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Research Update:

Transport for London 'AA+/A-1+' Ratings

Affirmed On Improved Budgetary Performance;
Outlook Stable

Overview

e In our view, Transport for London (TfL) has denonstrated an inproving
budget ary performance, supported by a strong funding franmework and
growi ng denmand | evel s.

W are affirnming the ' AA+/ A-1+' issuer credit ratings on TfL.

» The stable outlook reflects our expectations that TfL will maintain a
good budgetary performance and narginally increase its tax-supported debt
| evel s as a percentage of consolidated operating revenues. W al so expect
TfL to maintain a very positive liquidity position throughout the rating
hori zon.

Rating Action

On May 17, 2012, Standard & Poor's Ratings Services affirned its ' AA+
long-termand ' A-1+ short-termissuer credit ratings on Transport for London
(TfFL). The outl ook is stable.

Rationale

The ratings on TfL reflect the predictable and supportive institutional
framework within which it operates and our view of the significant, ongoing
central governnent support that it receives, as well as the likelihood of
further extraordinary support if required.

We consider that TfL benefits froma dom nant position in the provision of
urban transport services in the Geater London area. This supports its very
strong demand profile, which denonstrates a long-termgrowh trend and
resilience to econonic downturns.

TfL's liquidity position is very positive for the rating, and is supported by
its strong cash reserves and its access to the Public Wrks Loan Board (PW.B)
whi ch woul d provide tinmely liquidity support if needed. We al so consider that
TfL's financial managenent is very positive for the rating.

Constraining rating factors include TfL's high tax-supported debt |evels,

whi ch we expect to reach about 150% of consolidated operating revenues by
2015. W consider that TfL is exposed to risks associated with its investnent
in large projects, especially its investnent in Crossrail, a mjor new rail way
link being built in London
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TfL is a functional body of the G eater London Authority (GA;, AA+ Stable/--)
and is responsible for inplenenting the mayor's transport strategy in London
The authority operates through a regulated nultiyear funding agreenent with
the central government and the Departnent for Transport. Wthin this framework
however, TfL enjoys a good degree of operational and financial flexibility.

TfL is funded by revenues generated via fare and fees and by governnment grants
(both operational and capital). In our opinion, the central governnment has
denponstrated its commtment to ensuring that TfL has stable funding, as
outlined in the funding agreenent that expires at the end of financial year
2015. The governnment grant has reduced in line with the U K governnent's
austerity drive. TFL has nade strategic cost reductions on the operationa

side and has rephased sone of its capital expenditure to maintain its

fi nanci al strength.

TfL provides a conplex portfolio of transport services, through a |arge nunber
of subsidiaries that together conprise the TfL Group. For the purposes of our
anal ysis, we focus on the group as a whol e.

In our opinion, TfL has denpbnstrated a strong budgetary performance over
several years, posting operating bal ances above 15% of consolidated operating
revenues in the period 2009-2011. Over the 2012-2015 period, we expect TfL's
operating performance to remain strong, supported by regulated fare increases
and structural cost saving. A strong operating performance is essential to
fund ongoi ng capital investmnents.

TfL has an extensive investnent plan for 2013-2015--anpunting to about £11.6
billion. This should | ead to average forecasted deficit after capital accounts
of about 10% by 2015.

One of the key priorities of TfL's investnent plan is Crossrail, a £14.7
billion investnment, expected to be in operation in 2018. The project is
primarily funded by the U K Departnment for Transport (DfT), the G eater
London Authority (G.A; AA+/ Stable/--), and TfL itself. So far, construction
has proven to be on track and well within budget.

We forecast that TfL's tax-supported debt profile will reach about 150% of
consol i dat ed operating revenues by 2015, as a result of its considerable

i nvest ment plan. Although direct debt is likely to increase significantly, we
expect the ratio of tax-supported debt as a percentage of consolidated
operating revenues to remain relatively stable because of the forecasted
growm h in consolidated operating revenues.

During the London 2012 A ynpics, TfL will be responsible for managi ng the
ext ended operations of the public transport and road system W understand
that all related infrastructure projects have been conpleted on tine and to
budget .
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Liquidity
We consider that TfL's liquidity position is very positive for the rating;
cash and short-terminvestnents anmount to about £0.8 billion (after Standard &

Poor's haircuts). This is equivalent to about 43% of estinated annual debt
service, including financial |eases and conmercial paper, for financial year
2012-2013. Excl udi ng conmerci al paper and financial |eases, this would be

equi val ent to about 181% of estimated annual debt service. TfL also has access
to about £200 million in committed liquidity facilities, if required.

Because TfL is a local government entity, it has access to the

gover nient - funded PW.B, subject to the guidelines in the U K Prudentia
Borrowi ng Code of 2004. W consider that TfL's access to PWB provides a
val uabl e source of external liquidity.

TfL's treasury policy is conservative, and designed to mitigate risk. For this
reason, it invests its cash mainly in U K Treasury bills and gilts, as well
as noney nmarket funds rated at the ' AAA" | evel

We exclude from TfL's liquidity analysis an additional £1.4 billion of
liquidity, which is only available to Crossrail. TfL cannot use these funds to
service its debt.

Outlook

The stable outlook reflects our expectations that TfL will mmintain a good
budgetary performance and narginally increase its tax-supported debt |evels as
a percentage of consolidated operating revenues. W al so expect TfL to
maintain a very positive liquidity position throughout the rating horizon

We coul d consider upgrading TfL following a reduction of its debt burden and
increasing regulatory flexibility on fares increases. W might al so consider
upgrading TfL if stronger support fromthe central governnent or the DIT were
to mtigate risks and contingent liabilities associated with its
capital -i ntensive business profile.

Al t hough unlikely, we could downgrade TfL if its budgetary performance were to
deteriorate significantly to bel ow 10% of adjusted operating revenues,

foll owi ng a consi derable worsening of its nmultiyear funding agreement with the
central governnent. In our downside case, we would expect TfL to conmit to its
current investnent plan, despite the weaker operating perfornmance, |eading to
t ax- supported debt levels rising to well above 170% of consolidated operating
revenues within the rating horizon

Related Criteria And Research

Met hodol ogy For Rating International Local And Regi onal Governnents, Sept. 20,
2010
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Ratings List
Rati ngs Affirned

Transport for London

| ssuer Credit Rating AA+/ St abl e/ A- 1+
Seni or Unsecured AA+
Conmrer ci al Paper A-1+

Tube Lines (Finance) PLC
Seni or Unsecur ed* AA+

*Quar ant eed by Transport for London.

Additional Contact:
International Public Finance Ratings Europe;PublicFinanceEurope@standardandpoors.com

Conmplete ratings infornmation is available to subscribers of RatingsDirect on
the A obal Credit Portal at www. gl obal creditportal.com Al ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.

www.standardandpoors.com/ratingsdirect S



Copyright © 2012 by Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of Standard & Poor's
Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well
as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or
for the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS,
SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or
consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence)
in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com

and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

The McGraw-Hill companies

Standard & Poors | RatingsDirect on the Global Credit Portal | May 17, 2012 6



	Research:
	Overview
	Rating Action
	Rationale
	Liquidity

	Outlook
	Related Criteria And Research
	Ratings List


