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John Biggs (Chairman):  If we could move on to item 4, Transport for London (TfL) finances and 

the Mayor’s fares decision, I think we have two witnesses, Simon Kilonback and Stephen Critchley.   

 

So the starting question is will TfL still make the case to the Mayor for a Retail Price Index (RPI) plus 

2% fares uplift in 2013?  It is in your business plan, so presumably you will. 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes, it is in our updated business plan and it is 

in our 2012/13 budget as our assumption.  As we regularly say, it is the Mayor’s decision and he 

usually makes that decision in the autumn, and historically there has usually been a discussion with 

the Mayor and his advisors this side of the summer break, and I would imagine that will be the case 

again.  I mean, I am conscious and I am sure TfL is conscious of the Mayor’s statement that he wishes 

to bear down on fares in terms of actually expanding that into something more specific.  Those 

discussions I think have still to take place.  What we have done historically is tended to put up, “Well, 

this is what the fares, in our view, would look like if you implemented” whatever the proposition is 

currently, RPI plus 2%.  Usually there are some things we would like to do aimed at simplifying the 

fare structure, which still remains quite complex, despite successive attempts to make it simpler.  So 

there are usually some things we want to do or would like to do on that front, and that combined 

with what would RPI plus 2% look like is a proposition that we share with the Mayor’s office and 

they look at it.  Of course, it is very often the absolute amount of fares that brings home to you what 

we are talking about rather than RPI plus 2%, which is a bit difficult to conceptualise. 

 

John Biggs (Chairman):  So, just reminding the Committee that we are looking at the sort of macro 

decision and the Transport Committee will look at some of the details about how fares are structured, 

but it would be a pretty foolish Mayor who did not take very seriously the recommendation from TfL, 

and you have clarified then that the business plan that you currently live under is based on RPI plus 

2% and that that would be your starting point, but the world has of course changed in a number of 

ways, which my colleagues will be exploring. 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes.  I mean, I think there are some difficulties 

in timing in the sense we have said we will refresh our business plan in the autumn.  It will need to be 

completed, or certainly the financial side of it, need to be completed in time to inform the Mayor’s 

budget proposals that will usually come through in the middle of December.  There is clearly a 

longer-term piece being done on London 2020, which may have some impacts and certainly the early 

work on that will be available to inform the business plan.  There are some logistical issues this year, 

in the sense that we have Olympic and Paralympic Games coming up, and we are, as an organisation, 

trying to shut down as much as possible while still carrying on with the back office, the business as 

usual activities that are not customer-focused in order to put as much resource as possible to 



 

 

supporting the Games.  I mean, we are going to have 3,000 people in involved as travel ambassadors 

from TfL. 

 

So there are some practical issues here that we will have to deal with, and therefore the Mayor’s 

decision on fares, when he will make that, I think he may wish to make it as late as possible, but 

there are certain constraints in terms of when we are supposed to give notice under the TravelCard 

agreement in order that the Train Operating Companies (TOCs) can implement something under their 

systems.  Last year, if you recall, there was a relatively late change following Government’s decision 

on the National Rail side of the house to move from RPI plus 3% to RPI plus 1%, and we had to 

implement a fares change much quicker than we would normally do, and we would not ideally wish to 

do it with such speed in 2013. 

 

John Biggs (Chairman):  OK.  So to remind ourselves then, last year the proposal was RPI plus 2%.  

The Government then gave an additional grant which allowed that to be reduced to RPI plus 1%.  

The context also for the decision then is that the existing business plan was assuming RPI plus 2%, 

but there will be a new business plan.  The starting point then for the fares would be RPI plus 2%, 

but it would not take a genius - and that is pretty good, because I am not a genius, and I can see this 

- to see that the Mayor, having just been re-elected, saying he wants to bear down on fare pressure, 

and indeed, his competitor said similar things, it would not be a genius who might guess that the 

new business plan might nudge towards RPI plus something else rather than 2%. 

 

Stephen Critchley (Chief Finance Officer, TfL):  I would imagine that he would want to ask what 

it would look like if we did less, yes.  There is an interaction with our Government settlement here, I 

think, as well.  It is a fairly indirect one.  There is a reference.  I have not got the settlement letter 

with me today, but if you look in there, there is some reference about our plans for fares in there, 

and if you recall - and admittedly, it was during the election campaign - that the Secretary of State 

herself made statements about Ken Livingstone’s plans to reduce fares and the fact that that would, 

in her view, affect the arrangements with the Department for Transport (DfT) given there was a 

certain understanding - it is not hardwired, there is no specific reference to RPI plus anything at all - 

as to what our fares proposals would be, our plans would be that is implicit in that Government 

settlement through to 2014/15. 

 

John Biggs (Chairman):  Right, so just to complete my piece then, there is a sort of tripartite part 

to this, leaving aside the Assembly, which of course is the most important part of this.  There are 

three sides to it: one is TfL, the bureaucracy of TfL, which crunches the numbers, comes up with 

recommendations, tells the Mayor what would be a foolish thing to do and so on; there is the Mayor, 

who then makes the decision, but there is the requirement, because as part of the business plan, 

there is a grant-funding settlement with Government, there is a requirement that the Government is 

alive to and is party in some shape or form to the recommendations made on fares. 

 

Stephen Critchley (Chief Finance Officer, TfL):  The other thing that we do not know is whether 

the Government will change its mind in respect of the National Rail proposals.  As far as I understand 

it, that remains at RPI plus 4% for 2013 and 2014. 

 

John Biggs (Chairman):  Right, so there is potentially a problem there then, which is where people 

have TravelCards or whatever which run across the National Rail network and London Underground, 

there needs to be some consistency of treatment. 



 

 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes, but the TravelCard agreement has a fall-

back of RPI, so that if you get anything less than that, it becomes a difficulty, but I would not want 

to speculate on what other options might be priced at. 

 

Richard Tracey (AM):  I want to explore the possible options to increasing borrowing rather than 

using revenue grant.  What is the position at TfL about this?  Can you explain? 

 

Simon Kilonback (Group Treasurer, TfL):  The first thing to recognise is the amount of borrowing 

we can do over the period to 2015 is agreed with Government as part of the funding settlement that 

we have to 2015, and the amount of borrowing and the amount of grant that we have provided are 

interlinked, so we are not permitted to increase the amount of borrowing over and above the amount 

we have agreed with Government, because if we did, it would reopen that particular funding 

settlement and would enable the Department for Transport to reduce or cut or remove our grant in a 

sort of pro-rata fashion for any increases in borrowing we do over and above the limits we agreed 

with them.  This was something that we spent a lot of time with the Department for Transport and 

HM Treasury during the last spending review on, when they asked us exactly the same question of, 

“Can we give you less grant funding and you have a higher amount of borrowing?”   

 

Because TfL has credit ratings from each of the three credit rating agencies and a number of 

borrowing programmes that are dependent upon those ratings, there are relationships between the 

level of income and grant that we receive and the amount of borrowing that we can undertake, so to 

tell you very basically, the more our revenues increase, whether that is fares or grant or a 

combination of both, the more borrowing we can undertake.  The more our revenues fall, the less 

incremental borrowing we can undertake, so because of the way in which the rating agencies assess 

borrowing and its relationship to income, we spent a lot of time with Government during the last 

spending review going through this point and we all concluded between ourselves, the 

Department for Transport and HM Treasury that it would be unwise to increase our borrowing to 

offset reductions in income. 

 

Richard Tracey (AM):  So are they tying your hands or not, really?  I mean, if you can give a 

straight answer to that. 

 

Simon Kilonback (Group Treasurer, TfL):  Yes, the rating agencies have specific metrics, so if we 

want to maintain our current credit rating, which the Mayor and the board of TfL have agreed is a 

priority that they wish to do, then the amount of borrowing we can undertake relative to our income 

is set in much the same way if you were to go and borrow a mortgage, there is, in a prudent way, a 

maximum amount of multiples of your income that you can borrow.  So that is a little bit different to 

the wider local authority prudential borrowing regime, which is more like a self-certificated mortgage 

and that you decide for yourself what it is prudent to borrow.  That is not really with the rating 

agency overlay what we have to deal with. 

 

Richard Tracey (AM):  It is the rating agencies that are really holding the whip hand on this? 

 

Simon Kilonback (Group Treasurer, TfL):  Absolutely, yes. 

 



 

 

Richard Tracey (AM):  What about the alternative of using the Public Works Loan Board (PWLB)?  

I mean, that is not related to credit rating. 

 

Simon Kilonback (Group Treasurer, TfL):  It is, so if we had never obtained a credit rating and we 

only borrowed from the PWLB, then the local authority prudential borrowing regime would apply, 

and you would effectively self-certificate how much you can borrow against your income streams.  

However, obviously over the last ten years TfL has adopted credit ratings and has adopted some 

market-based funding, therefore all of our borrowing, so market-based borrowing, PWLB-based 

borrowing, private finance initiatives (PFIs), guarantees, leases, pension deficits all count towards our 

maximum amount of debt within the assessment of the rating agencies that is sustainable for a 

particular credit rating. 

 

John Biggs (Chairman):  My understanding is that at present, it is not really that advantageous to 

go out to the private sector for loans, that PWLB is the lender of preference, given the rates, so 

credit rating currently is not such a good position. 

 

Simon Kilonback (Group Treasurer, TfL):  Well, the problem is with credit ratings, it is not just 

for Christmas; you have it for life, so unfortunately you cannot ignore the credit rating agencies even 

if you effectively abandoned your market-based borrowing programmes.  I have an enormous 

amount of experience in the private sector.  As the Treasury are aware, when you, as a company, step 

away from issuing market-based debt, it is incredibly difficult to get the rating agencies to stop 

rating you.  Even if you stop paying them and stop having a direct relationship with them, they will, 

in a number of circumstances, continue to rate you and they will continue to put our their ratings 

regardless of whether or not you are borrowing on the public market or through a Government 

institution like the PWLB. 

 

Stephen Critchley (Chief Finance Officer, TfL):  But it is also true to say -- 

 

John Biggs (Chairman):  But why would that be important if you were no longer borrowing from 

the market? 

 

Simon Kilonback (Group Treasurer, TfL):  Well, obviously the rating agencies publish reports 

which go into a lot of detail about what they believe to be the strengths or otherwise of the 

management and the operations of the organisation, so in one sense there is a reputational risk, but 

there is a real financial risk as well, because we have £9 billion that we spend on operating the capital 

expenses a year.  Our suppliers place an enormous weighting on our credit rating for the cost at 

which they do business with us over the long term.  So there are value-for-money reasons -- 

 

Stephen Critchley (Chief Finance Officer, TfL):  It also affects the employer covenant, as 

perceived by the trustees of the TfL pension fund, which they perceive as very, very strong at 

present, and they inform the relatively generous recovery profile that we have for the making good 

of the deficit of the scheme that was apparent at the last triannual evaluation in 2009.  I think it is 

also worth saying that at the time that we had discussions with the market earlier in the year, the 

reasons that we did that and we were thinking about looking at a fixed-rate bond was because it 

would be cheaper for us than to go to the PWLB - and Simon could provide you with the details - 

but because the rates became higher from the PWLB, it looked to us at that time that it would be 



 

 

significantly cheaper to go to market, which is why we had that in mind.  We have not done so, 

because market conditions in the event have not proved -- 

 

Simon Kilonback (Group Treasurer, TfL):  Conducive. 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes, conducive is a good word.  But the PWLB 

thing is still marginal. 

 

John Biggs (Chairman):  OK.  This is quite a technical area.  Mr Gallie (Assistant Director of 

Finance) is the sort of murky corporate guru on these matters.  Is that the right description?  The 

analysis that we have heard, that is broadly correct, I assume. 

 

David Gallie (Assistant Director of Finance GLA):  I think the thing I would add about the 

comments Stephen and Simon have made is the variability in what Government has done on PWLB 

rates.  If we go back to just after the general election, the Chancellor increased PWLB rates by 1%, 

which then made the GLA’s bond issuance last July more preferential than going to PWLB.  What we 

had in the last budget is the Chancellor reducing down that 1% hike to 20 bps, so it is lower than 

1%, which actually for the GLA, it means that we are now looking at PWLB as being the preferential 

route.  So I think the point to make is that there is a huge volatility in Government decisions about, 

“Well, are they encouraging authorities to use bond issuance or PWLB?” and who knows quite what 

the changes may be in a year’s time, which I think it another good argument to maintain a credit 

rating on the chance that actually in a couple of years, it may be preferential for the GLA to enter the 

bond markets again. 

 

John Biggs (Chairman):  I think that is fairly clear.  I mean, the purpose of the question was to be 

provocative and we got quite a detailed answer - too detailed, arguably - but there was another part 

of Richard’s question which we could explore, which is within this we have a ceiling for authorised 

borrowing.  Within that ceiling, there is a question about the rate at which you reach that ceiling and 

the extent to which you might use revenue to delay your need to reach that ceiling as quickly as you 

otherwise might have done when that revenue could have been deployed for other purposes.  I think 

this is a line of other questioning later, but notwithstanding what you said about the ceiling and the 

negotiations with Government, the rate at which you reach the ceiling is a material issue, is that 

correct? 

 

Stephen Critchley (Chief Finance Officer, TfL):  I think we should just clarify, and I am sure you 

are aware, but there are two limits.  There is one in the Government settlement letter, which is our 

drop dead limit, in the sense that that is the deal, it is the agreement between the Secretary of State 

and the Mayor.  If the Mayor wished to reopen it, then it would be up to him to approach the 

Secretary of State, but it is not something we have in mind.  So that provides a limit to us.  Then 

there is process of the Local Government Act, the Mayor actually authorising a limit from time to 

time.  But that is consistent with our plan at present to use the limits set to us by Government to its 

full extent, because it is a use it or lose it year-by-year thing.  Is it 425? 

 

Simon Kilonback (Group Treasurer, TfL):  It is 445. 

 

Stephen Critchley (Chief Finance Officer, TfL):  445 for this year.  If we do not use that, then 

we cannot carry it forward to 2013/14, so our practice has been to use it, and sometimes - and this is 



 

 

why we have ended up with quite a lot of cash - we have actually borrowed in advance of need 

simply because we did not want to lose that capacity to borrow that Government gave to us. 

 

Simon Kilonback (Group Treasurer, TfL):  I think that it is also important to note that the 

incremental borrowing that we have agreed with Government was sized specifically to follow the 

profile over which we could most efficiently build up debt consistent with our credit ratings.  So we 

have actually been through with Government the process of sizing the 445 this year, the 350 next 

year and the 650 the year after based upon our assumptions of fair revenues, our assumptions of the 

known grant profile and assumptions of some of our other secondary revenue sources, such as 

congestion charges and advertising.  So a lot of thought has gone into these incremental limits that 

we already have with the Department for Transport, and if you read the latest rating report from 

Standard & Poors which was published just over a week ago, their report notes that on this trajectory 

and on the current assumptions around fares and grant, we will get very, very close to what they are 

comfortable with as our maximum amount of borrowing by 2015.  Now, we will continue to have an 

ability to borrow beyond 2015, but that will again depend upon what the fares revenue strategy is 

from the Mayor and what the grant allocation is from central Government. 

 

Valerie Shawcross (AM):  You mentioned there what you called second revenues, advertising, etc.  

Over the years, obviously the fares strategies meant there has been a sort of shift proportionately 

towards a reliance on fare income within the structure of TfL’s budget, and I think what we are 

interested in is how can you grow those non-fares secondary revenue sources in order to ease the 

pressure on the fare box?  Is there a strategy for growing these other sources and what is it? 

 

Simon Kilonback (Group Treasurer, TfL):  There is a strategy.  As part of the comprehensive 

restructuring of the corporate functions of TfL last year, a Commercial Development Director was 

appointed with a specific mandate to address and grow the secondary revenue streams. 

 

Valerie Shawcross (AM):  When did that happen? 

 

Stephen Critchley (Chief Finance Officer, TfL):  Well, the appointment was made towards the 

end of last year, when the new directors were appointed. 

 

Valerie Shawcross (AM):  This is a function you have not had before? 

 

Stephen Critchley (Chief Finance Officer, TfL):  It is Graeme Craig.  I think he has come to this 

Committee; he has certainly come to a Committee - I think it is this Committee - to talk about 

sponsorship, which is one of the wings of the things that fall into his area. 

 

Valerie Shawcross (AM):  Oh, right.  So it is a new function. 

 

Stephen Critchley (Chief Finance Officer, TfL):  So what we are talking about here is 

advertising, property, sponsorship, retail proposition and what we might broadly call technology, of 

which the Wi-Fi proposition on the Tube would be, and his mandate is to grow that.  In fact, I asked 

him for some information about that, because he tells me that in 2011/2012 we raised £240 million 

in secondary revenue, largely through advertising and property.  This year we are due to raise 

£309 million, and in 2013/2014 we need to grow revenues to £200,000 and £384,000 which is a 



 

 

60% increase in those revenues that fall within his charge over a period of a couple of years, which is 

fairly challenging. 

 

Valerie Shawcross (AM):  Have you made an assessment within each of these areas of the 

potential growth within each of those areas? 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes, at a high level.  At a more detailed level, 

the extent of the assessment differs, depending on how far we have got with the work, because as I 

talked about his appointment last year, his team came into place really as part of the Project Horizon 

restructuring at the beginning of January.  There are still posts to be filled in that team.  They are 

building a team at the moment in order to deliver, and I am sure he would be happy to talk to you 

further about the detail of the plans, but yes, there is an assessment of what we can do more of.  We 

have got some high-level plans as to what we are going to do on each of them, for instance on 

advertising, we are seeking to consolidate fewer contracts, because we think that will generate more 

for us.  We are more willing to invest, for instance, in digital media because that carries a premium, 

although there is an upfront cost in its development, and we are seeking better to integrate the 

overall proposition of advertising, the retail offerings associated with stations in particular and 

something like wifi, where having smartphone availability to people around our stations is a coming 

thing, as you know. 

 

Valerie Shawcross (AM):  About half of the revenues are from property leases.  There is quite a lot 

of leases, aren’t there, on premises, over 3,500 leases.  You mentioned increasing income in that 

area.  Can you confirm that that is revenue rather than sales of freehold, you are not actually -- 

 

Stephen Critchley (Chief Finance Officer, TfL):  Well, we have both.  I mean, we have a rental 

income stream, but we also have historically raised revenue by the disposal of what has been surplus 

property.  We are tending to be cautious now about whether disposal is a good thing or whether 

development is a better way of maximising the take from that property, so we are reassessing the 

strategy, and I think it is a strategy that will need to remain dynamic as the market situation changes. 

 

John Biggs (Chairman):  So we are clear that that £384 million number or whatever number it was 

is ongoing revenue, recurrent revenue, it is not capital? 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes, though some of that will be a capital 

stream, but it will have an element of recurrence, we hope, but of course it is not indefinite. 

 

John Biggs (Chairman):  Right, so there will be risks attached to that part of it. 

 

Stephen Critchley (Chief Finance Officer, TfL):  It is a good point that you make about the 

recurring, because from our point of view, it is increases in other recurring income or reductions in 

recurring expenditure, which is what we really need to support any reduction in the fares increases. 

 

Valerie Shawcross (AM):  When Isabel Dedring came to the Transport Committee, one of the 

things she kind of gave us cause to have doubt about was how well and efficient TfL had been in 

terms of chasing down - I think was her phrase - section 106 agreements, and I remember, Stephen, 

some years ago you and I had some conversations about the efficiency of TfL handling its streets 

contracts.  Has that area been audited at all?  Do you have a proper assessment of that? 



 

 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes, I have seen her comments. 

 

Valerie Shawcross (AM):  Do you have a comment on that? 

 

Stephen Critchley (Chief Finance Officer, TfL):  We have done some work; we have done a lot 

of work to actually assess first of all what is the inventory of section 106 agreements that provide for 

benefits to transport, and if those are to be provided, whether in cash or kind, have they been 

delivered?  One of the things that is difficult, first of all, we have created that inventory for the 

historical agreements, and now we are keeping a very good eye on them, so that is the first thing.  

We are dependent of course on working closely with the boroughs, because most of these 

agreements involve agreements between individual borrowers and a developer.  We do seek on 

occasion to become party to those agreements, but generally that is not the case and therefore we 

cannot enforce the agreement and we have to look to the boroughs as our partners to do so, but we 

are seeking to work more closely with them by being, I would not say on top of them, but -- 

 

Valerie Shawcross (AM):  So just off the top of your head, Stephen, what percentage of 

section 106 agreement funding are you actually achieving?  You know, if 100% was pulling 

everything that we are entitled to, what percentage do you think we are actually achieving? 

 

Stephen Critchley (Chief Finance Officer, TfL):  I do not have those figures to hand.  Of course, 

the point is that the one thing is -- 

 

Valerie Shawcross (AM):  Does TfL have those figures though?  Do you know? 

 

Stephen Critchley (Chief Finance Officer, TfL):  I do not know.  I would think we do, because of 

the exercise I have just described, so I would be happy to go back to the ranch and report back to 

you on that. 

 

Valerie Shawcross (AM):  In the interests of the new transparent ranch that you have at TfL -- 

 

Stephen Critchley (Chief Finance Officer, TfL):  We would be happy to provide what information 

we can. 

 

Valerie Shawcross (AM):  -- I think we would actually like to see as much as we can in terms of 

TfL’s plans and research on maximising this area. 

 

Stephen Critchley (Chief Finance Officer, TfL):  Of course there is a world of difference, as you 

will appreciate, between entering into the agreement -- 

 

Valerie Shawcross (AM):  And delivering it. 

 

Stephen Critchley (Chief Finance Officer, TfL):  -- and actually whether that development 

actually takes place.  One would hope that if it does take place that the commitments made in the 

agreement are actually honoured, but it does need policing -- 

 

Valerie Shawcross (AM):  It does need checking. 



 

 

 

Stephen Critchley (Chief Finance Officer, TfL):  -- it does need policing by the authority and we 

are happy to assist, but we have to look to the boroughs generally to be that first line. 

 

Valerie Shawcross (AM):  But the question is about how well you are policing that. 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes.  So in a sense, we have to police the 

policeman, which is not a role we relish. 

 

Valerie Shawcross (AM):  Well, we get to police the policeman! 

 

Stephen Critchley (Chief Finance Officer, TfL):  But I think it is something that has to be done. 

 

Stephen Knight (Deputy Chair):  I just want to jump in on the issue of buoyancy of fares, and I 

just wonder how good are you at predicting the fare revenue stream from one year to the next, and 

have you been, for instance, surprised by how buoyant it has been or how un-buoyant it has been 

over the last few years?  If you were to go back, say, four years before that whole crisis, would you 

have predicted at this point? 

 

Stephen Critchley (Chief Finance Officer, TfL) :  As the Chairman will know, my knowledge goes 

back quite a number of years and certainly when I came in, I think our answer was not as good as we 

should have been.  We tended to be overcautious.  We then made a very conscious effort to be more 

realistic and not err on the cautious side but to just be realistic enough and we have certainly 

adopted that approach.  Have we been surprised?  I think we have in the sense that the recovery 

from the deep recession in 2009, I think it was August 2009, that Tube fares, and those tend to be 

the ones that are affected most, recovered much more quickly than we anticipated.  Last year, I think 

we were also a little surprised about the relative buoyancy of Tube faring that it was higher than we 

had anticipated; not hugely so, I must say, within the context.  I think we were about 2% out which I, 

as a finance person, does not regard as a huge budgeting error and the fact it is to the positive side 

makes me feel quite good but it makes you guys feel uncomfortable because you think perhaps you 

could have charged a little bit less.   

 

Stephen Knight (Deputy Chair):  Just to then clarify what you have just said, your prediction a 

year ago was that fares for Tubes would be 2% down on where they have turned out to be or how 

long -- 

 

Stephen Critchley (Chief Finance Officer, TfL) I think it is more the other way.  I expressed it 

the other way round but mathematically what you say is right.  I am talking about 2012/13.  I know 

the results of the first two periods of this year, in terms of fares’ income, is within £1 million of our 

budget. 

 

Stephen Knight (Deputy Chair):  Up or down? 

 

Stephen Critchley (Chief Finance Officer, TfL Now you are asking me.  I think it is up.  It is 

timing.  What we are seeing, in terms of what is happening with passengers and the effect on fares’ 

revenues is closely related but not identical, is the remains of continuing growth of passenger 

journeys on the Underground of around 4% per annum.  I think maybe one of your questions might 



 

 

be is the double dip recession affecting this?  The answer is it appears not.  The growth on buses is 

much less so and we are also seeing some sensible decisions made by customers in terms of moving 

to cheaper tickets, probably increased use of pay as you go, so the actual impact on fares’ revenue is 

not as great as the impact on passenger journeys.  That increase is around the 1%, 1.5%; it is not 

nearly so great. 

 

Stephen Knight (Deputy Chair):  In terms of your capital programme that you are going to the 

market to borrow against, do you, in a sense, build into your business plan over that the anticipated 

increase in fare revenue that that investment in infrastructure, whatever, delivers?  I just wonder 

whether you make a projection about the extra fare revenue you are going to get out of the capital 

investment you have in new lines and increased capacity in the existing structure. 

 

Stephen Critchley (Chief Finance Officer, TfL Yes, we do.  One of the things that we provided 

for, for instance, was for growth on London Overground because obviously we had the introduction 

of the London Line and also the enhancements to the North London Railway.  Now that did outstrip 

considerably our estimates of growth, not so much where it has ended up; it still has to go some 

distance to get to the place we anticipated it to be but it increased much more rapidly than we 

anticipated towards the figure that we expected it to reach in due course. 

 

Stephen Knight (Deputy Chair):  OK, that is helpful.   

 

Darren Johnson (AM):  In giving your advice to the Mayor each year in setting his fares decision, 

how much weight was given to presenting options on other sources of income; the sorts of things Val 

was discussing with you? 

 

Stephen Critchley (Chief Finance Officer, TfL) I think it is a matter of looking at how is the 

financial position looking as a whole?  I think you would have to look; that is one factor.  That is 

running secondary income which is also running very close to budget.  It is slightly down by 

£1 million.  I think we are virtually spot on as at the end of period two but also on the expenditure 

position as well.  We look at the latest financial position.  We do a quarterly re-forecast of our 

position and we are seeking to drive down on the accuracy of that because historically, we still have 

some evidence of some caution in those forecasts such that we are undershooting our forecasts of 

expenditure and without accurate forecasts, you cannot plan accurately; simple. 

 

Darren Johnson (AM):  So you do present the Mayor with options both on the expenditure side 

and on the other sources of income. 

 

Stephen Critchley (Chief Finance Officer, TfL):  What we present tends to be determined, as I 

understand it; I am not actively involved in this; I am more a provider of information should I be 

asked for it and it is our people in the customer experience team that actually pull together the fares 

proposals, but it does depend what we are asked to provide by the Mayor’s office. 

 

Darren Johnson (AM):  Is affordability for Londoners a key factor in what you are asked, what TfL 

is asked to consider in terms of the various options for fares or is it simply a case of revenue 

maximisation that you charge this amount and you can be assured that -- 

 



 

 

Stephen Critchley (Chief Finance Officer, TfL):  I do not think it is revenue maximisation.  It is a 

case of where do we need to be in order to deliver against our business plan proposition and also 

conscious of what the Mayor would like to do because there are always things that mayors, and this 

one is no different from the previous one, would like to do over and above what we have included in 

our business plan. 

 

Darren Johnson (AM):  That suggests there are options that are good for TfL in terms of revenue 

maximisation but may not be that good for Londoners even if the evidence is that they are still 

forking out for them and paying them.  I am just wondering how much TfL itself, in terms of the 

advice and the projections that you have, how much weight you give to affordability in terms of 

advising the Mayor. 

 

Stephen Critchley (Chief Finance Officer, TfL):  I understand what you are saying.  I think 

everybody is conscious of that at the end of the day. 

 

John Biggs (Chairman):  This does not require an answer by the way but it just crossed my mind 

that there is an elephant in the room which is the rate of the Retail Price Index (RPI) which we do not 

know until July although we anticipate it being of the order of just over 3% and I think part of the 

problem last year was that it was just over 5% which meant a 7% in fare increase.  So if you put it in 

the same format, it would be a 5% fare increase at RPI was to assume it was 3%.  As I said, we have 

several questions.  You can weave this into your next answer if you like. 

 

Gareth Bacon (AM):  I just want to return to the subject of the non-fares revenue increases that 

have been forecast by the new Commercial Development Director.  You mentioned in your answer 

that the bulk of the existing non-fares revenue comes from advertising and then you have some 

examples of where future revenue streams can come from.  You mentioned digital media, retail 

offerings in the stations and WiFi.  The increase that has been predicted over the next couple of 

years is, of course, substantial.  I am interested in how much of that is coming from new revenue and 

how much of that is coming from squeezing pre-proven ways of raising that revenue. 

 

Simon Kilonback (Group Treasurer, TfL):  Perhaps I can give you an example of one of the areas 

that Graeme [Craig, Commercial Development Director, TfL] and his team are looking to develop.  As 

you are probably aware, TfL has a number of car parks around the stations at the outer part of 

London and historically, we have not invested capital in those car parks, so they get full up and we 

receive some income from people parking in them.  Typically, that income has also been substantially 

less than Network Rail charge for their equivalent car parks in similar locations and in the past, we 

have had approaches from supermarkets to buy some of those car parks which we have disposal to 

and made a good return on those.  The strategy with those now is to look to invest some money in 

the car parks to increase the capacity of the car parks and also address the kind of market level of 

the car parking charges.  So that would be incremental new income but we would be spending 

money up front to increase the capacity of that revenue stream. 

 

Gareth Bacon (AM):  That is going to be capital cost then in return for ongoing revenue gain and 

obviously there is a payback period over that.  OK, that is one example and that is good.  For the 

balance between the two, what we already have is a cash cow and new initiatives.  Where is the 

balance? 

 



 

 

Stephen Critchley (Chief Finance Officer, TfL):  I do not have the detail you are asking for to 

hand, Gareth.  I am happy to dig that out.  My guess, and it is an informed guess, is that more of it 

will come from the tried and tested simply because a relatively small percentage increase in those will 

deliver more than a new revenue stream.  Obviously, the detail of the Virgin Media deal is 

confidential but it is not going to solve our fares problem. 

 

Gareth Bacon (AM):  If you could supply that, that would be very helpful; what you are able to 

supply.  The rationale for the question really is that in a very short period of time, we have bought 

somebody in who is projecting we could raise substantially more income away from the fare box and 

away from grant and this could be an area we could exploit more thoroughly going forward and that 

could have a consequential beneficial effect on fares and also an investment in maintenance 

upgrading.  I think that is something we would probably want to look at. 

 

Stephen Critchley (Chief Finance Officer, TfL):  We have a lot of that built into our business 

plan already.  I am not saying that is necessarily the limit of it but it would be early days in the 

development of the corporate and the commercial development directorate to say, “Oh well, those 

fairly heroic assumptions of growth that you have signed up to, we would like you to be doubly 

heroic, you know, in a year’s time maybe but not necessarily now”. 

 

Gareth Bacon (AM):  Sure, no, that is fair enough. 

 

John Biggs (Chairman):  I am sure Gareth was not meaning that it was an easy win to massively 

increase car parking charges for its users, but anyway. 

 

Gareth Bacon (AM):  I was not meaning anything of the sort. 

 

Joanne McCartney (AM):  I just want to ask quickly about what, if any, constraints you have on a 

purely commercial decision to maximise revenue from other sources and I will give you an example 

from the last session we had.  We had the Tottenham Traders say that there was a development 

locally that they did not agree with but there is a developer coming in and that developer is actually 

asking for planning permission to put a lease from TfL which is the building they wanted to do, so I 

am wondering what constraints you have in, for example, disposing of your property to make sure it 

meets the needs in other areas, for example, younger generation, unemployment or against, even in 

this case, the traders would say damaging the local High Streets. 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes.  I think that a dialogue with the Mayor’s 

Office is essentially what we are talking about here. 

 

Joanne McCartney (AM):  That is the reason I was asking.  I am asking is there any guidance on 

that and is there any crossover?  We have the other example.  For example, advertising revenue 

during an election campaign, we had the question of whether there was going to be adverts on the 

buses which, in a purely commercial term, may not have registered but in political terms, it did. 

 

Stephen Critchley (Chief Finance Officer, TfL): Clearly, as you are more than aware, on 

advertising, what sort of advertising can be put on the network, but I think it is our political masters 

that are the constraints on that. 

 



 

 

Joanne McCartney (AM):  But at the moment, there has been no guidelines issued.  When you are 

disposing of property, is there any talk to the wider GLA about is there implications for this at all or 

not? 

 

Stephen Critchley (Chief Finance Officer, TfL):  I think it is a matter of a fairly active dialogue 

on property development.  TfL and the GLA work very closely together. 

 

John Biggs (Chairman):  There is a related issue which we have discussed at another committee of 

the Assembly which is that TfL currently does not participate in the investment programming 

decisions made corporately by the GLA and there was a view across the Assembly and across the 

parties that that was something which did need to be explored.  However, it is outside the remit of 

this committee but it might be worth parking that point. 

 

Stephen Critchley (Chief Finance Officer, TfL):  It is outside my knowledge too, so I would have 

to ask somebody else to come and to talk to you about that. 

 

John Biggs (Chairman):  Mr Gallie is coming to our rescue. 

 

David Gallie (Assistant Director of Finance GLA):  Although Chair, I understand that the Chair 

of the GLA’s Investment Programme Board (IPB) is going to invite Michelle Dicks to attend IPB 

meetings when there are relevant issues there that they will pick up those kinds of considerations.  In 

addition, you will recall the Mayor’s manifesto had an appraisal on a single property unit and that is 

in active dialogue with the functional bodies now which, of course, may help assist the management 

organisation. 

 

Stephen Critchley (Chief Finance Officer, TfL):  As well as the manifesto, that is replicated in 

the appointment letter of the Deputy Mayor for Transport. 

 

Roger Evans (AM):  Just looking at creating extra revenue opportunities, when you do a major new 

capital project in TfL, do you look at that capital project for opportunities to place retail units, for 

example, or do other things that would enable it to maybe cover part of its maintenance costs even if 

it is -- 

 

Stephen Critchley (Chief Finance Officer, TfL):  I think the answer is historically not in that way 

but prospectively very much so and that is one of the things, for instance, that we have been talking 

to Crossrail which, although it is a subsidiary, has a slightly different governance arrangement to the 

rest of TfL, about the developments there that we shouldn’t preclude opportunities for revenue 

raising within the stations, the new stations in Crossrail because it is TfL at the end of the day that 

will be responsible for letting the Crossrail operating contract. 

 

Roger Evans (AM):  Surely we should not be just saying we shouldn’t preclude them.  We should be 

actively encouraging them not only because of the money you raise but because it creates an 

atmosphere in those stations and buildings which is conducive in the welcoming -- 

 

Stephen Critchley (Chief Finance Officer, TfL):  I do not think we are at variance and perhaps 

my words were a little loose there because when I travel on say the Jubilee Line extension or even 

the new East London Line extension, you see an awful lot of bare concrete where maybe things could 



 

 

have been put which would have been attractive to people and would have raised money as well.  

Certainly looking at some of the plans for Crossrail, admittedly the plans for the Network Rail bits in 

my bit of outer London, which I am more interested in, there seems to be a lot of retail space and the 

replacement of it with offices for managers and that type of thing.  So I really think there is an 

opportunity being missed here; we accept that. 

 

John Biggs (Chairman):  I think there is a corporate assumption that a station is a pretty good 

place at which to locate commercial activity.   

 

Stephen Critchley (Chief Finance Officer, TfL):  Broadly, there is a lot of thinking going on 

about what sort of entity should a London Underground (LU) station, for instance, or any station on 

our network, be like in the future; our historical model of what it is or we ought to think more 

broadly about that which include the revenue raising opportunities that you refer to. 

 

Simon Kilonback (Group Treasurer, TfL):  The new Commercial Development Director has within 

his remit to look at those commercial opportunities as well whereas historically, the operating 

businesses made the decisions about the look and feel and shape of the station for operating 

purposes, so the appointments that have been made are being made to address the point you have 

raised. 

 

John Biggs (Chairman):  I suppose punching a bruise which was opened up by another committee, 

the idea of including TfL in the [GLA’s] Investment Programme Board is, among other things, to 

pursue that objective, joining up economic development with the transport operation.   

 

Valerie Shawcross (AM):  Two things.  One is an observation that, of course, historically the 

Underground has been very poor in terms of exploiting its opportunities.  You only have to look at 

the Jubilee Line and the vast amount of underused air space above those new stations that could yet 

be used.   

 

Stephen Knight (Deputy Chair):  Could have been flats? 

 

Valerie Shawcross (AM):  Stephen, that was a rhetorical point, I think. 

 

John Biggs (Chairman):  I think for the record, I can clarify that it was this Committee that 

recommended the IPB include TfL, so I can correct myself. 

 

Valerie Shawcross (AM):  Just a quick technical query, Stephen, because I think with your vast 

experience you are likely to be able to answer this one.  In terms of the rate of inflation that TfL 

experiences, ie the inflation within the businesses you run, how does it compare to RPI?  Is it greater 

or lesser? 

 

 Stephen Critchley (Chief Finance Officer, TfL):  Historically -- 

 

Valerie Shawcross (AM):  Recently will do. 

 

Stephen Critchley (Chief Finance Officer, TfL):  Historically, we believed it was above RPI.  More 

recently, it is more difficult to fathom to be honest because one thing that is true is over recent 



 

 

years, and this is particularly true of capital projects, the fact that we have been in recession or rolling 

along the bottom has made contractors pitch their prices very competitively.  So it is a fluctuating 

picture and there is not an off the shelf answer to that question.  Certainly in our recent forecasts, 

people’s expectation in the rise of their costs has been less than we originally expected. 

 

Valerie Shawcross (AM):  OK, thank you.  This question is actually the one I am supposed to be 

asking you, sorry, Stephen.  You mentioned undershooting on expenditure; a nice phrase, 

undershooting.  We notice that there is a considerable underspend from last year; I think 

£729 million was reported for the last financial year of which £30 million is recurrent.  So to what 

extent could recurring underspends be used to reduce the requirement for fare rises because 

£30 million, as I understand it, would be about 1% on the fares? 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes, it is a bit less than that.  It is a complicated 

story, as you will appreciate.  The vast majority of that £700 million, which is the difference between 

actual and budget, was taken account of in our updated business plan, so that is all allocated in that 

process.  The £30 million that was referred to, in my recollection, is when looking at the quarter three 

forecast, as the updated business plan was built off our forecast we did in quarter two of last year.  

The quarter three forecast showed reduced net expenditure of which £30 million per annum was 

recurring.  Now, subsequently, there was outturn for the year and quarter four showed further 

underspend but the vast majority of that was one-off items. 

 

Now, to come back to the point that I made earlier, one-off items is helpful in the sense that it is 

true savings that can be applied to stuff, but it does not provide that recurring expenditure reduction 

that is ideally what you want to support a reduction in recurring income, which is what you do if you 

reduce the level of fare increase. 

 

Valerie Shawcross (AM):  OK but the £30 million which is recurring, how does that feature in the 

conversations with the Mayor about the wriggle room he may have on the fares? 

 

Stephen Critchley (Chief Finance Officer, TfL):  To the extent that it applies to 2012/13, it is 

already built into our budget because the TfL was adopted at a later stage than the updated business 

plan and the TfL budget is built off that quarter three forecast and, therefore, has the £30 million 

built into it. 

 

Valerie Shawcross (AM):  So you are saying that would not affect, in your view, TfL’s advice that 

the fares increase should be RPI plus 2%. 

 

Stephen Critchley (Chief Finance Officer, TfL):  No. 

 

Valerie Shawcross (AM):  OK.  Looking at the Project Horizon and major savings that TfL has been 

set to achieve by 2017, which I think is an £8 billion overall accumulative target of savings; a very, 

very big exercise going on, I understand that TfL is ahead of the target in reaching those savings.  

You have two-thirds of the savings’ target achieved, so you are actually overachieving, as it were, in 

terms of hitting your milestones on savings. 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes. 

 



 

 

Valerie Shawcross (AM):  Could you consider how that overachievement in savings could also be 

played into the fares decisions?  Is there scope for greater levels of savings? 

 

Stephen Critchley (Chief Finance Officer, TfL):  Again it comes back to the extent to which they 

are non-recurring or recurring savings.  I believe a high proportion of those savings are actually one-

off savings and not recurring, but what I would say is that in addition to the programme that we have 

already of savings, we have an annual savings’ exercise that we undertake.  We are just coming 

towards the conclusion of that in respect of 2012 and the aim of that savings’ programme is to 

identify a reduction in recurring expenditure in the following years.  So what we are looking at is 

seeking to reduce recurring expenditure for 2013/14 and, therefore, by its effect being on recurring 

expenditure is sustainable into the future.  We are just coming to the end of that process and I 

expect us to report the results of that to the Finance and Policy Committee at their next meeting on 

11 July.  How that is applied is something that would create recurring expenditure savings, to the 

extent we are able to deliver them, for the Mayor to apply as he so wishes. 

 

Valerie Shawcross (AM):  So what kind of level of resource might you be looking at in terms of the 

resources liberated by this successful achievement, the earlier achievement in the savings’ targets?  

How much money is potentially paying into the Mayor’s decision? 

 

Stephen Critchley (Chief Finance Officer, TfL):  When we report, we will let you know, but it is 

not insignificant.   

 

Valerie Shawcross (AM):  Not insignificant. 

 

Stephen Critchley (Chief Finance Officer, TfL):  Yes.   

 

Valerie Shawcross (AM):  How many zeros on not insignificant? 

 

Stephen Critchley (Chief Finance Officer, TfL):  It is over £100 million a year; that sort of order. 

 

Valerie Shawcross (AM):  All right.  As it stands at the moment, those figures are not envisaged in 

the current business plan which has not yet been refreshed.  Is that right? 

 

Stephen Critchley (Chief Finance Officer, TfL): That is right but they will be incorporated as part 

of our business plan later in the year but decisions are still to be made as to how we apply them. 

 

Valerie Shawcross (AM):  Thank you very much. 

 

John Biggs (Chairman):  Project Sunrise, as I call it which follows Project Horizon of course.  Just 

to clarify this, the £30 million, you have chosen to spend this, the £30 million recurrent underspend.  

What on? 

 

Stephen Critchley (Chief Finance Officer, TfL):  I do not think it is as specific as that in the 

sense, we have adopted a new budget which takes account of a whole series of factors of which that 

is one.  I am afraid we did not go, “Oh, we have £30 million of recurring expenditure saving.  How do 

we develop that?”  It is a bottom-up process. 

 



 

 

John Biggs (Chairman):  Obviously there were options potentially involved in deciding what to do 

with that. 

 

Stephen Critchley (Chief Finance Officer, TfL):  Not a great deal in the budget process because 

essentially between the updated business plan, approved in December, and our budget approved by 

our board in March, it is essentially a refresher of the numbers based on events.  It is not based on, 

“Oh, what could we do?  What are the alternatives?”  That is the floor show of the business planning 

exercise we carry out later in the year. 

 

John Biggs (Chairman):  We thank you for your evidence.  The purpose of this session is to help 

inform a representation we make to the Mayor in preparation for his fares decision.   

 

 

 

 


