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Summary

The purpose of this paper is to update the Committee on the procurement
process undertaken by Rail for London (RfL) for the proposed new concession
agreement to operate Elizabeth line passenger train services from May 2025
(New Concession Agreement) and to seek approvals for that New Concession
Agreement.

A paper is included on Part 2 of the agenda, which contains exempt
supplementary information. The information is exempt by virtue of paragraph 3 of
Schedule 12A of the Local Government Act 1972 in that it contains information
relating to the business affairs of TfL. Any discussion of that exempt information
must take place after the press and public have been excluded from the meeting.

Recommendations

The Committee is asked to note the paper and the exempt supplementary
information on Part 2 of the agenda and:

(a) approve Procurement Authority in the amount set out in the paper on
Part 2 of the agenda to enable entry into the New Concession
Agreement for the operation of the Elizabeth line and ancillary
agreements; and

(b) note that matters for which Procurement Authority is sought above
extend beyond the current TfL Business Plan and Budget and
provision will, therefore, need to be made in future Business Plans and
Budgets.

Background

In May 2023 the Elizabeth line achieved through running of up to 24 trains per
hour (tph) in the Central Operating Section, delivering one of the core objectives
of the Crossrail project. Operationally, the Elizabeth line is now a steady-state
railway.

The existing operating contract, entered into in July 2014 and due to expire in
May 2025, has supported this by requiring the operator to recruit and train over
480 drivers, increase daily services from around 300 to over 1,000 as of May
2023 and manage change as phases of the Crossrail project were delivered. This
has been achieved while consistently delivering high levels of customer
satisfaction, with the latest results of TfL Customer Surveys scoring the highest of
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all TfL modes at 81. The Elizabeth line now carries over 700,000 passengers per
day.

In June 2023, an update was given to the Committee on the Elizabeth line
operations which proposed the commencement of a procurement process to
appoint a new operator for the Elizabeth line. This update included a proposal to
coordinate closely with the Docklands Light Railway (DLR) procurement process
to ensure a consistent message was presented to the market, maximise interest
and share lessons.

Since the meeting of the Committee in June 2023 Government policy has
changed and the current policy is one of bringing national rail operations back into
public ownership as current franchises expire. Although the Elizabeth line
concession is not within the scope of this policy, before proposing the current TfL
strategy to the Committee in 2023, we considered alternative delivery models and
this has been reconsidered as part of completing our analysis. While it was
concluded that the current approach continues to offer the best way of delivering
a high performing and cost effective Elizabeth line operation, we continue to be
open to alternative models and will monitor national developments closely.

In November 2023, after an early market engagement exercise, RfL issued a
notice to the market to commence a procurement process to appoint a supplier to
operate passenger train services on the Elizabeth line for a period of seven years
(with an option exercisable by RfL to extend for up to a further two years and
seven periods).

The procurement process was conducted in accordance with EC Regulation
1370/2007 on public passenger transport services by rail and by road.

The Scope of the Concession Agreement

The New Concession Agreement has been designed to ensure the Elizabeth line
continues to be a showcase for investment in TfL, rail, and public transport by
building on the legacy of the Crossrail project and Elizabeth line through
optimisation and improvement on current high levels of safety, performance and
customer satisfaction while remaining adaptable to an evolving industry and
changing customer needs.

RfL reviewed the current Concession Agreement in light of lessons learnt
throughout its term, updated strategic priorities across TfL, insight from market
engagement and wider industry changes and best practice from similar
arrangements in TfL (such as the London Overground Concession and the
Docklands Light Railway Franchise).

This has informed the scope and structure of the New Concession Agreement, a
summary of which is set out below, and which is designed to support the vision
for the Elizabeth line and the achievement of the following strategic outcomes:

(a) achieve excellence in safety and sustainability across all aspects of the
Elizabeth line;

(b) optimise the performance and cost of the Elizabeth line through continuous
improvements, without sacrificing quality;
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(c) maintain high and annually improve customer satisfaction, accounting for
increasing customer expectations and emerging technology trends;

(d) positively influence customer and stakeholder perception of TfL and the
Elizabeth line by maintaining, developing and enhancing the Elizabeth line
brand across London in partnership with TfL;

(e) manage and accommodate passenger and network growth at consistently
high service levels, collaborating with RfL to deliver investment projects;

(f) maintain a flexible and dynamic approach to changes in the rail industry that
directly and indirectly influence the Elizabeth line; and

(g) ensuring the Elizabeth line is a great place to work and its workforce is
representative of the communities it serves.

Operations

The New Concession Agreement will continue to cover all aspects of train and
station operations over the Elizabeth line; this includes operation of 28 of the 41
stations on the Elizabeth line and operating over 1,000 timetabled services per
weekday to deliver a peak timetable of 24 trains per hour.

While RfL retains responsibility for specifying service levels, the operator will be
required to develop timetables that offer convenience to customers, including
coordination of connecting services with other operators.

Train Services

The New Concession Agreement includes the operation of the 24tph peak
timetable currently in operation on the Elizabeth line and operating services to
Old Oak Common from 2030, as well as other pre-priced service modifications
which RfL retains the right to exercise.

Interfaces

The New Concession Agreement will continue to require the operator to play a
significant role in interface management between key stakeholders (such as Rail
for London (Infrastructure) (RfL(1))?, the Department for Transport (DfT), other
train operating companies, Network Rail, other TfL modes and the rolling stock
provider).

Infrastructure

Elizabeth line services operate over sections of the network managed by multiple
infrastructure managers:

' Rail for London Infrastructure (RfL(1)) is a wholly owned subsidiary of TfL and is the Infrastructure
Manager responsible for the Crossrail Central Operating Section (CCOS).
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(@) RfL(l) is the Infrastructure Manager (IM) responsible for the Crossrail Central
Operating Section (CCOS) between Westbourne Park, Stepney Green
Junction and Abbey Wood station;

(b) Network Rail Infrastructure Limited (NR) is the IM responsible for the
existing parts of the National Rail Network between Paddington High Level,
Heathrow Airport Junction and Reading Station in the west and Liverpool
Street High Level and Shenfield Station in the east; and

(c) Heathrow Airport Limited (HAL) is the IM responsible for the Heathrow Spur
and associated stations.

The operator will be required to enter into a regulated Track Access Agreement
(TAA) for each section of the railway owned by NR, HAL and RfL(l). The operator
will be required to negotiate and enter these TAAs and pay access charges for
these sections of the railway, set by the Office of Rail and Road (ORR). TfL will
retain a right in the New Concession Agreement to direct the operator in these
negotiations if required.

The TAAs will not only govern the level of access and associated charges
payable but also, inter alia, set benchmarks and financial incentives in relation to
the Infrastructure Managers’ performance. The ORR ensures reasonable
provision is made for compensation for the expected revenue loss to passenger
operators from the Infrastructure Managers’ poor performance.

In relation to Network Rail and HAL’s performance, this includes being satisfied
they are adequately and continuously incentivised to improve performance, while
not discriminating between train operating companies. In addition, the ORR will
also ensure reasonable provision is made for compensation for the expected
revenue loss to passenger operators as a result of poor performance by IMs.

Access charges paid by the operator will be treated as a straight pass through to
RfL to avoid unnecessary risk pricing. Any payments received by the operator
under the TAA relating to poor performance of Network Rail and/or HAL and/or
other operators will also be a straight pass through to RfL. The New Concession
Agreement requires the operator to ensure that payments received compensate
to the fullest extent. All other payments in relation to the operator’s own
performance will remain the responsibility of the operator.

Where the operator is charged for traction electricity by Network Rail, in line with
the existing Concession Agreement, the cost risk of that resides with RfL, with the
operator on risk for levels of consumption.

The New Concession Agreement will strongly encourage and financially
incentivise the operator to form a close relationship with the Infrastructure
Managers with aligned incentives to ensure both parties’ optimum contribution to
the overall performance of the services. This includes developing improvement
and recovery plans, regularly reviewing performance and proactively informing
TfL of the outcomes.
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The operator will not be responsible for maintenance and asset management
strategy on any of the infrastructure in the Central Operating Section, as is the
case under the existing Concession Agreement.

Stations

The operator will be responsible for the management and staffing of 28 stations
on the Elizabeth line and the New Concession Agreement requires them to enter
into various agreements to support this:

(a) entering into a station lease with RfL for 12 stations. This includes the 11
stations between Maryland and Brentwood, as well as Abbey Wood;

(b) entering into a station lease with Network Rail for 12 stations. This includes
stations between Acton Main Line and Taplow (excluding Heathrow and
Slough) and part of Stratford station; and

(c) entering into a Station Operator Agreement and Station Access Agreements
with RfL(l) for Paddington Low Level, Canary Wharf, Custom House and
Woolwich.

Where the operator is not responsible for the management and staffing of a
station, or where other Train Operators wish to call at stations managed by the
operator, they must enter in various agreements with other Train Operators
and/or Infrastructure Managers including:

(a) entering into Station Access Agreements with other Train Operators and
facility owners at Abbey Wood, Ealing Broadway, Shenfield, Slough,
Twyford, Maidenhead, Heathrow, Liverpool Street High Level and
Paddington High Level stations; and

(b) entering into a Station Usage Agreement with London Underground Limited
at stations between Bond Street and Whitechapel and for access to the
relevant parts of Ealing Broadway and Stratford stations.

The operator will be required to provide staff for Elizabeth line platforms at Bond
Street, Tottenham Court Road, Farringdon, Liverpool Street and Whitechapel
stations, working under London Underground operational protocols.

At operator managed stations, the operator will continue to be required to carry
out low level repairs and ongoing cleaning, fault identification and reporting.

Rolling stock

The operator will be required to sub-lease the fleet of Class 345 units, which are
owned by a consortium (made up of Natwest, Equitix Investment Management
Limited and SMBC leasing) and leased by RfL. This fleet is maintained under the
Rolling Stock Services Provision Agreement with Alstom (previously Bombardier),
the Rolling Stock Provider (RSP).

The operator will manage the performance of Alstom’s maintenance obligations
on a day-to-day basis as RfL’s agent under a tripartite agreement between the
operator, RfL and the RSP.



4.23 The New Concession Agreement also requires the operator to support the
delivery and commissioning of, and enter into a sub-lease for the additional Class
345 units due for delivery in 2026-2027.

Safety and security

4.24 The operator will continue to be required to comply with safety management
requirements which include, inter alia, the Health and Safety at Work etc. Act
1974 and the Railways and Other Guided Transport Systems (Safety)
Regulations 2006.

4.25 The operator will be required to hold appropriate safety certification and safety
authorisation from the ORR for the operation of vehicles and management of
infrastructure (stations). The ORR requires that these, as well as a Safety
Management System are in place before the commencement of the next
concession. In addition, RfL will require the operator to comply with specific
requirements such as participation in wider safety governance arrangements with
key stakeholders and monitor and manage certain safety related metrics across
the railway.

4.26 The operator will be required to enter into a Police Service Agreement with the
British Transport Police (BTP). Costs arising under this agreement will be a
straight pass through to RfL. This change from the current arrangements has
been made in alignment with wider TfL objectives and in recognition that the
operator has limited or no ability to influence these costs. Notwithstanding this,
day to day management of the BTP in relation to Elizabeth line services will
continue be the role of the operator.

Revenue Risk

4.27 Revenue generated from fares and rail products together with patronage risk will
be retained by TfL. Experience across TfL demonstrates this approach to be good
value when the responsibility for matters that influence revenue outcomes, such
as fare policy decisions, investment decisions, service specification, as well as
advertising and marketing are retained by TfL.

4.28 Responsibility for the management and development of the station retail portfolio
(excluding the CCOS stations between Paddington and Woolwich) will be
transferred from Places for London to the operator under the New Concession
Agreement. All existing and future revenue generated from retail (excluding car
park revenue which will be retained by TfL) at these stations will be retained by
the operator. This provides an incentive for the operator to improve and exploit
additional revenue opportunities across the Elizabeth line. This benefits RfL by
reducing the overall concession payment as a result of increased revenue to the
operator and longer-term commercial benefit to TfL from an improved retail
portfolio.

4.29 The operator will be responsible for the operation of ticket offices and ticket
vending machines, and for undertaking revenue protection activities.
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Payment Mechanism

The operator will be remunerated through a fixed concession payment that is
adjusted according to performance against a suite of metrics. The concession
payment will be indexed by the Consumer Price Index (with the exception of HAL
Regulatory Charges which remain linked to the Retail Price Index).

Performance Regime

The performance regime in the New Concession Agreement will continue to see
the operator subject to assessment against predetermined performance
measures. The operator will be paid incentive payments and/or charged
deductions to concession payments should actual performance be better and/or
worse than target.

The monetary values ascribed across the various performance targets have been
carefully calibrated to provide sufficient financial incentives and to reflect the cost
to the operator (plus a reasonable margin) of achieving increased levels of
performance or mitigating underperformance through correct behaviours (for
example, staffing and training), whilst remaining value for money (for example,
not rewarding overstaffing). In particular, the financial incentives will be designed
to encourage the operator to correct any failures as rapidly as possible and to
avoid repeated failures through the use of rectification periods, escalating
deductions and ultimately, contractual default.

Operating Performance

The operating performance regime measures the delivery of train services against
the plan of the day which covers all services operating on the Elizabeth line.

The primary performance measures in the New Concession Agreement will relate
to the following operational metrics:

(a) availability (availability of units);

(b) delay (services arriving late against their scheduled timetable on the eastern
section, western section or Heathrow Spur);

(c) headway (services not adhering to the timetables headway in the CCOS);
and

(d) cancellations (number of missed station stops).

These operational performance measures are aligned to the Class 345 RSP
performance regime, utilising the same measures and financial incentives where
possible. The regime is designed so that in the CCOS, the Elizabeth line provides
a high frequency, high capacity metro service and on the wider network will
support commuter and leisure travel.

The operational performance measures are subject to a deduction only regime;
that is, the target in the New Concession Agreement is set at 100 per cent

achievement and the operator will be charged deductions for non-achievement
from the concession payments RfL makes to the operator. The operator will be
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heavily incentivised to perform at a lower level of deductions than forecast in its
bid.

Under this regime the operator will be liable for:

(@) the full value of the calculated deduction (100 per cent) for all primary delay
where the cause of the incident is attributed to the operator;

(b) 10 per cent of the calculated deduction for all primary delay where the cause
of the incident is attributed to the RSP, HAL, RfL(l) or NR; and

(c) 30 per cent of the calculated deduction for all reactionary delay (regardless
of who caused the initial incident).

These arrangements have been adapted from those in the current Concession
Agreement to ensure there is a focus on service recovery and take into account
lessons learnt. As such the operator will take more responsibility for primary delay
in self-caused incidents, however the operator will take equal responsibility for the
reactionary delay, regardless of who the incident is attributed to — that is, the
operator will be held accountable for recovering the service regardless of the
cause.

To limit operator downside and risk pricing, an annual liability cap is included
which has been calibrated to a level set above bid projections. A remedial plan
and default level will be in place prior to hitting caps to ensure appropriate
remedial action can be taken and an individual incident cap of £0.5m has been
introduced. This builds on learnings from the existing Concession Agreement and
ensures the operator is incentivised to recover from large one-off incidents as
quickly as possible, but avoids excessive risk pricing or the operator reaching the
period cap resulting in the operator “capping out” as a result of one major incident
in a period.

The New Concession Agreement also measures Trips Operated (the percentage
of services operated against the timetable), the On Time Metric (the number of
services that arrived at a station within one minute of their scheduled arrival) and
the Journey Time Metric (the TfL index used to measure performance across TfL
Operations).

Service Quality

In addition, the New Concession Agreement will continue to include certain
customer service targets measured against results of customer surveys (relating
to information provision and security, for example) and also targets related to
service quality (relating to the maintenance of high standards for frontline staff).

The New Concession Agreement will also continue to include a “Customer Facing
Regime”, whereby the operator is financially incentivised to ensure customer
facing resources (for example, staff, matters such as station cleanliness and ticket
vending machine availability) are maintained at appropriate levels.

The operator will be incentivised to effectively protect TfL’s revenue by preventing
fraudulent travel. The operator is currently charged a deduction and/or achieve an
incentive payment based on a percentage share of additional and/or foregone
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revenue compared against a set ticketless travel target (that is, the percentage of
passengers travelling without a valid ticket for their journey). The New
Concession Agreement introduces Contactless Payment Media (CPM) into this
regime as well as surveys in the CCOS to reflect the shift in CPM usage amongst
customers and the high levels of customers using the CCOS only or transferring
from other modes.

Enforcement

The enforcement regime escalates through remedial plan notices, corrective
action notices, step-in rights and ultimately contractual default; designed to
provide RfL with appropriate recourse to remedy poor performance quickly,
without resulting in hair triggers to contractual default.

The New Concession Agreement contains a wide range of matters that constitute
an event of default without being subject to earlier stages of the enforcement
process. These include, inter alia, the operator reaching certain operating
performance financial deduction caps in any thirteen periods, the operator
reaching default benchmarks in the Operating performance and customer service
regimes, insolvency related events, change of control without RfL’s consent,
safety related matters, breach of law and failure by the operator to provide the
Guarantee and bank bond referred to in paragraph 4.46.

Other Commercial Matters

The New Concession Agreement specifies that the operator will secure its
obligations with an on-demand bank bond of £30m and a parent company
guarantee (which reflects the operator’s limits on liability of £80m, excluding
certain general indemnities where liability remains uncapped and performance
regime deduction caps set at £13.5m p.a. above their projected bid performance).
This reflects a review of any credit risk in the New Concession Agreement and
takes into consideration the structure of the potential bidding entities.

The New Concession Agreement includes a mechanism whereby profits made by
the operator will be shared with RfL. This mechanism pays RfL a 50 per cent
share of the operator’s profit over a predetermined threshold of 30 per cent above
the level of profit bid by the operator, calculated on a cumulative basis throughout
the concession. This is designed to allow sufficient flexibility for the operator to
earn additional return should they perform well given the risk they are bearing but
also provides a means by which RfL can limit excess returns.

Concession Pre-Qualification and Invitation to Tender

In February 2024, the following four bidders pre-qualified to receive an Invitation
to Tender (ITT)

(@) Arriva Rail EL Limited;

(b) First Keolis Cross London (a joint venture between First Group PLC and
Keolis SA);

(c) GTS Rail Operations Limited (a joint venture between Go Ahead Holdings
Limited, Sumitomo Corporation and Tokyo Metro Co. Limited); and
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(d) MTR (Metro Trains London) Limited.

The ITT was issued on 15 April 2024 and all four Bidders submitted their bids,
including the content required by the ITT and other mandatory requirements, by
the specified deadline of 8 July 2024.

The key principle of the evaluation methodology was to ensure that the New
Concession Agreement would be awarded to the most economically
advantageous bid allowing for a balance between technical, commercial and
financial factors. The bids were evaluated for technical, commercial and price
components according to the following weightings:

Component Weighting

Technical 40%
Price 50%
Commercial 10%

The evaluation methodology takes account of the commercial structure of the
New Concession Agreement with Bidders required to submit bids against the
performance regime and a draft New Concession Agreement specified by RfL.

RfL has followed a detailed procurement process, set out in appropriate
procurement documentation. The primary areas of evaluation are set out in
further detail below.

Where appropriate, RfL has sought assurance from expert advisors, including
legal, technical, financial and procurement advisers.

Technical

Bidders provided written responses to the following 16 “Delivery Plans” split
across five key components:



Delivery Plan Sub-Weighting

Delivery Plan 1 (Business Management) -

Delivery Plan 1A (Setting Up for Success)) 10.0%
Delivery Plan 1B (Health and Safety) 5.0%
Delivery Plan 1C (Working with RfL and delivery of 7 5%
Projects)

Delivery Plan 2 (Operating Performance and

Service Delivery)

Delivery Plan 2A (Operating Performance

Projections)

Delivery Plan 2B (Traincrew Management) 10.0%
Delivery Plan 2C (Management of Third Parties) 15.0%
Delivery Plan 2D (Command and Control and 15.0%

Disruption Management)

Delivery Plan 3 (Customer Service and Staffing) -

Delivery Plan 3A (Service Quality and Revenue

Protection Projections)

Delivery Plan 3B (Customer Experience Delivery) 12.5%
Delivery Plan 3C (Customer Information During 10.0%
Disruption)

Delivery Plan 4 (Responsible Procurement)

Delivery Plan 4A (Community Engagement) 5.0%

Delivery Plan 4B (Environment) 5.0%

Delivery Plan 4C (Equity, Diversity and Inclusion) 5.0%

Delivery Plan 4D (Strategic Labour Needs and P/F

Training)

Delivery Plan 4E (Modern Slavery) P/F
Delivery Plan 5 (Cyber Security) P/F

Total 100%
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Each Delivery Plan was evaluated for the Bidder’s understanding of the
requirements and RfL’s confidence that these plans would deliver the relevant
sections of the New Concession Agreement.

Bidders were scored using either a “pass” or “fail” basis (P/F) or an 11 point scale
ranging from 0 to 100 on a linear basis. The scored sections required Bidders to
score a minimum of 30 (Minor Concerns) in each Delivery Plan, otherwise the
Bidder would be excluded from further participation in the competition.

Price

Bidders were required to provide a financial model, record of assumptions and
other supporting documentation to support the financial submission. The
evaluation of the Price component was comprised of scoring the net present
value of total payment amounts identified in the ITT.

The bidder with the lowest weighted Price was awarded full marks for the
financial component and other bidders were assigned a score in inverse
proportion.

Commercial

Bidders were required to provide a “mark-up” of the draft New Concession
Agreement and certain associated documents. This was evaluated for the extent
to which the proposed mark-up transferred risk, obligations or had any other
adverse impact on RfL.

Bidders were restricted from amending various key components of the New
Concession Agreement; in particular the service level commitments and staffing
requirements, performance regime, the requirement to lease the class 345 rolling
stock (including the additional units), the principles of the respective liability and
indemnity positions of the operator and RfL (specifically including the requirement
and form of the Guarantee and value of the overall liability caps in the New
Concession Agreement and the Guarantee), RfL’s right to set off and the
structure of the payment mechanism.

Bidders were scored using a six-point scoring scale ranging from 0 (Major
Concerns) to 100 (Excellent).

In addition, bidders’ financial documentation and financial validity of the
underlying pricing assumptions were evaluated for their completeness, clarity,
ease of use and the robustness (and ultimately the risk of financial default), on a
pass or fail basis.

Further details regarding the evaluation process and authority sought are set out
in Part 2 of the paper.

Next Steps

Following contract signature, a mobilisation phase will commence to ensure that
the supplier under the New Concession Agreement is ready to take over the
operation of Elizabeth line services prior to Concession Commencement in May
2025.



6.2 The remaining stages in the procurement process are summarised below.

Activity Date

Notify Bidders of Award Decision 19 November 2024
Sign Concession Agreement December 2024
Concession Commencement 25 May 2025

List of appendices to this report:

A paper containing exempt supplementary information is included on Part 2 of the
agenda.

List of Background Papers:

Elizabeth line Concession Procurement Finance Committee June 2023 Part 1
Elizabeth line Concession Procurement Finance Committee June 2023 Part 2

Contact Officer: Howard Smith, Director, Elizabeth line
Email: HowardSmith@tfl.gov.uk
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