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INTRODUCTION

I started to write this book out of frustration and concern for the future of our railways in Britain. Frustration that having effectively nationalised control of Britain's railways the UK Government appeared to have little idea of how it wanted the industry to be structured or move forward. This was despite having commissioned a wide ranging review of the industry's structure in 2018 - the Williams Review - which was only published three years later and is yet to be implemented in any form. And concern that the potential restructuring of the industry which seems likely under a new Government risks creating as many problems as it solves and fails to learn from some of the hard won successes that have been achieved over the years.

At the same time there is growing concern that the industry is losing corporate memory and collective understanding of how the railway works as an integrated system. Corporate memory is going out of the door as experienced people retire or leave the industry for more satisfying careers elsewhere. And understanding of how the industry works as an entity is confined to fewer and fewer people with many leaders now having had experience of only one leg of the industry and often working within quite narrow silos. It is much harder for today's managers to gain wide experience and knowledge of how the industry works as a whole.

I write as someone who has spent 43 years working in railways, mainly in Britain, and in at least six fundamentally different organisational structures. I worked for British Rail for 18 years before privatisation, for National Express Group plc for six years, for Eurostar working closely with other European Railways for 11 years followed by spells as a non-Executive Director on the Boards of the Department for Transport, HS2 Ltd and Network Rail Ltd. I have been lucky enough to have worked with or for a wider variety of rail related organisations than most other people. I've learned a great deal about how to organise and run railways in this time, and how not to. I've therefore written this book to share some of my learnings and experiences in the hope of capturing some corporate memory. If it helps the current generation of leaders and policy makers direct and organise the industry in a better way, or just prompts thoughts on how to do things differently, then it will have been worth it.

I've written it largely as a memoir in roughly chronological order starting in Part 1 with my time with British Rail and then National Express Group. Part 2 covers my time as CEO and then Chairman of Eurostar including some of the key events that shaped the business, and my experiences of various non-Executive Directorships. Parts 1 and 2 are written partly as a personal memoir of my own experiences and feelings at the time. But because most of this time was one of tumultuous change, they are as much about the changes in the industry as a whole, but from the point of view of an insider looking outwards rather than a business historian looking in. Part 3 then includes a number of reflections looking back over my career as a whole, for instance on the differing nature of private and public sector organisations and the merits of different organisational structures. In the final chapter I've attempted to draw together some of the key themes and learnings, pointing to ways to organise and run our railways better. Whilst I do not believe there is a perfect structure for organising a railway system, it is very clear we currently have one of the worst possible structures and ways of running a railway in Britain. It shouldn't have to be like this.

I've been lucky to have had a very rewarding and interesting career in what is an important but too often derided industry. I've worked with many impressive and interesting people and had a lot of fun and excitement along the way. I've tried to convey some of this, as well as sharing what I've learned. It seemed a pity not to try to capture the richness of all this in writing.

I joined the railway industry largely by chance, rather than from any long held ambition or family connection. My early jobs involved preparing business plans and strategies, firstly at Freightliner Ltd and then for the InterCity Business Sector of British Rail, as well as roles in marketing and sales. I have therefore always tended to look at the railways through a financial and customer lens. I've always sought answers to questions such as what are the economics of a particular service? How could they be improved by attracting more customers or reducing their costs? What are customers' particular needs for this service and to what extent do we need to change to better meet them? And, more recently, what organisational structures and arrangements give managers the best chance of doing these things effectively?

Given the current state of Britain's rail industry these questions seem to me to be particularly relevant today. The economics of the industry are again very challenging, with large amounts of Government funding being required post Covid against a backdrop of severe pressure on Government finances more widely. There is an urgent need for the industry to become much more cost effective. At the same time centralised and detailed control of the industry in England by the Department for Transport, and by the Office of Rail and Road as Regulator, has meant that it has become increasingly remote from its customers. Really understanding and responding to the different needs of different markets is very difficult with such centralised control. So I make no apology for focussing on these issues in this memoir.

When I joined the industry it was probably close to the nadir of its fortunes. Even though it was nearly 30 years since Nationalisation in 1948 there was a lingering expectation that the railways should pay their way and intense debate about what the cost should be for those services which didn't. The then Labour Government saw the passenger railway as mainly being used by the better off, whilst the Conservative opposition had an almost contemptuous perception of an inefficient nationalised industry. The railways were seen as a "problem" across the political spectrum. Under the leadership of Sir Robert Reid, first as CEO then as Chairman, the industry made good progress in the early years of my career in addressing these challenges, reducing its call on taxpayers and becoming much more customer and market orientated.

But perceptions lagged reality and the newly elected Conservative Government in 1992 was determined to privatise the industry, ushering a new era of fraught relations with Government and politics following the switch to a Labour Government in 1997. Labour had passionately opposed privatisation when in opposition but was not prepared to go as far as renationalising it when in Government. Instead it chose to snipe at the newly privatised companies and their performance, only tinkering with its structure with the creation and subsequent abolition of the short lived Strategic Rail Authority. A further watershed was reached with the Hatfield rail crash and subsequent weeks-long meltdown in services as Railtrack scrambled to understand where else it was at risk. Coupled with a radical increase in the financial settlement for Railtrack's successor, Network Rail, instigated by the then independent Rail Regulator, Tom Winsor, it was at last accepted across the political spectrum that the railways provided an essential service and needed to be properly funded.

There followed a number of years of relative stability in industry-political relations, with Governments, perhaps grudgingly, accepting the status quo and working with it. The financial performance of the franchise sector steadily improved as each new round of franchise contracts offered better results, so the Treasury was content that the call on public funds was contained. But the seeds of suspicion and dissatisfaction with the performance of the privatised train companies had been sown, giving rise to regular public criticism and calls for either nationalisation or more penal contractual arrangements. Secretaries of State for Transport, of both political hues, too often responded by further tightening franchise contracts or seeking tighter regulation and control and often inadvertently added to the outcry rather than dampening it down.

So now there is widespread acceptance that the current structure of the industry has become dysfunctional and needs major reform. In a sense the industry has come full circle since I first joined it and is seen as a "problem" again by both main political parties, although the Conservative Government showed little appetite to tackle reform. The Labour Government has published its blueprint for rail reform, which seeks to build on and go further than the Williams Review, with an intention to renationalise the industry. The blueprint contains a number of laudable objectives but includes little in the way of substantive ideas on how these could be achieved or how the inevitable tradeoffs might be managed. The conclusion must be that somehow the industry needs to find a way to chart a route to reform itself, albeit it will still need Government to play its part and stand back from its day to day involvement. The imperative need for the industry to reduce its call on the public purse and get back to being focussed on its customers is urgent.

If this memoir helps people's thinking on what is needed, in even a small way, it will have been worthwhile. It is in no way a blueprint for reform of the industry's structure and organisation. That is a task way beyond the capabilities of any one individual. But it might at least point to what could usefully be some of the components of a reformed structure and of some better ways of doing things, learning from what has worked before or in other types of railway organisational structures.

And for anyone who doubts why this is important it needs to be remembered that rail is the most energy and carbon efficient mode of surface transport, other than walking and cycling, with great potential to get more efficient still. It can and must play a major role in helping achieve net zero in Britain. It is also essential to the economies and quality of life of most of our cities, particularly with falling car ownership amongst younger people, and for many rural communities. And there is massive scope for it to carry more freight, taking pressure off the road network, helping solve the shortage of lorry drivers and reducing the huge environmental footprint of road freight transport. But reform of the industry is essential if it is to contribute fully to addressing the challenge of climate change and helping our cities and regions to continue to grow in a sustainable way.




PART 1

CHAPTER 1 A career in railways - in the
public sector and British Rail

In some respects I was an "accidental" recruit to the railway industry when I joined in 1977. I had no previous knowledge or interest in the industry, and unlike many, no previous family connection. I had applied on the "milk round" of graduate recruitment and as well as being offered a job by British Rail I also had offers from Shell and Mobil Oil. I took the railway job on the basis that it seemed to offer greater interest and the chance of a sustained career, despite it being the least well paid. The recruiters at both Shell and Mobil were surprised and not a little offended, since British Rail was not a well-regarded organisation, as I was to discover. I was also influenced by my view that the railways were a much more environmentally friendly industry than oil, and perhaps offered a more sustainable future. My own father was not particularly impressed either, questioning why I would want to join a declining nationalised industry. When you are young you do not necessarily see or concern yourself with such considerations.

I vividly recall the selection process that I went through before being offered the management traineeship. I found the whole process very impersonal and somewhat off putting, save for two individuals who effectively "sold" me on the job. One was the chair of the selection panel, Peter Corbishley, BR's Chief Planning Officer, who at the end of my interview said that of course if I were offered a job I might have further questions before accepting and giving me his phone number. I now understand this was a pretty clear signal that he had already made his mind up. But on receiving the job offer I did indeed call him and he readily answered my questions, which felt both impressive and encouraging. The other individual was a young freight salesman, Kim Jordan, who had recently completed management training himself who was there to answer questions more informally. He was clearly enjoying his job, which sounded both interesting and stimulating, and I could readily see myself in his shoes in due course. He clearly had something about him. The lesson I took with me throughout my subsequent career is that recruiting the right person should be a two-way affair, with the organisation "selling" itself as much as the job candidate selling themselves. The right candidate will always have a choice of jobs, often more than one, and while they may have applied for your job, they are not obliged to take it!

In later years I have been struck by how many other eventual senior leaders that I have met, not just of the rail industry but also of the wider transport and logistics sector during my time as a Vice President and then President of the Chartered Institute of Logistics and Transport, who started out by chance rather than with any pre-planned intentions. Many started their careers in the industry after doing a holiday or casual job with no longer term career intentions, or following a chance switch from another sector. There must be some useful lessons from this for those now seeking to recruit young people into our industry, given it has a much lower profile than many other potential careers.

The rail industry I joined

The British Rail that I joined felt very old fashioned and rather backwards looking. Its political and public stock was undoubtedly at a low ebb, with the outgoing Labour Government of Jim Callaghan not particularly supportive of railways. The Conservatives, soon to enter Government, were actively contemptuous of what they saw as an inefficient and outdated industry, with all the defects of a nationalised company. It was lumped together in their minds with the other nationalised industries particularly coal and steel, and therefore needing drastic reform and rationalisation. Margaret Thatcher on meeting the Board of British Rail over a lunch early in her 1979 premiership is reputed to have told them that none of them could have been any good or they wouldn't have been there.

The last steam trains had only been withdrawn a few years previously and the hangover from steam operation still had a big impact on staff attitudes and work practices. More importantly the industry was still in the process of adjusting from one where freight was the dominant market, with all the characteristics of a male dominated heavy industry culture, to one where passengers were the principal raison d'etre which required a very different service orientated culture to be successful. The culture was all about moving trains rather than facilitating passengers' journeys. It was also influenced by the post war involvement of the military when it was part of the British Transport Commission. Most employees enjoyed life-long careers in the industry meaning that it was slow to change and reluctant to embrace the new reality of a passenger dominated business.

British Rail's organisation into five Regions - Southern, Western, London Midland, Eastern and Scotland - was very siloed, with functional structures replicated at both regional and HQ level. The Regions were in turn divided into a number of Divisions covering specific geographic areas and also replicating the functional structure, with most functions then each overseeing several Areas, but whose boundaries were not necessarily co-terminous with each other. The main functions were three engineering departments, Civil Engineering, Mechanical and Electrical, and Signalling and Telecommunications, alongside Passenger, Freight, Parcels and Operations. Operations ran the trains and provided the glue which bound all the rest together, and the lubricant which allowed the whole to work. Regional and Divisional Managers were expected to be general managers who coordinated and integrated the various functions. The Regions still carried some of the cultural inheritance of the four pre-war railway companies, with people identifying with their region as much if not more than British Rail corporately, and with a consequent sense of independence. There was continuing tension between Board HQ departments and the Regions and ambiguity as to who was really in charge and in the lead.

The career paths of senior people were an important part of the structure and a key ingredient in making it work. You did not become a Regional General Manager unless you had previously been a Divisional Manager, and you usually had to have been an Area Manager at some point before becoming a Divisional Manager. Most of these various managers started their careers as Traffic Management Trainees (who were mainly graduate recruits, but with an appreciable number of staff entrants too), and would have done several ground level supervisory or junior management roles before moving up the hierarchy. Operations was the dominant career stream, providing most of the key personnel in Passenger, Freight and Parcels departments too. Managers were also encouraged or expected to undertake roles at Board HQ at some point, much as Officers in the Armed Forces are expected to do a job or two at the Ministry of Defence before moving onto more senior roles.

Senior Managers therefore had wide experience and knowledge of how the industry worked, at various levels, which enabled them to integrate activities in an otherwise very siloed structure. The majority of these senior managers had done real, ground level operating jobs as part of their early careers so understood how the railway operated as a system. In some respects the industry worked despite its structure and because of the knowledge and experience of its key managers. This career development structure produced many very good managers, contrary to the external perception of the industry. After privatisation it is striking how many of the more successful Train Company MDs had come out of this structure. Many of the more thoughtful managers coming into the industry after privatisation also told me that they were struck by the unexpected quality of the managers they came across. The industry produced many credible leaders who could comfortably engage with front line staff, whose respect had to be earned and solidly grounded. Barry Woledge, our HR Director at InterCity, went so far as to say he thought BR managers were of higher quality than those of British Airways, where he had previously been deputy HR Director.

Comparable hierarchies existed for the three engineering functions, so a Civil Engineer would progress from a Section Engineer to an Area Civil Engineer and then comparable posts in a Division or Region, with specialist roles in between. Top of the hierarchy was the Chief Civil Engineer at Board HQ. This too produced widely experienced and capable engineers who understood how the industry worked. Again it is striking how many key roles in the privatised industry, Railtrack excluded, were filled by engineers who had been developed by this structure.

Engineers at each level had a clear sense of responsibility for and a degree of pride in their "patch", which helped maintain standards, but which also could produce a degree of defensiveness and resistance to instruction or initiatives from levels above.

This structure and the career paths through it produced something of a collegiate even tribal culture; as you progressed you knew more and more of your colleagues. This was undoubtedly a strength as most people had a shared passion for the industry and what its purpose was, even if they did not always agree about how to achieve it. But there were also two fundamental defects in this structure. First of all it led to a very inwards looking and conformist culture, lacking in diversity of people or thinking. It took time to progress up the hierarchy, making for lifetime careers, as was the case in many other large industries of the time. But it meant that few people had experience of other sectors or perspectives. This was a particular weakness as the UK's economy was itself changing radically, with coal, heavy industry and manufacturing all declining, and consumerism growing.

To progress upwards you had to perform, but also conform with the expectations of your superiors. If you didn't fully conform you needed to perform exceptionally well and be lucky to have a boss who could tolerate lack of conformity. The culture was also very bad at assimilating outsiders in the rare cases of more senior appointments being made of people from other industry sectors. Too often these individuals left after a short time, frustrated at their inability to make an impact or "rejected" by the organisation because they didn't fit in. I came to liken the process of successfully integrating individuals at senior level to a heart transplant, where the surgeon needs to carefully select the donor organ to be compatible with the recipient and then manage the post- operative recovery very closely to avoid organ rejection. The process does not happen of its own accord but needs active and careful management.

The resultant culture and lack of diversity of both experience and background inevitably slowed the rate of innovation in the industry. It too often led to the rejection or overlooking of ideas and innovations from elsewhere and produced something of a "not invented here" mentality. It also produced a defensiveness when subject to outside scrutiny or criticism. In many ways British Rail people conformed to the public sector stereotype of looking inwards and upwards for inspiration and direction, rather than outwards to customers and the wider market. The mismatch between internal and external perceptions of the capability of railway people, and regular criticism of the industry in the media and by politicians led many managers, certainly myself included, to believe they were not as good as they really were, possibly further adding to the defensiveness. This of course did not help the industry's reputation or help build understanding of the industry's challenges.

More importantly the industry structure was essentially production led and bore no relation to the industry's evolving markets, making it very difficult to match revenues to costs. Revenues were essentially accounted for at point of origin, whilst costs were collected in the areas they fell. The underlying financial performance of different routes and services was therefore poorly understood. More crucially no one below the Chief Executive had meaningful accountability or responsibility for managing the profitability of an individual service or route. Regional General Managers would have substantial revenues for which they were responsible, but responsibility and management of a significant proportion of the costs of carrying these revenues lay elsewhere. The problem was even greater at Divisional level, where most revenue was earned on services travelling beyond the division's boundary. It was symptomatic of this lack of financial awareness that no part of my management training covered financial issues. My training manager was completely nonplussed when I asked to go on a finance course and never sent me on one. I had to learn about financial management and transport economics via two of the exam modules I took for membership of the Chartered Institute of Transport.

The production led organisation also meant that there was limited specialisation of passenger, freight and parcels management by market sector, and so poor understanding of the evolving needs and expectations of different market segments. The exception was freight and parcels management at Board HQ, where there were managers overseeing specific market segments, such as coal, iron and steel and petroleum. Day to day management was still undertaken by generalist managers at Divisional and Regional level however.

This industry structure therefore directly influenced the wider perception of the railways as lacking innovation and being more interested in running trains than serving passengers and freight customers. And for the Government, the industry's poor financial control and analysis undermined confidence in it, and led to continuous concern over its financial performance and viability.

These shortcomings were increasingly seen and understood by BR's management and with the appointment of Bob Reid, later Sir Robert, as Chief Executive, the industry embarked on a process of fundamental reorganisation evolving between 1982 and 1992, switching to a market and profit centre led structure, of which much more below.

Life as a trainee

I enjoyed my time as a management trainee, which gave me a broad oversight of the industry but also gave me an appetite to want to change and improve it because of frustration with its shortcomings. I was actually a Planning and Marketing Trainee not a Traffic Management Trainee. This was a much smaller training scheme - there were just two of us in my year - and the idea of working in a more commercial and analytical area, and in London, was one of the things that had attracted me to choose this scheme. I hadn't wanted to get posted to some remote marshalling yard or depot and wasn't particularly interested in the minutiae of running trains. However, I quite quickly developed a deep respect for the operations function as the glue that bound the various silos together and allowed the railway to work as a system and have always enjoyed working alongside them.

My time was spent on a series of secondments to four different functions, passenger, freight, parcels and operations. I was mainly given projects to undertake as a means to learn about each. Most were paper exercises with little if any useful output, but two I remember as being particularly interesting and revealing about scope for the industry to improve. The passenger function at Board HQ asked me to look at the utilisation of the the large number of sets of passenger coaches then being used solely for excursions and summer holiday trains. They apparently had no hard numbers on this as the records were kept at the London Midland Region's operations HQ in Crewe and were thought to be too voluminous to be able to analyse properly. I spent four weeks living in a railway hostel in Crewe going through the records line by line to produce a comprehensive analysis of how often each set was being used. The conclusions were striking as most sets were being barely used on more than ten days each year, but still needed appropriate maintenance and secure storage so couldn't have been remotely profitable. I like to think I made an early contribution to reducing BR's costs, although I never found out what these costs actually were!

The other interesting project was for the Red Star Parcels Manager, who wanted an analysis of how the pricing of this express parcels product compared to competitors. I pretended to be a parcels customer and managed to get a pretty detailed rundown on how a number of competitor road based express parcels companies priced their services - it felt quite a thrill getting hold of information that apparently BR did not have and certainly helped develop my commercial skills. My clear conclusion was that Red Star were pricing their service in a very different way to their competition and in general were under-priced. I made several recommendations on how its price structure could better match the market. To my knowledge none of my recommendations was adopted, and my report was merely politely received.

To call what I received "a management training programme" would be a misnomer. It would be better described as "an industry familiarisation programme". I hardly attended any actual training or courses, but learnt by observing and doing. I took every opportunity I could create to get out and around the network to see as much as I could. It allowed me to become reasonably familiar with the different departments or functions, I suppose with the idea that it would help me choose where I wanted to work and help them get a feel for where I might be most suitable. I suspect this experience was in practice very similar to many other corporate management training schemes. Nevertheless, I felt more than ready to start doing a proper railway job when I finished "training".

Into the real world: Freightliner Ltd, a market orientated subsidiary

After finishing my management training my career took an unusual direction when I was sent to an operating subsidiary, Freightliner Ltd, as my first appointment. This had originally been set up in 1968 as a specialist operating division within British Rail, one of the many positive initiatives originating from the Beeching era. It was subsequently transferred to the newly created and publicly owned National Freight Corporation where it became a limited company. It had come back to full British Rail ownership in 1978, the year before I joined, an example of the all too frequent vacillations of Government policy towards the railways.

Freightliner specialised in inland container transport and was originally set up to try to retain general merchandise traffic on rail. It used containers to eliminate the costly and slow process of loading and unloading railway wagons, and to access traffics from customers who did not have or want to retain their own sidings and railheads. But it was also ideally placed to cater for the rapidly growing market for maritime containers, providing transport inland from key ports such as Southampton, Tilbury and Felixstowe. Freightliner owned and operated nearly all of its terminals, had its own specialist wagon fleet and a large container lorry fleet to provide a "last mile" service from the terminal to the final customer. It bought in the rail haulage of its container trains from British Rail's freight department.

I was not initially happy to be sent to Freightliner as I had been told that I had done well in my training and would be given a choice of two or three first jobs to go to. But as it turned out it was a very good place to start my career and I was lucky that for the bulk of my time there its Managing Director was Cyril Bleasdale, a free thinking and entrepreneurial leader who was very good at recognising potential and bringing on younger managers. I did four different jobs in planning, marketing and sales in five years, quickly gaining a good knowledge of the road freight market - the principal competitor - and of the deep-sea container shipping sector. My first job was an analyst in a small team producing a comprehensive review of Freightliner costs, revenues and business strategy giving me a good understanding of how the organisation and its business model worked. Each job involved a new stretch and put me outside my comfort zone, the ideal way to rapidly gain experience and confidence. My last job there had the rather grand title of National Account Sales Manager, Deep Sea, one of four National Account Managers each responsible for sales to a specific market sector. Deep Sea by then was Freightliner's largest sector, with £40 million of sales from some 40 deep-sea shipping lines needing to move their containers inland to and from their customers. It made up around 40% of the company's revenue but more importantly it accounted for all of the company's profit. The other three market sectors, Domestic, European and Irish were collectively loss making.

Whilst Freightliner had been set up by British Rail and a number of its managers had come from BR, it had a distinct culture, more commercial and more bottom line orientated than BR. This was partly down to the years it had been part of the National Freight Corporation, also then a nationalised company. It was unsubsidised and had to stand on its own feet financially and without any of the public service obligations that constrained BR's flexibility. Freightliner retained its own separate accounts and balance sheet after returning to BR ownership, and had to finance its own investment, which incentivised it to remain bottom line orientated. A good example of this was the monthly results statements, which showed me not only volume and revenue earned but also profit contribution from each route and customer. I and my team took as much pride in seeing the profit contribution grow, as in sales and volume growth. We also took care to ensure that in providing price quotations we included a margin over costs, as well as trying to be innovative in how a particular flow of business was carried to keep costs down.

Being a relatively small company, at least compared to British Rail, and having only two main tiers of management, Head Office and the twenty plus operating depots, ensured greater scope for impact by those managers who wanted to innovate. It helped that it also had a very focussed market, inland container transport, in which one could get much closer to customers and understand their needs and trends in the market. I had a team of three Account Executives two of whom were relatively recent management trainees like myself, and it seemed natural to us to push boundaries and try out new things, although I realise with hindsight we were unusually innovative. As an example, one of them, David Spaven, based a young sales agent, David Smith, in the traffic office of one of our customers at the Port of Ipswich, so that he got a printout first thing every morning of each container movement on offer so that he could pitch first for those most attractive to us. I don't think he ever got formal authority to create the post, or to locate it on a customer's premises, he just did it. It very quickly transformed our market share at the port and cemented a very strong relationship with the customer shipping line.

I myself negotiated what we would now call a joint venture with the then largest road haulier operating at Felixstowe, to serve Evergreen Line whom Freightliner had always had difficulty in establishing a productive relationship with. The deal gave us first refusal to move its containers by rail on a sub-contract basis whenever we had the capacity, and allowed the haulier to leverage our capacity to move large volumes of containers by rail to grow their own market share at Felixstowe. I cleared the idea with the Marketing and Sales Director, and ran the agreement that I wrote past the Company Secretary, but was otherwise left to get on with it. Unfortunately, I left Freightliner soon after completing the deal so never got to see how it actually performed but the concept seemed powerful to both myself and my younger opposite number at the haulier, John Williams. Interestingly his career subsequently blossomed to become owner and Executive Chairman of Maritime Transport, now one of the UK's largest logistics companies which makes extensive use of both rail and road for trunk movements.

With hindsight the generally "light touch" oversight and direction from senior management, even after Cyril Bleasdale moved on, was a great opportunity for us. What drove us was youthful enthusiasm and the desire to make our mark, and the monthly management accounts and reports which tracked our progress and pointed us in broadly the right direction, by showing us our profit contribution as well as sales revenue and volumes. We were not formally given bottom line accountability, but didn't wait to be given authority and generally sought forgiveness rather than permission, no doubt helped by the fact we were the company's main profit earner. The lack of senior management direction resulted in a somewhat more passive approach in other market sectors, which were struggling to cover their costs.

Overall, I think the assumption of senior management was that Freightliner was a volume hungry business and that provided the company maintained or grew the volume of containers carried and filled each train, profits would somehow follow. The idea that it might be a good thing to really understand one's costs, customer by customer and traffic flow by traffic flow, and seek to grow the profitable business and shrink or price off the unprofitable parts didn't seem to register. This was confirmed soon after the arrival of the new MD, Bryan Driver, who told the sales teams to go out and increase volumes across the board. We then grew our sector by some 20% over the next twelve months, when the market was growing by around 5% a year. But we were then told we could not be charging enough, and to increase our prices, even though all of the business we won was profitable and we had increased our overall profit contribution significantly!

The lesson for me was how important a well-constructed set of management accounts and reports are in ensuring management teams are aligned with the needs and strategy of the organisation as a whole and take the right decisions; and how motivating these could be to people who want to see the month by month impact of their efforts. We had that, but could probably have contributed much more to the company's performance had we also been given appropriate targets to beat and a coherent strategy to follow. Growing our profitable part of the business made perfect sense, but growing the unprofitable parts risked reducing these profits as costs would be increasing faster than revenues. Such reports and accounts are particularly important for sales teams in choosing what business to pitch for and at what price, and also for those managers who are making decisions about what services to run and which markets to address. The task at Freightliner was relatively straightforward, since it knew the costs of handling a container at each of its depots, what it paid British Rail to run each train together with the costs of its specialist container wagons, and how much it cost to provide a container or road delivery where the customer wanted these. The task for passenger rail services is rather harder, with a more complex cost structure and much higher level of shared costs to allocate appropriately, but is equally important. British Rail got to be very good at this in the last years before privatisation, of which more below.

The one area where Freightliner's cost accounts were very poor in giving the right signals to managers was in the prices paid to British Rail for rail haulage. Freightliner had a Rail haulage contract with BR in which it paid the direct costs of operating each train, with a percentage add-on to cover the costs of rail infrastructure. Early in my time at Freightliner the then Head of BR Freight, Henry Sanderson, announced his intention to significantly increase this percentage, on the grounds that it did not adequately cover the costs of infrastructure. I was covertly given the task of trying to quantify these avoidable costs across those parts of the rail network used by Freightliner's trains, so that Freightliner could challenge the proposed increase. Using knowledge of BR's infrastructure accounting systems gained during one of my management training assignments I established that the quantified avoidable costs of Freightliner's services were in fact lower than the percentage we were already paying. This allowed the company to successfully resist the increase, much to the displeasure of BR's Chief Freight Manager. Had the increase been applied it would have tipped a significant part of Freightliner's business into clear losses, triggered a number of service withdrawals and in turn meant Freightliner paying BR a lower absolute contribution to infrastructure costs. This was possibly not what BR's Chief Freight Manager intended, particularly as it was questionable whether all the costs concerned were truly avoidable. The lesson to be learned is that charges for rail infrastructure costs need to be very carefully designed and quantified, to avoid giving the wrong price signals to users. Again, this is a very complex area, that BR got very good at prior to privatisation but has since then been completely negated under the regulated infrastructure charging regime.

I learned later that part of the problem was a lack of understanding of the difference between cost accounting and management accounting. The former looks backwards, the latter forwards. Management accounting needs to not only reflect costs accurately but also be informed on what drives these costs to vary going forward and over what timescales they can be varied.

It is striking that Freightliner has continued to operate as a stand-alone company throughout the post privatisation era, taking still greater control over its costs by taking over ownership and operation of the locomotives it uses. Prima facie this is clear evidence that the organisational model is robust. Indeed, other companies with similar structure, such as GB Railfreight and several open access passenger operators, have also grown up since privatisation. The key ingredients are discrete and readily identifiable markets, and direct control over a sufficiently high proportion of their costs to be able to meet and adapt to changing customer needs with agility.

With hindsight I was hugely fortunate to have spent the first few years of my railway career at Freightliner, absorbing and learning from its commercial culture, trusted with significant freedom of action as a young manager and sharpening my instincts and confidence to engage fully with customers to really understand what they were looking for. It also taught me a lot about working with colleagues across the organisation, primarily with Freightliner's Terminal and Port Managers who were key in responding to each customer's particular requirements. I developed a particularly productive and enjoyable relationship with Freightliner's then National Operations Manager, John Bates. He was a master at operationalising my requests for new or amended services and maintaining collaborative relations across the organisation, from which I learned a great deal.




CHAPTER 2 Moving on: BR's emerging
Sector and Profit Centre organisation

After five years at Freightliner I moved back to mainstream British Rail, first and briefly as Personal Assistant to one of BR's two Joint Managing Directors, Jim O'Brien, and then as Business Planning Manager for BR's recently established InterCity passenger sector. The Personal Assistant role was one that I did not enjoy and felt as if I was little more than a highly paid bag carrier. I was given no real responsibility and quickly became bored so moved on having barely completed half of what was the normal term in the role. I guess I had taken it somewhat reluctantly in the first place as when first approached about the role I had gone to Bryan Driver, the MD of Freightliner, to ask his advice. I had expected him to urge me to stay at Freightliner as I was still relatively new in my job and, I felt, starting to make a big contribution. Instead he urged me to go, which came over at best as very lukewarm recognition of my performance and contribution. So I decided to bale out forthwith!

Moving to InterCity, initially as Business Planning Manager, started nine of the most exciting and rewarding years in my career. It was where I really cut my teeth managerially and became instilled with InterCity's customer focus and values. I started with a team of two as Business Planning Manager and ended as a Profit Centre Director with responsibility for some 3,500 staff and a piece of vertically integrated railway. InterCity had a strong team of managers and leaders from whom I learnt a great deal and with whom it was a privilege to work. I worked successively for each of InterCity's three Managing Directors - Cyril Bleasdale, Dr John Prideaux and Chris Green - and experienced and learned from each of their very different leadership styles.

Bob Reid had by this time taken over from Sir Peter Parker as Chairman and had embarked on a continuous process of structural reform to BR's traditional regional and functional structure. The first step had been to create five Business Sectors, of which InterCity was one, working in a matrix structure alongside the existing Regions and Functions. This evolved over a number of years into a structure in which the Sectors were the lead organisations, with a number of mainly geographic Profit Centres in each and a complete end to the Regions and HQ Functions. It was an exciting time indeed to be a younger manager involved in setting up and leading parts of the new structure. The huge turnaround in financial performance that InterCity achieved as a business is itself a remarkable story which Chapter 3 tells in more detail. Being part of that story was a wonderful privilege and a very formative experience.

Bob Reid was a classic example of the railways' career development, having joined the industry as a Traffic Apprentice, as traffic management trainees were then called, and worked his way up via Divisional and Regional management, eventually becoming Chief Executive under Sir Peter Parker's chairmanship. As a result of all the jobs he had done on the way up there was very little he didn't know about how the industry worked. His key insight was that the inability to match costs to revenues at route or any other level, meant that it was only at the national level that this was truly possible. As Chief Executive he was the only person therefore who had true bottom line accountability. It meant that it was very difficult to determine which services were remunerative and which were not, with spending decisions taken with inadequate regard to the ability of the services concerned to support the costs. It made the task of improving the industry's financial performance exceptionally difficult.

This was a very serious shortcoming at a time when the Government was concerned about the net cost of the industry, seeing it as an excessive burden on the public finances. So Bob Reid's reforms were a necessary and appropriate response. Their prime thrust was to re-orientate the organisation to business units, the Sectors and Sub-Sectors, each of which had their own bottom line accountability and targets to improve performance, so reducing losses and subsidies and to improve delivery for customers. Both the theory and practice were that having a number of managers, not just one, driving bottom line performance produced much faster improvement in the financial performance of the organisation as a whole, as well as better spending and service decisions. Each Sector was given a financial target agreed with Government, with the overall objective to drive down the amount of taxpayer financial support to the industry. InterCity was given the target by Government of breaking even by 1988. The year before I joined in 1984 it was significantly loss-making, with losses amounting to some 20% of sales revenue. The clear expectation was that when profitable it would be a candidate for being privatised, along with Freight, the only other part of the railway that was profitable. As Business Planning Manager I was involved in a wide range of studies and reviews seeking ways to help achieve the target which, as at Freightliner, helped me build a detailed understanding of InterCity's economics and business model.

Initially Sectorisation, as the reorganisation came to be known, was largely an HQ level initiative with new Directors appointed to lead InterCity and Other Provincial Services, with small teams to support them. The General Manager of the Southern Region doubled up as Director of the new London and South East Sector, and Freight and Parcels were largely unchanged in structure but relabelled as Sectors. InterCity and Provincial Services appointed Managers in each Region to provide local oversight, but these managers initially reported to the Region with only a dotted line of responsibility to the new Sectors.

Sectorisation produced a wholly different dynamic in the industry, and unleashed a great deal of energy focused on business improvement. Each sub-sector was responsible for a group of train services from end to end, with costs and revenues attributed to their operation on an increasingly accurate and specific basis. For the first time it was possible to have a clear picture of the profitability of each service. Items of cost that were not supporting any particular service were challenged and driven out, and service decisions on frequency, stopping patterns and pricing could be taken knowing what it cost to operate the service. The process accelerated when, as a further step, the Regional Passenger Manager organisations were abolished and staff were allocated to one of three passenger sub-sectors within each Region. This gave more resources to sub-sector teams to challenge and manage costs and to market their services in a more focused way. Investment decisions became business led rather than production led.

At Sector level rolling stock strategies focused on cost-effectiveness nationally with a whole series of initiatives to improve utilisation and reduce costs. The infamous Pacer trains and the family of Sprinter trains were conceived and introduced as part of this. The clarity of clear profitability analysis of each train service had shown just how unremunerative a number of rural services had become. With Treasury pressure to reduce their losses, or close them down altogether, these lower cost and more productive train sets were a logical response. It is ironic that much as the Pacer trains were subsequently derided, their introduction had almost certainly saved a number of rural branch lines from complete closure.

The new structure produced an equally sharp focus on track and infrastructure costs. Each section of route was allocated to a prime user sponsor, who picked up the whole costs of that section, unless they could demonstrate that they did not need additional lines or junctions to run their services. For instance, on the main lines out of London, InterCity would usually be the prime user and pick up the costs of maintaining and renewing the fast lines, and Network SouthEast picked up the costs of the slow lines. Each junction and set of points would be attributed to an "owner" who picked up their costs, and equally each signalling workstation and shift was attributed to a sector for cost allocation purposes. This produced a strong drive to remove unneeded facilities whenever the opportunity arose. As part of the resignalling of York and Newcastle station areas prior to electrification of the East Coast Main Line in the 1980s, the number of points was roundly halved, for example, as a result of the process of challenge and attribution of each to an owner. This drove substantial savings in subsequent maintenance and renewal costs and improved reliability, with fewer pieces of equipment to fail.

The same process of removal of unneeded facilities was applied to all aspects of infrastructure, including sidings, depots and station facilities. Christopher Garnett, Chief Executive of GNER, in a speech several years after privatisation observed that it was remarkable how closely matched every part of the East Coast Main Line's infrastructure and facilities were to the service and demand levels that existed at the point of privatisation. This explained how extensive was the work and investment needed to cope with the growth in services and passenger numbers that took place after privatisation. He was one of the few post-privatisation Train Company Chief Executives who came from outside of the rail industry and was therefore more perceptive and objective in his appraisal of what he inherited. It showed how well British Rail had optimised its facilities for current demand, under relentless Government pressure to reduce costs.

Organising for Quality

The final step in Bob Reid's wholesale reform of the rail industry's organisational structure was the abolition of Regions and HQ Functions altogether, and vesting in the five sectors full responsibility for all aspects of their business, from day-to-day operations to ownership and upkeep of their own infrastructure, stations and depots. This was a vertically integrated structure, which was known as Organising for Quality as it was taken forward alongside a wide-ranging total quality management programme. Each Business Sector included a number of Profit Centres, with their own management teams covering operations, train maintenance, infrastructure, marketing, personnel and finance. The majority of Profit Centres were vertically integrated, responsible for most of the track on which their services ran, allowing them to run their section of railway as an integrated system. There was a complex system of trading between each Profit Centre, providing services from one to another and giving access to each other's track, stations and depots where needed.

There were a number of key virtues of the structure. Firstly, it ensured that the true economics of each Profit Centre's services were fully exposed, and actively managed by a fully-fledged management team focussed on improving performance. In effect there were now 25 or so CEOs driving performance not just one. Secondly, it aligned all members of the workforce behind a clearly identified set of train services. People could see better how they fitted into the whole, and how their particular job or department contributed to a successful railway service. I know that many employees, particularly those in more behind the scenes departments, such as civil engineers and maintenance staff, found this refreshing and motivating. Thirdly, the parcel of services managed by each Profit Centre had different market characteristics, with different mixes of commuters, business and leisure passengers, and shorter and longer distance services within the passenger sectors. Each could therefore work to meet the needs of its particular markets, encouraging a variety of strategies to do this rather than a single, centrally driven strategy.

A good number of the managers in Profit Centres in the Organising for Quality structure recall it as being the best structure they had ever worked within. Managers could see what their customers and markets needed and were prepared to pay, had control of all the levers they needed to improve things, and had the management information systems to be able to track the results.

However, the long term success of the structure could never be tested. Within weeks of the new organisation going live in April 1992, a Conservative Government was re-elected in May with a manifesto plan to break the railways up, split track from train operations, franchise passenger train services and sell off much of the railway via a large number of newly created service companies, such as Train Leasing Companies and Infrastructure Maintenance Companies. The Organising for Quality organisation continued for a further two years and produced some further improvements in financial and train service performance. But most energy was inevitably diverted to another major reorganisation to prepare for privatisation. It is at least debatable how durable the structure might have been, given the inherent tensions caused by different objectives and strategies between the Sectors and widespread inter-dependencies between Profit Centres. There was also very little investment during these two years, and therefore the ability of the structure to conceive and deliver cost effective investment schemes particularly in shared infrastructure was never tested.

There was however unanimity amongst the Directors of the Profit Centres that the structure had great potential, and was felt to be a much better basis for Privatising the railway than that adopted by the Government. This was the clear message at an infamous meeting of all of the Directors with the then Secretary of State for Transport, John MacGregor, who listened politely and then completely ignored an impassioned series of contributions from all in the room. These were that vertically integrated, market focused Profit Centres were a much better way forward than the planned splitting of track from train and, and breaking the industry up into numerous small and separate pieces.

A final lesson from Bob Reid's business led railway was that effective change is best achieved through evolution than from a single "revolutionary" change in structure. The reforms he initiated took the best part of ten years to reach their culmination in the Organising for Quality structure in 1992, with a number of intermediate steps, each of which was felt at the time to be a substantial change in itself. Reaching the point where there is a sufficient critical mass of people who see the need for change and agree on what that should look like, takes time and a great deal of engagement. At each stage there were the doubters who needed to be persuaded, and the opponents that needed to be managed, and all of this in a heavily unionised environment with due regard to the need to consult with employee representatives and seek their agreement for the changes involved. I doubt whether Bob Reid and his key lieutenants had a detailed blueprint in mind when they started out, but the principles were always clear: that a better organisational structure for the railways is one that is focused on the different markets served, overtly highlights the financial performance of different services and gives bottom line responsibility for managing them to a whole raft of focused managers, rather than a single central individual. Most importantly it is one that brings together the management of track and train and aligns the many different groups of staff behind an identified group of train services. Each Profit Centre's performance was clear to all so that the jobs and careers of its managers were on the line.

All change! - towards a privatised railway

The privatisation of Britain's railways in the 1990s was one of the most radical reorganisations of an industry ever attempted - a truly "revolutionary" restructuring. The Government had decided to learn from the earlier privatisations of other industries, such as gas and telecommunications, which left the original industry structure largely intact and therefore still monopolistic. Instead it broke the rail industry up into many smaller pieces. The task was more complicated than for other privatisations as significant parts of the industry required large subsidy to continue to operate so a straight sale or flotation was impossible. Government also wanted to see competition on the rails between different services, with the belief this would reduce costs and improve service quality. A hybrid solution was adopted which tore up all the existing industry structures and split track from train operations. It created a large number of support service companies which were sold one by one and split the passenger sectors into 25 Train Operating Companies (TOCs) which were let as time limited franchises. The structure was designed to facilitate so called open access operators as new entrants to the industry, with the expectation that these would in time supplant the franchises and offer passengers
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