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London zonal rail fares update
Issue

1. At DfT's instigation, a new simple zonal fares structure will be introduced for train travel within London from January 2007.  The previous Secretary of State approved this as a positive step, whilst recognising the extent of changes to individual fares that would be necessary to achieve zonal pricing without either loss of revenue or additional subsidy.  This paper updates you on progress as this is an issue that could generate significant media interest.
Timing

· If you are content, we would like to announce the changes and the list of fares on w/c 16th October 2006
Recommendation

2. You are asked to note this paper and agree the media handling plan.
Consideration

3. The Future of Rail white paper published in July 2004 said that the Department would "work with the Mayor on proposals to rationalise fare structures and ticketing technology across different types of public transport in London".  As a first step, we are replacing the several thousand individually-priced station-to-station rail fares within London with a simple set of zonal fares, so that the same price will be charged between any station in a given zone and any station in another given zone.  The zones will be the same familiar zones used for Underground and Travelcard fares.  This is a necessary precursor to the extension of Oyster smartcard 'Pay as you go' ticketing to national rail, as this system cannot cope with a complex fares structure.  Approval for requiring operators to simplify fares in this way on a broadly revenue-neutral basis was given by your predecessor in 2005.

4. A working group chaired by DfT with representatives from the Association of Train Operating Companies (ATOC) and Transport for London (TfL) produced a draft zonal fares structure and an implementation plan.  Adjustments have been made to the franchise agreements of those operators setting fares within London, so that these operators are required to set peak single, peak return and off-peak return fares for rail-only journeys wholly within London on a zonal basis as from January 2007.  Operators will be required to set rail-only seasons on a similar zonal basis from January 2010, the extra time allowing a more staged progression towards common zonal season prices, accommodating your predecessor's concern to avoid sudden fare changes in these higher-value fares.
5. The operators themselves have devised and agreed prices for each fare type and zonal combination.  It must be recognised that to replace many individual fares with a handful of zonal fares without either losing revenue or requiring extra subsidy, some passengers will see the price they pay increase, others will see it decrease.  A proportion of the increases will exceed the maximum inflation+6% allowed by regulation and we will need to grant the necessary derogations to permit this.  Your predecessor considered the likely extent of increases and decreases in approving the implementation of zonal fares.  Graphs showing the distribution of increases and decreases are attached as Annex B.
6. Overall, the new zonal peak singles and returns for 2007 represent an average increase over non-zonal 2006 fares of inflation+1%, the increase permitted under DfT's standard fares policy.  In other words, although there will be winners and losers, the average London commuter will pay no more using the new zonal fares than they would have done if current fares had continued and been increased in line with fares regulation.  There is no hidden fares increase in regulated fares outside the DfT's published fares policy.
7. Cheap Day Returns (CDRs) are unregulated and can be set at operators' discretion.  The new zonal CDRs represent a small increase (4.5% in real terms) over the average price of current non-zonal CDRs, but the number of CDRs issued for journeys wholly within London is relatively very small because the Off-Peak One-Day Travelcard is the fare charged for many journeys. 
8. Financial impact:  The introduction of these simpler zonal fares will have no financial impact on DfT and no material financial impact on operators.  This is because changes in the average level of regulated fares for journeys within London on any given operator can be offset by that operator making compensating adjustments to other regulated fares within its Commuter Fares basket to maintain the overall value of its basket within the inflation+1% 'cap'.  Non-Travelcard fares for journeys wholly within London make up such a small proportion of most operators' fares baskets that any change to other regulated fares is likely to be very small indeed (0.2% or less, according to ATOC's fares model).  Off-peak fares are unregulated, but zonal CDR prices have been set so that no operator loses revenue and the amount made by those operators who increase their CDRs is small.  Any revenue increase from better marketing of rail services in London made possible by the simpler zonal fares will accrue to the operators, but will be recouped at refranchising through greater franchise value.  A study carried out for DfT by Jacobs assessed the impact of Southern Railway's own zonal fares (implemented on Southern's inner-London network in 2005) has shown no adverse effects on the operator and highlighted the potential benefits that simpler fares offer to passengers.

9. Media handling:  The proposed media handling plan is attached.
Conclusion

10. The introduction of zonal fares represents a welcome step towards simpler rail fares for London.  It is also an important and necessary step towards the extension of Oyster Pay-As-You-Go smartcards to National Rail services, as neither the smartcard system nor passengers can cope with thousands of different station-to-station prices.  However, to arrive at zonal fares without losing revenue, some fares will increase and others decrease.  The fact that some individual fares at the margin will increase by a significant percentage (even if these are very low value fares in absolute terms) means that the media will need careful handling to ensure that the 'simpler rail fares for London and no fares increase overall' message is effectively communicated.
Clearance

11. This submission has been cleared with Gary Backler, Press Office, Sonia Braybrook (Legal) and Sally Delgado (Rail Strategy & Finance).

Annex A:  London zonal rail fares from January 2007

Annex B:  Graphs showing distribution of fare increases and decreases

Annex C:  Media handling plan.
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	LONDON ZONAL FARES 
	
	
	Prices to be charged for rail journeys and rail + tube journeys wholly within the Travelcard area

	From 02.01.07
	
	
	

	
	
	
	
	
	
	
	
	
	

	RAIL ONLY
	SDS
	 
	SDR
	 
	CDR
	 
	7-day **
	 
	

	 No of Zones
	Adult
	Child
	Adult
	Child
	Adult
	Child
	Adult
	Child
	 

	1
	180
	90
	360
	180
	270
	100
	1200
	600
	

	12
	210
	105
	370
	185
	300
	100
	1220
	610
	

	123
	270
	135
	460
	230
	360
	100
	1620
	810
	

	1234
	310
	155
	530
	265
	400
	100
	2220
	1110
	

	12345
	380
	190
	720
	360
	470
	100
	2860
	1430
	

	123456
	480
	240
	920
	460
	570
	100
	3200
	1600
	

	2,3,4,5 or 6
	150
	75
	260
	130
	240
	100
	920
	460
	

	23,34,45,56
	190
	95
	330
	165
	280
	100
	1160
	580
	

	234,345,456
	230
	115
	400
	200
	320
	100
	1580
	790
	

	2345, 3456
	270
	135
	470
	235
	360
	100
	1980
	990
	

	23456
	310
	155
	560
	280
	400
	100
	2000
	1000
	

	** Zonalisation not mandatory until Jan 2010. These are "guide prices" only
	
	
	

	
	
	
	
	
	
	
	
	
	

	RAIL - TUBE (and RAIL - TUBE - RAIL)
	 
	 
	 
	
	 
	 

	No of Zones
	SDS
	 
	SDR
	 
	CDR
	 
	
	Peak Day
	OffPk Day

	 
	Adult
	Child
	Adult
	Child
	Adult
	Child
	
	Travelcard
	Travelcard

	1
	400
	200
	760
	380
	670
	100
	
	 
	 

	12
	410
	200
	770
	380
	700
	100
	
	660
	510

	123
	470
	230
	860
	430
	760
	100
	
	780
	 

	1234
	510
	250
	930
	460
	800
	100
	
	900
	570

	12345
	580
	290
	1120
	560
	870
	100
	
	1120
	 

	123456
	680
	340
	1320
	660
	970
	100
	
	1320
	670

	2,3,4,5 or 6
	300
	150
	560
	280
	540
	100
	
	 
	 

	23,34,45,56
	340
	170
	630
	310
	580
	100
	
	 
	 

	234,345,456
	380
	190
	700
	350
	620
	100
	
	 
	 

	2345, 3456
	420
	210
	770
	380
	660
	100
	
	 
	 

	23456
	460
	230
	860
	430
	700
	100
	
	800
	460
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