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Summary:

Transport for London
Credit Rating:

AA/Stable/--

Rationale
Standard & Poor's Ratings Services has affirmed its 'AA' local and foreign currency long-term issuer credit rating on
Transport for London (TfL). The outlook is stable.
The rating on TfL continues to reflect its significant fare-generating capacity and its strong links with the U.K.
government--through funding by transport grants, and central oversight by the U.K. local authority framework. TfL,
an executive body of the Greater London Authority (GLA; AA+/Stable/--), is responsible for most public transport
functions in London, including the Underground system, and bus services. TfL's function is to implement the
transport strategy for London set by the Mayor, who also chairs TfL.
TfL enjoys an extremely strong business position and a near-monopoly over public transport in the London area,
with control over the Underground and bus systems, and the associated fares. Furthermore, it is able to capture
additional revenues from private transport through its congestion charge.
The business plan underpinning the growth in debt assumes increases in fares in line with inflation and passenger
numbers on both bus and Underground services. Although demand for public transport services in London
historically has not been much affected by fare increases, a decline in London's economy could reduce projected
passenger numbers. Consequently, as TfL is required to balance its budget, any reduction in revenues would be
offset by a decline in operational expenditure. Similarly, any material increase in debt and consequently debt service
will be subject to TfL's ability to restore its balance of revenues and operating expenses.
In October 2007, TfL entered into a 10-year funding agreement with the U.K. government, which gives the public
transport provider a strong degree of funding certainty for the period, thereby enabling it to manage its longer term
commitments and obligations more effectively. The funding package represents an envelope within which TfL is
expected to manage its agreed obligations. TfL is in the process of putting together a more detailed business plan
that incorporates its significant new responsibilities with respect to the restructuring of the Metronet public-private
partnership (PPP) contracts and the delivery of Crossrail. Although the funding package is a positive credit feature, it
is fair to say that there is a significant risk of unforeseen costs associated with the Metronet restructuring and the
Crossrail project. If such unforeseen costs crystallize to the extent that they cannot be accommodated within the
funding envelope, we expect that the government would provide additional support, assuming good relations
between TfL and the central government continue.
The £15.9 billion Crossrail project will be funded by a mix of government grant, TfL borrowing, a supplementary
business rate in London, and private sector contributions. In the event of significant cost overruns, the government
will assume the risks and responsibilities for the project. TfL's commitment to Crossrail's financing will therefore
result in a significant stepping up of TfL's debt obligations by some £2.7 billion, which is expected to be repaid by
additional fare revenues generated by Crossrail. TfL will borrow the first £1 billion of this before 2010. The
construction risk associated with Crossrail, particularly in the deep-tunneling works, is high. TfL's liabilities have
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been capped, however, under an agreement with the government. A further £3.5 billion of funding will come from
the GLA through the introduction of a supplementary business rate in London.
On July 18, 2007, the Metronet companies responsible for delivering the Metronet contracts entered into
administration. One consequence of this action was that the put option on Metronet's senior debt became
exercisable six months later--on Jan. 18, 2008. The payment of the put option is a London Underground Ltd (LUL)
obligation guaranteed by TfL. The put option is estimated to total about £1.7 billion. The U.K. government will
meet this funding requirement in the current year, consistent with its Letter of Comfort.
On Oct. 25, 2007, TfL submitted a formal bid to buy the Metronet contracts. No bids were received from potential
commercial buyers. TfL is currently in negotiations with Metronet's subcontractors to restructure their contracts.
The put option is expected to be exercised in February 2008, and the contracts are expected to transfer to TfL
shortly after.
TfL also continues to face the ongoing challenges of managing the relationships and cost pressures associated with
its PPP contracts with Tube Lines (Finance) PLC. In addition, TfL has several separate project-specific private
finance initiative (PFI) transactions to manage, as well its own program of infrastructure and cost improvements.
TfL's credit standing closely depends on its ongoing strong relationship with the U.K. central government. Any
weakening of this situation, due to political or management reasons, could undermine TfL's strong credit rating.

Outlook
The stable outlook reflects TfL's strengthening relationship with the U.K. Government, as shown by the new 10-year
funding settlement and its central role in restructuring the Metronet contracts and delivering the Crossrail project.
TfL also continues to maintain a strong cash position and enjoys a certain degree of flexibility to delay its
investment programs.
That said, any unforeseen costs, particularly in connection with Crossrail and Metronet, that are outside the control
of TfL and are not supported by the U.K. government could put pressure on the rating. Furthermore, a major
slowdown in the London economy that materially affects fare revenues, or any weakening in the relationship
between the government and the Mayor of London, could also negatively affect the rating.
Additional Contact:
International Public Finance Ratings Europe; PublicFinanceEurope@standardandpoors.com
Additional Contact:
International Public Finance Ratings Europe; PublicFinanceEurope@standardandpoors.com

www.standardandpoors.com/ratingsdirect
Standard & Poor's. All rights reserved. No reprint or dissemination without S&P?s permission. See Terms of Use/Disclaimer on the last page.

3
628554 | 300011475

Copyright © 2008, Standard & Poors, a division of The McGraw-Hill Companies, Inc. (?S&P?). S&P and/or its third party licensors have exclusive proprietary rights in the data
or information provided herein. This data/information may only be used internally for business purposes and shall not be used for any unlawful or unauthorized purposes.
Dissemination, distribution or reproduction of this data/information in any form is strictly prohibited except with the prior written permission of S&P. Because of the
possibility of human or mechanical error by S&P, its affiliates or its third party licensors, S&P, its affiliates and its third party licensors do not guarantee the accuracy,
adequacy, completeness or availability of any information and is not responsible for any errors or omissions or for the results obtained from the use of such information. S&P
GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE
OR USE. In no event shall S&P, its affiliates and its third party licensors be liable for any direct, indirect, special or consequential damages in connection with subscriber?s or
others? use of the data/information contained herein. Access to the data or information contained herein is subject to termination in the event any agreement with a thirdparty of information or software is terminated.
Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities designed to preserve the independence and objectivity
of ratings opinions. The credit ratings and observations contained herein are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or
sell any securities or make any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion
contained herein in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's may have
information that is not available to Ratings Services. Standard & Poor's has established policies and procedures to maintain the confidentiality of non-public information
received during the ratings process.
Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or third parties participating in marketing
the securities. While Standard & Poor's reserves the right to disseminate the rating, it receives no payment for doing so, except for subscriptions to its publications.
Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.
Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they have been assigned. No sharing of
passwords/user IDs and no simultaneous access via the same password/user ID is permitted. To reprint, translate, or use the data or information other than as provided
herein, contact Client Services, 55 Water Street, New York, NY 10041; (1)212.438.9823 or by e-mail to: research_request@standardandpoors.com.

Copyright © 1994-2008 Standard & Poors, a division of The McGraw-Hill Companies. All Rights Reserved.

Standard & Poor’s RatingsDirect | January 31, 2008

4
628554 | 300011475

