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The Transport Committee agreed the following terms of reference for this
review on 13 November 2008:

* To examine the likely scope and cost of the programme of work to
maintain and upgrade the Tube network between 2010 and 2017.

* To examine the Periodic Review process and potential outcomes.

* To examine evidence in relation to the value for money provided by the
PPP structure.

The Committee would welcome feedback on this report. Please contact Tim
Steer on 020 7983 4250 or tim.steer@london.gov.uk. For press enquiries
please contact Dana Gavin on 020 7983 4603 or dana.gavin@london.gov.uk.
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Chair’s Foreword

While the London Underground carries more
people than ever before, the programme to
reduce overcrowding and refurbish the
network is in a state of flux. The costs of work
have risen dramatically and there is a looming
funding crisis which could jeopardise the
long-promised improvements.

London Underground’s remaining private A
sector partner, Tube Lines, generally

continues to deliver fairly effectively on the Jubilee, Northern and
Piccadilly lines. Its station refurbishments are on schedule and it is
making progress on substantial capacity upgrades. But its costs are
increasing. Negotiations to determine the bill for work between 2010
and 2017 are ongoing but it is clear that costs will be considerably
higher — perhaps by around £1 billion — than TfL had budgeted for.

TfL’s business plan leaves no room for manoeuvre — efficiency savings
of £2.4 billion by 2017/18 have already been assumed. Additional
funding must be made available if the vital improvements to the
Underground are not to be scaled back. The Committee heard that
tunnel cooling, station accessibility and congestion relief projects
could be first to go. In this report, we call on the Government to
honour its commitment to fund the renewal of the London
Underground by meeting legitimate cost increases on the Tube Lines
programme, as determined by the Arbiter.

Metronet, which was originally contracted to upgrade two thirds of
the network, was spectacularly inefficient. Indeed, it looks as if
London Underground is set to take management of Metronet’s work
back in-house following its collapse in July 2007. The cost to the
public is still not fully understood, although Metronet’s legacy is
apparent in a station refurbishment programme that is now years
behind schedule.

The Public Private Partnership (PPP) contracts were designed to
ensure long-term funding to renew the Underground’s ageing
infrastructure, increasing reliability and capacity. TfL has benefited
from a £39 billion ten-year funding settlement from Government but
costs under the PPP have increased. The completion of this work on



schedule is fundamental to meeting the long-term requirements for
transport capacity in London. Delays or reductions in scope could only
mean that overcrowding on trains and at stations and the condition of
the infrastructure would get worse.

Valerie Shawcross AM
Chair, Transport Committee



1. Introduction

Between December 2002 and April 2003, London Underground - then
under the control of central government — entered into three separate
Public Private Partnership (PPP) contracts for the maintenance and
renewal of the Underground network:

* with Tube Lines for the Jubilee, Piccadilly and Northern lines;

* with Metronet Rail BCV for the Bakerloo, Central, Victoria and
Waterloo & City lines; and

* with Metronet Rail SSL, for the “sub-surface lines” — the Circle,
District, Hammersmith & City, Metropolitan and East London lines.

The then Mayor and Transport for London (TfL), which took over
responsibility for London Underground in July 2003, as well as the
majority of London Assembly Members, opposed the PPP contracts as
a structure for financing spending on the Underground.

The Government estimated at the time that the PPP would realise over
£16 billion of investment in the Underground over the first 15 years
and that £4 billion would be saved over the same period. Most
importantly, line upgrades are due to deliver a 25 per cent increase in
capacity on the Underground network by 2018." Table 1 shows the
capacity increases the line upgrades are designed to deliver, the
scheduled completion dates and the progress by the end of 2007/08.°

To date, the PPP arrangements have at least delivered
sustained investment and a long-term plan. This investment
has been crucial to halt the deterioration of the Underground
and must be continued, especially because most of the
significant capacity increases are due between 2010 and 2017.

' TfL, Business Plan 2009/10 — 2017/18, November 2008, p. 20
2 London Underground, PPP Report 2007,/2008, December 2008, p. 19



Table 1: PPP line upgrade programme and progress

Line

Eventual peak
capacity increase

Contractual
completion date

Proportion
complete (end

2007/08)

Sub-surface lines | 48% 2012-18 13%
Victoria 19% 2013 39%
Bakerloo 38% 2020 0%
Waterloo & City 25% 2007 100%
Jubilee 33% 2009 61%
Northern 20% 2012 34%
Piccadilly 25% 2014 19%
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2. Tube Lines

The Tube Lines work programme and performance

As we have reported previously, Tube Lines has been relatively
successful in both the delivery of its work programme and network
performance.? With the exception of the Northern line, Tube Lines has
generally surpassed the benchmarks for performance that were set in
the PPP contracts (by a wide margin on the Piccadilly line). Tube Lines
continues to deliver its station refurbishment and track renewal
programmes on schedule.*

“Availability” — a measure of day-to-day reliability — on the Tube Lines
sections of the network deteriorated by 2 per cent in 2007/08 from
the previous year but remained 18 per cent better than the contractual
benchmark. A sharp decline in performance on the Jubilee line
contributed to that deterioration.” The Northern line remains a
significant area of concern with Availability 22 per cent below the
benchmark, although there is an upward trend.

The cost of Tube Lines’ work between 2010 and 2017

Work to maintain and upgrade the Underground network is costing
more than was anticipated in 2002 when bids for the work were
tendered.® In the case of Metronet, a significant part of the cost
overrun was due to inefficiency resulting from the company’s
structure.” Tube Lines, on the other hand, has performed relatively
well yet costs have still escalated considerably.

The process to negotiate the cost of Tube Lines” work during the
second contractual period — between 2010 and 2017 - is already well
underway. In April 2008, prior to the formal negotiation process,
London Underground asked the PPP Arbiter to make an initial
estimate of future costs. Following consideration of submissions from
both parties, the Arbiter concluded that the price Tube Lines would
legitimately be able to charge for work between 2010 and 2017 would
probably be in the range £5.1-5.5 billion. London Underground had
estimated £4.1 billion and Tube Lines £7.2 billion.?

3 London Assembly Transport Committee, A Tale of Two Infracos, January 2007

* London Underground, PPP Report 2007,/2008, December 2008, p. 10

> London Underground, PPP Report 2007,/2008, December 2008, p. 9

® PPP Arbiter, Transport Committee, 16 October 2008

7 Metronet operated with a “tied supply chain” that guaranteed Metronet’s five
parent companies all of its sub-contracts.

8 PPP Arbiter, Initial range of costs for the second Review Period, 9 September 2008



The broad programme for the Underground upgrade was agreed
before the PPP contracts commenced in 2003. However, following the
Arbiter’s cost estimate, London Underground submitted a detailed
specification for 2010-2017 to Tube Lines in December 2008. Tube
Lines now has until the end of June this year to provide a price for the
revised work programme. If London Underground and Tube Lines are
unable to negotiate an agreed price, the Arbiter will be called in to
determine it. The process must be concluded by summer 2010.

TfL’s business plan for 2009-2017 is already very tight. To balance the
books, a number of projects have been cancelled and £2.4 billion
worth of efficiency savings are required over the business plan period.
Although the business plan recognises the possibility of higher than
anticipated Tube Lines’ costs as a risk,’ there are no explicit
contingency plans. The plan assumes that London Underground’s
calculation of the cost of Tube Lines” work (£4.1 billion) will be
accurate even though the Arbiter has already indicated that it is likely
to cost significantly more. If the Arbiter’s final determination of the
price falls within the range of his initial estimate, London Underground
will face increased costs of at least £1 billion, leaving a significant
funding gap in TfL’s finances.

Potential consequences of increased costs

If cuts in other areas are to be avoided, additional funding will have to
be found or the scope of work on the Underground will have to be
reduced. There is a consensus that it would be difficult and damaging
to reduce the core programme of maintenance and work to increase
the network’s capacity. It is the peripheral projects that are initially at
risk — tunnel cooling, congestion relief at stations and schemes to

° TfL, Business Plan 2009/10 - 2017/18, November 2008, p. 103
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provide step-free access to the network. Of even greater concern, the
Chief Executive of Tube Lines has warned that an upgrade to
signalling on the Piccadilly line, which is due to provide 25 per cent
more capacity, is at risk if additional funding is not made available.”

Overcrowding on the Underground network is already severe
and this Committee has recently expressed concern that
planned increases in public transport capacity will not keep
pace with increases in demand." Curtailments or delays to
long-overdue capacity increases on the Underground network
would result in overcrowding worsening, and increasing
numbers of people unable to make their journeys. The
Piccadilly line signalling upgrade must not be delayed. Nor can
it be acceptable to cancel the schemes necessary to reduce
high temperatures, station congestion and inaccessibility.

TfL’s wider business plan already represents a considerably
stripped back programme and increases in the huge costs of
the Underground upgrade should not be met by cuts in other
areas.

Because London Underground has not published the detailed work
specification for 2010-2017 (‘Restated Terms’) that it submitted to
Tube Lines in December, it is unclear what decisions have already been
made.

10 “TfL shortfall threatens Piccadilly line upgrade”, New Civil Engineer, 25 November
2008

" London Assembly Transport Committee, Response to ‘Way to Go: Planning for
better transport’, January 2009



Additional funding?

The Mayor has called on the Government to provide additional
funding. The Government has refused, indicating that TfL should fund
the work from within the £39 billion ten-year settlement agreed
between Government and TfL in 2008. Like the East London Line
phase 2b, where a joint funding package was eventually agreed at the
last possible moment, an exercise in brinkmanship is underway —
neither the Mayor nor the Government wanting to suggest that they
might eventually be forced to contribute to funding increasing costs.
And all the while, the huge hole in TfL’s finances — at least £1 billion if
the Arbiter’s early calculations were accurate — looms ever closer.

The Government should honour its commitment to fund the
Underground upgrade. The Tube Lines contract is an example
of the Government’s PPP structure working well. There is no
evidence that Tube Lines’ cost increases have resulted from
mismanagement — the work simply costs more than was
envisaged before it began, and would have done whatever way
funding was provided. It is paradoxical for Government to
make additional funding available to pay for Metronet’s failure
— where the overspend was due to mismanagement - and not
where there is a legitimate increase in costs.

Reducing costs

Whether or not additional funding is made available, there might be
ways in which the cost of Tube Lines” programme could be reduced
without cutting the scope of the work. For example, the cost to Tube
Lines of its borrowing between 2010 and 2017 would be around £2
billion for the interest alone. It may be that costs could be reduced if
Transport for London, with its public sector credit rating, were to raise
the necessary finance rather than Tube Lines.

Some of the largest parts of the difference between London
Underground’s and the Arbiter’s cost calculations were in allowances
for “differential inflation” - inflation in construction costs, such as
materials and wage rates beyond general inflation — and other risks.
When giving evidence to the Committee, Tim O’Toole (Managing
Director of London Underground) and Terry Morgan (Chief Executive
of Tube Lines) described ongoing efforts to establish new mechanisms
for pricing these unknown quantities. It may be cheaper for London
Underground to pay the actual costs of differential inflation and other
risks rather than attempting to transfer them to the private sector.

13
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As much of the limited funding as possible should be used to
meet actual maintenance and construction costs, rather than
the costs of raising finance and paying a premium for the
private sector to take on risk. London Underground should
continue to explore the possibility of public sector borrowing if
costs can be reduced, and look at paying the cost of
differential inflation if and when it arises, even though that
would mean transferring some risk back from Tube Lines.



3. Metronet

The future structure of Metronet

Amidst spiralling costs, Metronet — which had two of the three PPP
contracts with London Underground — entered administration in July
2007. At the moment, London Underground has direct responsibility
for delivering Metronet’s work programme following a temporary
transfer of the companies into TfL control in May 2008. The Transport
Committee has previously examined Metronet’s inefficiencies,'> but we
anticipate the forthcoming National Audit Office report on the subject
with interest — it may be that there are further important lessons to be
learned, not least in relation to the Tube Lines contract.

The PPP contracts were designed to result in strong performance
incentives and the transfer of risk away from the public sector,
although the extent to which these objectives were realised has been
called into question.” They were also meant to take advantage of the
private sector’s particular strengths and the promise of innovation and
efficiency. However, to achieve value for money under the PPP
structure, these potential advantages need to outweigh the relatively
high cost of raising debt in the private sector and the disadvantages of
diminished control and accountability. As the cost of private sector
debt increases, and if risk transfer is shown ultimately to be illusory,
the advantages of the PPP structure reduce, although the benefit of a
long-term funding commitment should not be forgotten.

The long-term structure for contracts to replace those with Metronet
is the subject of ongoing discussions between TfL and the Department
for Transport. Rather than attempting to re-let the existing PPP
contracts, London Underground would like a more conventional
contractual structure — smaller packages of work competitively
tendered by London Underground to the private sector.

Tim O’Toole described how, under the current temporary
arrangements, the TfL Board is providing scrutiny and spending
approvals for the Metronet work programme. If under the long-term
structure management of the contracts remains in-house, these
arrangements would persist - there would not necessarily be a role for
the PPP Arbiter. The Arbiter told us that he would like the opportunity

'2 London Assembly Transport Committee, A Tale of Two Infracos, January 2007
3 House of Commons Transport Committee, The London Underground and the
Public—Private Partnership Agreements, January 2008

' London Underground written submission, p. 3

15
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to continue joint benchmarking of the Metronet and Tube Lines work
programmes so performance and costs can be compared."

A structure with overall management retained within the public
sector - rather than handed over wholesale to the private
sector through output-based contracts — should have the
advantage of increasing transparency, accountability and
control. It might also be possible for debt to be raised more
cheaply by the public sector where credit is more readily
available. But there is a risk that TfL's corporate governance
arrangements will not, in fact, effectively ensure transparency,
accountability, or even value for money.

We are concerned that TfL's Board, which tends to focus on
surface transport, does not possess the detailed, technical
understanding or the necessary authority in relation to London
Underground’s managers to exert proper long-term control
over the management of the Metronet work programme.

The Metronet work programme and performance

London Underground maintains that bringing Metronet in-house has
already resulted in savings of over £2 billion through the availability of
cheaper finance and renegotiating contracts with suppliers — e.g.
Bombardier, which supplies rolling stock.'® However, parts of the

> Transport Committee, 16 October 2008
'® Transport Committee, 13 November 2008



Metronet work programme are significantly behind schedule and, in
some cases, becoming further delayed.

The station refurbishment programme in particular is suffering: of
some 150 stations due to be delivered by 2010, Tim O'Toole told us
that around half will not now be completed until “deep into” the
2010-2017 period."” Nine or ten stations are now expected to be
completed each year. Potentially even more seriously, Mr O’ Toole
described work to install a new signalling system on the sub-surface
lines as a “high-wire act”, which the Committee was right to be
worried about. On a positive note, the Victoria line upgrade is due for
completion in 2012, ahead of the original contractual deadline.”®

Regarding network performance, London Underground’s recent
performance report describes a mixed picture for 2007,/08. There was
an aggregate improvement of 23 per cent in Availability between the
twelve month periods pre- and post- Metronet’s administration.
However, excluding the effect of two days of industrial action in
September 2007, Availability on the Bakerloo, Circle and Victoria lines
was still 7 per cent less than the contractual benchmark and 46 per
cent below the level anticipated in Metronet’s original bid."

We recognise London Underground’s success in maintaining day-to-
day operation and maintenance of the Metronet lines. We welcome
improvements in performance, where they have been achieved, and
the cost savings that are being made. However, progress in revamping
Metronet’s dilapidated station refurbishment programme is painfully
slow.

7 Transport Committee, 13 November 2008
'8 London Underground, PPP Report 2007,/2008, December 2008, p. 21
' London Underground, PPP Report 2007,/2008, December 2008, p. 11
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Moreover, we are concerned that completion of the capacity
enhancements at the core of the PPP programme could be at
risk of delay, although it is difficult to establish the magnitude
of the risk from the published material. The Committee will
monitor the progress of the core PPP work programme in the
coming year.

TfL's responsibilities

Since its creation in 2000, TfL has taken on more and more
responsibility, and it is looking to take on even more in the future. TfL
only took control of London Underground from central government in
2003 and, whatever the long-term structure of the Metronet
contracts, it is likely that London Underground will retain more
responsibility and risk than was the case under the original
arrangements.

TfL has expanded its operations in other areas as well. In November
2007, TfL took over part of the rail franchise from the Silverlink train
operating company and established the London Overground network.
In December 2008, TfL took on co-responsibility for Crossrail with the
Department for Transport. Additionally, TfL was awarded a £39 billion
ten-year funding settlement in 2008 and the Government has
indicated it expects TfL to manage its expenditure up to 2017/18
entirely within that.”

As responsibility is transferred from central government to
TfL, it allows for long-term, coordinated planning of London’s
transport. However, the risk associated with potential cost
increases transfers from national tax payers to London tax and

20 “Minister refuses to bail out London Underground”, The Guardian, 4 November
2008



fare payers. Increased responsibilities for TfL increase concerns
about arrangements for transparency and accountability.

Much of the TfL Board’s business is conducted in private — including,
for example, consideration of TfL's draft business plan. Additionally,
although meetings of the Board’s Finance Committee are said to be
open, the public are not invited to attend and agendas and minutes
are often published well after meetings have taken place. The fact
that so much of TfL Board’s business is carried out in private
amplifies the transparency and accountability deficit.

19
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4. Conclusions

The programme of maintenance, renewals and capacity increases on
the Underground network is in flux. London Underground’s next
contract with Tube Lines will certainly cost more than was anticipated
unless the scope is trimmed. Long-awaited projects to improve the
quality of journeys are at risk of delay or have already slipped. London
Underground is attempting to beat what was Metronet’s work
programme back into shape but many of the projects, particularly
station refurbishments, will be delayed by years.

The Mayor and Transport for London are convinced that the
Government should cover the increasing costs of the work. So far
there is no agreement from Government and contingency plans are
not being brought forward. In the event of a funding deficit, TfL will
most effectively minimise its consequences by detailed planning as far
in advance as possible. These plans should be made public.

Bringing the Metronet contracts in-house offers TfL the opportunity
to improve transparency, accountability and control. However, its
corporate governance arrangements do not guarantee that such
improvements will be realised. The PPP Arbiter must remain involved
even if the PPP structure is dissolved in relation to the Metronet work
programme. Independent comparisons of performance and value for
money under two different contractual structures would provide
invaluable evidence to inform future decision-making.

London’s Underground network forms the skeleton of the city and its
successful operation is vital in supporting the economy, social
inclusion and environmental objectives. The programme of reliability
and capacity enhancements are fundamental to meeting London’s
long-term transport requirements. They must go ahead as scheduled.

Finally, no report on the challenges facing London Underground in the
coming years would be complete without noting the forthcoming
departure of its Managing Director, Tim O'Toole. Mr O'Toole has been
widely recognised as an outstanding public servant; his technical
understanding of the network combined with his experience of what it
takes to deliver improvements will surely be missed. Replacing him will
be difficult. And, as we set out in this report, the challenges facing
London Underground in the coming months and years are many and
varied. The new Managing Director will need to meet these challenges
if Londoners are to get the underground service they were promised
when the PPP was set up.



Appendix T Recommendations

Recommendation 1

There is a looming funding crisis on the Underground. Irrespective of
efforts to attract additional funding and reduce costs, TfL should
publish a revised business plan before its draft 2010/11 budget is
submitted in December 2009. It should reflect the fact that the cost of
the Underground upgrade is increasing, and that there will be a long-
term impact to TfL’s finances.

Recommendation 2

Now that they have been submitted to Tube Lines, a summary of the
Restated Terms should be published, including a breakdown of
projects that were due between 2010-2017 but have been deferred.

Recommendation 3

If the contracts are eventually taken in-house, the PPP Arbiter should
retain a statutory role in relation to the Metronet work programme. At
least, the Arbiter should be able to make independent assessments of
London Underground’s progress in delivering the work programme
and continue to undertake benchmarking of the different delivery
arrangements through comparisons with Tube Lines. When the
Arbiter’s role is redrawn, annual reporting to the London Assembly
should be built in. London Underground should also be required to
publish performance reports at specified points each year.

Recommendation 4

We recommend that TfL should respond to the recommendations in
this report by the end of June 2009. In its response, London
Underground should explain the reasons behind its expectation that
only ten stations will be completed each year.

Recommendation 5

Liabilities in the event of further cost increases associated with the
Underground upgrade or an overspend on Crossrail should be made
more explicit in a revised TfL business plan, which should be published
before its draft 2010/11 budget is submitted in December 2009.
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Appendix 2 Orders and

translations

How to order

For further information on this report or to order a copy, please
contact Tim Steer, Scrutiny Manager, on 020 7983 4250 or

tim.steer@london.gov.uk.

See it for free on our website

You can also view a copy of the report on the GLA website:
http://www.london.gov.uk/assembly/reports

Large print, Braille or translations

If you, or someone you know, needs a copy of this report in large print
or Braille, or a copy of the summary and main findings in another
language, then please contact us on 020 7983 4100 or
assembly.translations@london.gov.uk.

Chinese

T T EE AR SCAE R R A iR AR,

T HL I R AT B e T T e 2 bk B
Email S5ABE.

Vietnamese
N?:u 6ng (ba) mudn ndi dung viin ban nay duge dich sang

tiéng Viét, xin vui long lién hé vai ching t6i bang digén
thoai, thur hodc thir dién tr theo dia chi & trén.

Greek

Edv emfupeite mepiAnpn aurod rouv keipévou arnv yAuaoa
oag, mapakaAw kaAfoTe Tov apiBpo i emkonvwviare pall
Hag amy avwrépu rayuBpopkiy 1 v NAEKT i Sigdfuvan.

Turkish

Bu belgenin kendi dilinize ¢evrilmis bir 6zetini
okumak isterseniz, liitfen yukaridaki telefon
numarasini arayim, veya posta ya da e-posta
adresi aracilifiyla bizimle temasa gegin.

Punjabi
W 3T fen eAsew T Ay et 3w few
. . =

Hindi

AfE TUsT 39 FEATdS B AR 9T WTeT H
=afey o 9w R4 g F W wH HY @1 SR A
T S U4 A § A T W FH W D B

Bengali

e 3 @ wfEmerm aFh AEe RieE SEE s B,
ST TN FE CF FAET 997 SEiie uE Semm
B3 FEMm SINeE A AT FREA

Urdu

O 1) o DA 1S g il Sl S
S O g oseip S el e s IS0

Jia s s S S Yo S0
Sy e

Arabic

(e dos 3x2d 130 pagdh s s
sl Juasdd J Gied o Juasdd elg
3oed O I gded grsed Igd
Al sosaddd

Gujarati
L AR 2l elA%ell U1 d2U8 @M
ABAL SU dl GUR 2AUUY ol®12 U2 Slel 53

UL GUR HUUA UL AUl S-AOA AReUHL
U2 AR AUS SA.


mailto:assembly.translations@london.gov.uk

Appendix 3 Principles of
scrutiny page

An aim for action
An Assembly scrutiny is not an end in itself. It aims for action to
achieve improvement.

Independence
An Assembly scrutiny is conducted with objectivity; nothing should be
done that could impair the independence of the process.

Holding the Mayor to account
The Assembly rigorously examines all aspects of the Mayor’s
strategies.

Inclusiveness
An Assembly scrutiny consults widely, having regard to issues of
timeliness and cost.

Constructiveness

The Assembly conducts its scrutinies and investigations in a positive
manner, recognising the need to work with stakeholders and the
Mayor to achieve improvement.

Value for money
When conducting a scrutiny the Assembly is conscious of the need to
spend public money effectively.
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