
Confirmation must document the high level
patterns of data flow within the Models and
include a flow chart of the main data flows
between worksheets and workbooks;
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b) Consistency of formulae across rows and down
columns and across worksheets. The Models
should have time periods across the columns and
calculations down the rows. This should be
consistent in all worksheets. There are two areas
where consistency is most important:

i) Columns: the same column should be e@
for the same period in each work t

(although it should be noted that [
periods across columns in rs
the cal

Model may be different fro ns in
the Financial Templates); a

i) Rows: a row will contai one formula,
copied across all co

C) Integrity of financial ts (e.g. that there
are no balancing fig . The Modelling Best
Practice Confir st provide an assessment
of the exten ectiveness of internal and/or
error ch ntained within the Models and

detail @n nal control checks that indicate
errors; >

d) i rity of calculation flow (e.g. that there are no
icular references);

acros, where required, their function should be

v clearly explained; and
Q~ f

No hard coded values in formulae, other than
the following, if required: 1,-1, 0, TRUE, FALSE.

%; 2.6 The Modelling Best Practice Confirmation must provide a

review of the Models’ structures by means of spreadsheet
maps, which give a visual representation of the

\ worksheet structure and layout, highlighting elements of
the worksheet layout that warrant further investigation
(however, as this is not detailed as a Model Audit, each
individual formula is not checked).

6.8.2.7 The Modelling Best Practice Confirmation must also
provide confirmation that the 75MB size limit has been
adhered to, that array formulae have not been used
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6.8.3 Derogations

6.8.3.1

6.8.3.2

across ranges of cells greater than 20 x 20 and that the
INDIRECT and OFFSET functions are not used except
where derogations have been obtained in accordance
with the process described in subsection 6.8.3
(Derogations).

The Department may grant derogations from('%@
f

modelling requirements including in the follow
areas:

a) Model size;
b) Use of OFFSET and INDIR functions;

C) Modelling Best Practic nfignation; and

d) Array formulae acros es of cells greater than
20 x 20.
o

Applications mu e in writing to the Department
within 40 waqrki ys of publication of the ITT.
Applications% e made via the AWARD website as

outlined4, in ubsection 3.9  (Bidder  Clarification

Quesiti Responses will be provided via AWARD.
pligations should set out clearly why the derogation is
r and the benefit to the Department and the

ation process of granting such a derogation. It is
VM expected that derogations will be necessary.

The Department will consider applications to exceed the
75MB workbook size limit where it is demonstrated that
adherence to this limit generates significant inefficiencies,
or materially reduces the level of confidence in the
resulting forecasts.

Use of prohibited functions

6.8.3.4

The Department will consider applications for use of the
OFFSET and INDIRECT functions where Bidders can
demonstrate:
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a) The use of these functions generates significant
savings in model run times and use of disk space
or otherwise significantly assists the efficient
pricing of Change; and

b) The use of these functions is clearly explained and
documented in the Operating Manual and Recor
of Assumptions.

Modelling Best Practice Confirmation &

6.8.3.5 The Department will consider applications §o felaX the
requirements of the Modelling Best Practice ConRfirmation

on an individual model basis, onsiders that
derogations may be more appr e foP elements of
Tier 2  Operational Models, e underlying
input/assumption interface. ?\

Array Formulae 0

6.8.3.6 The Department w er applications for the use of

array formulae tew than 20 x 20 for labelling or
checking pur only, i.e. where they do not form part
of the main mo alculations.

6.8.4 Model Audit

N

6.8.4.1 F g Bid submission and prior to contract award the
rtment will request one or more Bidders obtain an
Vdependent audit of all sections of the Financial Model

(

the “Model Audit”). The Model Audit shall be prepared
for the benefit of the Department and the Bidder; shall be

Q co-addressed to them, and the level of liability must be
agreed by the Department, and will be a minimum of £1
million (2018/19 Prices). All costs associated with the
preparation of the Model Audit are for the Bidders’
account only. Bidders must obtain the Department’s
acceptance (not to be unreasonably withheld) of their
choice of independent model auditor, the scope of the
Model Audit and the Department's agreement to what
constitutes the Financial Model for determining the scope
of the audit. The Department will expect to receive the
audit report within 15 working days of it being requested
of the Bidder.
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6.8.4.2 The Department requires the Model Audit to confirm:

a) Whether the Financial Model has been constructed
appropriately so as to materially achieve the
objective that it was designed to meet, insofar as
its logical integrity under the Bid assumptions and
input data is concerned, including the conversio
of nominal values to real values;

b) Whether the tax charge, liabilities and ;&

calculated by the Financial Model, on of
the assumptions made in the Operatin anual
and Record of Assumptions appear Materially
consistent with current under ing of existing
UK tax legislation and of p, ed changes to the
rules on interest deductibility§ identifying any risks
associated with the und ax assumptions;

tax freatment in the Financial
te;  and is consistent with the

c) That the propose
Model is ap.

accounting tréatment adopted in the Financial
Model,, an he accounting treatment is valid
for tax p es;

d) her the Bidder has applied FRS101, FRS102

S accounting policies and rules applicable
sat the date of issue of this ITT and whether the
ey accounting assumptions in the Financial Model

and the Operating Manual and Record of
Assumptions appear materially consistent with
current understanding of FRS101, FRS102, or
IFRS (whichever is relevant);

e) Whether the calculation of the Annual Franchise
Payments is in accordance with the terms of the
\ Franchise Agreement;

f) Whether the calculation of the Financial Ratio
complies with the requirements in

subsection 6.3.3.1 and is consistent with the
definition of Modified Revenue and Actual
Operating Costs in accordance with Schedule 12
of the Franchise Agreement;
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9) Whether the Financial Model has been developed
in a well-structured manner to best practice
standards;

h) Whether assumptions and input data in the
Operating Manual and Record of Assumptions
have, in all material respects been consistentl
reflected in the Financial Model; 6

i) Whether any issues identified through the™Mo
Audit process remain outstanding and ss
undertaken to address and co '
identified during the Model Audit process;

i) Whether the modelling irements for the
Financial Robustness Tes%t such that the
Financial Model a performs the
calculations as reduired in subsection 6.3.3.1,
subsection 7.6 valuation of Financial
Robustness) sure compliance with the
Funding e Department will define with

the mqde r the inputs and parameters, as

approp%a to meet this requirement in the Model
dit.

6.8.4.3 For odel Audit, the Department may provide one or
idders with no more than five tests for the
oses of understanding robustness of the Financial
el. The Model Audit will test the logical integrity of
the arithmetical operations in the Financial Model
formulae and calculations under the assumptions and
input data for the specified test(s). A robustness test is
defined as a change in one or more input variables
through the models with the Bid Franchise Payments and
Agreed Funding Commitment held constant i.e. “frozen”.

@\ 6.8.44 The Department recognises that the finance, accounting

and taxation elements of the Model Audit are not relevant
to the Tier 1 and 2 Operational Models, and therefore
requires a review of the calculations only, to be
conducted by the same party that undertakes the Model
Audit, in accordance with the process described in
subsection 6.8.5 (Calculation Review).
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6.8.5 Calculation Review

6.8.5.1

As part of the Model Audit the independent party
conducting the Model Audit must also conduct a review of
the calculations employed in the Tier 1 Operational
Models (a “Calculation Review”). The Department
reserves the right to include some or all of the Tier
Operational Models and/or Supplementary Material in h%
Calculation Review and reference below to Tienl

Operational Models shall be interpreted accordi T
Calculation Review will be conducted t e

standard as the Model Audit, but wjll ex the
technical elements of this process relatingto taxation and
accounting practices. The Dep requires the

review to confirm:

a) Whether the Tier 1 Qpe Models have been
constructed appropr so as to materially
achieve the objecCtives/that each of them were
designed to insofar as its logical integrity

under th [ ssumptions and input data is
conceS

b) etherthe Tier 1 Operational Models have been
ped in a well-structured manner to best
ctice standards; and

hether assumptions and input data in the

Operating Manual and Record of Assumptions
have in all material respects been consistently

reflected in the Tier 1 Operational Models.

6.9 Fin @ructure and Funding Plan

id requirements

Each Bidder is required to submit with its Bid a Financial
Structure and Funding Plan which:

a) Details the total investment plan for all funding of
infrastructure, other works and schemes that
support its proposals, including explaining its
linkage with the Financial Model. The capital
expenditure covered by this plan must be clearly
reconciled to amounts contained in the Capital
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Expenditure Model or sheet(s) contained in the
Financial Model or cost model and any capital
expenditure or investment amounts presented in
Delivery Plan 0O;

Shows that the PCS has been calculated and

provided in accordance with the requirements s
out in subsection 6.9.2.4 t0 6.9.2.7;

Provides precise details of its %

arrangements, the exact nature of ips
with any funding partner(s) or underlying financial
securities provided by third parties, incleding the
extent of dialogue and nature commitment,
risks to its ability to meet i ding commitments
and how risks will be mitigated;

Provides a schedulejNecOnciled to the worksheet
‘Funding” rows 50 Ip the Financial Templates,
which detall element of AFC funding,
amounts ebt or other funding provided
and repa profiles where relevant.  This
schedl%O ould be supported by sufficient
narrativ r the Department to understand the
s’ plans and rationale;

rovides details of the providers of the

erformance Bond, Season Ticket Bond, Bonded
PCS or other security including term sheets from
the bond provider(s) in order to demonstrate that
the requirements of the Franchise Agreement and
Funding Deed have been or will be met, including
confirmation that the relevant Bond Provider meets
the Relevant Credit Rating as set out in the
Franchise Agreement;

Includes a statement from the relevant bond
provider confirming the amount of this bond and
accepting the form of the Performance Bond as set
out in the Franchise Agreement (as an Annex if
appropriate);

Includes a statement from the relevant bond
provider confirming the amount of this bond and
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accepting the form of the Season Ticket Bond as
set out in the Franchise Agreement (as an Annex if
appropriate);

h) Includes a statement from the relevant bond
provider(s), confirming the amount of the bond

being provided under the Funding Deed, acceptin

the form of the Bonded PCS as set out in h%
Funding Deed (as an Annex if appropriate); and
addressing all other matters associated t
Department updating its tests of fi nd
economic standing as set out in subseg¢tion 6.10
(Updating of Eol financial and ec@nomic¥standing

tests (the “Tests”) and submigsion pdated bond
provider letter(s));

i) Includes a statemgent the Guarantor(s)
confirming the amount, timing and profile of AFC
and amount S/'it is guaranteeing and
accepting t of the Funding Deed and its
terms, a at\they will be prepared to enter into
the Fupdi ed in that form on the date of
executio he Franchise Agreement;

j) nstrates how on-going working capital

uirements, as forecast in the Financial Model,
ill be funded,;

Includes for each Initiative which has a funding

E source outside of working capital (or multiple
sources of funding if appropriate), a funding plan
with full details of its linkage with the Financial
Model, details of each source of funding (each

source of third party funding must be separately

& identified), including rights and obligations of each
\ type of funding and details of agreements with the
organisation(s) (including any Affiliate(s)) providing

funding. For each source, a letter of support and

term sheet must be provided from the relevant

financial institution, Affiliate and/or organisation
setting out the terms and conditions (including all
condition precedents, fees, repayment profile,
basis of interest rate calculation) of the finance;
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)] If relevant, includes an explanation of the basis
under which the Bidder proposes to procure
additional and/or replacement rolling stock from
the ROSCOs or extend existing leases;

m) Sets out the detailed basis of the accounting
treatment of leasing and associated charges for
rolling stock (explaining in particular whe %
charges for the use of rolling stock are treat S
operating, finance leases or otherwise
and the detailed tax treatment of th es
(explaining in particular the application if relevant
of the long funding lease rule§ contained in
Chapters 6 and 6A of P the Capital

Allowances Act 2001) (“ unding Lease
Rules”);

n) Provides details %Esumptions for interest

earned on cashdepesits,

0) Includes a_ statement of funding available to the
Franchise the Start Date including any
assump around cash held previously by the

ingumb operator relating to season ticket or
ce ticket purchases at the Start Date; and

p ncludes a letter from its financial adviser(s) (as an
Annex if appropriate):

Q i) Confirming that the funding plans for all
Q~ aspects of the Bid have been developed to
Q a stage that will allow funding to be made

available to the Franchisee on execution of
the Franchise Agreement;

in the knowledge of the terms and
conditions set out in the term sheets of the
finance providers;

& i) Confirming that financial adviser support of
@\ the funding proposition has been provided

iii) Confirming that the funding plans, including
term sheets and financing assumptions, are
accurately reflected in the Financial Model;
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iv) Confirming that the Financial Model has
been prepared following FRS101, FRS102
or IFRS accounting standards;

V) Confirming that risks to the Bidder’s ability
to meet its funding commitments are

identified and mitigated in the Financi
Structure and Funding Plan;

vi)  Confirming that relief for, or tra
losses is clearly stated within t % ial
Model and confirming that such®relief will be
supported by the Bidder’'s owning gfoup, as
per subsection 6.3.3.1;

vi)  Confirming  that have  given

consideration to ductibility of any
interest expense, iNtlight of thin capitalisation

rules, ta es (as proposed and drafted)
on | eductibility, etc.as per
suﬁec .3.3.1e);

the

Viii) ttlg out the calculated ratios in respect
0 Guarantor(s) as set out in

subsection 6.10 (Updating of Eol financial
and economic standing tests (the “Tests”)
and submission of updated bond provider
letter(s)), together with details of the data
used and its source, and details of the
calculations undertaken and confirming, to
the best of its knowledge, that the ratios
have been calculated in accordance with
the parameters defined in the Eol
documents; and

iX) Confirming the interest rates and
contractual terms of any inter-company or
third party debt funding, subordinated loans
or other funding arrangements between, or
to be between, the Franchisee and any
Affiliate (as defined in the Franchise
Agreement) or third party.
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6.9.2 Funding

N

6.9.2.1

Agreed Funding Commitment

6.9.2.2

Bids will need to be supported by two sources of funding
which will be contractualised in the Funding Deed:

a) Agreed Funding Commitment; and

b) The Parent Company Support.

This is the amount and timing of funding inco Qm a
Bid Financial Model to support the working capjtal and
investment requirements of the Franchisee. It"includes
funding provided by group compani third parties.
Such Agreed Funding Commitm e incorporated
in the Bidder’s Financial Mo to ‘enable the Bidder to
demonstrate that its Bid compli the Financial Ratio
(1.070:1) tests in subs% .3.1. The amount and
timing of any Agre ing Commitment made
available to the Franghi must not lead to the Financial
Ratio of 1.070:1ei ceeded. It is permissible for the
Financial Ratig,ofye.070:1 to be exceeded where this is a
result of the (:;315 enerated by the Franchisee not being

distribute®, due to the Franchisee not having sufficient
distni eserves.

should note that the Funding Deed requires that
uarantor will procure the provision of any third party

th
Wding included within the Funding Plan as defined in the

&

Funding Deed. For the avoidance of doubt if the third
party funding is not committed at Bid submission, this will
be taken into account by the Department as described in
subsection 7.9.2.

Parent Company Support

6.9.2.4

6.9.2.5

Bids for the South Eastern Franchise must be supported
by a level of Parent Company Support ("PCS"). Such
support must come from the Guarantor (as defined in the
South Eastern Franchise Pre-Qualification Process
Document).

The PCS consists of the Required PCS and the
Additional PCS (together, the “Actual Parent Company
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Support” or “Actual PCS”). The Required PCS is that
calculated in accordance with subsection 6.9.2.7. The
Additional PCS may be proposed by Bidders in
accordance with subsection 6.9.2.8. The Actual PCS is
defined in the Funding Deed as ‘the PCS Facility’.

6.9.2.6 The Guarantor(s) of the successful Bidder as provider(
of the PCS will be required to enter into the Fundi
Deed with the Secretary of State. The Funding De Il
set out the Guarantor(s) obligation to make %
available. The Guarantor(s) entering into Runding
Deed with the Secretary of State will b s%o the
updated tests of financial and ecofomic ¥standing

described in subsection 6.10 (Updating Eol financial
and economic standing test@g “Tests”) and
id

submission of updated bond pgeyi etter(s)).
Required Parent Company Support :

6.9.2.7 The amount of the the Department requires
Bidders to provide er the Funding Deed will be
calculable by, B by reference to their Financial
Model ("Req% CS"). The method of calculation is
set out im,the Rigancial Templates and is as follows:
8
Required PCS¢=.£25,000,000+ 6% x 3" (BFP, — FP, )

y=1

equals the Department’s Baseline Franchise Payments provided
to the Bidders, stated in the Financial Templates sheet ‘Funding’
row 20 for each Franchisee Year “y” of the Core Franchise

% Term

FPy equals the Franchise Payments as calculated by the Bidder’'s
Financial Model and output in the Financial Templates sheet
‘Funding’ row 21 for each Franchisee Year “y” of the Core
Franchise Term, and which are expressed in nominal terms.
For the avoidance of doubt, these Franchise Payments are
without any regard for payments by way of profit share
payments due to the Department pursuant to Schedule 8.2 of

the Franchise Agreement.
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6.10

\!

Where (BFPy — FPy) for any given Franchisee Year

e N

y

is negative,

(BFPy — FPy) shall be deemed to be equal to zero for that given

Franchisee Year “y”. For the avoidance of doubt, the fixed element of

the Required PCS amount is £25,000,000.

Franchise Payments can be expressed as positive or negative.
Negative Franchise Payments are payments from the Franchisee \@

the Department. Positive Franchise Payments are payments frorrL

Department to the Franchisee.

Additional Parent Company Support

6.9.2.8 Bidders may propose Parent Compa
of the Required Parent Company
Parent Company Support or

purpose of providing addition
Bid. However, Additional P.
amount of Additional P m

luding meeting

ny S&pp

&XCGSS

(“Additional
al PCS)" for the

jal robustness in the
a requirement. The
t wot exceed £25,000,000.
be advanced by the

the Bonding

The Additional PC

Guarantor(s) in acc with the terms of the Funding

Deed i.e. it mus% ided under terms identical to the
in

Required S,
Requirements.

Bonding of Parent Com ort

6.9.2.9

oF:

ill be required to procure, in accordance with

Funding Deed, a bond(s) from third party financial

ipstitution(s) with a Relevant Credit Rating in an amount

equal to the Bonding Requirement which, for the

avoidance of doubt, must be at least 50% of the Actual
PCS ("Bonded PCS").

of Eol financial and economic standing tests (the “Tests”) and
S ission of updated bond provider letter(s)

0.1 Bidders should refer to the Eol and PPD for information relating to
how the Tests will be updated.

6.10.2 As set out in the passage of Section 4.3 Part C of the PPD entitled
“Re-calculation upon receipt of Bids”, the Department will re-calculate
the results of the Tests once the Bid has been submitted, both in light
of the Actual PCS (as determined by the requirements set out in
subsection 6.9.2 (Funding)), and to take account of any audited
annual accounts or credit rating updates issued during the letting
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process, or any material event disclosed or which ought to have been
disclosed under Section C1.3 of the Eol.

6.10.3 As explained above, the Bidder should note that the Bonded PCS will
need to reflect the Actual PCS. The PPD sets out the Department’s
requirements in relation to Bonded PCS in excess of £12,500,000
(referred to in the PPD as the "Additional Bonding Requirement"
Bidders must return with their Bid an updated letter from their b n@
provider(s), which reflects both the requirements of the Eol and
and the level of Bonded PCS. < }E

6.10.4 Bidders should be aware that the Funding Deed, along W ond
for the Bonded PCS and Performance Bond will be signed When the
Franchise is awarded and on the same date he Franchise

Agreement. Q~
Section 7: Evaluation Criteria and Methodolo%
7.1 Introduction 0

7.1.1  Subject to the terms of the ITT i without limitation:
ut

a) The Department’ ? set o in  subsections 3.5
(Non-compliant Bid% (Right to disqualify Bidders);

b) The Depart ights to terminate or amend the terms of the
procureme set out at subsection 1.9 (Liability for costs,
updates rmination); and

c) In ance with Regulation (EC) 1370/2007.

T Eastern Franchise will be awarded to the Bidder who

@ its the most economically advantageous tender (‘“MEAT”).

of MEAT for the Competition

General rules

7211 The Bidder submitting the most economically
advantageous tender shall be determined by reference to
the criteria and principles set out in Section 7 (Evaluation
Criteria and Methodology).

7.21.2 Subject to subsection 7.1, the most economically
advantageous tender will be the Bid which achieves the
highest Final Score (which, for the avoidance of doubt,
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would be the highest positive Final Score or where there
are no positive Final Scores would be the negative Final
Score closest to zero), as described below, except where
the difference between such Final Score and the Final
Score of any other Bid(s) is less than 38 points. In such a
case, the principles set out in subsection 7.2.2

(Supplementary rules) will apply for the purposes
determining the most economically advantageous te )
7213 The Final Score for each Bid shall be calc
follows: (L

Final Score =P + (n x Q) !

Where

P is the Bidder's Risk Adjuste PV, as defined in
subsection 7.6.3 (Calculatign sk Adjusted NPV),
multiplied by minus one.

P will be measure s rounded to two decimal
places, with t oint always rounded up (for
example, 225,5 will be rounded to 225.52, and
225,525,000% rounded to 225.53). P will be a
positive mber in the event of an overall forecast
pay e Department and a negative number in the
e of an overall forecast payment from the
rtment;

%equals the Quality Score described in subsection 7.11
Q~ (Conversion of evaluation scores into Quality Scores),
expressed as a score out of 13. This will be rounded to

two decimal places using the standard mathematical

% rules (for example, 10.1234 will be rounded down to
& 10.12 and 10.3850 will be rounded up to 10.39); and
n equals 85.
7214 The maximum Quality Score is 13 (and therefore the

maximum value of (n*Q) is 1,105. This is the maximum
score that a Bid can obtain in relation to quality, whatever
the Risk Adjusted NPV of that Bid or the winning Bid.
Since the size of P is not known until Bids are received, it
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is not possible to specify in the ITT a fixed weighting in
percentage terms between price and quality.

Table 7.1 lllustrative example of calculating the Final Score using the General
Rules

n = 130 for this example.

Bidder 1: P=2,000; Q = 11
Bidder 2: P=2,100; Q=5

The Final Score for each Bidder will be: (L
Bidder 1: 2,000 + (130 x 11) = 3,430 !

Bidder 2: 2,100 + (130 x 5) = 2,750

The winning Bidder would be Bidder 1 as it achieves higlest Final Score.

7215 If: 0
a) A Bid is fgun be non-compliant in accordance
with SLS .5 (Non-compliant Bids);

b) The Department decides not to exercise its right to
the Bid and disqualify the Bidder who has
bmitted that Bid from the competition; and

he effects of the non-compliance include a likely

financial impact on the Department (in the
Department’s reasonable view),

the Department may adjust the Modelling Suite and re-

run the Financial Robustness Test in accordance with

subsection 7.6, to take into account its reasonable view
& of the most likely financial impact of the non-compliance
\ on the Department, provided that this shall only reduce
the value of P used in the calculation of the Final Score

for that Bid.

7.2.2 Supplementary rules

7221 In the event that the difference between the highest Final
Score and the total Final Score of any other Bid is less
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than 38 points, the following rules shall apply for the
purposes of identifying the winning Bid:

a) Stage 1: Any Bid with a Final Score that is 38 points or more
away from the leading Final Score will be excluded from this part
of the process. The remaining Bids will be deemed “Stage 2
Bids”.

b) Stage 2. If the difference between the highest q(aw%
do

component of the Final Score, (which for the avoidanceg6
is n*Q) and the quality component of the Final Score %
Bid(s):

) Is at least 15 points, the winning Bidnﬂ% the Stage 1
Bid that achieved the highest qu component of the

Final Score; or

i) Is less than 15 points, the ng Bids will be deemed
“Stage 3 Bids”; and

c) Stage 3: The winning Bidﬁihe Stage 2 Bid that achieved
the highest value for Pv reference to n*Q), which for the

avoidance of doubt, be the highest positive P in the event
h
r

er

of a premium or wherg there is no positive P would be the

negative P closeést to zero.

7.3  Quality and deliver luation

7.3.1  Sub-Plag w ings

7. The Department will evaluate the Sub-Plans against the

Q‘ evaluation criteria set out in subsection 7.3.5 (Scoring

Methodology) and assign each Sub-Plan an evaluation

score in accordance with subsection 7.3.5 (Scoring

% Methodology). The Sub-Plan evaluation scores will be

& converted into Sub-Plan Quality Scores in accordance

\ with subsection 7.11 (Conversion of evaluation scores
into Quality Scores).

7.31.2 The Department will use the weightings shown in column
C of Table 7.2 (Sub-Plan weightings) to determine each
Bid’s overall score for quality and deliverability (the
“‘Quality Score”), and to determine each Bid’'s overall
Evaluation Score for the purpose described in
subsection 7.10 (Delivery Sub-Plan non-compliance).

200



Table 7.2 Sub-Plan weightings

EIVEIYAER Sub-Plan SUE-ElEn
weighting

Delivery Plan O: Bid Summary N/A
Delivery Plan 1: | Sub-Plan 1.1 Leadership and Sustainability 5.0%
Franchise
Management Sub-Plan 1.2 Alliancing and Partnering 10.0%
Delivery Plan 2: Sub-Plan 2.1 Train Services 22.5% %
TFES” Services | Sub-Plan 2.2 Rolling Stock 20.0% Q
an
Performance Sub-Plan 2.3 Performance 1080%

Sub-Plan 3.1 Marketing and Branding
Delivery Plan 3:
Revenue Sub-Plan 3.2 Fares, Ticketing and Revenu B

Protection 10.0%
Delivery Plan 4: | Sub-Plan 4.1 Customer Experience 12.5%
Customer ]
Experience Sub-Plan 4.2 Stations 7.5%

7313 For the av0| of doubt, Delivery Plan 0 (Bid
Summ WI| be scored.
7.3.2 Specialist repor
7.3.2. 1 Déepartment may commission specialist reports from

n the Department and, if appropriate, from its
technlcal legal and financial advisers. In addition it may
commission external specialist reports from Consultees
on Sub-Plans or other aspects of Bidder submissions.

In each case, the relevant organisation will be asked to

look at the appropriate Sub-Plan, supporting technical
data and/or Modelling Suite where appropriate and
\ comment on their strengths and weaknesses in the
context of the requirements of the ITT. Selected reports
will be shared with evaluators before they have

completed their evaluation of the relevant Sub-Plan to
inform their evaluation of that Sub-Plan. If any one or
more of the specialist reports are not ready in time for the
evaluation, the Department reserves the right to proceed
with the evaluation without taking them into account.

201



7.3.3

7.3.4

7.3.2.3

Where Sub-Plans are being supplied to the providers of
specialist reports, they will be circulated as the entire
Sub-Plan. However, where Bidders’ responses to the
Department’s requirements are included in other
Sub-Plans, through the use of cross-referencing (as
described in subsection 4.7 (Cross referencing)), these
relevant Sub-Plans may also be provided to the releva%

External evaluator organisations

7.3.3.1

Evidence

7.3.41

7.34.2

organisation to enable their report to be completed. (L

The Department reserves the right to sele%-zlan

evaluators from within the Departmentfand ernally.
External evaluators may include, wi limitation, the
Department’s technical, financial @D gal advisors.

@ artment may take into
on submitted with the Bid

, the Operational Models, the
and technical data such as the

In evaluating Sub-Plan
account any relevant i
including, without li
Record of Assumpti
working timet

credi
[ ayvinclude, without limitation:

The quality of research and analysis supporting

a
v the Initiatives:

b) The commitment (and, if relevant, any
gualifications on that commitment), views or
comments of any third party that the Bidder is
relying on in delivering the Initiatives;

C) Evidence and relevant examples of Initiatives
within the Sub-Plans being successfully introduced
elsewhere;

d) Any cross references to other Sub-Plans made in
accordance with subsection 4.7, (Cross
referencing);
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e) The robustness and resilience of its plans for
delivery, including an assessment of the risk to its
ability to deliver in Challenging Circumstances;

f) The quality or appropriateness of any Initiative or
the proposed outcomes;

Q) The description of the resources to be employe%
and delivery timescales;

h) The extent of the availability of funding @i
assessed in accordance with subseéctiofn 7.9

(Impact of review of financing andigfunding
proposals);

i) The extent to which the
into an absolute obliga 0 teliver the Initiatives
in accordance % subsection 4.14.3
(Contractualisatioo

re of any relevant Franchise
ion; and

willing to enter

k) The tir% f Initiatives and the period over which
the,benéfits they generate are realised.

7.3.5 Scoring Method

7.3.51 ery Plans will be assessed at a Sub-Plan level in
ordance with subsection 7.3.4 (Evidence), and

Q~E awarded an evaluation score by taking into account:
a) The extent to which the Initiatives are relevant,
appropriate and sufficient means of meeting, or

where appropriate exceeding, the requirements
defined in Part (A) of the relevant Sub-Plan; and

§ b) The credibility of the plan to deliver the Initiatives,

including the appropriateness of the resources to
be employed and the delivery timescales.

Where the RV Mechanism has been used in line with the
provisions  of  subsection5.2  (Residual Value
Mechanism), evaluation scores will take into account the
Initiatives which the assets or Schemes support and not
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the value of the asset or Scheme to a Successor
Operator.

7.3.5.2 For the avoidance of any doubt, the Department’s
assessment of the Initiatives and the credibility of the
plans for their delivery may be affected by the extent to
which Bidders support their responses with relevant ant

credible evidence as required by Part (B) of the releva
Sub-Plan.

7.3.5.3 Evaluation scores will be awarded, in the | f
the evaluators, by reference to the marking ework in

Table 7.3 (South Eastern marking frame and
guidance) below and should be read* njunction with

the explanatory text which follows

Table 7.3 South Eastern marking framework and g !» 0

Evaluation

No response or fundamentally ©

2 Unacceptable responsetwit
the requirements of the sp

onse with minor concerns overall about whether
the specification will be met.

pacceptable response.

material concerns overall about whether
ication will be met.

larly robust response that provides excellent confidence overall
t the requirements of the specification will be met, or good
confidence overall that the requirements of the specification will be

exceeded.
&1 Outstanding response that provides excellent confidence overall that
\ the requirements of the specification will be met, and good confidence
overall that the requirements of the specification will be greatly

exceeded.

7.3.54 An evaluation score of 8 will be awarded where the
criteria for the award of an evaluation score of 6 are met,
and, in addition:
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a) The Sub-Plan is supported by particularly robust
evidence which is in line with the evidential
requirements in Part (B) of the relevant Sub-Plan
and which provides excellent confidence overall
that the requirements of the specification will be
met; or

b) The Sub-Plan proposes additional Initiatj e@
(aligned with the relevant requirements fog the

Sub-Plan) which are supported by imple ti
plans, where both the Initiatives and t ing

implementation plans provide good™ c@nfidence
overall that the Initiatives will geferate tmproved
outcomes (which could withgut itation include
additional benefits for p s, reduction in
whole-industry costs, increase in the
long-term  value %Franchise to the
Department) so qthat requirements of the
specification willNge eded.

7.355 An evaluation s o0 will be awarded where:
a) The S%;n is supported by particularly robust
ewvidenc hich is in line with the evidential
ikements in Part (B) of the relevant Sub-Plan

d which provides excellent confidence overall
at the requirements of the specification will be

met; and
E b) The Sub-Plan proposes additional Initiatives

(aligned with the relevant requirements for the

Sub-Plan) which are supported by implementation

plans, where both the Initiatives and the supporting

implementation plans provide good confidence

& overall that the Initiatives will generate greatly
\ improved outcomes (which could without limitation
include  significant  additional  benefits to

passengers, reductions in whole-industry costs or

greatly increase the long-term value of the

Franchise to the Department), so that the
requirements of the specification will be greatly
exceeded.
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Scoring in the round

7.3.56 The Department will evaluate each of the Sub-Plans in
the round. So, for example, although there will be a
single overall score for each Sub-Plan, each Sub-Plan
involves a number of elements and the evaluation score
for each Sub-Plan will reflect the overall score for thos
elements taken together, in each case in the judge %
of the evaluators.

7357 Table 7.3 (South Eastern marking fra @und
guidance) sets out guidelines on the basism the
evaluators will determine whether a particular Sub-Plan
merits a score of 0, 2, 4, 6, 8 or 10.

7.3.5.8 Where the evaluators conclude th are elements of
a Sub-Plan that meet the con r a particular score
described in Table 7.3 (South,Eastern marking framework
and guidance), but th re are also other elements of
the same Sub-Plan that he conditions for a lower or
higher score, thg o Il 'score for that Sub-Plan would

reflect that asse .
7.3.5.9 Where the e\btors have minor concerns in relation to
certajn aspects of a Sub-Plan so that those aspects of the
cored in isolation, would be scored as 4, but
a same time the evaluators conclude that other
cts of the same Sub-Plan exceed the Department’s
uirements and therefore, if scored in isolation, would
be scored as 8, they will take into account both the areas
of concerns and the areas where requirements have
been exceeded so as to arrive at an overall score for that
Sub-Plan. In those circumstances, this might mean that
the overall score for that Sub-Plan could be higher than it
would have been had the evaluators only taken into

\& account the minor concerns raised by certain aspects of
@ the Sub-Plan in isolation (that is to say, without also

taking into account aspects of the same Sub-Plan where
the Department’s requirements have been exceeded). It
follows that, on the same basis, the overall score of a
Sub-Plan might be lower than it would have been had the
evaluators only taken into account the aspects of the
Sub-Plan where the Department’s requirements have
been exceeded.
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7.3.5.10  Accordingly, the award of a particular score to a Sub-Plan
may reflect the fact that:

a) All elements in that Sub-Plan, each individually,
would merit the same score so that when taken
together, that Sub-Plan as a whole merits that
score; or

b) Certain elements in that Sub-Plan would b
t
nts

individually a higher and/or a lower score
score which the Sub-Plan, taking all |
together, merits as a whole.
Intermediate scores 4
7.3.5.11 In addition to the scores set o ble 7.3 (South
Eastern marking framework% uidance) and in
subSe

accordance  with  the ction 7.3.5  (Scoring
Methodology), an inter iat reofl, 3,5, 7or9 (the
ay be awarded where the
idance for the award of a
particular score t in Table 7.3 (South Eastern
marking frameéwork and guidance) but at the same time
fails to meet fullyythe guidelines for the award of the next
higher_scoke set out in Table 7.3 (South Eastern marking
fra rk ‘and guidance). For example, where the
n“exceeds the guidance for a score of 6 but falls
ts of meeting fully the guidance for a score of 8, a

re of 7 might be awarded.

Tth In addition to the possibility of awarding one of the scores
Q set out in Table 7.3 (South Eastern marking framework

“full intermediate sco
Sub-Plan exceeds

and guidance) or one of the full intermediate scores, the
evaluators may also award half scores (e.g. 6.5, 7.5
etc. but not any other intermediate scores such as 6.4 or
7.6) where they consider this necessary and appropriate

\ in order to reflect the extent to which the Sub-Plan
exceeds or falls short of a particular score. For example,
where the Sub-Plan exceeds substantially the guidance
for the score of 6 but still falls short of meeting fully the
guidance for a score of 8, a score of 7.5 would be
awarded. Equally, where the Sub-Plan exceeds only to a
limited extent guidance for a score of 6, a score of 6.5
would be awarded.
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7.3.6

Process for moderation of, and reaching consensus on, Sub-Plan
evaluation scores

7.3.6.1

7.36.2

7.3.6.3

7.3.6.4

7.3.6.5

7.4 Evaluation im

7.4.1

<\~Z\

7.4.2

The Department will carry out a process for the purposes
of moderating and reaching consensus on evaluation
scores.

Each evaluator will undertake an evaluation of t}%
relevant Sub-Plans, and allocate evaluation scor
reference to the scoring methodology des

subsection 7.3.5 (Scoring Methodology). %se
individual scores and a narrative explaining %ne of
these scores will be entered into AWARD!

These evaluators will then agree sensus evaluation
score for each of the Sub-Plans %e scored which
will then be moderated.

Where consensus is no@l , the evaluation score to
be awarded to a Sub- il be the score which in the
reasonable view of th Eastern project director, or
their nominee, i riate by reference to the scoring

methodology “gescribed in subsection 7.3.5 (Scoring
Methodqlogy).

stern project director will appoint a facilitator
rd keeper to manage this process.

onsistent Initiatives

lan™ or in different Sub-Plans Initiatives which may be

0
W@i Department considers that a Bidder proposes in the same

nsSistent with each other in that the proposed delivery of one

‘ tive may conflict with the proposed delivery of another Initiative

o that if the inconsistency were confirmed it would not be possible for
the Bidder to deliver both of the Initiatives which conflict (together the
“Inconsistent Initiatives” and each an “Inconsistent Initiative”) during
the life of the Franchise in the manner set out in the Inconsistent

Initiatives the Department may (but is not obliged to) seek additional
information or clarification from the relevant Bidder in accordance with
subsection 4.14.2 (Engagement with Bidders and evaluation
clarification process).

Where the inconsistency of two Initiatives each of which is set out in a
different Sub-Plan is confirmed the Department will:
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7.4.3

7.4.4

a) Treat the Inconsistent Initiative which is set out in the Sub-Plan
with the highest weighting in accordance with Table 7.2
(Sub-Plan weightings) as having been submitted;

b) Treat the Inconsistent Initiative which is set out in the Sub-Plan
with the lowest weighting in accordance with Table 7.2
(Sub-Plan weightings) as not having been submitted; and

c) Decide which Inconsistent Initiative it will treat as having @»@

submitted and which inconsistent Initiative it will tre

having been submitted where both inconsistent | "@re
set out in Sub-Plans which carry the same \@\g by
reference to which Inconsistent Initiative in the De ment’s
reasonable view will be more beneficial e delivery of
efficient Franchise Services.

Where the inconsistency of two Initiatives hich are set out in
the same Sub-Plan is confirmed the tment will decide which
Inconsistent Initiative it will treat a ingbeen submitted and which
inconsistent Initiative it will treat_a aving been submitted by
reference to which Inconsiste nitiative in the Department’s
reasonable view will be /mo eficial to the delivery of efficient
Franchise Services.

Where the Deparimengtreats an Inconsistent Initiative as not having
been submitted ill revise any previous evaluation so as to:

a) Take™ account the effect of the non-submission of that

Inigidtive 1 all relevant elements of the evaluation (including,

ith@ut limitation, in the allocation of evaluation scores and in
nancial Robustness Test); and

Where appropriate, correct the Modelling Suite for the purposes

of running the FRT and calculation of the Bidder's Risk Adjusted
NPV used in the calculation of the Final Score in accordance
with subsection 7.2 (Definition of MEAT for the Competition) as
necessary to take into account its reasonable view of the most
likely financial impact of the non-submission of that Initiative on
the Department in accordance with subsection 7.6, except that
the scoring of the Bid (including both P and Q as defined in
subsection 7.2) may not be improved as a result of the process
set out in this subsection.
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7.45 Where the Department treats an Inconsistent Initiative as not having
been submitted in line with subsections 7.4.2 to 7.4.4 it may also at its
own discretion require the Bidder to submit a revised Initiative which
is consistent with all other Initiatives in all other Sub-Plans that the
Bidder has submitted.

7.4.6 Where the Department exercises the option described i
subsection 7.4.5 the revised Initiative will not be taken into accou
the evaluation in any way so that for the purposes of the evaluatign
the Department will continue to evaluate the Bid as if the Bi h
not submitted the Inconsistent Initiative in line with subsem

7.4.7 If the Bidder refuses to submit a revised Initiative if it mits a

revised Initiative which is inconsistent with ano itiative in the
same or any other Sub-Plan the Department at the Bid as non-
compliant in line with subsection 3.5 (Nopn-comipliant Bids) and the
Department will at its own discretion _ta action it considers

necessary and appropriate in the cir® es, including eliminating

the Bidder from the Bidding proces
7.5 Modelling Change tests i :

7.5.1 As described in subsectiog 6.2 (Modelling Change), Bidders must
submit the items in the column headed ‘ltem’ in Table 6.3 (Modelling
Change submissio
requirements i
(Modelling C
with this |

7.5.2 For aQMa'nce of doubt:
ssessment of item 2 in Table 6.3 (Modeling Change
submission requirements), relating to the suitability of a Bidder’s

Record of Assumptions and Operating Manual, will not be

requirements) in accordance with the
umn headed ‘Requirements’ in Table 6.3
sttbmission requirements) in order to be compliant

limited to consideration of the suitability of these documents

when applied to Worked Examples but, rather, will consider the

\ suitability of these documents across the entirety of the Bid; and
b) Assessment of items 3 and 4 in Table 6.3 (Modelling Change

submission requirements), relating to the suitability of the

Models, will not be limited to consideration of the suitability of
the Financial and Operational Models when applied to Worked
Examples but, rather, will consider the suitability of the Models
across the entirety of the Bid.
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7.6 Evaluation of Financial Robustness

7.6.1 Financial Robustness Test

7.6.1.1 The Department will undertake a financial robustness test
(“Financial Robustness Test”) in accordance with this
subsection 7.6.1 (Financial Robustness Test) and the
following subsections (7.6.2, 7.6.3 and 7.6.4) on ea
Bidder's Models. For the avoidance of doubt,
adjustments that the Department may make %
Modelling Suite pursuant to subsection 3. P
7.2.1.5, 7.4.4b) or otherwise in accordance
shall be made prior to undertaking the re-rug” of the
Financial Robustness Test in ac@dk:e with this
subsection 7.6 (Financial Robust est)” The purpose
of this process is to enable the Depdrtment to assess the
level of financial risk in the reflect this in its
assessment of the Most omically Advantageous

Tender. There ar 0 Stages to the test: the
assessment of w level of financial risk is

acceptable (pass/faillyand the reflection of the level of
risk in the “P”jc

7.6.1.2 Following, an a result of the completion of this test,

the ent will calculate the Risk Adjusted NPV,
i multiplied by minus one to give the component
he formula at subsection 7.2 (Definition of MEAT
e Competition). The process used to calculate the

isk Adjusted NPV is set out in subsection 7.6.3
Q‘ (Calculation of Risk Adjusted NPV).

For the purpose of the Financial Robustness Test, the
incremental costs and revenues relating to the Digital Rail
Proposal described in subsections 6.3.3.2 and 6.3.3.3 will
be switched on in the Bidder’'s Financial Model. Hence:

@\ a) Capital expenditure relating to the Digital Rail

Proposal will not be included in the Risk Adjusted
NPV due to not being recovered through Franchise
Payments;

b) Any incremental operating costs and/or revenues
resulting from the Digital Rail Proposal will be
included in the Risk Adjusted NPV; and
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c) The forecast costs and revenues relating to and
resulting from the Digital Rail Proposal will be
subject to the risk adjustment process (outlined in
Appendix 3 (Risk Adjustment)) in the same way as
all other costs and revenues.

7.6.2 Assessment of acceptability of financial risk

7.6.2.1 In order to enable it to undertake the Fin %
Robustness Test, the Department will underta
adjustment process which will include an as

the deliverability of the revenues and cos t out in
Bids. The process for the deter atlon of risk
adjustments and the calculatlon of act of these
adjustments is  described e dix3 (Risk
Adjustment).

7.6.2.2 Further to the evaluation of ds and the development

of risk adjustment efleeting the Department's
reasonable view o oSt credible financial outcome
artment will produce a “Central
ial Model” in respect of each

for each risk, t

Risk Adjusted i '

Bidder. TheB7 ss to derive the risk adjustments is
describ in pendix 3 (Risk Adjustment). The

fore the Central Risk Adjusted Financial Model
will t the combined risk adjustments and therefore
t del will contain the Department's reasonable view

e most credible financial outcome for the Bidder
ich will be the "Central Risk Adjusted Scenario").

Q‘ The Department may elect not to risk adjust one or more
Bids if it considers that adjusting them would not change

the identity of the winning Bidder. It may also elect to

only carry out part of the process set out in Appendix 3

& (Risk Adjustment), or a simplified process, if it considers
\ that undertaking additional steps would not change the
identity of the winning Bidder. In making this decision,

the Department may take into account the maximum "P"

score that each Bidder could achieve, which will be

calculated wusing the process set out in this
subsection 7.6, but with the Financial Model submitted by
the Bidder used in place of the Central Risk Adjusted
Financial Model.
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76.24

7.6.2.5

7.6.2.6

For Bids which are identified to be subject to
subsection 7.6.2.3 and therefore not risk adjusted, the
Financial Model submitted by the Bidder will be used in
place of the Central Risk Adjusted Financial Model, for
the purpose of calculating the Risk Adjusted NPV. If,
after other Bids are risk adjusted, the Bidder with the

highest P + (n x Q) score is one which was previously n
risk adjusted, or only part of the process was carrie %
in accordance with subsection 7.6.2.3, that Bid will b%
adjusted and the Financial Robustness Test (inc m~
steps outlined in this subsection(. and

subsections 7.6.3 and 7.6.4, if applicable) will n be
undertaken for that Bidder before the Widentity of the

winning Bidder is determined.

If a Bidder is projected in ¢ tral Risk Adjusted
Financial Model to breach e%ial Ratios (1.050:1)

at any point during the Qore chise Term, the Bid will
be deemed to have an table financial risk, except
as described in su i@l 7.6.2.11 below. If no breach

is projected, the{Bid Wil be deemed to have acceptable
financial risk.:

urpeSe of making this assessment, the
ill:

accordance with the functionality described in
subsection 6.3.3 (The Financial Model), assume
that the Bidder will pay out all available funds as

and do not cause the Financial Ratios to be
reduced below 1.070:1 in the relevant Franchisee

E dividends in each Franchisee Year, provided that
Q such amounts are restricted to distributable profits

7.6.2.7

Year; and

b) Take into account the Actual PCS committed in the
Bid which the Bidder would be able to draw on in
order to avoid breaching the Financial Ratios
(1.050:1).

There will be no opportunity for the Bidder to amend its
Bid, including by making available additional finance.
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76.2.8 In making its assessment of projected PCS drawdown
and hence acceptability of financial risk, the Department
will take into account the impact on the Bidder’s projected
cashflow of forecast payments to/from the Department in
the Central Risk Adjusted Financial Model under regimes
and mechanisms set out in the Franchise Agreement,
calculated in accordance with the formulae in t

Franchise Agreement. These include the For
Revenue Mechanism (Revenue Share and R%
Support) and performance and incentive

(including the impacts of Contractual Incentivé Mitigations
on these, in years in which the Central Risk |Adjusted

Scenario includes projected net Reyenue Support or
Revenue Share payments to/from t epagtment).

7.6.29 For the avoidance of doubt:

a) For the purpose of thézyFRancial Robustness Test,
it will be ass at Contractual Incentive
Mitigations i ce in each Franchisee Year in
which ne venue Share payments are projected,
as well a Franchisee Year in which net
Reve:% pport payments are projected, in the

tral RiSk Adjusted Scenario; and

b financial implications of the Contractual
centive Mitigations other than on the operational
performance (Schedule 7.1 of the Franchise
Agreement) regimes and the ticketless travel

Q~E regime will be reflected in the Financial

Robustness Test.

sz In making its assessment of projected PCS drawdown

and hence acceptability of financial risk, the Department

& will take into account the impact on the Bidder’s projected
\ cashflow of forecast profit share payments to the
Department, calculated in accordance with the formulae

in Schedule 8.2 of the Franchise Agreement. This will

include taking into account whether or not net Revenue

Support payments are projected in each Franchisee Year
in determining the profit share thresholds to apply in the
calculation for that year.
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7.6.2.11 If a Bidder is projected in its Central Risk Adjusted
Financial Model to breach the Financial Ratios (1.050:1)
at any point during the Core Franchise Term, the Bid will
nonetheless be deemed to have acceptable financial risk
if the Central Risk Adjusted Financial Model indicates that
the total amount of PCS, over and above the Actual PCS
committed in the Bid, that would be required during t
Core Franchise Term in order to avoid breachin %
e

Financial Ratios (the “Notional PCS”) is less tham t
“Materiality Threshold”. The Materiality Thres ‘%
be £20,000,000 (nominal). (]/
7.6.3 Calculation of Risk Adjusted NPV

7.6.3.1 For each Bid deemed to have a
the Department will constryct
Adjusted Financial Model”
Risk Adjusted Scenarjo”.

scenario will be the C
downwards adjust

ptable financial risk,
“Downside Risk
ining a “Downside

starting point for this
Adjusted Scenario, but a
e made to the forecast of
FRM Revenue ¢, théyCentral Risk Adjusted Financial
Model (wh Revenue is as defined in
Schedule 8.6 0 Franchise Agreement). This will be

input to Downside Risk Adjusted Financial Model as a
sin te reduction to passenger revenue in each
FkanehiSee Year in the Financial Model input price base.

stment will be made to the forecasts in the

Central Risk Adjusted Financial Model of non-passenger
Wenue, or operating or capital costs. The application of
the downwards adjustment and the construction of the

Downside Risk Adjusted Scenario are described in
Appendix 3 (Risk Adjustment).

7.6.3.2 For each Bid deemed to have acceptable financial risk,
the Department will calculate a “Risk Adjusted NPV”.

\& The Risk Adjusted NPV, “NPVRA”, is calculated using the
following formula:

NPVRA = (NPV1 x 0.5) + (NPV2 x 0.5)
Where:

NPV1 is the “Central Risk Adjusted NPV”; and
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7.6.3.3

7634

7.6.3.5

7.6.3.7

NPV2 is the “Downside Risk Adjusted NPV”.

The Central and Downside Risk Adjusted NPVs, NPV1
and NPV2, are the Net Present Value of the Adjusted
Evaluated Payments in the Central and Downside Risk
Adjusted Financial Models respectively. NPV1 and NPV2
shall each be expressed as a positive figure if the ne

forecast payment is from the Department and as %
negative figure if the net forecast payment is t@ the

Department. Q
The Central and Downside Risk Adjusted NPVs Wil for
the Core Franchise Term and will t in e the
Extension Period.

The Evaluated Payments in e@ﬁxe Central Risk
Adjusted Scenario and the ide Risk Adjusted
Scenario will be the sum of e%r’s Annual Franchise
Payments and the I@ t's projection of net
Revenue Support pay to the Bidder under the
Forecast Revenue sm in the respective scenario.
In this calculatio ium payments to the Department
will be expr as negative figures, and subsidy
payments fro e Department and projected Revenue

Supp, yments under the Forecast Revenue
ahism shall be expressed as positive figures.

luated Payments will not include other potential
ents to/from the Department during the Franchise
Term, including:

a) Any payments to the Department that may be
made under the profit share/cap arrangements in
the Franchise Agreement;

C) Any Revenue Share payments to-the Department
that may be made under the Forecast Revenue
Mechanism; or

d) Any payments to/from the Department that may be
made under any of the performance or incentive
regimes in the Franchise Agreement.

Although these payments will not be included in
Evaluated Payments, they will be reflected in the
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Financial Robustness Test in accordance with
subsections 7.6.2.8 and 7.6.3.11.

76.3.8 The Adjusted Evaluated Payments in each of the
Central Risk Adjusted Scenario and the Downside Risk
Adjusted Scenario will be the Evaluated Payments in the
respective scenario, adjusted if applicable in accordanc
with subsection 7.6.4 (Consequences of forecast bre c%
on evaluation).

7.6.3.9 In the Central Risk Adjusted Scenario, t ed
Evaluated Payments will be equal to th%uated
Payments in the Central Risk Adjusted FifancialWlodel.

7.6.3.10 If a Bidder, in the Downside RIi djusted Financial
Model, is projected to breack@ﬂnancial Ratios
(1.050:1) at any point during e Franchise Term,
the Adjusted Evaluated Payments used in the calculation
of the Bidder's Dow Risk Adjusted NPV will be
calculated as set OuLi ction 7.6.4 (Consequences
of forecast breach ormevaluation). Otherwise they will be

equal to the Ev Payments in the Downside Risk
Adjusted Finanei odel.

7.6.3.11 In makingNits assessment of projected PCS drawdown
and ce whether and when breach is forecast, the

nt will take into account the impact on the

er's projected cashflow of forecast payments to/from

epartment in the Downside Risk Adjusted Financial

Model under regimes and mechanisms set out in the
Franchise Agreement, calculated in accordance with the
Q formulae in the Franchise Agreement. These include the

Forecast Revenue Mechanism (Revenue Share and

Revenue Support), and performance and incentive
& regimes (including the impacts of Contractual Incentive
\ Mitigations on these, in years in which the Central Risk
Adjusted Scenario includes projected net Revenue
Support or Revenue Share payments to/from the

Department) in accordance with subsection 7.6.3.12c).

7.6.3.12 For the avoidance of doubt:

a) For the purpose of the calculation of the Central
Risk Adjusted NPV, it will be assumed that
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Contractual Incentive Mitigations are in place in
each Franchisee Year in which net Revenue Share
payments are projected, as well as each
Franchisee Year in which net Revenue Support
payments are projected, in the Central Risk
Adjusted Scenario;

b) No financial implications of the Contrac %
Incentive Mitigations other than on the operational

regime will be reflected in the calculati f the
Risk Adjusted NPV; and

performance (Schedule 7.1 of the [
Agreement) regimes and the tiCkm vel

c) In the Downside Risk Adj Financial Model,
the modelled opera performance

(Schedule 7.1 of th iSe Agreement) and
ticketless travel regi yments will be identical
to those in th tral Risk Adjusted Financial

Model, rega whether or not net Revenue
Support nue Share payments under the

Forecast ue Mechanism are projected in
each % isee Year in the Downside Risk
Adjusted=Scenario.

7.6.3.13 | its assessment of projected PCS drawdown
a ce whether and when breach is forecast in each

Adjusted Scenario, the Department will take into
WOunt the impact on the Bidder’s projected cashflow of
f

orecast profit share payments to the Department,
calculated in accordance with the formulae in
Q Schedule 8.2 of the Franchise Agreement. This will

include taking into account whether or not net Revenue

Support payments are projected in the respective Risk
Adjusted Scenario in each Franchisee Year in

\ determining the profit share thresholds to apply in the
calculation for that year.

7.6.4 Consequences of forecast breach on evaluation

7.6.4.1 If a Bidder is projected in the Central Risk Adjusted
Financial Model to breach the Financial Ratios at any
point during the Core Franchise Term, except as
described in 7.6.2.11, and therefore the Bid is deemed to
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7.6.4.2

have unacceptable financial risk, the Bidder will be
eliminated from the competition, as described in
subsection 3.6 (Automatic elimination).

If the Bidder is projected in the Downside Risk Adjusted

Financial Model to breach the Financial Ratios (1.050:1)

at any point during the Core Franchise Term, th

Evaluated Payments will be adjusted to reflect the n%

of forecast breach as follows, in order to derivg@ the

Adjusted Evaluated Payments used in the calc

the Downside Risk Adjusted NPV: (L

a) In respect of each Franchisee Year fromtthe Start
Date to the end of the chisee Year

immediately prior to the fj ranchisee Year in
which the Bidder is projé€ted to breach the

Financial Ratios (1.05 e Downside Risk
Adjusted Financial Model\(the Franchisee Year of
forecast breac e “Year of Breach”), the
Adjusted E Payments will equal the
Evaluate nts in Sheet NPV row 40 of the
Financial lates in the respective Risk
Adjusf% ncial Model,

b) ect of the Year of Breach, the Adjusted
aluated Payments will be equal to X% of the
valuated Payments in Sheet NPV row 40 of the
Financial Templates in the Downside Risk
Adjusted Financial Model, where X% is the

breached plus (100 - X)% of whichever is the lower
in terms of net income to the Department (or
higher in terms of net payments by the
Department) of:

E proportion of the Year of Breach before the
Q Financial Ratios (1.050:1) are projected to be

i) The Evaluated Payments in respect of the
Year of Breach in Sheet NPV row 40 of the
Downside Risk Adjusted Financial Model;
and

i) The Department's Base Line Payments
(see Table 7.4 (Department's Base Line
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Payments)) in respect of the Year of
Breach; plus

c) In respect of each Franchisee Year from and
including the Franchisee Year immediately
following the Year of Breach until the end of the
Core Franchise Term, the Adjusted Evaluate
Payments will be equal to the lower in terms of %
income to the Department (or higher in terms |of
net payments by the Department) t

Franchisee Year of: (L
i) The Evaluated Payments in respe€t of that

Franchisee Year in Sh V row 40 of
the Downside Ri djusted Financial
Model; and

i) The Departm
(see Ta
Paym
Ye

t'S. Base Line Payments
epartment’s Base Line
espect of that Franchisee

Department’s Base Line
Payments (expressed as
nominal prices, £'000s)

161,449

169,093

137,606

165,315

188,101

150,153

\& Franchisee Year to 31 March 2025

Franchisee Year to 31 March 2026

160,392

130,614

Franchisee Year to 31 March 2027

7.6.4.3 If a Bidder is projected in the Downside Risk Adjusted
Financial Model to breach the Financial Ratios at any
point during the Core Franchise Term and the projected
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PCS requirement exceeds the Bidder's PCS facility by
more than the Materiality Threshold, the point of forecast
breach for the purposes of calculating the Bidder's
Downside Risk Adjusted NPV will be determined without
taking into account the Materiality Threshold.

7644 For the avoidance of doubt:

a) Franchise Payments, Target Revenue and (Ot %
relevant financial amounts contractualised™g t
Franchise Agreement and the Funding D% il

Suite; !
b) The Central Risk Adjuste ancial Model, the

Downside Risk Adjusted Model and the
Risk Adjusted NPV be used for the
purpose of the FRigaRcial Robustness Test
(including the lation of the Risk Adjusted

NPV) and a calculating the Final Score
as defined i bsection 7.2 (Definition of MEAT
for the Co

C) In,_assessing whether breach is projected in the
owpside Risk Adjusted Financial Model, the
epartment shall take into account the same
actors as set out in subsection 7.6.2.6;

The provisions of this subsection 7.6.4

w (Consequences of forecast breach on evaluation)
Q~ will not apply to the Downside Risk Adjusted NPV
where a Bidder is projected in its Downside Risk

Adjusted Financial Model to breach the Financial

Ratios during the Core Franchise Term but the

amount of Notional PCS required to avoid the

breach is less than the Materiality Threshold
described in subsection 7.6.2.11; and

e) The provisions of this subsection 7.6.4
(Consequences of forecast breach on evaluation)
will not apply to the Central Risk Adjusted NPV
where a Bidder is projected in its Central Risk
Adjusted Financial Model to breach the Financial
Ratios during the Core Franchise Term but the
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amount of Notional PCS required to avoid the
breach is less than the Materiality Threshold
described in subsection 7.6.2.11.

7.7 Evaluation impact of contractual treatment of Bidders’ Initiatives

7.7.1  The following will apply in relation to the contracting of Initiatives
included in a Bidder’s Sub-Plans:

a) As set out in subsection4.14 (Process followi %
submission), the Department may require any Initiati%
included as a Committed Obligation in th ranehise

Agreement. The Department may exercise thisgright ingfelation
to some or all of the Initiatives included in a Bﬂl

b) Where a Bidder has stated that an | js a Contingent
Initiative it may impact on the Dep efnts evaluation of the
credibility of the plan to deliver t %e, and the Financial
Robustness Test; 6

c) The Department reserves t to provide only one or more
of the Bidders with it ctual drafting of the Committed
Obligations the De quires in relation to some or all of

in the relevant Bidder's Bid. The

Bidders with an opportunity to comment

rafting accurately reflects the Initiatives

containegel, i Bid. Bidders will have 5 working days (or such
08P as the Department may specify) to respond.
mments must be restricted to confirming that the

g reflects the Initiatives within their Bid, or indicating

the drafting does not reflect the Initiatives contained
ithin their Bid, giving the reasons why. Bidders must not

Q submit alternative drafting of Committed Obligations, unless
requested to do so by the Department. If, by a date specified by

the Department, the Bidder is not prepared to enter into the
\ contractual terms prepared by the Department (if appropriate, as

clarified with the Bidder), in its sole discretion the Department

@ may revise:

)] The evaluation score attributed to the relevant Sub-Plan;
and

i) Any other element of the evaluation (including without
limitation the Financial Robustness Test),
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such that such evaluation score or element does not take the relevant
Initiative into account, provided that no revision will be made pursuant
to this subsection 7.7 (Evaluation impact of contractual treatment of
Bidders’ Initiatives):

A) To any evaluation score, where such revision would result in a
increase in such evaluation score; and

B) To the Financial Robustness Test, where such revisi 0
result in the Bid moving from being deeme e
unacceptable financial risk to being deemed to have agceptable

financial risk. !
7.7.2 For the avoidance of doubt, this contractualisai rocéss may result

in a reduction in a Bidder’s evaluation scor ality score and
therefore the Bidder's Final Score and erefore affect the
ranking of Bidders and ultimately the selecti@h of the winning Bidder.

7.8 Interaction between evaluation scores e Financial Robustness
Tests é

7.8.1 The assessment of finangial ness described in subsection 7.6
(Evaluation of Financial % ess) will be informed by the review of
Bidders’ Sub-Plans§.and y other information available to the
Department, in e with the guidance provided in Appendix 3
(Risk Adjustmen

7.8.2 There igno matic link between the scoring of Sub-Plans and the
financia djustments. The Department may take into account
a t, the delivery of the Bidder's Initiatives in the scoring of the

lans as described in subsection 7.3. However, if further to the
of the Sub-Plans, the Department has concerns about the

a ality or deliverability of an aspect of one or more of that Bidder's
nitiatives, and believes that as a result there is a material risk of a
materially different financial outcome from the Bidder's financial

\& projections, the Department may make a financial risk adjustment as
@ described in subsection 7.6 to reflect any risk to the achievement of

the Bidder's financial projections. The Department may also adjust
the scoring of Sub-Plans as described in subsection 3.5,
subsection 7.7 and as provided for elsewhere in this ITT.
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7.9 Impact of review of financing and funding proposals

7.9.1 Bidders’ financing and funding proposals, as described in their
Financial Structure and Funding plan (described at subsection 6.9
(Financial Structure and Funding Plan)), and their financial
implications as reflected in the Bidders’ Modelling Suites, will be
reviewed in order to assess their robustness, deliverability an
credibility.

7.9.2 Where the available evidence fails to provide the Depart %
adequate confidence that the funding or financing will be i %
a) In sufficient quantum (for example, letters of s ppm term

sheets from third party financiers do not mg&e reasonable

confidence that the funding will be available to the
Franchisee to the extent reasonably r to substantially
deliver an Initiative and/or are in istémt with the values
contained in the Bidder's Modelli uite or other Bid

documentation); or

b) At the right time (for examplg, rs of support and term sheets
from third party financi t provide reasonable confidence
that the funding will de available to the Franchisee at the

time proposed by the der in its Modelling Suite or other Bid
documentation t@enable the Initiative to be delivered on or by a
certain da e manner described),

The Depart :
i) Ta is into account in determining the evaluation score for
y Sub-Plan which includes any such Initiative, to reflect the
risk'to delivery of that Initiative; and

Make a financial risk adjustment (in accordance with Appendix 3
(Risk Adjustment)) to reflect any resulting risk to the financial
robustness of the Bid.

RDelivery Sub-Plan non-compliance

7.10.1 A Bid will be treated as non-compliant, if it receives an evaluation
score of less than 4 in respect of any of the following Sub-Plans:

a) 1.2 Alliancing and Partnering;

b) 2.1 Train Services;
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c) 2.2 Rolling Stock;
d) 2.3 Performance; and/or
e) 4.1 Customer Experience

together the “Key Sub-Plans”.

7.10.2 In addition, the Department will calculate an overall “Eval%
tign

Score” for each Bid, which will be the aggregate of the eva
scores for each Sub-Plan, weighted in accordance with %
lia

(Sub-Plan weightings). A Bid will be treated as non-cém fit
receives an overall Evaluation Score of less th 4. r the
avoidance of doubt, the overall Evaluation Score will Be used only for
the purpose described in this subsection 7.10, it not be used
in the calculation of the overall Quality which will be
determined in accordance with subse€h M1 (Conversion of

evaluation scores into Quality Scores).

7.11 Conversion of evaluation scores into Quali res

7.11.1 The Department will conyert b-Plan evaluation scores into
Sub-Plan Quality Scoreseon asis of Table 7.5 (Conversion of
evaluation scores into Q% ores).

Table 7.5 Conversion of g ation scores into Quality Scores

Evaluation Score Quality Score

&

\ 5.5 4
6 5
6.5 6
7 7
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Evaluation Score Quality Score

7.5 8

8 9

8.5 10 @
9 11 (L
9.5 12 Q

10 13 4%

7.11.2 The allocation of a Quality Score of 0 to a@ub-Rlan will not prejudice
any right that the Department has ungder ction 7.10 (Delivery
Sub-Plan non-compliance) to deem the B n-compliant.

7.11.3 The overall Quality Score will gregate of the Quality Scores
for each Sub-Plan, weightedpig_acgordance with column (C) of Table
7.2 (Sub-Plan weightings ality Score is component Q in the
formula set out at sut%u n 7.2 (Definition of MEAT for the

Competition).
7.12 Rebid
7.12.1 The Depar reserves the right at any time prior to notification of
the pre idder, to require one, some or all Bidders to submit

(i.e. all Bids are deemed to have unacceptable financial risk, as
referred to in subsection 7.6.2.5); or

\& b) in the event that the Department at its sole discretion considers

revj Bids in the following circumstances:
Q here all Bidders have failed the Financial Robustness Test

that it would be appropriate in the circumstances to do so, for
any reason. The reason for requiring re-bids may include for
example, but without limitation, changes to macro-economic
forecasting data, developments concerning Thameslink and
Digital Rail which impact the Franchise, changes to the financial
budget that is available to the Department in respect of the

Franchise or updates in policy (either for the Franchise or for rail
franchising generally).
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7.12.2 In the event that the Department does decide to require the
submission of revised Bids it shall afford all Bidders the opportunity to
do so in accordance with subsection 7.12.3.

7.12.3 Where Bidders are required to submit revised Bids then:

a) The Department will provide the Bidders with revised ITT
instructions at that time, which may include revisions to t}‘%
Department’s requirements;

b) The Department will provide the Bidders with a suitab @i
be specified at the time in which to submit a revisedBi the
specific timescales included in the revised ITT instrdetions at
that time;

c) The Bidders shall only be entitled iIse their Bids in
accordance with the revised instructi?

d) The Department shall set out within revised instructions any
assumptions that the Bidder itled to make, in revising

and resubmitting their Bid.

%S rights under subsection 7.12 (Rebid),
the right at its sole discretion to negotiate
with one, some Bidders prior to contract award to the extent that
such negotia re consistent with the parameters of applicable
procuremen . Bidders should note that such negotiations may
lead to t ndment of previously submitted Bids.

7.13 Negotiations

7.13.1 In addition to the Dgpart
the Department

1: Glossary

ctual Parent has the meaning given in subsection 6.9.2.5;
Company Support
or Actual PCS

Additional IRC means the additional investment recovery charge imposed by HS1
Ltd to recover the cost of enhancements to HS1 infrastructure not
covered through the renewals process;
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Additional Parent has the meaning given to it in subsection 6.9.2.8;
Company Support
or Additional PCS

Additional Rolling means Specified Additional Rolling Stock and Unspecified Additional
Stock Rolling Stock;

Adjusted Evaluated @ has the meaning given to it in subsection 7.6.3.8;

Payments @
AFC Plan has the meaning given to it in the Funding Deed,; Q

Agreed Documents = means those documents listed in Table 4.3 (List of Agr
Documents) of the ITT,;

Commitment or
AFC

Alliance Objectives | has the meaning given to it in subsectigR 5.878,

Agreed Funding has the meaning given to it in the Funding Deed'i \

Associated Entity has the meaning given to it in subsegtio (Communications);

ATOC Association of Train Operating pa ,

AWARD has the meaning given to it jn suBsection 3.8.1 (Data Site and
AWARD);

AWE for the purpose of the IT eans the index of Average Weekly
Earnings;

Base Line means the figuses includeéd in Table 7.4 (Department’s Base Line

Payments Payments);

BCQ has the meanifg given to it in subsection 3.8 (Data Site and
AWARD);

Bid n bmitted by a Bidder in response to this ITT;

Bidder hasghe ™eaning given to it in subsection 1.1.1;

Bidder’s Alterna he meaning given to it in subsection 6.3.6.11;

Assumptions

Bonded P has the meaning given to it in subsection 6.9.2.9;

Bondi where the Guarantor(s) of an amount of Guarantee pass the

Reguirements economic and financial standing tests referred to in subsection 6.10
(Updating of Eol financial and economic standing tests (the “Tests”)
and submission of updated bond provider letter(s)), this is 50% of
the relevant Guarantee amount. Where the Guarantor(s) of an
amount of Guarantee do not pass the economic and financial
standing tests referred to in subsection 6.10 (Updating of Eol

financial and economic standing tests (the “Tests”) and submission
of updated bond provider letter(s)) (Updating of PQQ financial and
economic standing tests and submission of updated bond provider
letter(s)), this is 100% of the relevant Guarantee amount;

Calculation Review  the review conducted in accordance with subsection 6.8.5
(Calculation Review);
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CAPEX
Capital Expenditure

Cascaded Rolling
Stock

C-DAS

Central Risk
Adjusted Financial
Model

Central Risk
Adjusted NPV

Central Risk
Adjusted Scenario

Challenging
Circumstances

Conditions
Precedent
Agreement

Constrained
Central Risk
Adjusted FRM
Revenue Forecast

Consultee

Contingent
Initiatives

Contractual
Incentive
Mitigations

Core Franchis
Term

Cr&)
NI Load Point

ata Site

Delay Repay

capital expenditure;

the expression "Capital Expenditure" refers to the nature of the
expenditure incurred by the Franchisee and, accordingly, does not
include expenditure incurred under operating leases.

has the meaning given to it in paragraph 3.1 of Schedule 2.2 of the
Franchise Agreement; @
has the meaning given in subsection 5.8.16;

has the meaning given in subsection 7.6.2.2;

has the meaning given in subsection 7.6.3 (Calcula&n gk

Adjusted NPV);

has the meaning given in subsection 7.6.2:

circumstances such as extreme weathe trial action or line
closures;

means the version of the South Condition Precedent
Agreement which the Depa pplies to Bidders as the “Final
Bid version” for the purpeses 6fthis ITT

has the meaning giveg toiin Subsection A3.8.3 of Appendix 3 (Risk
Adjustment);

has the mean
and dis

has t

given to it in subsection 3.4.1 (Industry consultation
of information in Bids);

aning given to it in subsection 4.14.3 (Contractualisation);

hetadditional and amended obligations imposed upon the
chisee pursuant to the operation of Schedule 6.3 of the
Franchise Agreement;

the core term of the Franchise Agreement (excluding any extension
that may be called under clause 5.2);

a train’s passenger load at the Critical Load Point;

the geographic location at which a train’s passenger load is at its
greatest;

has the meaning given to it in subsection 3.8.1 (Data Site and
AWARD);

means compensation  arrangements which  include a
commitment to provide following receipt of a valid claim, at
least the following compensation to holders of any type of
ticket, whatever the cause of the delay which at the Start Date
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Delivery Plan

Department

Digital Rail
Proposal

DLA Piper

Downside Risk
Adjusted Financia
Model

Downside
Adjus

D
% Scenario
ft®¥hameslink
table
A02
EC
EIR

Engineering
Access Statement

are:

a) 25% of the cost of the single ticket or 25% of the cost of the
relevant portion* of the return ticket for delays of between 15
and 29 minutes;

b) 50% of the cost of the single ticket or 50% of the cost of the @

relevant portion* of the return ticket for delays of betwee
and 59 minutes;

c) 100% of the cost of the single ticket or 100% of the
the relevant portion* of the return ticket for delay§ ofjb en
60 and 119 minutes; and
d) 100% of the cost of the single ticket or 100%\0f the Cost of
the return ticket (i.e. both ways) for delays 0 minutes or
longer;
5

means a Delivery Plan described in se etailed Bid
submission requirements - Delivery Rla g

Delivery Plan 0 — Bid Summary;

Delivery Plan 1 — Franchise M t;

Delivery Plan 2 — Train Seréﬂerformance;
Delivery Plan 3 — Revenitre;

Delivery Plan 4 — C %aerience and Stations;

s’ Il mean more than one of them;

and ‘Delivery
has the m i n to it in subsection 1.1.1;

has the
h eaning given to it in subsection 3.2.4;
as\the meaning given to it in subsection 7.6.3.1;

has the meaning given to it in subsection 7.6.3 (Calculation of Risk
Adjusted NPV);

has the meaning given to it in subsection 7.6.3.1;

ing given to it in subsection 5.8.16;

has the meaning given to it in subsection 5.3.1;

Enterprise Act 2002;
European Commission;
Environmental Information Regulations;

means the statement included at Schedule 4 to the Track Access
Agreement;

230



Enhancement shall have the meaning given to such term in the Enhancement
Works Works Side Letter;
Enhancement means the side letter between the Previous Franchisee and the

Works Side Letter Thameslink Operator dated 8 September 2017;

Escrow Agreement means the version of the South Eastern Escrow Agreement which
the Department supplies to Bidders as the “Final Bid Version” for th@

purposes of this ITT;
ETCS has the meaning given to it in subsection 5.11.7; Q

EU European Union;

EUMR Council Regulation (EC) No. 139/2004;

Evaluated has the meaning given to it in subsection 7.6.3.4
Payments

Evaluation Score has the meaning given in subsection 7.10.

Exogenous means the Department’s central view o

Forecasts demand drivers at the time of publication'@f this ITT, provided in the
Data Site in the document '04.15%/eb .pdf', 'DDG June 2017 -
Exogenous Assumptions -for ci ion'r.pdf' and
'DD_June2017.zip;

Extension Period means any extension wi ' lled under clause 5.2 of the
Franchise Agreeme re Bidders are asked to provide
information for the E% n Period, this should be provided for the
maximum Extegsion Pggod provided for in clause 5 (Duration of the

Franchise
Final Risk
Adjustments
Final Score
Financial Model or ,a | model prepared in accordance with subsection 6.3;
FM
Financial Ratj means the ratio of Modified Revenue to Actual Operating Costs for

the Franchisee year in accordance with row 136 of worksheet
“FO&C” of the Financial Templates;
has the meaning given to it in subsection 7.6;

has the meaning given to it in subsection 6.9;

has the meaning given to it in subsection 6.3.6;

has the meaning given to it in subsection 1.4.1;
FOIA Freedom of Information Act 2000;

Forecast Revenue means the mechanism contained in Schedule 8.6 (Forecast
Mechanism or FRM = Revenue Mechanism) of the Franchise Agreement under which the
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Secretary of State may receive Revenue Share payments from the
Franchisee or the Franchisee may receive Revenue Support
payments from the Secretary of State;

Form of Tender

Franchise, South
Eastern or SEF

Franchise
Agreement

Franchise
Competition Guide

Franchise
Expression of
Interest,
Expression of
Interest, or Eol

Franchise Pre-
Qualification
Process Document
(PPD)

Franchise
Signature
Documents

Funding Deed
GDP

HMT
HS&

nsistent
nitiative

Industry Partners

Initiatives

means the version of the South Eastern Franchise Competition Form
of Tender which the Department supplies to Bidders as the “Final

Bid Version” for the purposes of this ITT;

means the rights tendered by the Secretary of State on 29
November 2017 to operate railway passenger services over th
Routes prescribed in paragraph 2.1 of Part 1 (Franchise Sefvice
Schedule 1.1 (Franchise Services and Service Develop %

Franchise Agreement;

the Department supplies to Bidders as the “Fin

means the version of the South Eastern Franchise !Ere:kwhich

purposes of this ITT;

Version” for the

has the meaning given to it in subsection 1.& y
means the Expression of Interest iss E 28 February 2017 in

relation to the Franchise;

N

means the pre-quali%&process document that accompanied the
PQQ;

has the;meani
Bids);

oses of this ITT;

Her Majesty’s Treasury;

given to it in Table 4.2 (Structure and Format of

e version of the South Eastern Funding Deed which the
epartment supplies to Bidders as the “Final Bid Version” for the

eans Gross Domestic Product;

means the control period in relation to HS1 infrastructure from 1 April
2015 to 31 March 2020;

International Financial Reporting Standards;

has the meaning given to it in subsection 7.4.1;

include without limitation: Network Rail, ORR, Transport for London,
other train operators, freight operators, ROSCOs and the wider
supply chain including SMEs;

proposals and commitments included in a Bidder's Sub-Plans;
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Interest Rate

Invitation to Tender

Investment
Recovery Charge
or IRC

Key Performance
Indicator or KPI

Key Sub-Plans
KICC
Letters of Support

Living Wage

Long Form Report

Long Funding
Lease Rules

LSER

Maidstone East

Services Q
esh
A

Minimum Evidential

equirements
Model Audit

Modelling Best
Practice
Confirmation

means a rate equivalent to two per cent (2%) per annum above the
base lending rate published by Royal Bank of Scotland plc (or such
other bank as the Secretary of State may, after consultation with the
Franchisee, determine from time to time) during any period in which
an amount payable under the Franchise Agreement remains unpaid;

means the Invitation to Tender issued by the Secretary of State on
29 November 2017 as part of the procurement process pursuan
which the Franchise Agreement was entered into;

means the investment recovery charge imposed by HS1 Lt

has the meaning given to it in subsection 5.8.7; ! (L

has the meaning given to it in subsection 74

has the meaning given to it in subsecti R

means letters written by a third part ich support elements of a
Bidders' proposal;

means the wage rate calcu
published from time to time

iving Wage Foundation as
"[lIwww.livingwage.org.uk/;

the historical summary o ncial and operational performance
of each element of thehSouth Eastern Franchise, together with
explanations of any mo ents in such financial and operational
performance (i ding*any addendums to such report);

has the m n to it in subsection 6.9.1.1m);

mea don & South Eastern Railway Limited (company
860660) whose registered office is at 3™ Floor, 41-51 Grey
ewcastle Upon Tyne, NE1 6EE;

s the peak only passenger service from Blackfriars to
Maidstone East via Elephant & Castle operated by the Franchisee
that is to be replaced by the two trains per hour service between
Cambridge and Maidstone East via London Bridge provided by the
Thameslink Operator throughout the day;

has the meaning given to it in subsection 7.6.2.11;

most economically advantageous tender;

evidential requirements for Sub-Plans specified in subsection 5.1.4;

has the meaning given to it in subsection 6.8.4;

the confirmation that the Models have been prepared in accordance
with best practice as required by subsection 6.8.2, subject to any
derogations granted pursuant to subsection 6.8.3;
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Modelling Suite has the meaning given to it in subsection 6.1.2;
Models has the meaning given to it in subsection 6.1.1;

MOIRA or MOIRA1  the timetabling software known as ‘MOIRA’ used to forecast the
impact of timetables on passenger demand and revenue but not

MOIRA2 or MOIRA 2.2;
Network Rail has the meaning given to it in subsection 5.3.2; @
Thameslink
Response
Notional PCS has the meaning given to it in subsection 7.6.2.11;
NPV of Adjusted NPV of Adjusted Evaluated Payments over the Corg Franchis€ Term
Evaluated as calculated in cell F83 of sheet NPV of the Financlal Tembplates;
Payments
NPV or Net Present  net present value, calculated as the aggre e present value
Value of relevant future cash flows;
Off-Peak means, in relation to any PassengereSer , the period of time

outside of the Peak;

Open Government  means the licence, as amended¥romytime to time, available at
Licence http://www.nationalarchive oc/open-government-

licence/version/3/;

Operations, means the charges impo by HS1 Ltd with regard to the

Maintenance and operations, maintenan d renewals costs of the HS1

Renewal Charges infrastructure;

or OMRC

Operating Manual a manual ed in accordance with subsection 6.6;

Other Revenue as olit ifthe Financial Templates;

Other h e aning given to it in subsection 6.3.5.2;

Supplementary

Material

Parent Comp has the meaning given to it in subsections 6.9.2.4 t0 6.9.2.5;

Support or

Passpost means the confirmation awarded by the Secretary of State to a
successful applicant that their application meets the requirements
set out in the documentation relating to the OJEU Notice (reference

\ no: 2015/S 189-34364);
Y& Proposals has the meaning given to it in subsection 5.15.7;
PDFH Passenger Demand Forecasting Handbook;
PPM Figures means the moving annual average percentage published by Network

Rail in respect of PPM, rounded to one (1) decimal place;

PQQ pre-qualification questionnaire for the South Eastern Franchise
published on 28 February 2017;
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Price means, in respect of any Fare, the price of such Fare before the
deduction of any applicable discount to which a purchaser may be
entitled, as notified to RSP in accordance with Schedule 5 (Fares
and Smart Ticketing) to the Ticketing and Settlement Agreement;

Proposed Risk has the meaning given to it in subsection A3.2 (Overview of process)

Adjustments of Appendix 3 (Risk Adjustment);

PwC has the meaning given to it in subsection 3.2.4;

Quality Score the score awarded to a Bidder in accordance with subsecti 1;

RAB has the meaning given to it in subsection 5.1.7;

Rail Franchise means any passenger rail franchise awarded pursuant to t ctin
respect of which a franchisee or its wholly owned subsidiar

provides franchised services;

Rail Technical means the document produced by the Rail '& d Standards

Strategy Board and endorsed by the Rail Delivery Grotp, that sets out the
technical principles in accordance with hnology is to be
developed to address challenges an passenger demands, a
copy of which is available at
https://www.rssb.co.uk/library/f
rail-technical-strategy-20124

railway/innovation-in-rail-

Rainham Services means the two trains pe ssenger service from Gillingham to
London Charing Crosg/Cagnhon Street currently operated by the
Previous Franchiseeh to be replaced by the two trains per hour
passenger services b en Rainham and Luton provided by the
Thameslink Operator;

Record of means a %ecerd of assumptions prepared in accordance with
Assumptions or subsec :

RoA

Redactions y provisions of the Franchise Documents or any such

tion which the Department believes are exempt from disclosure
ordance with the provisions of the Freedom of Information Act,
the Environmental Information Regulations and/or Section 73(3) of
the Act

Regulation has the meaning given to it in subsection 3.12;

1370/,

vagt Operator means any person who operates rail passenger services within

England, Scotland or Wales under contract to a public authority (or
any successor operator to that person;

Required Parent has the meaning given to it in subsection 6.9.2.7;
ompany Support
or Required PCS

Required has the meaning given to it in subsection 6.3.5.1;
Supplementary
Material
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Residual Value
Mechanism or RV
Mechanism

Revenue Share
Revenue Support

Risk Adjusted
Financial Model

Risk Adjusted NPV

Risk Adjusted
Scenario

Roland Berger
ROSCO

RPI

Schedule of
Initiatives

Scheme
SDG
Secretary of State

Sectional Running
Times or SRTs

Service Group
SO

Specification

Stage i
St old

\!

Station
Improvement Fund

has the meaning given to it in subsection 5.2;

means amounts that may be payable to the Secretary of State by the
Franchisee pursuant to the Forecast Revenue Mechanism;

means amounts that may be payable by the Secretary of State to th
Franchisee pursuant to the Forecast Revenue Mechanism;

means either the Central Risk Adjusted Financial Model or
Downside Risk Adjusted Financial Model;

has the meaning given to it in subsection 7.6.3,; (}
means either the Central Risk Adjusted Scenario orithe Downside
Risk Adjusted Scenario;

has the meaning given to it in subsection

means any company leasing rolling sto es to the Franchisee

under a Rolling Stock Lease;
for the purpose of the ITT only, ns the"Retail Prices Index;
at Table 4.4 (Schedule of

means the template sched
Initiatives);
has the meaning given t section 5.2.1;
has the meaning given in subsection 3.2.4;
ivento it in subsection 1.1.1;

running times used in the preparation of the

aning given to it in the Track Access Agreement or as
sfeeifie the Secretary of State from time to time;

asithe meaning given to it in subsection 5.10.8;
the'requirements of the Delivery Plans and Sub-Plans as set out in

ection 5 (as applicable), or the relevant parts thereof (as the
context may require);

has the meaning given to it in subsection 7.2.2;

include without limitation: Network Rail, ORR, the Department,
Transport for London, RSSB, NSARE, other train operators, freight
operators, ROSCOs, ATOC/Rail Settlement Plan, BTP, Rail Delivery
Group, trade unions, Great Eastern Main Line Task Force, West
Anglia Task Force, National Rail Enquiries, cross-industry bodies,
charities, Community Rail Partnerships, Transport Focus, Local
Authorities, Local Transport Authorities and the wider supply chain
including SMEs;

has the meaning given in subsection 5.18.3b);
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Sub-Plan those plans as set out in the column headed ‘Sub-Plan’ in Table 5.1
(Delivery Plans and Sub-Plans);

SuO has the meaning given to it in subsection 5.10.8;
Supplementary means any and all items of Required Supplementary Material or
Material Other Supplementary Material provided with the Bid as those

expressions are defined in subsections 6.3.7.1 and 6.3.7.2

respectively; @
SX has the meaning given to it in subsection 5.10.8;

Target Date has the meaning given to it in subsection 5.11.16; Q

Target Revenue means the amount of Target Revenue for each Fragchisee r
being as specified in Appendix 1 to Schedule 8.6 (Ferecast'Revenue
Mechanism) of the Franchise Agreement;

Taxation means any kind of tax, duty, levy or other
similar to any in force at the date of the
whether imposed by a local, governme
authority in the United Kingdom or e

Technical Annex means the document provided the Franchise containing
the information outlined at See6tion™s.10.7;

Tests has the meaning given t@,it in'Subsection 6.10;

Thameslink means the scheme phgmai€d Dy Network Rail formerly known as

Programme “Thameslink 2000” as ibed in its 2005 Transport and Works
Act 1992 application, hance the network and relevant stations

to allow for
per hour

ation of up to 12-car trains and up to 24 trains
dland Main Line/Great Northern and London
Castle or such other capacity derived from the

spe is agreed by the Secretary of State. Network Rail
a vant stakeholders;

Thameslink h eaning given to it in subsection 5.3.2;

Response Date

Tier 1 Operati means the:

Model a) Revenue Model;

b) Fares Model (which may be included in the Revenue Model);

c) Crowding Model;
d) Operating Cost Model (which may be included in the
\ Financial Model);

e) Performance Model; and
f) Capital Expenditure Model (which may be included in the
Financial Model or the Operating Cost Model);

Tier 2 Operational means any additional or sub-models submitted as part of the
Model Modelling Suite;

TMS has the meaning given to it in subsection 5.8.16;

TOC means train operating company;
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Total Capacity
Train Crew Strategy

Train Plan or TP

Transport Focus

Typical Autumn
Weekday

Value Added Tax or
VAT

WebTAG

Worked Examples

Year 8
Assumptions

Year of Breach

The number of seats plus the number of passengers standing;

means the plan or strategy prepared by the Bidder in response to
the requirements set out in Sub-Plan 2.1 (Train Services) for the
allocating of sufficient train crew to the Train Services during the
Franchise Term which will be contracted as part of the Franchise
Agreement;

means the plan or diagram (including sub-plans or sub-diagra
prepared by the Franchisee for the operation of trains and traig
formations under the Timetable that best matches available %

during the Franchise Term in accordance with the Fran
Agreement;

the independent public body known as both ‘T Focus’ and
the ‘Rail Passenger Council’ created by Go ent 10 safeguard
the interests of passengers;

A Thursday in Autumn (excluding half te ) with no disruption
to services, no special events general bnormal demand and no
Challenging Circumstances;

means value added tax as for in the Value Added Tax

Act 1994,

means the Departme blished Web-Based Transport Analysis
Guidance;

has the m i en to it in subsection 6.7.1.1;

has th iNng, given in subsection 6.3.6.10;

aning given to it in subsection 7.6.4.2a).
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A2. Appendix 2: Not used



A3. Appendix 3: Risk Adjustment

A3.1 Introduction

A3.1.1 This Appendix 3 summarises the approach that the Department will adopt
in Bid risk adjustment. Sections A3.2-A3.7 set out the approach taken in
deriving the Central Risk Adjusted Scenario, while the derivation of t
Downside Risk Adjusted Scenario is described in Section A3.8. %

A3.1.2 The Department may elect not to risk adjust one or more %f [
considers adjusting them would not change the identity of ing
Bidder. It may also elect to only carry out part of the process out in
this Appendix 3, or a simplified process, if it consid%at undertaking
additional steps would not change the identity of innifig Bidder. In
making this decision, the Department may take, into"dccount the maximum
"P" score that each Bidder could achieve, whi e calculated using
the process set out in subsection?.6 aluation of Financial

Robustness), but with the Financial Mo itted by the Bidder used in
place of the Central Risk Adjusted FiRan Model.

A3.1.3 For Bids which are identified tOpbe“subject to subsection A3.1.2 and
therefore not risk adjusted, the ®irtancial Model submitted by the Bidder
will be used in place of the,Central Risk Adjusted Financial Model, for the
purpose of calculati e k Adjusted NPV. If, after other Bids are risk
adjusted, the Bid ith the highest P + (n x Q) score is one which was
previously ngt ri justed, or only part of the process was carried out, in
accorda e%bsection A3.1.2, that Bid will be risk adjusted and the
Finan tness Test (including all steps outlined in subsection 7.6.2
( nt of acceptability of financial risk) and subsections 7.6.3

ion of Risk Adjusted NPV) and 7.6.4 (Consequences of forecast
ch on evaluation), if applicable) will then be undertaken for that

& idder before the identity of the winning Bidder is determined, subject to
A3.2.2.

1.4  All risk adjustments will be made on the basis of the Department's
reasonable view of the most credible financial outcome taking into
account all relevant information available to it, including new information
released after the issue of the ITT, existing industry/Department guidance
and research, new research and other evidence put forward by Bidders in
associated Delivery Plans or Sub-Plans, the Record of Assumptions, or
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any other relevant information submitted with Bids. For clarity, risk
adjustments may use evidence from the Passenger Demand Forecasting
Handbook and this may involve all or part of the latest released version at
the time of risk adjustment as well as previous versions. The process for
deriving such risk adjustments is set out in subsections A3.4 to A3.6.

A3.1.5 The information set out in this Appendix is intended to provide Bidder
with as much guidance as possible in relation to how risk adjustments b
be made. However, it should be recognised that such guidance cg
be complete or apply to all possible situations, as it is not
predict in advance of Bid submission how Bidders will constr
and what issues and risks may be identified with each Bid§ Ultimately, the
key factor in making risk adjustments will be the Department's reasonable
view of what constitutes the most credible finan me, taking into

account all relevant information available to it. ?
A3.2 Overview of process to derive the Cengal Adjusted Scenario
A3.2.1 Subject to subsections A3.1.2-A3. .2 and A3.2.3, the approach
that will be followed is:

A3.2.1.1 The Bidders’ Modelling SuiteinEe reviewed (including by reference to

the Department's comparatorggnodel), to identify any issues in the
methodology or a
modelling which j
material risk o
in the Bidde

s used for the cost, revenue or other

partment's reasonable view might generate a

lly different financial outcome from that projected
ling Suites (upside or downside).

: Jeliverability and quality of the Bid, the Department will identify

tRer it has concerns that any of the plans generate a material risk of a

& aterially different financial outcome. Circumstances where these could
\ arise include, without limitation, where:

i. There are concerns about the operational, commercial or

management arrangements set out, and therefore concerns as to

whether the Franchise will require additional costs in order to deliver

the Initiative, or whether it will generate the revenue that has been
forecast;
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A3.2.1.3 If necessary and appropriate the Department may seek clarificatiw

There are concerns about the implementation strategy for a particular
Initiative, and therefore there is a risk that higher costs or lower
revenue will arise than forecast; or

There are concerns about whether the revenue or cost attributed to

an Initiative is achievable, even if the Initiative is implemented
successfully, because of concerns about the methodology
assumptions used in the modelling of the impact of the Initiative. %

ith

Bidders and evaluation clarification process).

the clarification process described in subsection 4.14.2 (Engae?L

A3.2.1.4 Further to the reviews described above, the Departme determine the
values for exogenous revenue factors that it will n the risk-adjusted
forecasts for all Bidders, in accordance with sybsecCtion A3.4 (Revenue —
exogenous). It will also identify any evidence o afalysis provided by a

Bidder with its Bid which may be relevantto th
Bid,
exogenous) and A3.6 (Cost).

risk adjustment of another
(Revenue - excluding

in accordance with subsectio

A3.2.1.5 The Department will then ide% risk adjustment(s) it intends to make

to each Bidder's Models (° posed Risk Adjustments”). The
Department will apply amy exogenous risk adjustments prior to any
endogenous risk a ents. The basis for such risk adjustments is

described below.

A3.2.1.6 The Depar Il review the consistency of the Proposed Risk

Adjust dividually and in aggregate and if necessary it will revise
the Pr iIsk Adjustments.

inaIIy determining any risk adjustment(s), the Department shall

the Bidder of the Proposed Risk Adjustments, and its rationale for

e Proposed Risk Adjustments. The Department reserves the right not to

\& follow the process referred to in this subsection A3.2.1.7 and

subsection A3.2.1.8 in respect of that Bidder unless either of the following
applies:

After taking into account the Parent Company Support and the
Materiality Threshold in accordance with subsection 7.6 (Evaluation of
Financial Robustness), the Proposed Risk Adjustments would result
in the Bidder being projected in its Central Risk Adjusted Financial
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Model to breach the Financial Ratios 1.050:1 at any point during the
Core Franchise Term; or

ii. The Financial Robustness Test would result in that Bidder's ranking in
terms of P + (n x Q) changing from first place based on the maximum
“P” score each Bidder could achieve to a lower final ranking, due to
forecast breach in the Downside Risk Adjusted Scenario, due
forecast Revenue Support payments under the Forecast Rey %
Mechanism in either or both the Central or Downside Risk Adjust
Financial Models, or due to a combination of the a e
maximum “P” score each Bidder could achieve will be calculated as
set out in subsection A3.1.2.

A3.2.1.8 Where the Department informs a Bidder o@yposed Risk

Adjustments:

i. It may also raise further questions in #gla the Proposed Risk
Adjustments;

ii. The Bidder will have 5 workin or such longer period as the

Department may specify) t spond to any such questions and
comment on the Depaﬁ%onale behind the Proposed Risk

Adjustments; and

iii. The Departmentqwi termine the risk adjustments (“Final Risk
Adjustmentsg) afterseceipt of responses or, where no responses are
provided, ate by which responses were to be provided.

The Final R%stments will then be applied to each Bidder's Models

as ap ateyto produce each Bidder’s Central Risk Adjusted Financial
M
e

A3.2.2 partment reserves the right to undertake none, some or all of the

stages referred to in subsections A3.2.1.5 to A3.2.1.8 with respect to one

& or more leading Bidder(s), if it determines that undertaking those other

\ stages of the process as described above will have no impact on the
selection of the winning Bid.

3.2.3 The Department reserves the right to develop its own models in order to
assist with the calculation or aggregation of risk adjustments.
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A3.3 Approach to determining adjustments

A3.3.1 Subject to subsections A3.1.2 to A3.1.5, this subsection describes the
approach to determining risk adjustments to factors such as:

i. Revenue forecasts from Initiatives;

ii. Exogenous revenue forecasts; and

iii. Operating, financing and capital cost forecasts. @

A3.3.2  Where the Department identifies in its reasonable view a materia %
materially different financial outcome from that projected in %r's
Modelling Suite, whether with respect to cost or revenue, if may adjust
either revenue, cost or both, as appropriate in to reflect its
reasonable view of the most credible financial outc

A3.3.3 Risk adjustment will take into account any,risk§ mitigations already
identified by Bidders in their forecasts and % the Delivery Plans

and Record of Assumptions.

A3.3.4 Where a Bidder includes contin osts and/or revenues in its
Financial Model, for the purp ofthe risk adjustment process, the
Department will assume that #he @6st will not be incurred and/or that the
revenue will not be receive% cept if the Department considers it
appropriate to includge_coftingency cost given the nature of a specific
Initiative, for exampl&a‘eapital project).

A3.3.5 Where appropfiat reflect the Department’s reasonable view of the
nature of t teftial financial impact of a risk, the risk adjustment
applie profiled by year to allow for delivery of an Initiative later in

rantchise Term than envisaged in the Bid, or for ‘ramp-up’ of the
o allow for a different initial profile of the impacts of the

A3« isk adjustments may be either positive or negative, both individually and
\ in aggregate.
3

The Department would not generally make a risk adjustment if it expected
that the impact of the adjustment would be no more than £2,000,000
(2018/19 prices) in any given Franchisee Year or no more than
£10,000,000 (2018/19 prices) in total over the Core Franchise Term.
However, the Department reserves the right to do so, particularly if there
are a number of potential risk adjustments individually below this

threshold, but which, in aggregate, would exceed it.
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A3.3.8

A3.4
A3.4.1

A3.4.2

A3.4.3

To demonstrate risk adjustment, examples of risk adjustment are provided
in subsection A3.7 (Examples of risk adjustments).

Revenue — exogenous

Exogenous revenue projections refer to those factors which are
predominantly outside of the control of the franchisee such as factor
relating to the economy, population, employment, land use %
competition from other operators or other modes of transport. isk
adjustments may be made in respect of any of a Bidder's «%o
revenue (i.e. those factors which are outside the control of{thé Bieder)
projections (i.e. the resultant predicted outcome of thg metR@dology,
assumptions and values used by the Bidder) wher Department’s
reasonable view of the most credible outcome is o@ nt to that set out in
a Bidder's Modelling Suite. For exogenous tgyente factors, equivalent
values will be used in the risk adjusted forecast | Bidders.

For exogenous revenue factors, the D ent’s assessment of the most
credible outcome of these factor ' e into account all relevant

information available to the D t t. This will be based on the
Department's comparator m %mptions, and it may also include
emerging outturn data, existi industry/Department guidance and
research, new research agd other evidence put forward by Bidders in

associated Delivery s or Sub-Plans, the Record of Assumptions, or
any other relevan ation submitted with Bids.

In determin isk adjustment, the factors that the Department will

take in count may include, but shall not necessarily be limited to:

I. demand forecasting guidance in PDFH as specified in
ections 6.3.4.10 and 6.3.4.11;

ail demand forecasting guidance recommended by WebTAG as
specified in subsections 6.3.4.10 and 6.3.4.11;

iii. Other published analysis;
iv. Departmental commissioned analysis;

v. Any analysis provided by the Bidder to justify the methodology and
assumptions that it has used;

vi. Any analysis provided by another Bidder with its Bid, to the extent that
it is relevant and credible; and
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A3.4.4

A3.4.5

A3.4.6

A3.5
A3.5.1

vii. Exogenous Forecasts.

The Exogenous Forecasts include (without limitation): GDP, employment,
population, non-car ownership, fuel cost, car time, bus cost, bus time, bus
headway, air passengers for airport flows only.

Bidders should bid their own views of the Exogenous Forecasts and other
relevant exogenous revenue factors and the impact of the same on the@
Modelling Suites. However, the Department will use the Exogehous
Forecasts for the purposes of risk adjustment unless the Dep n
reasonable view of the most credible outcome as regards th mus
Forecasts changes, taking into account all of the informatign availalle to it
including compelling evidence submitted by Biddeg&)r new data
t

released after the issue of the ITT. Consequ , the Department
reserves the right to update the Exogenous ForecaSt$ at any time.

The Department will consider the credibili opening (2019/20)
revenue forecast provided by the Biddemand &vitdenced in the Record of
Assumptions (taking into account the | anagement accounts data

available and the bridge provide rnor to determining if any risk
adjustment for total opening reye equired.

Revenue — excluding expogen

Risk adjustments made in respect of any of a Bidder's
endogenous rev rofections (i.e. the resultant predicted outcome of
the methodology® umptions and values used by the Bidder). For these

purposes, %nous revenue includes revenue from Initiatives,

non-f rgvenue, and any other element of its revenue projections
ot exogenous.
u

to subsection A3.1.5, in determining any risk adjustment, the

A3.5.2
%rs that the Department will take into account may include, but shall
& t necessarily be limited to:
\ I.

The demand forecasting guidance in PDFH as specified in
subsections 6.3.4.10 and 6.3.4.11,

ii. WebTAG Rail Passenger Demand Forecasting Methodology;
iii. Departmental commissioned analysis;

iv. Other published analysis;
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v. The credibility of the delivery proposals, including resources and
delivery timescales;

vi. Any analysis provided by the Bidder to justify the methodology and
assumptions that it has used;

vii. Any analysis provided by another Bidder with its Bid, to the extent that
it is relevant and credible; and

viii. An assessment of whether total projected revenue growth is cr%:

(taking into account the aggregated impact of different fa@

Initiatives proposed). (L

A3.6 Cost

A3.6.1 Risk adjustments may be made in respect of any. Bidder's operating,
financing or capital cost projections (i.e. the rgsultant predicted outcome
of the methodology, assumptions and valuesus the Bidder).

A3.6.2 Subject to subsection A3.1.5, in detegmigingjany risk adjustment, the
approach which will be adopted will llows:

i. Where costs do not depen idder Initiatives or management
action (for example, EC4 jesel unit rates), equivalent values will
be used in the risk-agdjusteddorecasts for all Bidders, unless a Bidder

provides credib nce to convince the Department, in its

he common values may be based on the
parator model assumptions, unless the Department

or example, may include Departmental or industry
@ missioned analysis or analysis provided by the Bidder or another
Bidder), in which case it will revise its assumptions accordingly; and

i. Where costs depend on Bidder Initiatives or management action, the
\ Department will make an assessment in accordance with
subsections A3.6.3 to A3.6.5.

3.6.3 Bidder’s Financial Models should include their assumptions for payments
that they may need to make to the Department, or expect to receive from
the Department. Bidders should provide credible evidence to support
their assumptions about payments or receipts in their Record of
Assumptions (with reference to the Delivery Plans where appropriate).
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A3.6.4

A3.6.5

A3.7
A3.7.1

A3.7.2

Risk adjustments may be made in respect of a Bidder’s projections for
such payments or receipts.

The factors that the Department will take into account may include, but
shall not necessarily be limited to:

i. The credibility of the delivery proposals, including resources and
delivery timescales;

ii. Any analysis provided by the Bidder to justify the methodolos%:

assumptions that it has used;

iii. Any analysis provided by another Bidder with its Bid, to th%-\t that
it is relevant and credible; and !
iv. An assessment of whether the overall cost ions are credible

t
(taking into account the aggregated impact %ent factors and

Initiatives proposed).

Examples of risk adjustments 0

This subsection A3.7 (Examples o justments) provides examples
of risk adjustments. Both the n the Initiatives described, and the
types of adjustments set outﬁ3 Id be considered as illustrative only.
The Department will undertak k adjustments in accordance with the

principles described jmagthi pendix 3) and these examples should not be
taken to limit howghe rtment will undertake this.

A revenue proteetion Initiative is proposed in order to increase passenger
revenue. itiative includes purchase of new equipment which,

e)a reduction in ticketless travel and therefore an on-going increase

toget h additional revenue protection staff and improved processes
Sugchmg vised deployment of revenue protection officers, is projected to
! venue with no change to the quantum of passengers actually
a

i.  The timing of implementation could be considered to be unrealistically
ambitious, for example if there is insufficient time to recruit and train
new staff or to install new equipment, and therefore risk adjustment(s)
may be applied to delay the timing of revenue, benefits and operating
costs;

&:Iling. Risk adjustment could be appropriate, for example:

ii. The additional revenue expected to be earned by deploying such staff
may be considered unrealistic, and therefore risk adjustment(s) may
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be applied to reduce the revenue claimed or to increase these costs
accordingly;

iii. The scale of ongoing costs for the additional staff could be considered
unrealistically low, or resources may be deployed inefficiently, and
therefore risk adjustment(s) may be applied to increase these costs

accordingly; or Q
iv. One-off transition costs may have been overlooked, for examplefstaf

recruitment and training costs, and therefore risk adjustme

be applied to add in cost provision for these one-off items

A3.7.3 A station enhancement investment programme Initiativefis prop@sed, to
improve passenger satisfaction at a portfolio of sta and therefore
increase passenger revenue. The scope of t ramme includes
augmenting ticket offices, mobility impaired esSy, enhanced security,
car parking, shelters, waiting rooms and toilet s at these stations.
Risk adjustment could be appropriate if ex

i.  The timing of implementation ¢ onsidered to be unrealistically

ambitious, for example if th isWot adequate time to achieve any
%?sk adjustment could be applied to

planning/highway consen

delay the realisation of benefits'and costs;

assumed for the station works could be
considered ugtealistigally low and therefore risk adjustment could be

applied tosi ase the capital investment required to deliver the
works;

. T alg timing, build-up and/or trend in any passenger revenue
its could be considered over-ambitious, or inconsistent with

H and/or WebTAG guidance, and risk adjustment(s) could be
pplied to scale back or increase the revenue benefits claimed;

& One-off transition costs may have been overlooked, for example costs
\ of provision of temporary facilities during the period when the works
are being carried out (such as temporary ticket office and access

@ arrangements), and therefore risk adjustment(s) could be applied to

add in cost for provision of these one-off items; or

v. Any additional annual operating and maintenance costs relating to
these additional station facilities may have been excluded from the
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A3.7.4

S

forecast, and risk adjustment(s) could be applied to add in some cost
provision for this.

A Bidder proposes enhancements to the customer proposition, in order to
generate additional revenue. Examples could include revised branding,
refreshment of rolling stock, or provision of enhanced passenger
information systems. Risk adjustment could be appropriate Iif, f%

example:
i.  The timing of implementation could be considered to be unre%(}

ambitious, for example there could be inadequate time nt
the enhancement, and therefore risk adjustment(s) could b plied
to delay the timing of revenue and costs associated, with the Initiative;

ii. The costs assumed to implement the e ements could be
considered unrealistically low, and risk adjustmeni(s) could be applied
to increase the costs assumed accordin

iii. The scale, timing, build-up or tre
from the enhancements coul nsidered over-ambitious, for
example if the assumptions not consistent with PDFH and/or
WebTAG or, for exampléy, if groposed revenue uplifts were double
counted or overestimated w compared to industry specific market
research, and risk _adjustment(s) could be applied to scale back the
revenue benefit \med; or

passenger revenue resulting

iv. Transition 1
training, sS” of rolling stock availability whilst modifications are
bei affled out. Risk adjustment(s) could be applied to take

ac any impacts during transition.

i e in expenditure from previous levels on this Franchise in order to

enerate additional revenue. The Bidder provides case studies detailing

historical returns from marketing and references evidence, for example,
from the PDFH/Passenger Marketing Handbook. The Bidder also details
the historical return on investment for the Franchise from the incumbent

Franchisee’s marketing activities, setting out the return on investment by

campaign type and market segment (e.g. commuter, business, leisure

etc.). Risk adjustment could be appropriate if, for example, the

Department considers, in its reasonable view, that the anticipated returns

on investment are too high because:
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A3.7.6

A3.7.7

N\

A3.7.8

i. the Bidder has not provided credible evidence detailing the specifics
of how the proposed marketing campaigns using different media will
generate the anticipated volume of additional journeys; or

ii. the Bidder has not provided credible evidence from appropriate case
studies and campaigns to demonstrate the effectiveness of its
proposed marketing campaigns.

In these circumstances, risk adjustment(s) may be applied to reducg the
passenger revenue benefits claimed, potentially limiting retu r
marketing investment to, or close to, recently achieved lev %ns
for similar campaigns for comparable market segments and railw

A Bidder proposes to sell a greater proportion of tick new ticketing
technology, equipment and media including incr usage of internet

and mobile ticket sales channels and inv eng, in Ticket Vending
Machines. It is also proposing a program f iegket*office closures. Risk

mMeyo
adjustment could be appropriate if, for e@

i.  The timing of implementation ¢ onsidered to be unrealistically
ambitious, for example ther be inadequate time to establish
the new ticket selling chafigelsfand therefore risk adjustment(s) could
be applied to delay the tin%o revenue benefits and the reduction of
staff costs associated With the Initiative; or

ii. The costs a implement the Initiative could be considered
unrealistic w,*and risk adjustment(s) could be applied to increase

the cost d accordingly.
A Bid suges low rates of wage increases which are below historical

age growth for similar train operating companies including the
nt operator. The Bidder does not provide evidence that its

ed wage increases are consistent with market expectations of wage
increases and does not demonstrate an effective and credible approach
that will enable it to recruit and retain staff with this level of wage increase.
Risk adjustment(s) may be applied to increase staff costs in line with
forecast economic indicators and market trends.

A Bidder proposes to reduce levels of staffing to such an extent that this is
considered to represent a risk to on-going deliverability of the Bidder's
commitments in one or more area of the Franchise. Risk adjustment
could be applied to add in additional staff (including head office,

management and supervisory and operational staff) and associated
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employment and other on-costs. If appropriate, the revenue forecast
could also be subject to risk adjustment to reflect the impact of reductions
in staffing levels on passenger and other revenues.

A3.7.9 A Bidder assumes growth in ECAT unit rates materially lower than is
considered realistic. A risk adjustment could be applied to increase these
costs, for example by developing credible estimates for how each of t
components of the unit rate would inflate over time or to reflect %
credible alternative forecasts of the trend in energy costs provi %
government agencies or independent forecasting bodies.

adequately justified. Risk adjustment(s) may be ap to reduce any
claimed benefits or cost savings to the extent th
over-ambitious.

A3.7.10 A Bidder assumes significant benefits from aIIiancins that} afe not
S

considered

new trains. The new trains will have ality interior standards,
enjoy new facilities such as real time ¢ information and improved
security, have enhanced ride qualitinand contain features such as air
conditioning and Wi-Fi. RIi ent could be appropriate if, for
example:

A3.7.11 Bidder proposes replacing a portion of the €xis lling stock fleet with
0

i. The costs assumed (@, bring the new trains into passenger service,

including transiti sts could be considered unrealistically low, and
risk adjustme ould be applied to increase the costs assumed
accordi ;

hand accept the trains and risk adjustment(s) could be applied to
grease the costs assumed accordingly and/or delay the timing of

&any associated revenue; or

\ iii. The scale, timing, build-up or trend of passenger revenue resulting
from the new trains could be considered over-ambitious, for example

if the assumptions used are not consistent with PDFH and/or

WebTAG. The Bidder may have claimed, for example, an uplift in

revenue based on the current rolling stock being considered poor

when the existing fleet is in a good condition or may have claimed

revenue uplifts for features already available on the existing fleet.

The Bidder may also have double counted or overestimated revenues
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when compared to industry specific market research, and risk
adjustment(s) could be applied to reduce the revenue benefits
claimed.

A3.7.12 A Bidder proposes a timetable change to operate additional train services
either within or beyond the geographic scope of the franchise. The
timetable change may abstract passenger revenue from other trai
operators. The proposed timetable change could also lead %
competitor response from other train operators who propose r
enhanced services to compete with the Bidder for market Gi
adjustment could be appropriate if, for example:

i. The scale, build up and timing of assumed passengerirevenue arising
from the timetable change including revenue trac from other
train operators is considered over ambitious; o

ii. The scale, build up and timing of pass nue arising from the
timetable change is considered ov@i us once the competitor
response has been assessed. S

A3.8 Overview of process to derivew nside Risk Adjusted Scenario
0

A3.8.1 The Downside Risk Adjusted % will be constructed at an aggregate
level in each relevant yeat using the generalised methodology described

below.

A3.8.2  The forecast F, nue in the Downside Risk Adjusted Scenario will
be derived forecast of FRM Revenue in the Central Risk
Adjuste , as set out in subsections A3.8.3-A3.8.4 below. Al
such s will be carried out in real prices.

A3.8.3 wer of the forecast FRM Revenue in the Bid and in the Central
i justed Scenario in each full forecast year from 2017/18 will be

selected, to give the “Constrained Central Risk Adjusted FRM
X evenue Forecast”.

Two variants of the Constrained Central Risk Adjusted FRM Revenue
Forecast will be constructed as follows:

i. 1% reduction in year-on-year growth: where, for each year from (and
including) 2019/20 onwards, the vyear-on-year growth in the
Constrained Central Risk Adjusted FRM Revenue forecast is reduced
by 1%; and
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ii. Risk adjustment magnitude increase: where, in each year from (and
including) 2019/20 onwards, the difference between the Bid forecast
of FRM Revenue and the Constrained Central Risk Adjusted FRM
Revenue Forecast is multiplied by 1.5.

For each full Franchisee Year in the Core Franchise Term the forecast of
FRM Revenue in the Downside Risk Adjusted Scenario will be the lower %

that in these two variants. (L
A3.85 NOT USED Q

A3.8.6 The difference in the forecast of FRM Revenue between the% Risk
Adjusted Scenario and the Downside Risk Adjusted S€enario”in each

Franchisee Year will be input into a copy of the tr isk Adjusted

Financial Model as an absolute annual reductio%enger revenue

(i.e. assuming that all of the difference in FR e is accounted for

by passenger revenue) in the Financial I\% ut price base, in order to
I

create the Downside Risk Adjusted Finan@i el. The forecast of FRM

Revenue in the Downside Risk Adj cenario will then be used to

calculate a forecast of Revenue$ payments in the Downside Risk
e

Adjusted Financial Model, wh accounted for in the calculation of
the Downside Risk Adjusted NP

A3.8.7 The forecasts for nger revenue, operating costs and capital
costs in the DowRSidé, Risk Adjusted Scenario shall be equal to those in
the Central Ris justed Scenario, regardless of any dependencies in
the Central justed Financial Model between any such revenue or

cost it ndypassenger revenue. In particular, the modelled operational
pegoewnance (Schedule 7.1 of the Franchise Agreement) and ticketless

2gime payments will be identical to those in the Central Risk
ed Financial Model, regardless of whether or not net Revenue

e
r
& upport or Revenue Share payments under the Forecast Revenue

Mechanism are projected in each Franchisee Year in the Downside Risk
Adjusted Scenario.
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