THE NATIONAL RAIL FRANCHISE TERMS
Second Edition
1. PREFACE

This edition of the National Rail Franchise Terms (the Terms) applies to each franchise
agreement made between the Secretary of State for Transport (the Secretary of State) and a
Train Operator which is expressed to be made pursuant to these Terms and which
incorporates these Terms by reference. Each such franchise agreement specifies the matters
which these Terms require to be addressed in a franchise agreement and which are to be
agreed between the parties or prescribed by the Secretary of State, together with any other
provisions that the parties have agreed should amend or supplement these Terms.

2. INTERPRETATION

21 The Franchise Agreement and the Conditions Precedent Agreement, together with the
Terms (as amended or supplemented), constitute a single agreement, which is a “franchise
agreement” for the purposes of the Act, and shall be interpreted in accordance with the Terms.
Accordingly, references in these Terms to “the Franchise Agreement” shall include the
Terms.

2.2 In the Franchise Agreement, except to the extent the context otherwise requires:

@ words and expressions defined in Part | of the Act have the same meanings when
used therein provided that, except to the extent expressly stated, “railway” shall not
have the wider meaning attributed to it by Section 81(2) of the Act;

(b) words and expressions defined in the Interpretation Act 1978 have the same meanings
when used in the Franchise Agreement;

(© the words “include”, “including” and “in particular” are to be construed without
limitation;

(d) references to any person include its successors, transferees or assignees,

(e the words “subsidiary”, “wholly owned subsidiary” and “parent undertaking” have

the same meaning in the Franchise Agreement as in Sections 258 and 736 of the
Companies Act 1985;

() references to documents “in the agreed terms” are references to documents initialled
by or on behalf of the Secretary of State and the Franchisee;

(@) references in any of the agreements comprising the Franchise Agreement to Recitals,
clauses, Schedules, Parts, paragraphs and Appendices are to Recitals, clauses,
Schedules, Parts of Schedules, paragraphs of Schedules and Appendices of Schedules
of that agreement, unless expressly specified to the contrary, and the Schedules and
Appendices form part of the agreement in which they appear;

(h) references in any Schedule in any of the agreements comprising the Franchise
Agreement to a Part, paragraph or Appendix are references to a Part, paragraph or
Appendix of that Schedule (or the relevant Part of a Schedule), unless expressly
specified to the contrary;
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headings and references to headings shall be disregarded in construing the Franchise
Agreement;

references to any enactment include any subordinate legislation made from time to
time under such enactment and are to be construed as references to that enactment as
for the time being amended or modified or to any enactment for the time being
replacing or amending it and references to any subordinate legislation are to be
construed as references to that legislation as for the time being amended or modified
or to any legidation for the time being replacing or amending it;

references to an agreement or any other document shall be construed as referring to
that agreement or document as from time to time supplemented, varied, replaced,
amended, assigned or novated;

references to any particular provisions of any agreement or any other document shall
be construed to include any other provisions of, or incorporated in, that agreement or
other document which the Secretary of State reasonably considers have an equivalent
effect or are intended to fulfil the same function;

words importing the masculine gender include the feminine and vice-versa, and
wordsin the singular include the plural and vice-versa;

wherever provision is made for the giving or issuing of any notice, endorsement,
consent, approval, waiver, certificate or determination by any person, unless
otherwise specified, such notice, endorsement, consent, approval, waiver, certificate
or determination shall be in writing and the words “notify”, “endorse’, “consent”,
“approve’, “waive’, “certify” or “determing” and other cognate expressions shall be

construed accordingly;

references to materials, information, data and other records shall be to materids,
information, data and other records whether stored in electronic, written or other
form;

references to the Franchisee bidding for Train Slots or a Timetable shall mean the
final action incumbent on the Franchisee under the Network Code to confirm to
Network Rail its interests in the Train Slots to which that confirmation relates, and
“bid” shall be construed accordingly;

references to the period of validity of any Fare are references to its period of validity
excluding any rights of any purchaser thereof to extend such period under the
Passenger’s Charter, any equivalent document, or the terms and conditions attaching
to such Fare (including any applicable conditions of carriage) in the event of the
cancellation or delay of any of the railway passenger services for which such Fare is
valid;

references to stations at which any train calls include stations at which such train
commences or terminates its journey;

referencesto “railway passenger services’ are to be construed subject to Section 40 of
the Railways Act 2005;

references to the provision of railway passenger services include the organisation of
the relevant train movements and making the necessary arrangements with Network
Rail or any other relevant Facility Owner;
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references in lower case letters to terms defined in clause 3.1 shall be construed,
where relevant, as being references to the terms defined as such in the franchise
agreement or relevant agreement made under Section 30 of the Act or Section 6 of the
Railways Act 2005 with any other Train Operator;

amendments to or variations of contracts or arrangements include assignments,
novations or other transfers of rights and/or obligations (in whole or in part) under
such contracts or arrangements,

references to sums of money being expended by the Franchisee shall be to such sums
exclusive of Value Added Tax;

the words “shall not be liable” are to be construed as meaning that no contravention
of the Franchise Agreement and no Event of Default shal arise as a result of the
occurrence of the matter to which such words relate; and

references to a* contravention of the Franchise Agreement” (and cognate expressions)
are to be construed as meaning a breach of the Franchise Agreement.

DEFINITIONS

In the Franchise Agreement, except to the extent the context otherwise requires, the

following words and expressions have the following meanings:

2003 Nominal Ticket Sales has the meaning given to it in paragraph 3 of Schedule 5.4
(Regulation of Fares Basket Values);

2003 Ticket Revenue has the meaning given to it in paragraph4.1 of Schedule5.4
(Regulation of Fares Basket Values);

Access Agreement has the meaning given to the term “access agreement” in Section 83(1) of

the Act;

Act means the Railways Act 1993 and any regulations or orders made thereunder;

Actual Operating Costs means:

@

the Franchisee' s total operating expenses for the period being reviewed as stated in its
profit and loss account, including any of the following operating expenses that are
payable during that period:

() amounts payable to the Secretary of State and Network Rail;

(i) taxation;
(iii)  dividends;
(iv) interest;

(V) capital expenditure (net of grants received); and
(vi) lease payments in relation to on-balance sheet |eased assets,
but excluding any of the following expenses that are payable in that period:

(A) interest relating to on-balance sheet |eased assets;
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(B) depreciation;

(© amortisation; and

(D) bad debt provisions; and
(b) either:

() plus any reduction in the total amount owing by the Franchisee to creditors
over that period; or

(i) less any increase in the total amount owing by the Franchisee to creditors
over that period,

where creditors:

(A) include any persons owed amounts by the Franchisee in respect of
operating expenses, including the types of expenses set out in
paragraphs (a)(i) to (iv) inclusive, provisions and deferred income
balances; but

(B) exclude persons owed amounts by the Franchisee in respect of season
ticket liabilities, lease liabilities in relation to on-balance sheet |eased
assets and liabilities in relation to grants received for the purchase of
fixed assets;

Actual Passenger Demand has the meaning given to it in paragraph 1 of Schedule 1.5
(Information about Passengers);

Actuary has the meaning given to it in the Pension Trust;

Additional Call Centre Investment means investment by the Franchisee in Additional Call
Centres not expressly required by the terms of the Franchise Agreement on the Start Date or
by any subsequent Change;

Additional Call Centres means telephone or internet based call centres for selling tickets to
the general public that are provided by the Franchisee making Additional Call Centre
Investment;

Additional I nvestment means Additional Call Centre Investment or Additional Rolling Stock
Investment;

Additional Passenger Services means such of the Passenger Services as the Franchisee is
neither required to secure in the Timetable for purposes of complying with the Service Level
Commitment nor required to operate pursuant to paragraph 6.1(a) of Schedule 1.2 (Operating
Obligations);

Additional Rolling Stock I nvestment means investment by the Franchisee:

@ in the provision of rolling stock vehicles additiona to the rolling stock vehicles
comprised in the Train Fleet on the Start Date, including subsequent investment in
those additional rolling stock vehicles;

(b) not expressly required by the terms of the Franchise Agreement on the Start Date or
any subsegquent Change; and
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(c) the parties agree or, in the absence of agreement, the Secretary of State reasonably
determines are rolling stock vehicles that the Franchisee proposes to use in order to
provide Additional Passenger Services;

Additional Timetable Development Rights means any Timetable Development Rights that
the Franchisee does not require for purposes of securing a Timetable that complies with the
Service Level Commitment and to operate the services contemplated thereby;

Affiliate means, in respect of any person, any person by which that person is Controlled or
which is Controlled by that person, or any person which is Controlled by any other Affiliate
of that person;

Ancillary Service means any service specified in paragraph 5 of Schedule 1.6 (Franchise
Services);

Annual Audited Accounts means the accounts of the Franchisee which:

@ comply with paragraph 3.11 of Schedule 13 (Information and Industry Initiatives);
and

(b) are deivered to the Secretary of State by the Franchisee in accordance with
paragraph 3.9 of Schedule 13 and certified by the Franchisee's auditors as true and
fair;

Annual Financial Statements means the fina draft financial statements of the Franchisee
which:

@ comply with paragraph 3.11 of Schedule 13 (Information and Industry Initiatives);

(b) give atrue and fair view of the amount of Revenue earned by the Franchisee during
any Franchisee Y ear (or part thereof), excluding:

() any Revenue Share Adjustments paid or payable by the Franchisee to the
Secretary of Statein respect of that Franchisee Y ear; and

(i) any Revenue Support Adjustments received or receivable from the Secretary
of State by the Franchisee in respect of that Franchisee Y ear;

(© contain:

0] a breakdown of the amount of Revenue referred to in paragraph (b),
identifying the amount earned of each revenue flow specified in the definition
of Revenue; and

(i) any explanatory notes which the Franchisee reasonably believes would assist
the Secretary of State in fulfilling the purpose referred to in paragraph (d);
and

(d) are deivered to the Secretary of State by the Franchisee in accordance with
paragraph 3.7 of Schedule 13 for the sole purpose of calculating any Revenue Share

Reconciliation Amount or any Revenue Support Reconciliation Amount;

Annual Franchise Payment means, in relation to any Franchisee Year, the amount
determined in accordance with Schedule 8.2 (Annual Franchise Payments);

Annual Management Accounts means the management accounts of the Franchisee which:
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@ comply with paragraph 3.10 of Schedule 13 (Information and Industry Initiatives);
and

(b) are deivered to the Secretary of State by the Franchisee in accordance with
paragraph 3.6 of Schedule 13;

Annual Season Ticket means a Season Ticket Fare which is valid in Standard Class
Accommodation from (and including) the day on which it first comes into effect until (but
excluding) the day which falls 12 months after such day;

ATOC means the Association of Train Operating Companies,

Average Earnings I ndex means the average earnings index:

@ for the whole economy of Great Britain;

(b) seasonally adjusted; and

(© excluding bonuses,

as published from time to time by the Office for National Statistics or, if such index shal
cease to be published or if there is a material change in the basis of the index, such other
average earnings index as the Secretary of State may, after consultation with the Franchisee,
determine to be appropriate in the circumstances,

Bank means a person which has a permission under Part IV of the Financial Services and
Markets Act 2000 to carry on one or more of the regulated activities provided thereunder and
which is reasonably acceptable to the Secretary of State;

Bank Holiday means any day other than a Saturday or Sunday on which banks in the City of
L ondon are not open for business;

Benchmark means any of the Cancellations Benchmark, Capacity Benchmark and Service
Delivery Benchmark;

Benchmark Table means, in relation to:

@ any Cancellations Benchmark, the Cancellations Benchmark Table;

(b) any Capacity Benchmark, the Capacity Benchmark Table; and

(© any Service Ddlivery Benchmark, the Service Delivery Benchmark Table;

Bond Provider means any person or persons who may provide or be an obligor under a
Performance Bond or Season Ticket Bond from time to time and who shal, unless the
Secretary of State otherwise agrees, be aBank;

Bond Year means the period beginning on the Start Date and ending at the end of the first
Reporting Period to end in the month prescribed for such purpose in the Franchise Agreement
and any subsequent period of 13 Reporting Periods beginning on the day after the end of the
preceding Bond Y ear provided that:

@ the Franchisee and the Secretary of State may agree to vary the Reporting Period in
which aBond Y ear ends from time to time; and
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(b the last Bond Year shall expire on the expiry of the Franchise Period and may be a
period of less than 13 Reporting Periods;

Brand Licence means a licence between the Secretary of State (or any company wholly
owned by the Secretary of State) and the Franchisee in respect of any registered or
unregistered trade marks;

Breach Performance Level means, in relation to a Benchmark for any Reporting Period, the
number set out in column 4 of the Benchmark Table relating to that Benchmark and in the
row of that table for that Reporting Period;

Business Action Plan means an action plan produced by the Franchisee in relation to the
delivery of any outcome anticipated by its Business Plan, in accordance with paragraph 2.7 of
Schedule 13 (Information and Industry Initiatives);

Business Plan means the Initial Business Plan or any Updated Business Plan, as the context
reguires, to be delivered in accordance with paragraphs 2.1 to 2.4 of Schedule 13 (Information
and Industry Initiatives);

Cancellation means a Passenger Service:

@ which isincluded in the Plan of the Day and which is cancelled and attributed to the
Franchisee pursuant to its Track Access Agreement;

(b) which isincluded in the Plan of the Day and which operates less than 50 per cent. of
its scheduled mileage for reasons attributed to the Franchisee pursuant to its Track
Access Agreement; or

(c) which is omitted from the Plan of the Day, or included in it in a modified form that
does not enable the Franchisee to operate more than 50 per cent. of such Passenger
Service' s scheduled mileage, without the Franchisee discharging its obligations under
Schedule 1.2 (Operating Obligations) in relation thereto;

Cancellations Benchmark means any of the performance levels in respect of Cancellations
and Partial Cancellations set out in the Cancellations Benchmark Table;

Cancellations Benchmark Table means the table set out in Appendix 5 (Cancellations
Benchmark Table) to the Franchise Agreement;

Capacity Benchmark means any of the performance levels in respect of the capacity operated
in delivering the Passenger Services set out in the Capacity Benchmark Table;

Capacity Benchmark Table means the table set out in Appendix 6 (Capacity Benchmark
Table) to the Franchise Agreement;

Capital Expenditure has the meaning given to it in paragraph 2.4 of Schedule 19 (Other
Provisions);

Certificate of Commencement means the certificate to be issued by the Secretary of State
pursuant to the Conditions Precedent Agreement;

Change meansif and whenever any of the following occurs:

@ an event set out in any Secretary of State Risk Assumption specified in Appendix 1
(Secretary of State Risk Assumptions) to the Franchise Agreement;

LON1029542/5 (120521-0005) Page 7 Definitions



(b)

(©)
(d)

(€)

(f)

(9)

(h)

(i)

()

(k)

(N

the Secretary of State and the Franchisee agree or the Secretary of State serves written
notice on the Franchisee, exercising the Secretary of State's right to call any Priced
Option:

0] on different terms from those specified in respect of that Priced Option in
Appendix 4 (List of Priced Options) to the Franchise Agreement; and/or

(i) at any time after the last date for exercise of such Priced Option,

in each case, only to the extent of the difference from the price quoted in Appendix 4
to the Franchise Agreement caused by the difference in terms and/or the late timing of
the agreement or call;

aCharge Variation;

a Change of Law (excluding any Change of Law to the extent that it results in an
adjustment to the Franchise Payments pursuant to Schedule 8.4 (Track Access
Adjustments and Station Charge Adjustments));

a change to the Service Level Commitment previoudly in force pursuant to the issue
of anew Service Level Commitment in accordance with paragraph 9 of Schedule 1.1
(Service Development);

a change to the railway passenger services required to be operated by another
franchisee or franchise operator by direction of the Secretary of State which may
reasonably be expected to have a material effect on the cost of and revenues derived
from providing the Passenger Servicesthat are required to be operated pursuant to the
Service Level Commitment;

the Franchisee is required to take any action pursuant to paragraph 14.2(a) and/or
14.2(b) of Schedule 1.1,

a change effected pursuant to paragraph 6.1 of Schedule 1.2 (Operating Obligations),
including as a result of any action that the Franchisee is required to take pursuant to
paragraph 8.1(b) of Schedule 1.2 in respect of any Strategy or plan referred to in
paragraph 8.1(b) of Schedule 1.2 published, endorsed or varied by the Secretary of
State after the Start Date, except where that change is effected pursuant to paragraph
6.2 of Schedule 1.2 in respect of any Additional Passenger Services,

a change to the Secretary of State's standards in respect of aternative transport
arrangements, as referred to in paragraph 8.2(b) of Schedule 1.2, from the Secretary
of State's standards which are current as at the date of signature of the Franchise
Agreement;

the Franchisee is required by the Franchise Agreement to implement the Olympic
Services Delivery Plan insofar as such implementation results in the imposition of
costs on and the receipt of revenue by the Franchisee;

the imposition of any costs associated with Traveline attributed to the Franchisee in
accordance with a national settlement plan approved by the Secretary of State;

the Secretary of State effects an amendment to a Discount Fare Scheme, introduces a
new Discount Fare Scheme or ceases to approve a Discount Fare Scheme for the
purposes of Section 28 of the Act;
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the Secretary of State approves an amendment or proposed amendment to an Inter-
Operator Scheme, as referred to in clause 5.1(1) to the Franchise Agreement, to the
extent and only to the extent that the Franchisee makes a saving as a consequence of
such amendment or proposed amendment;

the imposition, subject to the provisions of paragraph 2.6 of Schedule 4 (Persons with
Disabilities and Disability Discrimination), of any increased access charges in respect
of DDA Requirements at Franchisee Access Stations;

the Secretary of State exercises his power pursuant to paragraph 5 of Schedule 5.7
(Changes to Fares and Fares Regulation) to alter the obligations of and restrictions
on the Franchisee under Schedule 5 (Fares);

the Franchisee is obliged to charge Value Added Tax on a Fare or there is an increase
or decrease in the rate of Value Added Tax which it must charge on such Fare, in
either case due to a change in the Value Added Tax treatment of the provision of
Passenger Services,

the Secretary of State notifies the Franchisee of any amendment to either Service
Quality Standard pursuant to paragraph 2.8 of Schedule7.2 (Service Quality
Management);

the Secretary of State requests the Franchisee to take any action under paragraph 9.4
of Schedule 13 (Information and Industry Initiatives) in accordance with its terms,
save that any adjustment to the Franchise Payments under Schedule 9 (Changes) in
respect of any maintenance or support costs incurred pursuant to such paragraph 9.4
shall only be made to the extent that such maintenance and support costs are over and
above the maintenance and support costs of any Computer System that is replaced;

the Franchisee is required to take any action under paragraph 9.5 of Schedule 13 in
accordance with its terms;

a Variation to the terms of the Franchise Agreement pursuant to paragraph 1 of
Schedule 19 (Other Provisions); or

any two or more of the foregoing that the Secretary of State groups together in
accordance with any procedures issued by him pursuant to paragraph 1.4 of
Schedule 19;

Change of Law means the coming into effect after the date of the Franchise Agreement of:

@
(b)

Legidation; or

any applicable judgment of a court of Law which changes a binding precedent,

the terms of which apply only to the railway industry, a particular section of the railway
industry or the provision of services to the railway industry and not to other transport modes
or to industries other than the railway industry, and without limitation:

() excluding any changes in Taxation;

(i) excluding any changes which were foreseeable at the date of the Franchise
Agreement, and for this purpose, but without limitation, there shall be
regarded as foreseeable any Legidation which on the date of the Franchise
Agreement has been published:
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(A) in a draft parliamentary bill as part of a government departmental
consultation paper;

(B) in aparliamentary bill;

© in adraft statutory instrument; or

(D) as a proposal in the Official Journal of the European Communities
except to the extent that such proposa is intended to apply solely
within member states other than the United Kingdom,

to the extent that the same is subsequently enacted in substantially the same
form as the form in which it was previously so published. In relation to the
application of this sub-paragraph (ii), each TSI shall be considered separately.

Change of Law (1) includes any Legidation, which only applies to the railway industry,
which is made under the Health and Safety at Work etc. Act 1974 and which is not excluded
under (i) and (ii) (a Specifically Included Change of Law), but (2) excludes any Legidation
(other than a Specifically Included Change of Law) which is made with the intention or effect
of specifically applying to (or disapplying in relation to) the railway industry any other
L egidation which does not apply only to the railway industry;

Charge Variation means a variation:

@ to aRelevant Agreement; and

(b) which is effected as aresult of a Charging Review (including any variation effected in
connection with an Incremental Output Statement Charge);

Charging Review means:
@ the exercise by the ORR of its powers under:

() Part 7 of Schedule7 of the Track Access Agreement [to which the
Franchisee is a party on the Sart Date] or any Replacement Agreement
which is or is deemed to be a Relevant Agreement in accordance with the
definition of that term;

(i) Condition F11.5 of the Franchise Station Access Conditionsin relation to any
station which is not an Independent Station; or

(iii)  Condition 42.5 of the Independent Station Access Conditions in relation to
any station which is an Independent Station;

(b) the following by the ORR of the procedure in Schedule 4A of the Act;

(© the exercise by the ORR of any of its powers or the following of any other procedure,
which, in the Secretary of State's reasonable opinion:

() has an equivalent effect to; or
(i) isintended to fulfil the same function as,
any of the powers referred to in paragraphs(a) or (b) in relation to any Relevant

Agreement. For this purpose, Relevant Agreement includes any Relevant Agreement
which is not the subject of any previous Charging Review; or
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(d) any amendment to a Relevant Agreement, or entry into a new Relevant Agreement
which is approved by the ORR to the extent that it relates to an Incremental Output
Statement Charge or a scheme to which that charge relates;

Charter Service means a railway passenger service, whether operated on the same routes as
the Passenger Services or not:

@ which is not reflected in the Timetable;

(b) which does not conform to the pattern of railway passenger services normally
provided by the Franchisee;

(© for which the advance booking or booking arrangements for seats on the relevant
service are materially different from those generally applicable to the Passenger
Services;

(d) for which tickets are available on a restricted basis or on terms and conditions
materially different from those generally applicable to the Passenger Services; and/or

(e for which the departure time, journey time and calling pattern are materially different
from those of the Passenger Services,

and which, in the opinion of the Secretary of State, is not a railway passenger service
provided by the Franchisee as part of the Passenger Services,

Child Price means, in relation to any Fare, the amount charged or chargeable to a person
under the age of 16 in respect of such Fare;

Closed Scheme Employees has the meaning given to it in paragraph 3(a) of Schedule 16
(Pensions);

Closed Schemes has the meaning given to it in paragraph 3(b) of Schedule 16 (Pensions);

Closure means a closure under Part 4 of the Railways Act 2005 of any of the Passenger
Services or of any network on which the Passenger Services may be operated or of any of the
Stations or of any part of such network or Station;

Code of Practice means the code of practice for protecting the interests of users of railway
passenger services or station services who have disabilities, as prepared, revised from time to
time and published by the Secretary of State pursuant to Section 71B of the Act;

Collateral Agreement means an agreement which is required to be entered into by the
Franchisee with Network Rail or any other franchisee as a condition to any Access Agreement
of which the Franchisee is the beneficiary;

Committed Obligations means any of the Franchisee's obligations listed in Part 1 (List of
Committed Obligations) to Appendix 11 (List of Committed Obligations and Related
Provisions) to the Franchise Agreement;

Committed Obligation Payment Adjustment means a payment adjustment made to Franchise
Payments pursuant to Part 3 (Late/Non-Completion of Committed Obligations) to
Appendix 11 (List of Committed Obligations and Related Provisions) to the Franchise
Agreement;
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Community Rail Partnership means any not-for-profit organisation of the same name that
has an interest in the devel opment of responsive and good quality railway passenger services;

Community Rail Route means any Route in respect of which the Secretary of State
determines that any relevant Community Rail Partnership has an interest;

Commuter Fare means any:

@ Weekly Season Ticket, Monthly Season Ticket, Quarterly Season Ticket and Annual
Season Ticket between each station prescribed for the purpose in clause 5.1(b)(i) of
the Franchise Agreement and any other such station or other station;

(b) any unrestricted Single Fare and unrestricted Return Fare between each station
prescribed for the purposein clause 5.1(b)(i) of the Franchise Agreement; and

(c) any unrestricted Single Fare and unrestricted Return Fare from each dstation
prescribed for the purpose in clause 5.1(b)(ii) of the Franchise Agreement to each
station prescribed for the purpose in clause 5.1(b)(i) of the Franchise Agreement (but
not in the other direction),

for which the Franchisee is entitled to be allocated all or part of the revenue therefrom
pursuant to the Ticketing and Settlement Agreement;

Commuter Fares Basket means the grouping of Commuter Fares:

@ determined by the Secretary of State pursuant to Schedule 5.3 (Allocation of Fares to
Fares Baskets);

(b) for the purposes of regulating aggregate Prices or Child Prices, as the case may be, in
accordance with Schedule 5.4 (Regulation of Fares Basket Values);

(© amended by the Secretary of State from time to time in accordance with Schedule 5.7
(Changesto Fares and Fares Regulation); and

(d) set out in the Commuter Fares Document;

Commuter Fares Document means the document prescribed as such in the Franchise
Agreement as the same may be amended from time to time in accordance with Schedule 5.7
(Changes to Fares and Fares Regulation);

Compulsory I nter-available Flow has the meaning given to it in the Ticketing and Settlement
Agreement;

Computer System means computer hardware and computer software, including licensed third
party software and data protocols;

Conditions Precedent Agreement means the agreement between the Secretary of State and
the Franchisee dated the date of the Franchise Agreement, specifying the conditions to be
satisfied or waived by the Secretary of State prior to the issue of a Certificate of
Commencement;

Connection means a connection (however described) between any of the Passenger Services
provided by the Franchisee and any other railway passenger service provided by it or any
other Train Operator or any bus, ferry or shipping service and cognate phrases shall be
construed accordingly;
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Connection Agreement means any agreement entered into by the Franchisee and Network
Rail on or before the Start Date relating to the connection of a Depot to the relevant part of
the network;

Contingency Plan has the meaning given to it in paragraph 1(a)(iv) of Schedule 10.4 (Force
Majeure);

Continuation Review Date means the date which occurs 18 Reporting Periods prior to the
Initial Expiry Date;

Continuation Review Period means the 13 Reporting Periods prior to the Continuation
Review Date;

Contract Manager means a person appointed by the Franchisee to undertake the
responsibilities of such person set out in Schedule 11 (Agreement Management Provisions);

Control means, in respect of a person, that another person (whether alone or with others and
whether directly or indirectly and whether by the ownership of share capital, the possession of
voting power, contract or otherwise):

@ has the power to appoint and/or remove al or the majority of the members of the
board of directors or other governing body of that person or of any other person
which Controls that person;

(b) controls or has the power to control the affairs and policies of that person or of any
other person which Controls that person;

(© is the parent undertaking of that person or of any other person which Controls that
person; or

(d) possesses or is, or will be at afuture date, entitled to acquire:

() 30 per cent. or more of the share capital or issued share capital of, or of the
voting power in, that person or any other person which Controls that person;

(i) such part of the issued share capital of that person or any other person which
controls that person as would, if the whole of the income of such person were
distributed, entitle him to receive 30 per cent. or more of the amount so
distributed; or

(iii)  such rights as would, in the event of the winding-up of that person or any
other person which controls that person or in any other circumstances, entitle
him to receive 30 per cent. or more of the assets of such person which would
then be available for distribution;

Creating has the meaning given to it in the Ticketing and Settlement Agreement and cognate
expressions shall be construed accordingly;

DDA means the Disability Discrimination Act 1995;

DDA Claim has the meaning given to it in paragraph 3.1 of Schedule4 (Persons with
Disabilities and Disability Discrimination);

DDA Requirements means the duties of a provider of services under Sections 21(2)(a),
21(2)(b) and 21(2)(c) of the DDA;
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Default Performance Level means, in relation to a Benchmark for any Reporting Period, the
numbers set out in column 5 of the Benchmark Table relating to that Benchmark and in the
row of that table for that Reporting Period;

Defined Contribution Arrangement has the meaning given to it in the Railways Pensions
Scheme;

Departure Station has the meaning given to it in paragraph 2(b) of the Appendix (Alternative
Transport) to Schedule 1.4 (Passenger Facing Obligations);

Depot means a depot in respect of which the Franchisee has entered into a Depot Lease;
Depot Lease means.
@ any lease of a depot to which the Franchiseeis a party as at the Start Date; or

(b) any other lease of a depot in relation to which the Franchisee becomes the Facility
Owner at any time during the Franchise Period;

Designated Employer has the meaning given to it in the Pension Trust;

Destination Station has the meaning given to it in paragraph 2(b) of the Appendix
(Alternative Transport) to Schedule 1.4 (Passenger Facing Obligations);

Direct Agreement means any agreement made, or to be made, from time to time between the
Secretary of State and the counterparty of a Key Contract in relation to such Key Contract,
including any agreement entered into by the Secretary of State under Schedule 14.3 (Key
Contracts);

Disabled People’'s Protection Policy means the Franchisee's policy for the protection of
persons with disabilities which the Franchisee is required to establish and review from time to
time in accordance with the conditions of its Licences in respect of the operation of railway
passenger services and/or stations;

Disabled Person has the meaning given to it in the DDA,

Disabled Person’s Reporting System means the system known as the Disabled Person’'s
Reporting System (forming part of the national rail “Computer Reservation System”) as
described in the Code of Practice as published on 22 March 2005;

Discount Card has the meaning given to it in the Ticketing and Settlement Agreement;
Discount Fare Scheme means:

@ adiscount fare scheme set out in clause 5.1(d) to the Franchise Agreement; or

(b) any other discount fare scheme approved from time to time by the Secretary of State
for the purposes of Section 28 of the Act,

in each case until such time as it may cease to be approved by the Secretary of State for the
purposes of Section 28 of the Act;

Dispute Resolution Rules means the procedures for the resolution of disputes known as “The

Railway Industry Dispute Resolution Rules’, as amended from time to time in accordance
with the terms thereof;
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Disputes Secretary means the person appointed as Disputes Secretary from time to time in
accordance with the Dispute Resolution Rules;

Equivalent Fare has the meaning given to it in paragraph 6.1 of Schedule 5.7 (Changes to
Fares and Fares Regulation);

Equivalent Flow has the meaning given to it in paragraph 6.1(b) of Schedule 5.7 (Changes to
Fares and Fares Regulation);

Escrow Documents has the meaning given to it in paragraph 1.1 of Schedule 9.2 (Identity of
the Financial Model etc.);

Estimated Revisions has the meaning given to it in paragraph 2.1 of Schedule 9.1 (Financial
Conseguences of Change);

Evening Peak means, in relation to any Passenger Service, the period prescribed as such in
the Franchise Agreement;

Event of Default means any of the events set out in paragraph 2 of Schedule 10.3 (Events of
Default and Termination Event);

Expiry Date means the later of:
@ the Initial Expiry Date;
(b) the date prescribed as such in the Franchise Agreement if:
0] the conditions in paragraph 1.2 of Schedule 18 are satisfied; or

(i) the Secretary of State exercises his discretion to continue the Franchise
Agreement pursuant to paragraph 1.3 of Schedule 18, notwithstanding the
non-satisfaction of those conditions; or

(© the date to which the Franchise Agreement is continued in accordance with
paragraph 1.4 of Schedule 18;

Facility Owner has the meaning given to the term facility owner in Section 17(6) of the Act;
Fare means:

@ the right, exercisable against one or more Train Operators, subject to any applicable
rights or restrictions and the payment of the relevant price, to make one or more
journeys on the network or to carry on such ajourney an item of luggage or an animal
(where this right does not arise under the relevant conditions of carriage except on the
payment of a fee) and, where applicable, to obtain goods or services from a person;
and

(b) for the purposes only of Schedules 5.3 (Allocation of Fares to Fares Baskets) to 5.8
(Fares Regulation Information and Monitoring) (inclusive) and the definitions of
Commuter Fare, Protected Fare, Return Fare, Single Fare, Protected Weekly Season
Ticket, Protected Return Fare and paragraph (b) of the definition of Season Ticket
Fare, a Fare as defined under paragraph (a) that is:

0) valid for a journey or journeys on the Passenger Services included in the
Timetable or other railway passenger services which are required to be
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included in another relevant Train Operator’'s passenger timetable by the
Secretary of State;

(i) sold under the Travelcard Agreement; or

(iii) a CrossLondon Ticket (as defined in the Through Ticketing
(Non-Travelcard) Agreement);

Fare Year means the period from 1 January in any year to 31 December in the same year;
Fares Basket means either the Commuter Fares Basket or the Protected Fares Basket;

Fares Document means any of the Commuter Fares Document and the Protected Fares
Document;

Fares Setting Round has the meaning given to it in the Ticketing and Settlement Agreement;
Financial Action Plan means any action plan produced by the Franchisee pursuant to
paragraph 3.3(f) of Schedule 13 (Information and Industry Initiatives), where the level of its
financial performance specified in the Management Accounts is worse than forecast by the
Franchisee in its current Business Plan;

Financial Model means the Franchisee's financial model deposited with the Secretary of
State on the date of the Franchise Agreement and as subsequently revised in each case in
accordance with Schedule 9.2 (Identity of the Financial Model etc.);

Financial Services Authority means the independent non-governmental body given statutory
powers by the Financial Services and Markets Act 2000;

Flow has the meaning given to it in the Ticketing and Settlement Agreement;
Force Majeure Event means any of the events described as such in paragraph 1 of
Schedule 10.4 (Force Majeure) where the conditions specified in paragraph2 of
Schedule 10.4 are satisfied;
Forecast Modified Revenue means, in relation to any Reporting Period, the items specified in
the definition of Modified Revenue, as most recently forecast for that Reporting Period
pursuant to paragraph 3.4 of Schedule 13 (Information and Industry Initiatives);
Forecast Operating Costs means, in relation to any Reporting Period, the items specified in
the definition of Actual Operating Costs, as most recently forecast for that Reporting Period
pursuant to paragraph 3.4 of Schedule 13 (Information and Industry Initiatives);
Forecast Passenger Demand means the forecast by the Franchisee pursuant to paragraph 6.1
of Schedule 1.1 (Service Development) and paragraph 1.4 of Schedule 1.5 (Information about
Passengers) in respect of:
@ the number of passengerstravelling in each class of accommaodation:

0) on each Passenger Service;

(i) on each Route; and/or

(iii)  at any station or between any stations; and

(b) the times of day, week or year at which passengers travel,
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for the period in respect of which the next Timetable is to apply and for five years following
the date of the forecast, even if such five year period extends beyond the Franchise Term;

Franchise means the rights tendered by the Secretary of State on the date prescribed for the
purpose in the Franchise Agreement to operate railway passenger services to and from and
between the places prescribed for that purpose in the Franchise Agreement;

Franchise Agreement means the agreement between the Secretary of State and the
Franchisee, which congtitutes a single agreement together with the Conditions Precedent
Agreement and the Terms and which is a“franchise agreement” for the purposes of the Act;

Franchise Assets means the property, rights and liabilities designated as such pursuant to
paragraph 1 of Schedule 14.4 (Designation of Franchise Assets) but excluding such property,
rights or liabilities as shall, in accordance with the terms of the Franchise Agreement, cease to
be so designated;

Franchise Employee means:
@ any employee of the Franchisee from time to time; and

(b) any other person employed by the Franchisee or any of its Affiliates or any
subcontractor or delegate of any of the Franchise Services whose contract of
employment may be transferred to a Successor Operator following the expiry of the
Franchise Period by virtue of the operation of Law (including the Transfer of
Undertakings (Protection of Employment) Regulations 1981 (as amended, replaced or
substituted from time to time)) or in respect of whom liabilities arising from a
contract of employment or employment relationship may be so transferred;

Franchise Letting Process Agreement means the agreement so entitled dated the date
prescribed for this purpose in the Franchise Agreement between the Secretary of State and the
Franchisee entered into by the Franchisee as part of its proposal to secure the provision and
operation of the Franchise Services;

Franchise Manager means a person appointed by the Secretary of State to undertake the
responsibilities of such person set out in Schedule 11 (Agreement Management Provisions);

Franchise Payment means, in relation to any Reporting Period, the amount determined in
accordance with paragraph 1.1 of Schedule 8.1 (Franchise Payments);

Franchise Performance Meeting means a meeting between the Secretary of State and the
Franchisee to be held in each Reporting Period in accordance with paragraph 4 of
Schedule 11 (Agreement Management Provisions);

Franchise Period means the period commencing on the Start Date and ending on the Expiry
Date or, if earlier, the date of termination of the Franchise Agreement pursuant to
clauses 4.2(b) or 4.3(b) of the Conditions Precedent Agreement or Schedule 10 (Remedies,
Termination and Expiry);

Franchise Sections has the meaning given to it in paragraph 1 of Schedule 16 (Pensions);

Franchise Services means such of the Passenger Services, the Light Maintenance Services,
the Station Services and the Ancillary Services as the Franchisee may provide or operate from
time to time, including any of such services as the Franchisee may delegate or subcontract or
otherwise secure through any other person from time to time in accordance with the Franchise
Agreement;
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Franchise Station Access Conditions has the meaning given to it in the relevant Access
Agreement to which it relates;

Franchise Term means the period commencing on the Start Date and expiring on the Expiry
Date;

Franchisee has the meaning given to it in the Franchise Agreement;

Franchisee Access Station means any station at which the Passenger Services call (other than
any Station);

Franchisee Year means any period of 12 months during the Franchise Period, beginning and
ending on the dates prescribed for these purposes in the Franchise Agreement, except that the
first and last Franchisee Years may be for a period of less than 12 months and the first
Franchisee Y ear shall begin on the Start Date and the last Franchisee Y ear shall end on the
last day of the Franchise Period;

GAAP means generally accepted accounting principles in the United Kingdom, as derived
from and including the accounting reguirements of the Companies Act 1985, ‘ Statements of
Standard Accounting Practice’, ‘Financia Reporting Standards', abstracts issued by the
Urgent Issues Task Force of the Accounting Standards Board and, where appropriate,
International Financial Reporting Standards and the listing rules of the Financial Services
Authority, in each case, as at the date of the Franchise Agreement;

Games means the Olympic Games and Paralympic Games to be held in London and other
venues in the United Kingdom in 2012, the Franchisee's obligations in respect of which are
specified in Appendix 12 (2012 Olympic Games and Paralympic Games) to the Franchise
Agreement;

Gross Revenue means, in relation to any period and any Fare, the gross revenue to the
Franchisee attributable to such Fare over the relevant period, excluding any applicable Value
Added Tax, costs, commissions or other expenses which may be paid or incurred in
connection with such Fare;

Handover Package means a package containing the information and objects specified in the
Appendix (Form of Handover Package) to Schedule 15.3 (Handover Package) and such other
information and objects as the Secretary of State may reasonably specify from time to time;
Hot Standby means any rolling stock vehicle specified in the Train Plan which:

@ is operationally ready to provide the Passenger Servicesin the Timetable;

(b) is not already assigned to the delivery of any Passenger Service in the Timetable; and

(© will only be used to deliver such Passenger Servicesif:

0) arolling stock vehicle scheduled to deliver such Passenger Servicesis unable
to so deliver; and

(i) Actua Passenger Demand could only be met by the deployment in service of
such rolling stock vehicle;

Improvement Plan has the meaning given to it in paragraph 3.13(b) of Schedule 13
(Information and Industry Initiatives);
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Improvement Plan Performance Level means, in relation to a Benchmark for any Reporting
Period, the number set out in column 3 of the Benchmark Table relating to that Benchmark
and in the row of that table for that Reporting Period;

Incremental Output Statement Charge means the charge to which that description is
commonly given, first introduced into Relevant Agreementsin April 2001;

Independent Station has the meaning given to it in paragraph 2.6 of Schedule 8.4 (Track
Access Adjustments and Station Charge Adjustments);

I ndependent Station Access Conditions has the meaning given to it in the Access Agreement
towhich it relates;

Individual Station Charge Adjustment has the meaning given to it in paragraph 2.1 of
Schedule 8.4 (Track Access Adjustments and Sation Charge Adjustments);

industrial action has the meaning given to it in paragraph 1(f) of Schedule 10.4 (Force
Majeure);

Information Network has the meaning given to it in paragraph 13.1 of Schedule 13
(Information and Industry Initiatives);

Initial Business Plan means the business plan to be provided by the Franchisee to the
Secretary of State on the date of signature of the Franchise Agreement, as described in
paragraph 2.1 of Schedule 13 (Information and Industry Initiatives), including any adjusted
version of such plan resubmitted to the Secretary of State in accordance with paragraph 2.2 of
that Schedule;

Initial Expiry Date means the date prescribed as such in the Franchise Agreement;

Initial Permanent Fare has the meaning given to it in the Ticketing and Settlement
Agreement;

Integrated Transport Schemes means those schemes which relate to the integration of any
other form of transport with the Franchise Services:

@ listed in clause 5.11 of the Franchise Agreement; or

(b) designated as such in accordance with paragraph 1.2 of Schedule 2.5 (Transport,
Travel and Other Schemes);

Integrated Transport Smartcard Organisation means the organisation created by passenger
transport executives, bus operators and Train Operators for the devel opment and promotion of
smartcards for use on transport;

Interest Rate means a rate equivalent to two per cent. per annum above the base lending rate
published by Roya 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;

I nter-Operator Schemes means:
@ the schemes, agreements and/or contracts set out in clause 5.1(I) of the Franchise

Agreement and which relate to arrangements between the Franchisee and other
participants in the railway industry;
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(b any other scheme, agreement and/or contract of a similar or equivalent nature as may
from time to time during the Franchise Period amend, replace or substitute, in whole
or in part, any of such schemes, agreements and/or contracts; and

(c) any Discount Fare Scheme;
Joint Performance | mprovement Plan has the meaning given to it in the Network Code;
Key Contract means:

@ each agreement and contract listed in Appendix 9 (List of Key Contracts) to the
Franchise Agreement as at the date of the Franchise Agreement; and

(b) any other agreement, contract, licence or other arrangement to which the Franchisee
isaparty or under which the Franchisee is the beneficiary from time to time which is
designated as such pursuant to Schedule 14.3 (Key Contracts),

but excluding any such agreement, contract, licence or other arrangement which ceases, in
accordance with the terms of the Franchise Agreement, to be designated as a Key Contract;

Key Personnel has the meaning given to it in paragraph 2.4 of Schedule 11 (Agreement
Management Provisions);

Law includes any enactment, subordinate legislation, rule, regulation, order, directive or other
provision, including those of the European Community, and any judicial or administrative
interpretation or application thereof, which has, in each case, the force of law in the United
Kingdom or any part of it (including the Act, the Transport Act, the Transport Safety Act
2003 and the Railways Act 2005);

Lead Operator has the meaning given to it in the Ticketing and Settlement Agreement;

Legidation means any enactment or subordinate legidation, rule, regulation, order, directive
or other provision including those of the European Community, which has, in each case, the
force of Law in the United Kingdom or any part of it, but excluding any order under Section 1
of the Transport and Works Act 1992;

Licences means such licences granted or to be granted under applicable law as the Franchisee
may be required from time to time to hold under the Act in order to provide or operate the
Franchise Services;

Light Maintenance Service means any service specified in paragraph 4 of Schedule 1.6
(Franchise Services) which may be provided by the Franchisee at the Depots and Stations;

Local Authority means:

@ in England, a county council, a district council, a unitary authority, a passenger
transport executive, a London borough council, the common council of the City of
London, or a council which is established under the Local Government Act 1992 and
which is either an authority responsible for expenditure on public passenger transport
services within the meaning of Section 88 of the Transport Act 1985 or a local
authority for the purposes of Section 93 of the Transport Act 1985;

(b) in Wales, a county council, a district council or a council which is established under
the Local Government Act 1972 or the Local Government (Wales) Act 1994;
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(c) in Scotland, the Strathclyde Passenger Transport Executive, or a district council or a
unitary authority which is established under the Local Government (Scotland)
Act 1973 or the Local Government, etc. (Scotland) Act 1994;

(d) in London, the Mayor of London and Transport for London established under the
Greater London Authority Act 1999;

(e any other body or council replacing any of the above from time to time; and

() any other body or instrument of local or regional government specified by the
Secretary of State from time to time;

Lock-up Period has the meaning given to it in paragraph 3.2 of Schedule 12 (Financial
Obligations and Covenants);

LOCOG means the London Organising Committee of the Olympic Games Limited, a
company limited by guarantee and acting as the organising committee for the Games,

LOCOG Option Agreement means any agreement entered into by the Franchisee and/or any
advertising sales agency it appoints with LOCOG, granting LOCOG an option in respect of
the use of the Media Space for a limited period before, during and a limited period after the
Games,

London Station means any station served by the Railway Passenger Services in the Zones
and any Zoneto or from which a passenger may travel from or to such station;

Maintenance Contract means any contract or arrangement to which the Franchisee is a party,
which includes the carrying out for the Franchisee of any maintenance work (including light
maintenance services) or service provision in respect of rolling stock vehicles used by the
Franchisee in the provision of the Passenger Services or for the enforcement of warranties or
other rights against a manufacturer in respect of any such rolling stock vehicles;

Major Flow Operator has the meaning given to it in the Ticketing and Settlement Agreement;

Managed Station means the stations prescribed as such in the Franchise Agreement or any
other station used in connection with the provision of the Franchise Services where Network
Rail becomes the Facility Owner during the Franchise Period,;

Managed Station Area means the premises comprising part or parts of a Managed Station to
be occupied by the Franchisee on or after the Start Date and to be used for or in connection
with the provision of the Franchise Services;

Management Accounts means, in relation to any Reporting Period, the Franchisee's
management accounts which:

@ comply with paragraph 3.10 of Schedule 13 (Information and Industry Initiatives);
and

(b) are required to be delivered to the Secretary of State by the Franchisee in accordance
with paragraphs 3.2 and 3.3 of Schedule 13;

Mandatory Modification means a modification or addition to any rolling stock vehicle which

is required to be made under any applicable Law or any directive of the Rail Safety and
Standards Board Limited or any government authority;
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Marks means such trade marks as the Franchisee may apply to any Primary Franchise Asset
or other asset used by it under a Key Contract, which are applied on the expiry of the
Franchise Period and are not the subject of a Brand Licence;

Media Space has the meaning given to it in the form of option agreement in the agreed terms
marked OOA;

Minor Works has the meaning given to it in paragraph 2.7(a) of Schedule 4 (Persons with
Disabilities and Disability Discrimination);

Minor Works Budget means the amount prescribed as such in the Franchise Agreement
allocated by the Franchisee for the purpose of facilitating Minor Works at Stations to improve
accessibility of the Stations to persons with disabilities, save that:

@ for any Franchisee Y ear which is shorter than 12 months, the amount shall be reduced
pro-rata; and

(b) for each Franchisee Year after the first Franchisee Year, the amount specified in
paragraph (a) shall be subject to adjustment as follows:

Minor WorksBudget x RPI

where RPI has the meaning given to it in Schedule 8.2 (Annual Franchise Payments);
Minor Works Programme means the Franchisee’ s programme of Minor Works at Stations to
improve accessibility of the Stations to persons with disabilities, developed prior to the start
of each Franchisee Y ear pursuant to paragraph 2.7(b) of Schedule 4 (Persons with Disabilities
and Disability Discrimination);
Minutes Delay means the minutes of delay to the Passenger Services that are attributed to the
Franchisee or Network Rail (as the case may be) pursuant to the Track Access Agreement and
disregarding any minutes of delay that are imputed to Passenger Services that were cancelled;

Model Changes has the meaning given to it in paragraph 2.2 of Schedule 9.3 (Runs of the
Financial Model);

Modified Revenue means:
@ the sum of:

() the Franchisee's total revenue for the period being reviewed as stated in its
profit and loss account:

(A) including any amounts receivable from the Secretary of State,
Network Rail and any interest; but

(B) excluding the proportion of income recognised in the profit and loss
account in relation to grants received from capital expenditure; and

(i) the opening cash balance for the period being reviewed, excluding:

(A) any cash held for the exclusive purpose of the provision of the
Performance Bond,;
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(B) any cash that is held pursuant to any restrictive terms under any
agreement and that, consequently, cannot be used for genera
operating purposes; and

© the amount of the opening season ticket liabilities which relate to
Passenger Services yet to be delivered; and

(b) either:
0) plus any reduction in total debtors over that period; or
(i) less any increasein total debtors over that period,

where total debtors exclude any bad debts provision or write off and any capital-
related debtors;

Monthly Season Ticket means a Season Ticket Fare which is valid in Standard Class
Accommoadation from (and including) the day it first comes into effect until (but excluding)
the day which falls one month after such day;

Morning Peak means, in relation to any Passenger Service, the period prescribed as such in
the Franchise Agreement;

MRE has the meaning giveto it in the definition of Revenue;
National Passenger Survey means a passenger satisfaction survey in respect of the Franchise
Services which may be carried out by the Rail Passengers Council as described in

paragraph 2 of Schedule 1.5 (Information about Passengers);

National Rail Enquiry Scheme means the telephone information scheme run by ATOC,
providing information to callers regarding rail journeys throughout the country;

National Rail Timetable means the passenger timetable published by Network Rail (currently
twice per annum) specifying the timings and stopping patterns of all passenger railway
servicesin Great Britain;

network agreements has the meaning given to it in paragraph 3.1 of the Appendix
(Conditions Precedent) to the Conditions Precedent Agreement;

Network Change has the meaning given to it in the Network Code;
Network Code means the document known as the Network Code and formerly known as the
Railtrack Track Access Conditions 1995 (as subsequently replaced or amended from time to
time) or any equivalent code or agreement;
Network Rail meansin respect of:
@ the network or any relevant facility:
() Network Rail Infrastructure Limited, a company registered in England with
registered number 02904587 whose registered office is at 40 Melton Street,
London NW1 2EE; and

(i) any successor in title to the network or any relevant railway facility; or
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(b any new or other sections of network or any relevant new or other railway facilities,
the owner (if different);

new insurance arrangements shal have the meaning given to it in paragraph 2.2(b) of
Schedule 2.2 (Security of Access Agreements, Rolling Stock Leases, Station and Depot
Leases);

New Results means, in relation to any Change, the following, as restated following a Run of
the Financial Model in relation to that Change:

@ the restated amounts of Target Revenue to be specified for each Franchisee Year in
Appendix 2 (Target Revenue (expressed in real terms)) to the Franchise Agreement;
and

(b) the restated values of FXD, VCRPI, VCAEI, PRPI and TRRPI to be specified for
each Franchisee Year in Appendix 8 (Figures for Calculation of Annual Franchise
Payments) to the Franchise Agreement;

New Station means:

@ a station not served by railway passenger services as at February 2003, but which has
since that time been, or is subsequently, served by railway passenger services which
have been, or are subsequently to be, included in the Timetable or in another relevant
Train Operator’ s timetable; and/or

(b) if the Secretary of State requires, a station, other than a Station, at which, with the
consent of the Secretary of State (whether by amendment to the Franchise Agreement
or otherwise) railway passenger services operated by the Franchisee call;

Non-Fares Basket Fare means a Fare that has been designated as such by the Secretary of
State pursuant to paragraph 2.1 of Schedule 5.3 (Allocation of Faresto Fares Baskets);

Off-Peak means, in relation to any Passenger Service, the period of time outside of the Peak;
Off-Peak Passenger Services means Passenger Services other than Peak Passenger Services;
Old Results means, in relation to any Change, the following, as produced by the Run of the
Financial Model in respect of the immediately preceding Change, or, in relation to the first
Change only, the following as at the date hereof:

@ the amounts of Target Revenue to be specified for each Franchisee Year in
Appendix 2 (Target Revenue (expressed in real terms)) to the Franchise Agreement;
and

(b) the vaues of FXD, VCRPI, VCAEI, PRPlI and TRRPI to be specified for each
Franchisee Year in Appendix 8 (Figures for Calculation of Annual Franchise
Payments) to the Franchise Agreement;

Olympic Delivery Authority means the Olympic Delivery Authority established under Section
3 of the Olympic Games Act;

Olympic Games Act means the London Olympic Games and Paralympic Games Act 2006;

Olympic Services Delivery Plan has the meaning given to it in paragraph 3.1 of Appendix 12
(2012 Olympic Games and Paralympic Games) to the Franchise Agreement;
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Olympic Transport Plan means the Olympic Delivery Authority’s transport plan required
pursuant to Section 10 of the Olympic Games Act;

Operating Assets has the meaning given to it in paragraph 1.1 of Schedule 14.2 (Maintenance
of Operating Assets);

Operational Model means the operational model of any of:

@ the revenue model;

(b) the performance model;

(c) al cost models; and

(d) any other relevant models that have generated input to the Financial Model,
as prescribed in the Franchise Agreement;

ORR means the Office of Rail Regulation established by Section 15 of the Railways and
Transport Safety Act 2003 and having duties and obligations as set out in the Act;

Parent means any person prescribed as such in the Franchise Agreement;

Partial Cancellation means a Passenger Service which isincluded in the Plan of the Day and
which Passenger Service:

@ misses a stop;

(b) completes 50 per cent. or more, but less than 100 per cent. of its scheduled journey;
or

(© arrives at itsfinal destination scheduled in the Timetable more than 120 minutes | ate,

in each case, for reasons which are attributed to the Franchisee pursuant to its Track Access
Aqgreement;

Participating Employer has the meaning given to it in the Pension Trust;

passenger carrying capacity means, in relation to a Passenger Service, the capacity of the
rolling stock vehicles (as stated in Appendix 3 (The Train Fleet) to the Franchise Agreement)
from which the Passenger Service is formed;

Passenger Change Date means a date upon which significant changes may be made to the
Timetable in accordance with or by virtue of the Network Code;

Passenger Services means the Franchisee's railway passenger services specified in any
Timetable and/or in any Plan of the Day, including those railway passenger services which
the Franchisee may delegate or subcontract or otherwise secure through any other person
from time to time in accordance with the Franchise Agreement;

Passenger’'s Charter means the Franchisee's service commitments to its passengers
prescribed as such in the Franchise Agreement, as amended or replaced from time to time
with the prior written consent of the Secretary of State in accordance with paragraph 4 of
Schedule 1.4 (Passenger Facing Obligations);
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Passenger’s Charter Guidelines means the document of the same name issued by or on
behalf of the Secretary of State containing the methodology for compiling performance
statistics and Passenger’ s Charter compensation, as amended or replaced from time to time by
the Secretary of State after consultation with the Franchisee and with other franchisees whose
franchise agreements contain a similar or equivalent obligation for consultation;

Passenger’s Charter Statistics means the record of the Franchisee's performance against the
standards specified in the Passenger’s Charter for each Reporting Period as published in
accordance with paragraph 4.8 of Schedule 1.4 (Passenger Facing Obligations);

Payment Date means the date for the payment of Franchise Payments in accordance with
paragraph 2.3 of Schedule 8.1 (Franchise Payments);

Peak means the Morning Peak and the Evening Peak;

Peak Passenger Service means any Passenger Service operated in the Peak;

Pension Trust means the pension trust governing the Railways Pension Scheme;

Pensions Committee has the meaning given to it in the Railways Pension Scheme;
Performance Bond means the performance bond to be provided to the Secretary of State in
the form set out in Appendix 1 (Form of Performance Bond) to Schedule 12 (Financial
Obligations and Covenants), as replaced or amended from time to time in accordance with

Schedule 12;

Performance Measurement Period means the thirteen consecutive Reporting Periods up to
and including the last Reporting Period ending prior to the Start Date;

Permitted Aggregate Increase has the meaning given to it in paragraph 4.2 of Schedule 5.4
(Regulation of Fares Basket Values);

Permitted Individual Increase has the meaning given to it in paragraph 2.2 of Schedule 5.5
(Regulation of Individual Fares);

Placed in Escrow means:
@ in respect of the Financial Model, delivery of the Financial Model:
0) dated the date of the Franchise Agreement;
(i) adjusted to the extent necessary to reflect any time elapsed between the actual
Start Date and the date assumed to be the Start Date in the Initial Business

Plan; and

(iii) audited following a Run of the Financid Model and updated with any
Revised Inputs; and

(b) in respect of the Operational Model, delivery of:
0) the Operational Model dated the date of the Franchise Agreement;
(i) the Operational Model adjusted to the extent necessary to reflect any time

elapsed between the actual Start Date and the date assumed to be the Start
Datein the Initial Business Plan; and
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(iii) the inputs to the Financial Model derived therefrom following an audit of a
Run of the Financia Model; and

(© in respect of the Record of Assumptions, delivery thereof,
each in accordance with Schedule 9.2 (Identity of the Financial Model etc.);

Plan of the Day means, in relation to each day during the Franchise Term, the Passenger
Services scheduled to be operated on that day through specification in the Timetable or as
notified to the Franchisee by Network Rail from time to time prior to 2200 on the previous

day;
Possessions Strategy Notice has the meaning given to it in the Network Code;

Power of Attorney means the power of attorney prescribed as such in the Franchise
Agreement, granted by the Franchisee in favour of the Secretary of State;

Preceding Year Ticket Price has the meaning given to it in paragraph 2.1 of Schedule 5.5
(Regulation of Individual Fares);

Previous Franchise Agreement means any franchise agreement which terminated on or about
the day prior to the Start Date under which services equivalent to the Franchise Services (or a
material proportion thereof) were provided by a Train Operator;

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 to the Ticketing and Settlement Agreement;

Priced Option means any of the options set out in Appendix 4 (List of Priced Options) to the
Franchise Agreement;

Primary Franchise Assets means:

@ the property, rights and liabilities of the Franchisee listed in Appendix 10 (List of
Primary Franchise Assets) to the Franchise Agreement; and

(b) any other property, rights and liabilities of the Franchisee which is or are designated
as such pursuant to Schedule 14.4 (Designation of Franchise Assets),

but excluding such property, rights or liabilities as may, in accordance with the terms of the
Franchise Agreement, cease to be so designated;

profit means profit before corporation tax, determined in accordance with GAAP,

Projected Revenue means the revenue in any Fare Y ear which is projected to be attributable
to any Fare, determined in accordance with paragraph 3 of Schedule 5.4 (Regulation of Fares
Basket Values);

Property Lease means any Depot Lease, Managed Station Area Lease, any lease in respect of
Shared Facilities or Station Lease and any agreement or lease of asimilar or equivalent nature
(whether in respect of any such facility or otherwise) which the Franchisee may enter into
with a person who has an interest in a network or a railway facility which isto be used for or
in connection with the provision or operation of the Franchise Services,

Protected Employees has the meaning given to it in the Railways Pension (Protection and
Designation of Schemes) Order 1994;
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Protected Fare means a Protected Return Fare or a Protected Weekly Season Ticket;
Protected Fares Basket means the grouping of Protected Fares:

@ determined by the Secretary of State pursuant to Schedule 5.3 (Allocation of Faresto
Fares Baskets);

(b) for the purposes of regulating their aggregate Prices or Child Prices, as the case may
be, in accordance with Schedule 5.4 (Regulation of Fares Basket Values);

(© amended by the Secretary of State from time to time in accordance with Schedule 5.7
(Changesto Fares and Fares Regulation); and

(d) set out in the Protected Fares Document;

Protected Fares Document means the document prescribed as such in the Franchise
Agreement, as the same may be amended from time to time in accordance with Schedule 5.7
(Changesto Fares and Fares Regulation);

Protected Proposal has the meaning given to it in paragraph 1.9 of Schedule 19 (Other
Provisions);

Protected Return Fare meansin respect of a Fare for a Flow:

@ for which there was a Saver Return Fare in February 2003, a Return Fare for each
such Flow in respect of which the Franchisee is entitled from time to time to set the
Price or Child Price under the Ticketing and Settlement Agreement, subject to the
following additional rights and restrictions:

() it shall be valid for no less than one month;

(i) it shall be valid al day on a Saturday or Sunday and from no later than 1030
on any other day;

(iii) it need not be valid for any journey:

(A) beginning between 1500 and 1900 on any day other than a Saturday
or Sunday;

(B) where such journey begins from a London Station or any station
between London and Reading station, Watford station, Luton station,
or Stevenage station (inclusively); and

(© whichisin adirection away from London; or

(b) for which there was no Saver Return Fare in February 2003, a Return Fare for each
such Flow in respect of which the Franchisee is entitled from time to time to set the
Price or Child Price under the Ticketing and Settlement Agreement,

except in each case to the extent that a Return Fare for any such Flow isa Commuter Fare;

Protected Weekly Season Ticket means a Weekly Season Ticket for any Flow for which there
was aweekly season ticket in the fares manuals and systems of the RSP in February 2003 and
in respect of which the Franchisee is entitled, from time to time, to set the Price or Child Price
of under the Ticketing and Settlement Agreement except to the extent that a Weekly Season
Ticket for any such Flow isa Commuter Fare;
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Public Sector Operator means any person (other than a franchisee or franchise operator in
relation to the services provided or operated under its franchise agreement) who provides
railway passenger services or operates any station or light maintenance depot pursuant to or
under Section 30 of the Act or Section 6 of the Railways Act 2005;

Qualifying Change means a Change which would (if it were subject to a Run of the Financia
Model in accordance with Schedule 9 (Changes)) result in adjustments in Franchise Payments
over the remaining life of the Franchise Agreement that have a net present value as at the date
of the Change in excess of the Threshold Amount for the Franchisee Year during which the
relevant Change arises, and for the purposes of ascertaining a net present value of the amount
of any adjustment in any Franchise Payment, it shall be discounted at the prevailing discount
rate per annum (in real terms) stated in HM Treasury’s “ Green Book Appraisal Guidelines’
(such rate as at the date of the Franchise Agreement being specified in the Franchise
Agreement) from the date of receipt of that adjusted Franchise Payment to the date of the
Change;

Quality Plan means the plan specified in paragraph 4.3 of Schedule 13 (Information and
Industry Initiatives);

Quarterly Season Ticket means a Season Ticket Fare which is valid in Standard Class
Accommodation from (and including) the day it first comes into effect until (but excluding)
the day which falls three months after such day;

Rail Passengers Council means the passengers council established under Section 19 of the
Railways Act 2005;

Railway Group Standards has the meaning given to it in the Network Code;

railway industry standards has the meaning given to it in paragraph 10.1 of Schedule 13
(Information and Industry Initiatives);

Railway Passenger Services means, for the purposes of Schedule 5 (Fares) only, services for
the carriage of passengers by railway which are provided by a person who is bound by the
Ticketing and Settlement Agreement, or any part of it, and including the Franchisee and any
other Train Operator from time to time;

Railways Pension Scheme means the pension scheme established by the Railways Pension
Scheme Order 1994 (No. 1433);

Reconciliation Amount has the meaning given to it in paragraph 8.3 of Schedule 9.3 (Runs of
the Financial Model);

Record of Assumptions means a document prepared by the Franchisee prescribed as such in
the Franchise Agreement or as may be revised in accordance with Schedule 9 (Changes) and
Placed in Escrow providing:

@ detailed assumptions, explanations of assumptions and parameters underlying the
Financial Model;

(b details of how Franchise Payments have been calculated (including by reference to a
defined annual profit margin);

(© adescription of the functionality, operation and structure of the Financial Model; and
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(d) a description of each input cell, its requirements and its inter-relationship with the
Financial Model;

Reference Fare has the meaning given to it in paragraph 6.1(a) of Schedule 5.7 (Changes to
Fares and Fares Regulation);

Reference Flow has the meaning given to it in paragraph 6.1(a) of Schedule 5.7 (Changes to
Fares and Fares Regulation);

Reference Revenue means the aggregate Gross Revenue recorded by RSP as attributable to
sales of al Commuter Fares or Protected Fares for the financia year which ended 31 March
2003;

Regulated Child Price means the Child Price that is permitted to be charged by the
Franchisee in respect of any Fare in any Fare Year, determined in accordance with
paragraph 2.1 of Schedule 5.5 (Regulation of Individual Fares);

Regulated Price means the Price that is permitted to be charged by the Franchisee in respect
of any Fare in any Fare Year, determined in accordance with paragraph 2.1 of Schedule 5.5
(Regulation of Individual Fares);

Regulated Value means the Vaue of any Fares Basket that is permitted in any Fare Year,
determined in accordance with paragraph 4.1 of Schedule 5.4 (Regulation of Fares Basket
Values);

Regulations has the meaning given to it in paragraph 2.1 of Schedule 2.5 (Transport, Travel
and Other Schemes);

Relevant Agreement means any Property Lease or Access Agreement in relation to any
stations or network which may be used from time to time by the Franchisee in connection
with the Franchise Services, as replaced or amended from time to time. If and to the extent
that:

@ following the effective date of any Charge Variation, the Franchisee enters into any
Replacement Agreement;

(b) the effect of that Charge Variation is reflected in the terms of the Replacement
Agreement; and

(© the Secretary of State has consented to such Replacement Agreement being entered
into and constituting a Replacement Agreement for the purposes of this definition,

then the Replacement Agreement shall be deemed to be a Relevant Agreement;

relevant Reporting Period has, for the purposes of paragraph 5.3 of Schedule 12 (Financial
Obligations and Covenants) only, the meaning given to it in that paragraph;

Relevant Term has the meaning given to it in paragraph 1.2 of Schedule 10.1 (Remedial
Plans and Remedial Agreements);

Remedial Agreement has the meaning given to it in paragraph 1.5 of Schedule 10.1
(Remedial Plans and Remedial Agreements);

Remedial Plan has the meaning given to it in paragraph 1.2 of Schedule 10.1 (Remedial
Plans and Remedial Agreements);
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Remedial Plan Notice has the meaning given to it in paragraph 1.1 of Schedule 10.1
(Remedial Plans and Remedial Agreements);

Replacement Agreement means an agreement entered into as a replacement for any Relevant
Agreement;

Replacement Copy has the meaning given to it in paragraph 2.2(b) of Schedule 9.2 (Identity
of the Financial Model etc.);

Reporting Accountants means the firm of accountants prescribed as such in the Franchise
Agreement;

Reporting Period means:

@ for the purposes of the Season Ticket Bond, any consecutive seven-day period or any
other period, each within a Reporting Period (as defined in paragraph (b)) agreed in
accordance with paragraph5.12 of Schedule12 (Financial Obligations and
Covenants); or

(b) for al other purposes, a period of 28 days, provided that:

() the first such period during the Franchise Period shall exclude any days up to
but not including the Start Date;

(i) the first and last such period in any Reporting Y ear may be varied by up to
seven days by notice from the Secretary of State to the Franchiseg;

(iii)  each such period shall start on the day following the last day of the preceding
such period; and

(iv) the last such period during the Franchise Period shall end at the end of the
Franchise Period;

Reporting Year means a period normally commencing on 1 April in each calendar year,
comprising 13 consecutive Reporting Periods;

Restriction of Use has the meaning given to it in the Track Access Agreement to which the
Franchisee is a party on the Start Date;

Retail Prices Index means the retail prices index for the whole economy of the United
Kingdom and for al items as published from time to time by the Office for National Statistics
or, if such index shall cease to be published or there is a material change in the basis of the
index or if, a any relevant time, there is a delay in the publication of the index, such other
retail prices index as the Secretary of State may, after consultation with the Franchisee,
determine to be appropriate in the circumstances,

Return Fare means a Fare which entitles the purchaser to make, without further restrictions
asto the time of day for which the Fare is valid, ajourney in each direction in Standard Class
Accommodation between the stations and/or the zones for which such Fareisvalid and which
expires no earlier than 0200 on the day after the day of the outward journey or, if later, the
time the relevant return journey may be completed if commenced before 0200;

Revenue means the gross revenue (without any deduction for operating costs or charges

except for commission charged to revenue in the normal course of business) of the
Franchisee, as stated in the audited or management accounts and statements submitted to the
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Secretary of State in accordance with Schedule 13 (Information and Industry Initiatives),
relating to:

@ the sale of tickets of any type for the carriage of passengers by railway (including
revenue allocated to the Franchisee through the Ticketing and Settlement Agreement
or otherwise);

(b) in relation to Schedule 4 (Rules of the Route, Rules of the Plan and Restrictions of
Use) to the Track Access Agreement:

0] the Marginal Revenue Effect (MRE) element of any payments to the
Franchisee by Network Rail; and

(i) the revenue element of any payments to the Franchisee by Network Rail or a
“Competent Authority” in compensation for a “Competent Authority
Restriction of Use” (as such terms are defined in Schedule 4 to the Track
Access Agreement) relating to the sale of tickets of any type for the carriage
of passengers by railway (including revenue allocated to the Franchisee
through the Ticketing and Settlement Agreement or otherwise);

(© the MRE element of any payments to the Franchisee by Network Rail as provided for
under Schedule 8 (Performance Regime) to the Track Access Agreement, net of MRE
paymentsto Network Rail thereunder;

(d) the revenue element of any payments to the Franchisee by Network Rail under
Condition G (Network Change) of the Network Code relating to the sale of tickets of
any type for the carriage of passengers by railway (including revenue allocated to the
Franchisee through the Ticketing and Settlement Agreement or otherwise); and

(e retail commission,
but shall not include any Franchise Payment;

Revenue Share Adjustment means the amount of an adjustment to a Franchise Payment
determined in accordance with paragraph 3.2 of Schedule 8.1 (Franchise Payments);

Revenue Share Adjustment Date means the Payment Date for the third Reporting Period in
any Franchisee Year, except in respect of any Revenue Share Adjustment falling due in the
final Franchisee Year, for which the provisions of paragraph 5 of Schedule 8.1 (Franchise

Payments) shall apply;

Revenue Share Reconciliation Amount means the amount determined in accordance with
paragraph 3.5 of Schedule 8.1 (Franchise Payments);

Revenue Share Reconciliation Date means the first Payment Date falling no less than seven
days after a determination pursuant to paragraph 3.4 of Schedule 8.1 (Franchise Payments),
except in respect of any Revenue Share Reconciliation Amount falling due in the fina
Franchisee Y ear, for which the provisions of paragraph 5 of Schedule 8.1 shall apply;

Revenue Support Adjustment means an adjustment to a Franchise Payment determined
pursuant to either paragraph 4 or paragraph 5 of Schedule 8.1 (Franchise Payments);

Revenue Support Adjustment Date means:
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@ in the case of a Revenue Support Adjustment determined pursuant to paragraph 4 of
Schedule 8.1 (Franchise Payments), the first Payment Date falling no less than seven
days after that determination;

(b in the case of a Revenue Support Adjustment determined pursuant to paragraph 5 of
Schedule 8.1, the first Payment Date faling no less than seven days after the
Franchisee claims revenue support pursuant to paragraph 5.2 of Schedule 8.1; or

(© in the case of any Revenue Support Adjustment falling due in the final Franchisee
Y ear and which has not been made during the Franchise Period, the date determined
in accordance with paragraph 8 of Schedule 8.1;

Revenue Support Reconciliation Amount means an amount determined pursuant to either
paragraph 7.1 or paragraph 7.2 of Schedule 8.1 (Franchise Payments);

Revenue Support Reconciliation Date means either:

@ in the case of a Revenue Support Reconciliation Amount determined pursuant to
paragraph 7.1 or calculated pursuant to 7.2 of Schedule 8.1 (Franchise Payments), the
first Payment Date falling no less than seven days after the relevant determination; or

(b) in the case of any Revenue Support Reconciliation Amount falling due in the final
Franchisee Year and which has not been made during the Franchise Period, the date
determined in accordance with paragraph 8 of Schedule 8.1,

Review Date means:
@ the date prescribed for such purpose in the Franchise Agreement; or

(b) such later date as may be notified to the Franchisee by the Secretary of State pursuant
to clause 4.2 or 4.3 of the Conditions Precedent Agreement;

Revised I nputs has the meaning given to it in paragraph 2.1 of Schedule 9.3 (Runs of the
Financial Model);

Rolling Stock Lease means any agreement for the leasing of rolling stock vehicles to which
the Franchisee is a party as at the Start Date and any agreement of a similar or equivalent
nature (including, any agreement or arrangement for the subleasing, hiring, licensing or other
use of rolling stock vehicles) to which the Franchisee is a party from time to time during the
Franchise Term whether in addition to, or replacement or substitution for, in whole or in part,
any such agreement;

Rolling Stock Related Contract means any Rolling Stock Lease, Maintenance Contract or
Technical Support Contract;

Rolling Stock Unit means the smallest number of rolling stock vehicles which are normally
comprised in atrain used by the Franchisee in the provision of the Passenger Services,

Route means any route specified in the Service Level Commitment which the Franchisee has
permission to operate the Passenger Services over pursuant to any Track Access Agreement;

Route Utilisation Strategy means any route utilisation strategy or any document of a similar
or equivalent nature notified to the Franchisee by the Network Rail on or before the Start Date
or as developed by the Network Rail from time to time and notified to the Franchisee for the
purposes of the Franchise Agreement;

LON1029542/5 (120521-0005) Page 33 Definitions



RSP means Rail Settlement Plan Limited:;
Rules of the Plan has the meaning given to it in the Network Code;

Run of the Financial Moddl means an operation of the Financial Model with the Revised
Inputs and which complies with the requirements of Schedule 9.3 (Runs of the Financial
Model);

Safety Certificate means the certificate issued by the ORR under the Safety Regulations,
certifying its acceptance of the Franchisee’'s safety management system (as defined in those
regulations) and the provisions adopted by the Franchisee to meet the requirements that are
necessary to ensure safe operation on the Routes,

Safety Regulations means The Railways and Other Guided Transport Systems (Safety)
Regulations 2006;

Saver Return Fare means a return fare which is shown as a saver fare in the fares manuals
and systems of the RSP as at the date of such manuals;

Seasonally Adjusted Target Revenue means Target Revenue, as seasonally adjusted in
accordance with the relevant Seasonally Adjusted Target Revenue Table;

Seasonally Adjusted Target Revenue Table means Table 1 (in relation to Year 0) or Table 2
(in relation to any Franchisee Year) in the agreed terms marked SATRT, as completed
pursuant to paragraph 4.9(a) of Schedule 8.1 (Franchise Payments), or as replaced or
modified from time to time pursuant to paragraph 4.9(b) or (c) of Schedule 8.1 (Franchise

Payments);

Season Ticket Bond means the season ticket bond to be provided to the Secretary of State in
respect of the Franchisee's liabilities under certain Fares and Season Ticket Fares in the form
set out in Appendix 2 (Form of the Season Ticket Bond) to Schedule12 (Financial
Obligations and Covenants) and such other bond as may replace it from time to time under
Schedule 12;

Season Ticket Fare means:

@ for the purposes of Schedule12 (Financial Obligations and Covenants) and the
definition of Season Ticket Bond only, a Fare which entitles the purchaser to make an
unlimited number of journeys in any direction during the period for which, and
between the stations and/or the zones for which, such Fareisvalid; and

(b for al other purposes, a Fare which entitles the purchaser to make, without further
restriction except as to class of accommodation, an unlimited number of journeysin
any direction during the period for which, and between the stations and/or the zones
for which, such Fareisvalid;

Secretary of State Risk Assumptions means those assumptions set out in Appendix 1
(Secretary of State Risk Assumptions) to the Franchise Agreement;

Security Interest means any mortgage, pledge, lien, hypothecation, security interest or other
charge or encumbrance or any other agreement or arrangement having substantially the same
economic effect;

Service Delivery Benchmark means any of the performance levels in respect of Minutes
Delay attributable to the Franchisee set out in the Service Delivery Benchmark Table;
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Service Delivery Benchmark Table means the table set out in Appendix 7 (Service Delivery
Benchmark Table) to the Franchise Agreement;

Service Group has the meaning given to it in the Passenger’ s Charter when used in relation to
the Passenger’ s Charter, and when used in the Franchise Agreement it has the meaning given
to it in the Track Access Agreement, or as specified by the Secretary of State from time to
time;

Service Level Commitment means the service level commitment more particularly described
in paragraphl of Schedulel.l (Service Development), the first such service level
commitment prescribed as such in the Franchise Agreement and any other service level
commitment developed in accordance with Schedule 1.1;

Service Quality Audit Programme means the programme of auditing of the Service Quality
Management System that has the characteristics set out in paragraph 3.1 of Schedule 7.2
(Service Quality Management) and is prescribed as such in the Franchise Agreement;

Service Quality Management System means the Franchisee’ s system that:

@ has, as a minimum, the characteristics set out in paragraph 2.1 of Schedule7.2
(Service Quality Management) for ensuring and measuring the provision by it of a
level of service quality across the Franchise that is consistent with the level specified
in the Service Quality Standards; and

(b) is prescribed as such in the Franchise Agreement;

Service Quality Plan means the Franchisee's plan for ensuring that its future performance is

at al times equal to or better than the benchmark set out in the Service Quality Management

System in respect of which the requirement to submit such a plan under paragraph 4.1(d) of

Schedule 7.2 (Service Quality Management) arose;

Service Quality Reporting Period means any period of six consecutive Reporting Periods

during the Franchise Term, the first such Service Quality Reporting Period commencing on

the Start Date;

Service Quality Standard means either of:

@ the Train Presentation Specification Standard; or

(b) the Station Environment Specification Standard,

prescribed as such in the Franchise Agreement;

Service Recovery Plan means, in the event of a prevention or restriction of accessto the track

or a section of the track (howsoever caused) which results in any Cancellation, Partia

Cancellation, and/or any Passenger Service being operated with less passenger carrying

capacity than the passenger carrying capacity specified for such Passenger Service in the

Train Plan, a plan implemented by the Franchisee:

@ to minimise the disruption arising from such prevention or restriction of access by
operating, during such period of disruption, the best possible level of service given
such disruption, including by:

() keeping service intervals to reasonabl e durations;
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(i) keeping extended journey times to reasonable durations; and
(iii) managing any resulting overcrowding;
(b) to:

0] return the level of service to that level specified in the Timetable as soon as
reasonably practicable; and

(i) prior to the attainment of the level of service specified in paragraph (b)(i),
operate any reduced level of service agreed with Network Rail for the
purpose of minimising such disruption pursuant to paragraph (a);
(© in accordance with the principles of service recovery set out in the ATOC “Approved
Code of Practice: Contingency Planning for Train Service Recovery — Service
Recovery 2003" or any document of a similar or equivalent nature; and

(d) where the particulars of such plan in relation to the requirements of paragraphs (a)
and (b) have been:

0) agreed at an initial and, where required, subsequent telephone conference
between the Franchisee, Network Rail and any other affected Train Operator;
and

(i) on each occasion, recorded in an official control log by the relevant Region
Control Manager of Network Rail,

and prevention or restriction of access to the track or a section of the track shall have the
meaning given to that term in paragraph 1(a)(i) of Schedule 10.4 (Force Majeure);

Settlement Proposal has the meaning given to it in paragraph 3.2 of Schedule 4 (Personswith
Disabilities and Disability Discrimination);

Shared Cost Arrangement has the meaning given to it in the Railways Pension Scheme;

Shared Facilities means those facilities in respect of which the Franchisee and Network Rail
carry out their respective activities concurrently;

significant alterations shall, in relation to a Timetable, include aterations to the Timetable
which result in:

@ the addition or removal of railway passenger services;
(b) changes to stopping patterns or destinations or origin;
(© changes of timings for first/last trains by more than ten minutes;

(d) changes to clockface (or near clockface) service patterns (meaning the provision of
railway passenger services at a specified time or times relative to the hour); and

(e significant changes to journey times and/or key connections at the Station or at other
stations at which relevant railway passenger services call;

Single Fare means a Fare which entitles the purchaser to make, without further restrictions as

to the time of day for which the Fare is valid, on any one day, one journey in Standard Class
Accommodation between the stations and/or the zones for which the Fareisvalid;
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Spares means parts and components of rolling stock vehicles which are available for the
purpose of carrying out maintenance services on rolling stock vehicles;

Specifically Included Change of Law has the meaning given to it in the definition of Change
of Law;

Stakeholder means the Rail Passenger’s Council and any relevant Local Authority;

Standard Class Accommodation means, in respect of any train or service, accommodation
which is available to the purchaser of any Fare which, taking into account any rights or
restrictions relating to that Fare (other than restrictions relating to accommodation on that
train or service), entitles such purchaser to make a journey on that train or service (provided
that any accommodation on such train which may have been reserved by such purchaser shall
be deemed to have been made so available if, had it not been so reserved, it would have been
available for use by such purchaser);

Start Date means the time and date stated in the Certificate of Commencement as being the
time at and date on which the Franchisee is to commence operating the Franchise Services,
which shall either be:

@ the time and date prescribed for such purpose in the Franchise Agreement; or

(b) such later time and date as may be notified to the Franchisee by the Secretary of State
pursuant to clause 4.2 or 4.3 of the Conditions Precedent Agreement;

Start Date Transfer Scheme has the meaning given to it in clause 5.1 of the Conditions
Precedent Agreement;

Station means:

@ any station in respect of which the Franchisee has entered into a Station Lease; or

(b) any New Station at which the Franchisee becomes the Facility Owner;

Station Charge Adjustment means any adjustment to payments under an Access Agreement
determined in accordance with paragraph 2 of Schedule 8.4 (Track Access Adjustments and
Sation Charge Adjustments);

Station Environment Specification Standard means the Service Quality Standard in respect
of the environment of the Stations as at the date of the Franchise Agreement, or as amended
by the Secretary of State and notified to the Franchisee from time to time in accordance with
paragraph 2.8 of Schedule 7.2 (Service Quality Management);

Station Lease means:

@ any lease of a station that the Franchiseeis a party to as at the Start Date; or

(b) a lease of any other station to which the Franchisee becomes the Facility Owner at
any time during the Franchise Period;

Station Service means any service specified in paragraph 3 of Schedule 1.6 (Franchise
Services) which may be provided by the Franchisee at the Stations;

Station Sublease means a lease or sub-lease of premises comprising part or parts of a Station
exclusively occupied by another Train Operator;
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Strategy means any policy statement of the Secretary of State relating to his duties, functions
and powers in respect of railways that he publishes and calls a*“ Strategy”;

Suburban Station means any station which is not a London Station and which is listed below
or which is closer to London than (and on the same line as) the following stations:

Shoeburyness, Southend Victoria, Southminster, Marks Tey (excluding Sudbury branch),
Audley End (but not including Stansted Airport), Ashwell and Morden, Arlesey, Harlington,
Bletchley (excluding Bedford branch), Aylesbury, Haddenham & Thame Parkway, Twyford
(including Henley branch), Earley, Fleet, Alton, Whitley, Christ's Hospital, Brighton
(excluding Coastway), Windsor & Eton Riverside, East Grinstead, Crowborough, Wadhurst,
Paddock Waood (including the line between Strood and Paddock Wood), Maidstone East,
Canterbury East, Margate;

Successor Operator means a Train Operator succeeding or intended by the Secretary of State
to succeed (and whose identity is notified to the Franchisee by the Secretary of State) the
Franchisee in the provision or operation of al or any of the Franchise Services including,
where the context so admits, the Franchisee where it is to continue to provide or operate the
Franchise Services following termination of the Franchise Agreement;

Successor Operator Timetable has the meaning given to it in paragraph 7(a) of Schedule 14.1
(Maintenance of Franchise);

Supplemental Agreement means a supplemental agreement between the Franchisee and a
Successor Operator to be entered into pursuant to a Transfer Scheme, being substantially in
the form of Appendix 2 (Form of Supplemental Agreement) to Schedule 15.4 (Provisions
Applying on and after Termination), but subject to such amendments as the Secretary of State
may reasonably make thereto as a result of any change of circumstances (including any
Change of Law) affecting such supplemental agreement between the date of the Franchise
Agreement and the date on which the relevant Transfer Scheme is made and subject further to
paragraph 3.2 of Schedule 15.4;
System | nterface Committee means any committee of representatives of the railway industry
established to consider system interface issues across the railway industry and which is
designated as such by the Secretary of State;
Target Passenger Demand means:
@ the greater of Actual Passenger Demand or Forecast Passenger Demand; or
(b) as directed by the Secretary of State, either:

() the lower of such levels of passenger demand; or

(i) any intermediate level of passenger demand;

Target Performance Level means, in relation to a Benchmark for any Reporting Period, the
number set out in column 2 of the Benchmark Table relating to that Benchmark and in the
row of that table for that Reporting Period,;

Target Revenue means, in relation to:

@ any Franchisee Y ear, an amount equal to:

TRxRPI
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(b)

(©)

(d)

where:

TR is the amount specified as Target Revenue in Appendix 2 (Target Revenue
(expressed in real terms)) of the Franchise Agreement; and

RPI has the meaning given to it in Schedule 8.2 (Annual Franchise Payments);
any Reporting Period wholly within a Franchisee Year other than the first and last
Franchisee Y ears, one thirteenth of the amount determined pursuant to paragraph (a)

for that Franchisee Y ear;

any Reporting Period wholly within the first or last Franchisee Year, the amount
determined pursuant to paragraph (a) for that Franchisee Y ear divided by the number
of Reporting Periods wholly within that Franchisee Y ear; and

any Reporting Period partly within one Franchisee Year and partly within the next
Franchisee Y ear, an amount equal to:

A+B
where:
A is the amount determined pursuant to paragraphs (b) or (c) (as the case may

be) in respect of a Reporting Period wholly within the earlier Franchisee
Y ear, multiplied by the following:

X
28
where:

X is the number of days of the Reporting Period that is in the earlier
Franchisee Year; and

B is the amount determined pursuant to paragraphs (b) or (c) (as the case may

be) in respect of a Reporting Period wholly within the later Franchisee Y ear,
multiplied by the following:

Al
28

where:

Y is the number of days of the Reporting Period that is in the later
Franchisee Y ear;

Taxation means any kind of tax, duty, levy or other charge whether or not similar to any in
force at the date of the Franchise Agreement and whether imposed by a local, governmental
or other competent authority in the United Kingdom or elsewhere;

Technical Support Contract means a contract for technical support to which the Franchiseeis
aparty, relating to the rolling stock vehicles used in the provision of the Passenger Services;

Termination Event has the meaning given to it in paragraph 3 of Schedule 10.3 (Events of
Default and Termination Event);
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Termination Notice means a notice from the Secretary of State to the Franchisee terminating
the Franchise Agreement following an Event of Default or a Termination Event in accordance
with Schedule 10.2 (Termination and Expiry);

Threshold Amount means, for any Franchisee Y ear:

@ in respect of the ateration or discontinuance of any Additional Passenger Servicesin
accordance with the terms of paragraph 14.2 of Schedule 1.1 (Service Development),
zero; and

(b in respect of any other circumstance, an amount, whether positive or negative, which

is determined in accordance with the following formula:
TA =FATxRPI

where:

TA isthe Threshold Amount for any Franchisee Y ear;

FAT is the amount prescribed as such for that Franchisee Year in the Franchise
Agreement; and

RPI is ascertained as follows:

CRPI

ORPI

where:

CRPI means the Retail Prices Index published in the month prescribed as
such in the Franchise Agreement immediately preceding the

commencement of that Franchisee Year; and

ORPI means the Retail Prices Index for the month and year prescribed as
such in the Franchise Agreement,

provided that, for the first Franchisee Y ear RPI shall be one;

Through Ticketing (Non-Travelcard) Agreement means the agreement of that name referred
toin clause 5.1(1)(v) of the Franchise Agreement;

Ticketing and Settlement Agreement means the Ticketing and Settlement Agreement dated
23 July 1995 between RSP, the Franchisee and the other Train Operators named therein, as
amended from time to time with the approval of the Secretary of State;

Timetable means the timetable which reflects the working timetable issued by Network Rail
a the conclusion of its timetable development process, containing the departure and arrival
times of:

@ all Passenger Serviceswhich call at Stations and Franchisee Access Stations; and

(b) principal Connections at those stations and other stations;
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Timetable Development Rights means all or any of the rights of the Franchisee under any
Track Access Agreement to:

@ operate Passenger Services and ancillary movements by virtue of that Track Access
Aqgreement;

(b) deliver any required notification and/or declaration to Network Rail in respect of its
intention to exercise any rights;

(© make or refrain from making any bids for Train Sots, in each case before any
relevant priority dates provided for in, and in accordance with, the Network Code;

(d) surrender any Train Slots allocated to the Franchisee by Network Rail in accordance
with the Network Code;

(e object to, make representations, appeal or withhold consent in respect of any actual or
proposed act or omission by Network Rail; and

()] seek from Network Rail additional benefits as a condition to granting any consent to
any actual or proposed act or omission by Network Rail;

Track Access Adjustment means any adjustment to payments under a Track Access
Agreement determined in accordance with paragraph 1 of Schedule8.4 (Track Access
Adjustments and Station Charge Adjustments);

Track Access Agreement means each Access Agreement between Network Rail and the
Franchisee which permits the Franchisee to provide the Passenger Services on track operated
by Network Rail;

Train Fleet means the rolling stock vehicles specified in or required by Appendix 3 (The
Train Fleet) to the Franchise Agreement, any other rolling stock vehicles the Secretary of
State consents to in accordance with paragraph 15 of Schedule 1.1 (Service Development)
from time to time and any additiona rolling stock vehicles funded by Additional Rolling
Stock Investment;

Train Mileage means, in relation to any period, the aggregate train mileage covered during
such period by each train used in the provision of the Passenger Services (excluding, any train
mileage covered as a result of positioning or other movements of rolling stock vehicles
outside the Timetable);

Train Operator means a franchisee or franchise operator, either of which operate railway
passenger services pursuant to a franchise agreement or a Public Sector Operator;

Train Plan means the plan of the Franchisee for the operation of trains and train formations
under the Timetable prescribed as such in the Franchise Agreement and any other train plan
developed in accordance with Schedule1.l, except that when used in Schedule7.1
(Performance Benchmarks), it shal have the meaning given to it in paragraph 2.15 of
Schedule 7.1;

Train Presentation Specification Standard means the Service Quality Standard in respect of
the condition of rolling stock vehicles when presented for railway passenger service as at the
date of the Franchise Agreement, or as amended by the Secretary of State and notified to the
Franchisee from time to time in accordance with paragraph 2.8 of Schedule 7.2 (Service
Quality Management);
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Train Slots shall have the meaning given to it in the Network Code;

Transfer Scheme means a transfer scheme made by the Secretary of State under Section 12
and Schedule2 of the Railways Act 2005 (or equivalent statutory provision) pursuant to
paragraph 3.1 of Schedule 15.4 (Provisions Applying on and after Termination), being
substantially in the form of Appendix 1 (Form of Transfer Scheme) to Schedule 15.4, but
subject to such amendments as the Secretary of State may make thereto as a result of any
change of Law affecting such transfer scheme or other change of circumstances between the
date of the Franchise Agreement and the date on which such scheme is made;

Transport Act means the Transport Act 2000;

Travelcard Agreement means the agreement of that name referred to in clause 5.1(1)(iv) of
the Franchise Agreement;

Traveline means the telephone enquiry service providing information on al public transport
across the United Kingdom;

TSI means any Technical Standard for Interoperability with which the Franchisee is required
to comply pursuant to Directives EU 96/48 and EU 2001/16 and related legislation;

Turnaround Time means the time specified in the Train Plan between the completion of a
Passenger Service in accordance with the Timetable and the commencement of the next
Passenger Service in accordance with the Timetable on the same day using some or al of the
samerolling stock vehicles;

Turnover means, in relation to any period, the aggregate revenue (excluding any applicable
Vaue Added Tax) accruing to the Franchisee from the sale of Fares and the receipt of
Franchise Payments during such period,;

Updated Business Plan means the revised business plan to be provided prior to the start of
each Franchisee Year (other than the first Franchisee Y ear) in accordance with paragraph 2.3
of Schedule 13 (Information and Industry Initiatives);

Value means the Projected Revenue of a Fares Basket for any Fare Y ear;

Value Added Tax means value added tax as provided for in the Value Added Tax Act 1994;

Variation means a variation to the terms of the Franchise Agreement pursuant to paragraph 1
of Schedule 19 (Other Provisions);

Weekday means any day other than a Saturday, a Sunday or a Bank Holiday;

Weekly Season Ticket means a Season Ticket Fare which is valid in Standard Class
Accommadation from (and including) the day it first comes into effect until (but excluding)
the day which falls seven days after such day;

Year 0 means the period starting on 1 April 2006 and ending on the Start Date;

Young Person’s Railcard means a Discount Card issued under the Discount Fare Scheme
referred to in clause 5.1(d)(ii) of the Franchise Agreement; and

Zone means a zone set out in the map in Schedule 2 of the Travelcard Agreement on the date
such agreement came into effect.
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3.2 The Franchise Agreement shall confirm the non-applicability to the Franchise of any
of the words and expressions set out in clause 3.1.
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SCHEDULE 1.1
Service Development
1 SERVICE LEVEL COMMITMENT —PURPOSE AND RESPONSIBILITY
11 A Service Level Commitment is the means by which the Secretary of State specifies
the level, frequency, maximum journey times and stopping patterns of the railway passenger
services that the Franchisee isto:

@ seek Train Slots for from Network Rail; and

(b) operate pursuant to the working timetable issued by Network Rail at the end of its
timetable development process.

1.2 The Secretary of State shall issue to the Franchisee a Service Level Commitment for,
and prior to the start of, each timetable development process of Network Rail during the
Franchise Term.

13 The Service Level Commitment as at the date of the Franchise Agreement is in the
agreed terms marked SLC, attached to the Franchise Agreement.

14 A Service Level Commitment may be expressed in whole or in part at any level of
generality or to any level of detail the Secretary of State considers appropriate.

2. TRAIN PLAN — PURPOSE AND RESPONSIBILITY

21 A Train Plan is the means by which the Franchisee expresses its proposed allocation
of the passenger carrying capacity of its Train Fleet to meet passenger demand for the railway
passenger servicesit isto operate.

2.2 The Franchisee shall submit to the Secretary of State a Train Plan in respect of:

@ each Service Level Commitment and any Additional Passenger Services that it
intends to operate; and

(b) subsequently, each Timetable in accordance with this Schedule 1.1.

2.3 In preparing any Train Plan, the Franchisee shall do so by reference to the timetable
that it envisages operating in order to comply with the Service Level Commitment to which it
relates.

24 The Train Plan for the Timetable as at the Start Date is in the agreed terms marked
TP, attached to the Franchise Agreement.

25 Each Train Plan is to set out for each railway passenger service in the Timetable to
which it relates:

@ its start point and departure time;
(b) its terminating point and arrival time;

(o) the class of rolling stock vehicles that the allocated train is to have;
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(d) the passenger carrying capacity that the allocated train, as formed, is to have;

(e the indicative formation of those trains allocated in accordance with paragraph 2.5(d)
which have a Target Passenger Demand greater than 75 per cent. of their passenger
carrying capacity;

) its Actual Passenger Demand most recently determined in accordance with
Schedule 1.5 (Information about Passengers); and

(9) its Forecast Passenger Demand.

2.6 A Train Plan shall be in any format that the Secretary of State may reasonably specify
for this purpose.

3. TRAIN FLEET

3.1 The Franchisee’'s Train Fleet as at the Start Date is as set out in Table 1 contained in
Appendix 3 (The Train Fleet) to the Franchise Agreement.

3.2 The Franchisee shall comply with its abligations under:

@ paragraph 15 concerning changes to the composition and characteristics of the Train
Fleet; and

(b) paragraph 2 of Schedule 2.2 (Security of Access Agreements, Rolling Stock Leases,
Sation and Depot Leases) with respect to the Train Fleet.

4. SERVICE LEVEL DEVELOPMENT

The Franchisee agrees to co-operate with the Secretary of State to develop the Service Level
Commitment in accordance with this Schedule 1.1.

5. PROCEDURE

51 The Franchisee agrees that the effective operation of the provisions of this
Schedule 1.1, and of provisions addressing the same or similar matters in other franchise
agreements, will require certain procedural arrangements and timescales to be followed to a
common timescale by the Secretary of State, the Franchisee and others.

52 The Franchisee agrees that the Secretary of State may stipulate any reasonable
procedural arrangements and timescales that are to be followed by the Secretary of State and
the Franchisee for these purposes (which shall be consistent with any relevant standard
railway industry processes for timetable development) and that the Secretary of State may
amend any such stipulation.

53 The Secretary of State agrees to consult the Franchisee as far as reasonably
practicable prior to stipulating or amending any such procedural arrangements and timescales
in accordance with paragraph 5.2.

54 Any stipulation by the Secretary of State pursuant to paragraph 5.2:

@ shall be at the reasonable discretion of the Secretary of State;

(b) may contain procedural arrangements and timescales to be followed by the Franchisee
in relation to other changes to the Franchise Services (pursuant to paragraph 1 of
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(©

5.5

Schedule 19 (Other Provisions)) in conjunction with a Service Level Commitment;
and

may provide for iterations of drafts of any Service Level Commitment, Train Plan or
Timetable and for indicative Runs of the Financial Model in relation thereto.

Any procedural arrangements and timescales stipulated by the Secretary of State

pursuant to paragraph 5.2 shall have contractual effect between the Franchisee and the
Secretary of State in accordance with the terms of such stipul ation.

6.

FRANCHISEE'S SERVICE DEVELOPMENT OPINIONS

Requirements of opinion

6.1

As and when required by the Secretary of State pursuant to paragraph 5.2, the

Franchisee shall provide to the Secretary of State:

@

(b)

(©

(d)

its informed estimate of Forecast Passenger Demand, in such format and to such level
of disaggregation as the Secretary of State may reasonably require in order to assist
the Secretary of State's decision-making on future service level commitments,
infrastructure, station and rolling stock vehicle investment, the best use of the
network and the alleviation of overcrowding;

its informed opinion as to any changes to the current Service Level Commitment
which:

0) should be made in order to deliver an optimal range of railway passenger
service patterns relative to Target Passenger Demand; and

(i) could be implemented and operated without additional resources or an
adjustment to the Franchise Payments;

its informed opinion as to any changes to the current Service Level Commitment
which:

0 would deliver an optimal range of railway passenger service patterns in
accordance with paragraph 6.1(b)(i); and

(i) could only be implemented and operated with additional resources and/or an
adjustment to the Franchise Payments, together with an explanation as to:

(A) what additional resources and/or adjustments are necessary to make
such changes; and

(B) why such additional resources and/or adjustments are necessary;

details of its proposals (if any) to seek Additional Timetable Development Rights,
including:

(i) the existing or additional resources that the Franchisee intends to use in
exercising such Additional Timetable Development Rights;

(i) the impact (if any) of operating any Additional Passenger Services on:

(A) its ability to deliver the current Service Level Commitment; and
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B) the level of performance that it achieves in respect of the Passenger
Services it currently operates;

Q) itsinformed opinion as to any changes that the Secretary of State ought to make to the
Benchmarks pursuant to paragraph 3.2 of Schedule 7.1 (Performance Benchmarks);
and

(9) a draft of the Train Plan that it considers that each set of proposed changes would
require.

Considerations
6.2 The Franchisee shall:
@ provide its opinion asto Service Level Commitment changes;

(b) determine the extent to which it wishes to seek and retain Additional Timetable
Development Rights; and

(©) prepare its draft Train Plan,
each with due regard to:

0) any Route Utilisation Strategy and any Strategy published by the Secretary of
State;

(i) the additional factors set out in the Appendix (Service Development
Additional Factors); and

(iii)  any other constraints or considerations (including affordability constraints
and value for money considerations) that the Secretary of State has notified to
it.

Planningto Operatethe Train Plan in the Peak

6.3 The Franchisee shall prepare its Train Plan so as to operate the entire Train Fleet in
delivering Passenger Services during each Peak, save for:

@ any additiona rolling stock vehicles funded by Additional Rolling Stock Investment;
and

(b) any reasonable planning requirements for:
0] the allocation of Hot Standbys; or
(i) other rolling stock vehicles to be out of service due to maintenance
requirements, Mandatory Modifications or any other reasons agreed with the
Secretary of State (such agreement not to be unreasonably withheld).

Planning to meet Target Passenger Demand

6.4 The Franchisee shall also, in preparing its Train Plan, unless the Secretary of State
otherwise agrees, use all reasonable endeavours to:

@ provide for passenger carrying capacity on each Passenger Service that meets as a
minimum the Target Passenger Demand; and
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(b) provide passengers with a reasonabl e expectation of a seat:
0) on boarding in respect of any Off-Peak Passenger Service; and

(i) 20 minutes after boarding (or such other time period as the Secretary of State
may stipulate) in respect of any Peak Passenger Service.

Allocation of rolling stock if unable to meet capacity requirements of paragraph 6.4

6.5 If at the time it prepares its Train Plan, having exercised al reasonable endeavours,

the Franchisee is unable to prepare a Train Plan having the passenger carrying capacity and

meeting the reasonable expectations referred to in paragraph 6.4, then the Train Plan shall

specify the best alocation of rolling stock vehicles to Passenger Services that is reasonably

practicable with aview to:

@ minimising, so far as is possible, the amount by which Target Passenger Demand
exceeds the provision of passenger carrying capacity on the affected Passenger
Services;

(b) ensuring, so far as is possible, that such excess is not unduly concentrated on any
particular Route or Passenger Service; and

(©) minimising, so far asis possible, the extent to which passengers are required to stand:
(1) on boarding in the case of any Off-Peak Passenger Service; and

(i) 20 minutes after boarding (or such other time period as the Secretary of State
may stipulate) in respect of any Peak Passenger Service.

Proposalsto address shortfallsin capacity

6.6 Where paragraph 6.5 applies, the Franchisee shall propose to the Secretary of State:
@ such changes to the Service Level Commitment; and/or

(b) any other actions,

that it considers would most efficiently address the shortfall in passenger carrying capacity
and meet Target Passenger Demand.

7. SECRETARY OF STATE’S SERVICE DEVELOPMENT OPINIONS

As and when required pursuant to paragraph 5.2, the Secretary of State shall provide to the
Franchisee:

@ his draft Service Level Commitment;
(b) his opinion of the effect of the Additional Timetable Development Rights that the
Franchisee has (if any) or intends (if at al) to seek on that draft Service Leve

Commitment;

(©) his opinion on any changes that he reasonably considers are required to the Train Plan
for such Train Plan:

0] to satisfy the capacity requirements referred to in paragraph 6.4; or
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(i) to satisfy the capacity requirements referred to in paragraphs 6.5 and 6.6 if he
reasonably considers that the capacity requirements referred to in
paragraph 6.4 cannot be met; and

(d) his opinion of any changes that are required to the Service Delivery Benchmarks
pursuant to paragraph 3.2 of Schedule 7.1 (Performance Benchmarks).

8. INDICATIVE TIMETABLE AND CONSULTATION

8.1 If and to the extent that the Franchisee reasonably considers that any Service Level
Commitment issued by the Secretary of State pursuant to this Schedule1l.1 contains
insufficient information to enable it to perform its obligations under this Schedule 1.1, it shall
promptly notify the Secretary of State and the Secretary of State shall provide such further
information asis reasonably required.

8.2 The Franchisee shall, as and when required pursuant to paragraph 5.2, provide the
Secretary of State with asummary (in such form as the Secretary of State may specify) of any
material changes that it would expect there to be to the Passenger Services from the current
Timetable if either or both of the following were implemented:

@ the Secretary of State’s draft Service Level Commitment and its proposed Train Plan;
and/or

(b) the Franchisee' s proposals (if any) for operating Additional Passenger Services.

8.3 Notwithstanding any consultation the Secretary of State might separately undertake in
respect of the draft Service Level Commitment issued pursuant to paragraph 7, the Franchisee
shall:

@ as soon as reasonably practicable after:

(i) first providing a summary to the Secretary of State pursuant to paragraph 8.2,
give al Stakeholders notice and consult them in respect of the changes to the
Passenger Services specified in such summary; and

(i) sending or receiving any correspondence in respect of such notice or
consultation, provide the Secretary of State with copies of such
correspondence;

(b) take due account of such bodies views that are submitted to the Franchisee in
accordance with the procedural stipulations pursuant to paragraph 5.2 and the
guidance referred to in paragraph 8.3(d);

(©) inform the Secretary of State of any material changes that it would expect there to be
to such draft Service Level Commitment and/or Additional Passenger Services if the
views of such bodies were accommodated; and

(d) comply with such reasonable requirements and guidance as the Secretary of State
may notify to it from time to time in respect of giving notice to and consulting such
Stakeholders in accordance with this paragraph 8.3.

0. SERVICE LEVEL COMMITMENT

The Secretary of State shall, in accordance with paragraph 5.2, issue to the Franchisee the
Service Level Commitment that he requires the Franchisee to operate and notice of the
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changes (if any) to the Benchmarks that he will make pursuant to paragraph 3.2 of
Schedule 7.1 (Performance Benchmarks).

10. TIMETABLE DEVELOPMENT RIGHTS

10.1  The Franchisee shal use all reasonable endeavours to amend and/or enter into such
Access Agreements as may be necessary or desirable from time to time to obtain the timetable
development rights that it requires to secure a Timetable that enables it to operate railway
passenger services that comply with the Service Level Commitment.

10.2  The Franchisee shall:
@ exercise its Timetable Development Rights; and/or
(b) exercise or refrain from exercising its Additional Timetable Development Rights,

S0 as to secure a Timetable that enables it to operate railway passenger services that comply
with the Service Level Commitment in accordance with its obligations under paragraph 12.

10.3  Unless the Secretary of State otherwise directs, the Franchisee shall, for the purposes
of securing a Timetable that complies with the Service Level Commitment, exercise its rights
under the Track Access Agreement (including the Network Code) to object, to make
representations and to withhold consent in respect of any actual or proposed act or omission
by Network Rail in relation to such agreement in respect of its Timetable Development
Rights.

10.4  Subject to the Franchisee complying with its obligations under paragraph 10.3, it shall
not be liable for any failure to secure a Timetable that enables the Franchisee to operate
railway passenger services that comply with the Service Level Commitment, to the extent that
such failureis caused by:

@ the Franchisee's Timetable Development Rights being inadequate to enable it to
secure the requisite Train Slots, provided that the Franchisee has exercised al
reasonable endeavours to obtain the requisite timetable development rights in
accordance with paragraph 10.1;

(b) Network Rail exercising its flexing rights from time to time under the Track Access
Agreement or the Network Code in respect of such Train Slots;

(©) Network Rail exercising its other rights from time to time under the Track Access
Agreement or the Network Code; or

(d) the exercise by the ORR of its powers pursuant to Section 22C of the Act.

10.5 If the Secretary of State does not consider that the Franchisee has taken sufficient
steps under paragraph 10.3, he may require the Franchisee to exercise its rights referred to in
paragraph 10.3 in such manner as he reasonably considers appropriate in the circumstances,
including:

@ disputing any actual or proposed act or omission by Network Rail in respect of any
Timetable Development Rights; and

(b) submitting such dispute to any relevant dispute resol ution arrangements or procedures

and appealing against any award or determination under such arrangements or
procedures, including to the ORR.
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10.6  The Secretary of State shall, to the extent reasonably practicable, allow the Franchisee
a reasonable opportunity to make representations to him concerning the exercise by the
Franchisee of any of its rights referred to in paragraph 10.3 before requiring the Franchisee to
take any action referred to in paragraph 10.5.

10.7 If and to the extent that the Franchisee is not able to secure a Timetable enabling it to
operate railway passenger services that comply with the Service Level Commitment as a
result of it not being able to obtain the timetable development rights that it requires for that
purpose, the Secretary of State shall issue to the Franchisee a Service Level Commitment in
the form required by paragraph 10.7(a), which shall operate between the parties only for the
purpose referred to in paragraph 10.7(b):

@ the Service Level Commitment issued pursuant to this paragraph 10.7 shall be in a
form that:

(1) would enable the Franchisee to secure a Timetable in compliance with it by
exercise of the Timetable Development Rights that the Franchisee does have
or would have had the Franchisee properly performed its obligations under
the Franchise Agreement; and

(i) in all other respects, is the same as the immediately preceding Service Level
Commitment issued to the Franchisee by the Secretary of State; and

(b) any Service Level Commitment issued pursuant to this paragraph 10.7 shall, for the
purpose of Schedule9 (Changes) only, stand in place of the immediately preceding
Service Level Commitment issued to the Franchisee by the Secretary of State.

11. CERTIFICATION AND NOTIFICATION BY FRANCHISEE OF TIMETABLE BIDS

111 Before exercising any Timetable Development Right to bid for Train Slots, the
Franchisee shall provide a certificate addressed to the Secretary of State confirming that its
proposed exercise of that Timetable Development Right will be compliant with its obligation
specified in paragraph 10.2.

11.2  If requested by the Secretary of State, the Franchisee agrees to demonstrate to the
reasonable satisfaction of the Secretary of State that the Franchisee's certificate referred to in
paragraph 11.1 is atrue and accurate confirmation of compliance with its obligation specified
in paragraph 10.2. The Secretary of State agrees that the certificate will be acceptableif:

@ such certificate confirms that the Franchisee has used timetable assurance processes
approved by the Secretary of State; and

(b) the Franchisee has demonstrated its compliance with the Service Level Commitment
by using such assurance processes.

11.3 TheFranchisee shal:

@ keep the Secretary of State fully informed of any discussions with Network Rail in
relation to the matters referred to in this Schedule 1.1 which may have a material
bearing on the ability of the Franchisee to deliver the Service Level Commitment
through the Timetable and shall, if required to do so by the Secretary of State, supply
copies of any related correspondence to the Secretary of State; and

(b) update any notification under this paragraph 11.3 and/or certification under
paragraph 11.1 as soon as reasonably practicable, if at any time it elects or is required

LON1029542/5 (120521-0005) Page 52 Schedule 1.1



to modify any aspect of its exercise of its Timetable Development Rights following
Network Rail’s proposed or actual rejection or modification of itsbid or any part of it
or for any other reason.

12. OBLIGATIONSIN RELATION TO OTHER TRAIN OPERATORS

Subject to the terms of the Licences and any applicable Law, the Franchisee shall co-operate
with other Train Operators in respect of their timetable development rights where such other
Train Operators provide railway passenger services meeting common or displaced passenger
demand, with aview to ensuring that:

@ the levels of overcrowding over the Routes or other relevant routes are minimised and
not unduly concentrated on particular railway passenger services, Routes or other
relevant routes;

(b) the stopping patterns of such railway passenger services are placed at approximately
evenly-spaced intervals throughout each relevant hour, taking into account the
reasonable needs of passengers and the different types of railway passenger services
provided by other Train Operators and the Franchisee; and

(©) a reasonable pattern of railway passenger service is provided on the relevant route(s)
to enable passengers to make Connections (particularly where low frequency railway
passenger services are operated or last trains are involved, taking account of seasonal
fluctuations in passenger demand and the time needed to make any such Connection).

13. FINALISING THE TRAIN PLAN

13.1 The Franchisee shall submit its Train Plan to the Secretary of State as soon as
reasonably practicable after Network Rail has published the working timetable on which the
Timetableis to be based.

13.2  The Secretary of State may notify the Franchisee of:

@ any respect in which he considers that the Train Plan does not comply with the
requirements of this Schedule 1.1; and

(b) any revisions that he requires to address such non-compliance,

and the Franchisee shall revise the Train Plan in accordance with the Secretary of State’'s
reguirements.

13.3 If the Franchisee considers that any of the revisions that the Secretary of State
requires pursuant to paragraph 13.2(b) are not required for the Train Plan to comply with this
Schedule 1.1 then:

@ it shall nevertheless make such revisions;

(b) it may subsequently refer the question as to whether such revisions were so required
for resolution in accordance with such dispute resolution procedure as the parties may
agree or, in the absence of agreement, in accordance with the Dispute Resolution
Rules; and

(o) following determination of any such dispute, the parties shall take such steps as are
required to give effect to such determination.
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14. PROVISIONSRELATING TO ACCESSAGREEMENTSAND PROPERTY LEASES

14.1  Subject to paragraph 4.11 of Schedule 8.1 (Franchise Payments), the Franchisee shall
be entitled to seek and/or exercise Additional Timetable Development Rights without the
Secretary of State's consent, but it shall not seek and/or exercise any such rights where to do
so would prevent or hinder it securing a Timetable that enables it to operate railway passenger
services that comply with the Service Level Commitment.

14.2  Where the Secretary of State considers it requisite for the purposes of better securing
the delivery of railway passenger services under the Franchise Agreement, or any other
franchise agreement, or for the better achievement by him of any of his duties, functions and
powersin relation to railways, the Secretary of State may require the Franchisee:

@ to exercise or refrain from exercising any or al of its rights under any Access
Agreement or any Property Lease, or any related rights under such other agreements
as the Secretary of State may specify; and/or

(b) subject to the consent of the counterparty thereto, to assign, novate or surrender its
rights under any Access Agreement or Property Lease.

14.3  Except to the extent that the Secretary of State otherwise indicates from time to time,
the Franchisee shall notify the Secretary of State of its intention to enter into or amend any
Access Agreement:

@ where the approval of the ORR is required under the Act, not less than ten business
days before the submission to the ORR; and

(b) where no such approval is required, not less than ten business days prior to entering
into such amendment or Access Agreement.

14.4  The Franchisee shall comply with its obligations under any Access Agreement or any
Property Leaseto which it is a party from timeto time:

@ to notify or consult with the Secretary of State on any matter or proposal relating to
that Access Agreement or Property Lease; and

(b) which are contingent on a particular course of action being taken by the Secretary of
State or which are otherwise expressly included in that Access Agreement or Property
L ease for the benefit of the Secretary of State.

145 If and to the extent that:

@ the Secretary of State exercises his rights pursuant to paragraph 14.2;

(b) the Franchisee's compliance with the Secretary of Stat€’s requirements pursuant to
paragraph 14.2 would lead to the unavoidable consequence of the Franchisee
contravening any other terms of the Franchise Agreement or the occurrence of an
Event of Default; and

(©) the Franchisee duly complies with such requirements,

no such contravention of the Franchise Agreement or Event of Default shall have occurred.
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15. CHANGESTO THE TRAIN FLEET

15.1  Subject to paragraph 15.2, the Franchisee shall maintain the composition of the Train
Fleet during the Franchise Term, unless the Secretary of State otherwise agrees, such that
there are no changes to the Train Fleet, including changes:

@ to the classes or types;

(b) to theinterior configurations; or

(©) which may reduce the journey time capabilities,
of any rolling stock vehicles specified in the Train Fleet.

15.2  Subject to paragraph 4.11 of Schedule 8.1 (Franchise Payments), the Franchisee shall
be entitled at any time without the agreement of the Secretary of State to:

@ procure rolling stock vehicles in order to provide Additional Passenger Services
provided that the total amounts payable pursuant to the terms of all Rolling Stock
Related Contracts entered into pursuant to this paragraph 15.2(a) do not exceed five
per cent. of the total amounts payable under the terms of Rolling Stock Related
Contracts for the existing Train Fleet in respect of the unexpired Franchise Term;
and/or

(b) discontinue the arrangements (including the leasing, maintenance support services or
technical support services) in respect of any rolling stock vehicles used in the
provision of Additional Passenger Services.

15.3  The Franchisee shall procure that the rolling stock vehicles specified in the Tables
contained in Appendix 3 (The Train Fleet) to the Franchise Agreement, with the capacity and
other characteristics referred to there, are available for deployment in the provision of the
Passenger Services during the periods referred to there.

154  During the Franchise Term, the Franchisee shall advise the Secretary of State of any
rolling stock vehicles damaged beyond economic repair or likely to be unavailable for service
for a period of three consecutive Reporting Periods or more.

15,5 If any change is made to the Train Fleet in accordance with this paragraph 15, the
Secretary of State may, after consulting the Franchisee, notify the Franchisee of the passenger
carrying capacity of any rolling stock vehicles or class of rolling stock vehicles comprising
the Train Fleet following such change.

16. SECRETARY OF STATE'S STATEMENT OF SERVICE LEVEL COMMITMENT
CHANGES

Any requirement for the Secretary of State to issue adraft or final Service Level Commitment
may be satisfied by him issuing a draft or final statement of how the existing Service Level
Commitment isto be changed.

17. THE TIMETABLE AND THE WORKING TIMETABLE

17.1  Any specification of railway passenger servicesin a Service Level Commitment shall

(unless the Secretary of State states to the contrary) be regarded as relating to how those
services are to be provided for in the National Rail Timetable that Network Rail publishes for
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passengers, and not how they are to be provided for in the working timetable that Network
Rail issuesto industry parties at the conclusion of its timetable development process.

17.2  Accordingly, the Franchisee's obligations specified in paragraph 10.2 shall be
construed as an obligation to secure the requisite Train Slots in the working timetable to be
issued by Network Rail at the conclusion of its timetable devel opment process that will permit
the Franchisee to operate railway passenger services that comply with the Service Level
Commitment provided for in the relevant Timetable.

17.3 The Franchisee shall ensure, for each period between two consecutive Passenger
Change Dates during the Franchise Term, that the Timetable for such period is not materially
different from the relevant working timetable issued by Network Rail at the conclusion of its
timetabl e development process.
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1

APPENDIX TO SCHEDULE 1.1
Service Development Additional Factors

The Franchisee, in formulating its service development opinion pursuant to

paragraph 6.1 of Schedule 1.1 (Service Development), in addition to having regard to any
Route Utilisation Strategy or any Strategy published by the Secretary of State and any other
constraints or considerations notified to it pursuant to paragraph 6.2(c) of Schedule 1.1, shall
also have regard to:

@
(b)
(©

(d)

(e)
)
)
(h)

(i)

1)
(k)

V)

(m)

(n)

Actual Passenger Demand;
the latest Forecast Passenger Demand;

the revenue and cost consequences of operating railway passenger services on the
Routes;

opportunities to reduce the incidence of disruption caused by the Franchisee, Network
Rail, other Train Operators, freight operators and/or other industry parties;

operational constraints and measures that might be taken to address such constraints;
the appropriateness of the Train Fleet to the Routes;
service calling patterns and journey times;

changes in circumstances local to the stations at which the Passenger Services call
which may affect Forecast Passenger Demand;

the effect of:
(1) the Service Level Commitment; or
(i) any Additional Passenger Service,

on the railway passenger services operated by other Train Operators and/or freight
operators;

interchange and inter modal opportunities;

Stakeholder aspirations (including such aspirations as are expressed or are likely to be
expressed in any “Local Transport Plans’);

the long-term interests of passengers in using railway passenger services on the
Routes, and for the purposes of this paragraph 1(1), the Franchisee shall have regard
to this additional factor asif it operated the Passenger Services in perpetuity, and not
for the Franchise Term only;

the likelihood of special events generating sufficient passenger demand to support the
provision of railway passenger services by the Franchisee to or from such specia
events,

the impact of Restrictions of Use extending over the periods specified in
condition D2.2.1 of the Network Code or other Restrictions of Use that may affect
Forecast Passenger Demand; and
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(0) such other matters as the Secretary of State may notify to the Franchisee from time to
time.
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SCHEDULE 1.2
Operating Obligations
1 DAILY OPERATING OBLIGATION

11 The Franchisee agrees to use all reasonable endeavours to operate on each day of the
Franchise Term those of its Passenger Services as are set out in the Plan of the Day for that
day, with at least the passenger carrying capacity specified in the Train Plan.

12 The Franchisee agrees to use all reasonable endeavours to operate during the Peak the
entire Train Fleet in delivering the Peak Passenger Services, save for:

@ any additional rolling stock vehicles funded by Additional Rolling Stock Investment;
and

(b) any reasonable requirements:
0) for the deployment of Hot Standbys; or

(i) for other rolling stock vehicles to be out of service due to maintenance
requirements, Mandatory Modifications or for any other reason agreed with
the Secretary of State (such agreement not to be unreasonably withheld).

13 The Franchisee agrees to use al reasonable endeavours to operate the Train Fleet in
accordance with the current Train Presentation Specification Standard.

14 The Franchisee shall not remove any rolling stock vehicle from service with aview to
distorting the results of any audit carried out pursuant to Schedule 7.2 (Service Quality
Management).

15 The Franchisee shall ensure that its performance in each Reporting Period, calculated
as a moving annual average in accordance with Schedule 7.1 (Performance Benchmarks),
does not exceed (that is, is neither equal to or worse than) each Breach Performance Leve in
respect of that Reporting Period. It shall be a contravention by the Franchisee of the terms of
the Franchise Agreement if its performance exceeds (that is, is equal to or worse than) any
Breach Performance Level in any Reporting Period.

2. THE TRAIN PLAN
References in this Schedule 1.2 to the Train Plan are to the Train Plan as issued by the
Franchisee to the Secretary of State pursuant to paragraph 13.1 of Schedule 1.1 (Service

Development), and as amended:

@ to comply with any requirements of the Secretary of State pursuant to paragraph 13.2
of Schedule 1.1; or

(b) pursuant to paragraph 3.

3. AMENDMENTSTO THE TRAIN PLAN

31 The Franchisee shall use all reasonable endeavours to propose to the Secretary of
State from time to time any amendments that it considers should be made to the Train Plan to

better match the passenger carrying capacity of the Train Fleet to Target Passenger Demand,
having regard to:
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@ any foreseeable differences that there may be between the Timetable and any Plan of
the Day; and

(b) any material alteration in Target Passenger Demand, subsequent to the issue of the
Train Plan, that is:

0) observable from the most recent determination of Actual Passenger Demand
in accordance with paragraph 1 of Schedule1.5 (Information about
Passengers); and/or

(i) attributable to seasonal or exceptional factors.

3.2 The Franchisee shall amend the Train Plan in accordance with the Secretary of State’s
response to its proposal.

3.3 Where there are short-notice factors or exceptional factors affecting passenger
demand to which the Franchisee reasonably considers that it should respond before it is able
to make a proposal to the Secretary of State in accordance with paragraph 3.1, it may amend
the Train Plan prior to the submission of its proposal, but shall notify the Secretary of State as
soon as reasonably practicable afterwards and shall subsequently amend the Train Plan in
accordance with the Secretary of State’ s response to such amendment.

34 The obligation to use all reasonable endeavours to propose amendments to the Train
Plan to better match the passenger carrying capacity of the Train Fleet to Target Passenger
Demand is an obligation to use all reasonable endeavours to propose amendments which
would either:

@ provide for passenger carrying capacity on each Passenger Service that is at least
equal to the Target Passenger Demand for that Passenger Service; or

(b) provide the best allocation of rolling stock vehicles to Passenger Services that is
reasonably practicable so asto:

0 minimise the amount by which Target Passenger Demand exceeds the
provision of passenger carrying capacity on the affected Passenger Services;

(i) ensure, so far as is possible, that the excess of Target Passenger Demand is
not unduly concentrated on any particular Route or Passenger Service; and

(i) minimise the extent to which passengers are required to stand:
(A) on boarding in respect of any Off-Peak Passenger Service; and

(B) 20 minutes after boarding (or such other time period as the Secretary
of State may stipulate) in respect of any Peak Passenger Service.

35 If the Secretary of State does not consider that the Franchisee has exercised all
reasonable endeavours to make proposals as required by paragraph 3.1, the Secretary of State
may require the Franchisee to amend the Train Plan in accordance with his requirements.

4, TIMETABLE CHANGES PROPOSED BY NETWORK RAIL

4.1 The Franchisee shall notify the Secretary of State promptly after being notified by
Network Rail that Network Rail has decided or proposes to:
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