
19th June 2003 

First Review of Rail Fares Since Privatisation: Fares 
Must Keep Pace with Investment 

The Strategic Rail Authority (SRA) today published the conclusions of its year-
long rail fares review. This major review of fares regulation - the first since 
privatisation - is part of redressing the balance between taxpayers and 
farepayers. 

There are only two principal sources of funds for the railway - farepayers and 
taxpayers. Revenue from fares has increased by 26% from 1997-98 to 2001-
02, while railway investment has grown by 164% in the same period1. 

Today's fares review, which will take effect from January 2004, has 
considered the current price cap (RPI minus 1%) on annual increases in 
regulated fares, the scope of regulation, the relationship between fares and 
performance and the mechanisms for regulating fares. 

The main outcomes from the review are: 

 The level of the regulatory price cap changes from RPI -1% to RPI + 
1% for three years from January 2004.  

 The review has identified a number of problems with the regulation of 
saver fares (off-peak fares for leisure travel of about 50 miles and 
over). The SRA will address these with a view to changing the regime 
by 2006  

 Other regulated fares (standard class weekly season tickets and 
currently regulated commuter fares) will remain regulated. The 
percentage of fares revenue regulated will remain around 45%  

 Removal of the ineffective automatic link between fares and change in 
performance for regulated fares in London and South East (FIAP - 
Fares Incentive Adjustment Payment regime)  

 Simplification of the fares 'basket' system within which fares will be 
regulated from January 2004  

 The SRA and Association of Train Operators (ATOC) will work together 
to assess options for a National Discount Railcard with the objective of 
encouraging car users to switch from road to rail  

SRA Chairman, Richard Bowker said: 

"Fares must keep pace with investment. There is universal agreement that 
investment is running at record levels; it is wrong for fares to keep falling. This 
package is a fairer balance between the contributions of the passenger and 
the taxpayer. More work needs to be done on a national railcard scheme, but 
we believe it may be possible to devise a product that encourages new 
journeys without increasing the funding burden to the taxpayer". 



Notes to Editors 

1. A summary of the conclusions is attached.  
2. The new policy will apply to all rail franchises agreements except for 

Scotrail (fares regulation for Scotrail is set by the Scottish Executive). 
The SRA will work with train operators during the summer and autumn 
this year to implement the new policy from January 2004.  

3. Following implementation of the review, approximately 45% of all fares 
will be regulated. The balance, as under the 1997 policy will either be 
controlled by simplified fares 'baskets' or open to market competition.  

4. The consultation period ran from July - October 2002. Local authorities, 
train operating companies, rail industry bodies, rail user groups, Rail 
Passenger Councils and Passenger Transport Executives (PTEs) were 
included in the consultation process.  

Summary of conclusions 

Scope of Regulation 

 Regulation of commuter fares will remain because passengers using 
these tickets generally have little or no alternative to rail travel.  

 The regulation of Saver fares has constrained new and innovative, 
customer-focused tickets and has led to significant over-crowding on 
some routes. Train operators generally face a competitive market for 
this type of travel because passengers can normally choose alternative 
forms of travel if operators do not offer attractive and affordable fares. 
The SRA will be working with the relevant train operators to develop 
proposals to address the problems caused by Saver regulation, with a 
view to replacing the existing regime by 2006 with one more suited to 
passenger needs. It may be possible to introduce a new regime earlier 
than this, subject to any proposal demonstrating benefits to passengers 
and taxpayers.  

 Standard Open Singles or Returns will not be regulated (except where 
they are already regulated in a commuter fares basket or as a 
'protected fare' for a journey where there is no Saver).  

Level of Regulated Fares 

 The regulated price cap will increase from its current level of RPI-1% to 
RPI+1% from January 2004 for three years.  

 Rail industry costs have risen sharply, and the increase has so far 
been borne entirely by the taxpayer.  

The link between fares and performance 

 'FIAP' has worked badly and should now be abolished.  
 Passengers' interests will be protected, as they will be compensated 

directly for poor train service performance through each train operator's 
Passenger's Charter. Passenger's Charter standards are currently 
under review.  



 The removal of FIAP will have no effect on operators' incentive to 
improve train service performance. The FIAP mechanism was not 
designed as a performance incentive, and it includes an adjustment to 
franchise payments which offsets the revenue effect of the fares 
adjustment. A separate performance regime exists to incentivise train 
service performance.  

Mechanism for regulation 

 All regulated fares will be regulated by means of a fares basket.  
 Each train operator will have two fares baskets. A 'Commuter Fares' 

basket will contain regulated commuter fares, in other words all those 
fares that are regulated in a fares basket under current fares 
regulation. A 'Protected Fares' basket will contain all fares that are 
currently regulated individually.  

 Each fares basket will be simplified, and will contain only those fares 
which together account for around 95% of revenue from all regulated 
fares.  

 Travelcard fares and fares set by other operators will remain included 
in Commuter Fares baskets, but Protected Fares baskets will only 
contain fares which are set by that operator.  

 Each basket will be constructed using January 2003 fares, weighted by 
the revenue received by that operator from the sale of that fare in 
2002/3. We intend to re-weight only at subsequent fares policy reviews.  

 Increases in individual fares within fares baskets will be limited to 5% 
above the basic policy (RPI+6%) in any given year.  

Other areas 

 Fare structure. The SRA will work with train operators and ATOC to 
make sure that the terminology used to describe particular categories 
of tickets and (where appropriate) the terms and conditions for similar 
products, are properly co-ordinated between operators.  

 Zonal fares for London. The SRA is considering a trail of zonal fares on 
a particular part of the London network, to confirm its practicality and to 
see the effect of simplification on passenger numbers.  

 National Railcard. The SRA will work closely with ATOC, train 
operators and passenger groups to explore potential options for a 
National Railcard that is well targeted and encourages passengers to 
switch from road to rail.  

 Smartcards. The SRA intends to carry out some research into the 
smartcards and how they may be used to help manage demand. If 
appropriate the SRA will carry out a trial on one part of the London 
network.  
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