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24. The Department intends to hold train operators to their contract terms, although there
is some scope for train operators to cut back any services that are not core requirements of
the franchise. The scale of such contingency plans, however, is unlikely to deal with the
adverse conditions arising from the present recession.” If an operator fails, the Department
holds performance bonds that cover about 5% of the annual cost base of the company
concerned. The bonds have been issued by a number of different banks, mostly based in
the UK. At present, the Department reviews the nature of these bank obligations
monthly.*

25. The Department expects train operators to cope with the current recession, but has
remedies that have already been tested in case a company is unable to fulfil its obligations.
For example, in the case of GNER, the Department paid the management team to run the
company for a period while the Department re-let the contract. In this case, the
performance bond covered the cost of re-letting the contract. There is a risk of more than
one franchise failing at a time, and that one or more might have to be re-let at an adverse
price compared with the original transaction. The Department would not be bound to
intervene immediately unless the company was incapable of managing the franchise.*?

39 Qq 136-139

40 Qq 106-113, 143-151
41 Qq 139-140

42 Qq 13, 141
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Formal Minutes

Monday 30 March 2009
Members present:
Mr Edward Leigh, in the Chair

Mr Richard Bacon Rt Hon David Curry
Angela Browning Rt Hon Alan Williams

Draft Report (The Department for Transport: Letting Rail Franchises 2005-2007), proposed
by the Chairman, brought up and read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 25 read and agreed to.

Conclusions and recommendations read and agreed to.

Summary read and agreed to.

Resolved, That the Report be the Twenty-first Report of the Committee to the House.
Ordered, That the Chairman make the Report to the House.

[Adjourned till Monday 27 April at 4.30 pm
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Witnhesses

Wednesday 21 January 2009 Page
Dr Mike Mitchell, Director General National Networks, Mr Jack Paine,

Director of Procurement and Mr David Payne, Acting Finance Director
National Networks, Department for Transport Ev 1

List of written evidence

Department for Transport Ev 18
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