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2.4

PURPOSE AND DECISION REQUIRED

The purpose of this report is to present TfL’s Statement of Accounts for the year
ended 31 March 2008. The Board is asked to approve the Statement of
Accounts and the proposed intragroup loan arrangements outlined below.

BACKGROUND
Statement of Accounts

The Statement of Accounts at Appendix 1 has been prepared in accordance
with the provisions of the Audit Commission Act 1998 and the Accounts and
Audit Regulations 2003 (“the Regulations”). The form, content and accounting
policies followed in preparing the Statement are as prescribed in the
Regulations and by the Code of Practice on Local Authority Accounting
developed and published by the Chartered Institute of Public Finance and
Accountancy / Local Authority (Scotland) Accounts Advisory Committee
(CIPFA/LASAAC) (“the SORP”). This SORP is updated annually.

As well as prescribing the format of the Statement of Accounts, the Regulations
require that the income and expenditure account and balance sheet are
approved as soon as practicable, and in any event by 30 June 2008.

Prior to the approval, the Regulations also require that the Chief Finance Officer
signs and dates the Statement of Accounts and certifies that it presents fairly
the financial position of TfL at the end of the year to which it relates, and its
income and expenditure for the year. The auditors will also be seeking a
representation letter from the Chief Finance Officer in respect of the Statement
of Accounts.

The Statement of Accounts must be made available for public inspection for a
period of four weeks following advertisement of the inspection period. This
public inspection period commenced on 13 June 2008 and ends on 10 July
2008. Immediately following the inspection period, the auditors may receive
guestions or objections to the accounts from local government electors in
London. Should any such questions or objections be raised, these will be
reported to the Audit Committee at its next meeting. Should any matters arise
from questions or objections which require, in the opinion of the Chief Finance
Officer, a material change to the Statement of Accounts, he will seek the
approval of the Board to these changes.
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KPMG's audit work is now complete, with the exception of the post balance
sheet events review which will be concluded immediately prior to signature of
the Accounts by KPMG. KPMG's proposed audit opinion is unqualified.

The Statement of Accounts has been considered by the Audit Committee. No
significant issues were raised by Audit Committee members.

The Audit Committee also considered the Review of Governance and the
Annual Governance Statement for the year ended 31 March 2008. The Audit
Committee approved the Annual Governance Statement for signing by the
Chair of TfL and the Commissioner for inclusion in the 2007/08 accounts.

It is intended that the audit should be concluded, and the Statement of Accounts
signed, as soon as possible after the public inspection period concludes on 10
July. Itis currently anticipated that the Statement of Accounts will be
incorporated into a combined Annual Report and Accounts. This combined
document is expected to be available for Board approval in September.

Intragroup loans

The most significant change in the 2007 SORP was the implementation of the
new accounting standards dealing with financial instruments.

TfL’s practice to date has been to borrow under its prudential borrowing powers
and to allocate funds to subsidiary companies according to the value of the
projects for which those funds are used. TfL has treated these allocations as
loans for accounting purposes.

As a result of the changes in the SORP arising from the implementation of the
financial instruments accounting standards it is necessary to document the loan
arrangements in an Intragroup Loan Agreement to which relevant subsidiary
companies may be added from time to time. The Intragroup Loan Agreement
would include provision for interest to be paid, for which additional grant will be
provided to the relevant subsidiaries. There is no net impact on the reserves of
the subsidiaries or those of TfL as a result.

RECOMMENDATIONS
The Board is recommended to:

a) APPROVE the Statement of Accounts and to agree that the Chief Finance
Officer will make any adjustments arising from the ongoing work prior to the
auditors signing their opinion. Should any changes be required to the
Statement of Accounts which, in the opinion of the Chief Finance Officer,
are material, he will seek the approval of the Board to these changes.

b) APPROVE in principle the proposal that TfL enter into an Intragroup Loan
Agreement as referred to in this paper and DELEGATE to the Managing
Director, Finance and the Chief Finance Officer the authority to agree the
terms of any such agreement and any related documents they consider
necessary and to execute any such documents.
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Explanatory Foreword and Financial Review

2007/08 again saw significant passenger growth Revenue breakdown (2007/08)
across the TfL network. Passenger journeys on the
Underground grew by 5.8 per cent to 1.07 billion,
supported by a new record for the number of
kilometres operated in a year. Service demand on
the bus network reached 2.18 billion passenger
journeys for the year, and the Docklands Light
Railway (DLR) carried more than 67 million
passengers in a year.

32%

The growth in passenger numbers was reflected in
the 2007/08 revenue result, which was up 10.6 per
cent on the previous year to £3,279m. Operational
spend excluding exceptional items increased by 8.4 y
per cent to £5,022m.

e N
M Fares revenue (London Underground)

Fares revenue (bus network)

. . . B Congestion charging sch
The level of capital works being undertaken during ongesfion charging scheme

2007/08, the third year of TfL's Investment
Programme, remained high. Capital expenditure
during the year was up 16 per cent to £2,164

Rentand commercial advertising
M Fares revenue (Rail)
Otherincome

Revenue
TfL's main source of revenue is fares on the Lon
Underground and bus network, including revenue

1534 1524
1366
49 78 47 23
—
LU Surface Rail Other
Transport

2006/07 m 2007/08

The price of some bus-only tickets was reduced on
30 September 2007, reducing the average bus fare
paid overall by 4.4 per cent. Travelcard prices were
increased by 4 per cent in January 2008, broadly in
line with inflation. This increased the average
Underground fare by 2.6 per cent and the average
bus fare by 1.3 per cent.
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Explanatory Foreword and Financial Review continued

The use of Oyster PAYG fares increased from 25 Expenditure by mode (Em)
per cent of all Underground journeys at the start of

2007/08 to almost 30 per cent over the year. Cash

fare use on the Underground declined from 3.9 per V346 2561
cent to 3.6 per cent over the same period. On

buses, PAYG use increased from 14 per cent to 17 1969 2014

per cent over the year while cash fares declined from

2.4 per cent to 1.8 per cent of all journeys.

Total fares revenue on the DLR for 2007/08 was
£63m compared with £54m for 2006/07. Included in

last year's revenue is £56m collected directly by the 258 324
franchise operator. 62 123 .
[ |
LU Surface Rail Other
Operational expenditure Transport

The rise in TfL's expenditure in 2007/08 reflected the

Group’s increased level of activity during the year. 2006/07 ~ m2007/08

gfﬁ"

on Congestion Charging increased by
full year’s operation of the western
ame into effect on 19 February

Operating expenditure on the Underground

increased by 2 per cent to £2,014m. Bus net
costs increased by approximately £99m to £1,78
due to contract price inflation, service enhancem
and increase in contract performance bonuses.

's first few months of operation
resulted in additional operating expenditure of £39m.
DLR’s costs are comparable to last year.

Operating expenditure b
r

L continued its commitment to borough schemes

§gs’ at improve the quality, safety and accessibility of

~the local travelling environment by providing a total
of £179m of financial support to borough
programmes. Other financial assistance included
payments related to Taxicard.

Interest and finance charges

Interest payable has increased by £90m, reflecting
the carrying cost of increased PPP investment and
increased borrowings.

4%

Interest receivable has increased by £43m reflecting
rising interest rates and cash balances held to fund
TfL's Investment Programme.

MR unning costs
Staffcosts
B PPP maintenance, leasing and PFl charges

Financialassistance
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Explanatory Foreword and Financial Review continued

Balance sheet

Net assets increased by £337m between 31 March
2007 and 31 March 2008, largely due to an actuarial
gain of £308m on the TfL Pension Fund.

Fixed assets increased significantly, reflecting the
continuing high levels of capital expenditure. As
explained further below, £1,093m of fixed assets
were provided under the PPP contracts. This
resulted in an increase in finance lease creditors
over one year.

Capital expenditure

The third year of the Investment Programme saw
capital expenditure rise to £2,164m. Over 72 per
cent of TfL's capital expenditure during 2007/08
related to capital works being undertaken on LU’s
infrastructure.

Capital expenditure by mode (Em)

1504 1966
359
205 190
] 60 95 49
LU Surface Rail Other
Transport

2006/07 m 2007/08
e

Capital works undert ,
year included the re kilometres of track,
the completion of a furth ‘Station refurbishments
or modernisations, two new’uIIy accessible lifts at
Morden, the refurbishment or replacement of 24
escalators and two lifts and the final refurbished
District line train entering service at the end of the
year.

cos during the

Work continued on the upgrades of the Victoria,
Jubilee, Northern and Sub-surface lines. The first
new Victoria line train was delivered and has been
undergoing testing during non-passenger hours. To
facilitate the upgrade process on the line, a

programme of early closures on Monday to Thursday
evenings was in place through much of the year and
is continuing into 2008/09, supplementing the
extensive weekend closure programme.

Other works undertaken by LU during the year
included the continued development of station
upgrades, congesti i elief works and accessibility
improvements. T ew communications equipment
provided und ’ onnect PFl was commissioned

ite. On 22
{, the remainder of the existing East
was closed to facilitate the ongoing
d extension works, which will be
into the recently established London
ork when the extended line

sport, £190m was spent on capital

g: renewal works programme on the
Transport for London Road Network (TLRN); safety
mprovements to bridges and tunnels; developing

s priority systems; Congestion Charging, including
the low emission zone; work on introducing the iBus

> . . .
radio and information system; replacement of the

bus garages on the Olympics site; improving the
Blackwall Tunnel southbound; replacing the Western
Avenue Bridge on the A40; implementing walking
and cycling initiatives; traffic signal modernisation;
and improvements to road safety.

Capital expenditure of £359m was incurred by
London Rail. This includes expenditure on DLR
projects including the Stratford International
extension and capacity enhancement works to
upgrade and enhance the railway to enable three car
trains to be operated. This amount also includes
expenditure of £147m on the project to extend the
East London Line..This is in addition to expenditure
of £65m incurred by London Underground.

Transport for London Statement of Accounts for the year ended 31 March 2008 3



Explanatory Foreword and Financial Review continued

Financing

TfL raised further funds during the year from a
variety of sources to support its Investment
Programme.

Set out below is a table summarising movements in
long-term borrowing in the year. In addition to the
sources of financing in the table below, other
sources of financing include the PPP and PFls (see
also Notes 16 and 17 to the accounts).

Movement in long-term borrowing

£m
Opening borrowing 1,350
at 1 April 2007
European 112 | The third instalment of a total
Investment Bank facility of £450m to. -
facility down over five year

has an interest rate o
cent fixed for the full loa
amount. Repayment is
pents from Ma

Public Works Loan
Board é

amounted to £1,903m. The average yield from TfL's
cash investments for 2007/08 was 5.87 per cent.
Most of the cash is represented by reserves and
borrowing earmarked to fund TfL’s future Investment
Programme.

Pensions

The majority of TfL's employees are members of the
TfL Pension Fund. Over the past year, the fair value
of the assets of the Public Sector Section of the TfL
Pension Fund has reduced slightly. However, there
has been a significant reduction in the actuarial
value of future liabili and as a consequence the
deficit of pension s¢ assets over future
liabilities has by almost £341m.

In addit . 2008 the Group had future
i pension arrangements of

rospects and outlook

Passengers

London’s population continues to rise, with the
population forecast to increase from 7.5 million in
2005 to more than 8.1 million by 2016 and to 8.3
million by 2025. Employment in the capital is
forecast to grow in line, with the number of jobs in
the capital anticipated to grow by 400,000 jobs by
2016, with a further 500,000 by 2025.

On the Underground, TfL will deliver substantial
improvements. There will be an estimated overall
reduction in average journey time and an estimated
25 per cent increase in capacity across the network
by 2020.

Public transport trips are predicted to increase from
around 9.2 million trips per day to over 13 million
trips per day by 2025.

4  Transport for London Statement of Accounts for the year ended 31 March 2008



Explanatory Foreword and Financial Review continued

Fares policy

Fare decisions are taken by the Mayor. The Mayor On 5 October 2007, the Prime Minister formally gave
reduced bus fares in September which saw the price the go ahead to the Crossrail project, a £16bn

of a single Oyster card bus journey fall from £1 to investment in a new rail route across London. This
90p. The annual fare package in January preserved will deliver a 10 per cent increase in public transport
Oyster card bus journeys at 90p with the wider fare capacity and is expected to contribute £37bn to UK
package increasing in line with RPI. GDP over the next 60 years.

Revenue pressures

The risk of an economic downturn may adversely
affect TfL revenues, principally fares income. If fare
income is lower than anticipated, the future spending
profile will be varied to ensure that financial balance
is maintained.

Cost pressures

TfL's operations and ongoing Investment
Programme are subject to a range of potential ¢
pressures which could possibly arise.

it'has confirmed its funding agreement
ering the next ten years, agreeing a total

These include: ' G rossrail project.

Asset renewal
Unforeseen costs of bringing trg , \ nto PPP Administration on 18 July

as roads and the Undergrourid it . PP contracts with Metronet included Put
repair. The management.¢ ¢ Option Agreements which enabled the lenders to
contracts was brought Metronet to receive payment from London

savings are being gener
February 2008, the Put Options were exercised and
on 12 February 2008, London Underground paid
£1.7bn in settlement of its obligations hereunder.

Legislative compli

TfL received a revenue grant of £1.7bn from the
Department for Transport in order to settle the Put
Options.

On 27 May 2008, two nominee companies,
subsidiaries of Transport Trading Limited, acquired
the business, assets and certain liabilities of

This has had a po
energy bill.

Terrorism Metronet. The full impact of the transaction will be
Terrorism-related and increased security costs. reflected in the 2008/09 Accounts.

Construction capacity Treasury risk management

Increased costs associated with a shortage in The Board approves prudent treasury policies that
construction capacity. comply both with the principles of the CIPFA
Capital investment Prudential Code and investment guidance issued by

the Secretary of State under Section 15 (1) (a) of the
Local Government Act 2003.

TfL is currently investing £13bn in enlarging and
upgrading the TfL network and delivering the key
projects to meet the transport needs of the London
2012 Olympic and Paralympic Games.

Transport for London Statement of Accounts for the year ended 31 March 2008 5



Explanatory Foreword and Financial Review continued

Senior management directly controls day-to-day
treasury operations. The Finance Committee is the
primary forum for discussing the annual treasury
investment strategy and policy matters and for
submitting proposals to the Board.

Treasury operates on a centralised, non-speculative
risk basis. Its purpose is to identify and mitigate
residual treasury-related financial risks inherent to
the Group's business operations.

TfL has considered the implications of its overall
asset and liability management, with analysis
continuing on its overall exposure to inflation and
interest rates as they affect its commercial markets
(passenger levels, fare revenues and costs) and in
its financial activities (financial costs and investment
returns on cash balances).

The results of this analysis have not led to sig
changes in the recommended treasury manage
strategy (long-term fixed-rate debt and

short/medium-term cash investments with institut

non-perform financial
inancial limits
to any one party i rating. The
minimum limit is Al ial limit of £60m —
the maximum is AAA wit it of £200m. Credit
ratings are obtained from Moody’s Corporation and
are kept under constant review. These ratings are

cross-checked to those of other rating agencies.

Funding and liquidity

To ensure continuity of affordable funding, debt
maturities are spread over a range of dates which
broadly equate to the lives of assets purchased with
the proceeds of debt. This approach ensures that
the Group debt service is not exposed to excessive
repayment risk in any one year. The maturity profile

of debt outstanding at 31 March 2008 is set out in
Note 17 to the accounts. Due to the size and long-
term nature of future commitments, significant cash
balances are held to mitigate the risk of any future
restriction of access to funds.

Interest rates

The TfL Board has a
minimum of 50 pet
forecast debt, Tt

ved parameters of a
fixed-rate on existing and
portion of fixed-rate debt

r end was 100 per cent. Cash

1999 (GLA Act 1999). It is a functional
Sreater London Authority (GLA) and

Ure:is complex in comparison to that
uthorities and comprises:

the Corporation, which is made up of London
Streets, the Public Carriage Office and the
corporate centre which, for legal and accounting
purposes, constitutes TfL

the TfL Group, which is made up of the
Corporation and its subsidiaries as set out in
Note 11

Under the GLA Act 1999, the Corporation is treated
as a Local Authority for accounting purposes and the
Statement of Accounts, which includes the individual
financial statements of the Corporation, has been
prepared in accordance with the Code of Practice on
Local Authority Accounting in the United Kingdom
2007: A Statement of Recommended Practice
(SORP).

TfL's subsidiaries are subject to the accounting
requirements of the Companies Act 1985 (as
amended) and separate statutory accounts are
prepared for each subsidiary and for the Transport
Trading Limited Group (TTL Group). The financial
statements for the TfL Group, which consolidate the
accounts of the Corporation and its subsidiaries on
the basis set out in the statement of accounting
policies (paragraph d), are also presented alongside
the financial statements of the Corporation.

6  Transport for London Statement of Accounts for the year ended 31 March 2008



Explanatory Foreword and Financial Review continued

The Statement of Accounts comprises:

¢ the Corporation income and expenditure
account, statement of movement on general
fund balance, statement of total recognised
gains and losses, balance sheet, cash flow
statement

e the statement of accounting policies
e statement of responsibilities for the accounts

e notes to the Corporation financial statements

The Group Accounts comprise:

e the Group income and expenditure account,
statement of total recognised gains and losses,
balance sheet and cash flow statement

isingle entity income and
nt surplus or deficit to the

e reconciliation
expenditure

Group’ relate to

Transport for London Statement of Accounts for the year ended 31 March 2008 7



Statement of Responsibilities for the Accounts

The Corporation is required to:

e make arrangements for the proper
administration of its financial affairs and to
secure that one of its officers (its Chief Finance
Officer) has responsibility for the administration
of those affairs;

e manage its affairs to secure economic, efficient
and effective use of resources and safeguard its
assets.

The Chief Finance Officer is responsible for the
preparation of the Statement of Accounts for the
Corporation and the Group which, in the terms of the
SORP, is required to present fairly the financial

position of the Corporation and Group at the

accounting date and the income and expenditure for
the year ended 31 March.

In preparing this Statement of Accounts | ce
| have:

e selected suitable accounting policies an

applied them consistently;

e made judgements and esti

Stephen Crit
Chief Finance Offi
25 June 2008
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Annual Governance Statement

Scope of responsibility

Transport for London (TfL) is responsible for
ensuring that its business is conducted in
accordance with the law and proper standards,
and that public money is safeguarded and
properly accounted for, and used economically,
efficiently and effectively. TfL also has a duty
under the Local Government Act 1999 to make
arrangements to secure continuous improvement
in the way in which its functions are exercised,
having regard to a combination of economy,
efficiency and effectiveness.

In discharging this overall responsibility, TfL is
responsible for putting in place proper
arrangements for the governance of its affairs
and facilitating the effective exercise of its
functions, which includes arrangements for the
management of risk.

TfL has approved and adopted a revised Co
Governance, which is consistent with the
principles of the revised CIPFA/ SOLACE
Framework Delivering Goo
Government.

A copy of the TfL

Internal Control.

The purpose of the governance framework
The governance framework comprises the
systems and processes, and culture and values,
by which TfL is directed and controlled and its
activities through which it accounts to, engages
with and leads the community. It enables TfL to
monitor the achievement of its strategic
objectives and to consider whether those
objectives have led to the delivery of appropriate,
cost-effective services.

The system of internal control is a significant part
of that framework and is designed to manage risk
to a reasonable level. It cannot eliminate all risk
of failure to achieve policies, aims and objectives
and can therefore only provide reasonable and
not absolute assurance of effectiveness. The
system of internal control is based on an ongoing
process designed tg tify and prioritise the
risks to the ach t of TfL’s policies, aims
and objective aluate the likelihood of those
d the impact should they

nce framework

points the TfL Board. The Board
rees TfL’s strategic direction
rformance of the executive
missioner of TfL, advised by his
Chief Officers, is responsible and accountable for
the delivery of the day to day operations of TfL.
The Board has four committees:

e Finance

e Audit

e Remuneration

e Safety, Health and Environment

There are five advisory panels, made up of Board
members and senior staff, who provide strategic
advice to the Commissioner on the development
and execution of policy in TfL:

e Rail Transport;

e Surface Transport;

¢ London Underground;

e Corporate and Equalities; and

e Strategic Planning.

The Audit Committee has responsibility for
overseeing corporate governance in TfL. It has
received reports on the implementation of the TfL
Code of Governance, the Annual Governance
Statement contained in these accounts and the
results of the compliance review, and is
responsible for the annual assurance process.

Transport for London Statement of Accounts for the year ended 31 March 2008 9



Annual Governance Statement continued

General Counsel has responsibility for the
operation of the TfL Code of Governance. The
Director of Internal Audit comments annually on
the adequacy and effectiveness of the TfL Code
of Governance and the extent of TfL's compliance
with it.

TfL is working to ensure that good governance is
fully incorporated into the culture of the
organisation, is applied within the management
processes and is transparent to all stakeholders.
The mechanisms through which this is done are
described below.

TfL identifies and communicates its vision of its
purpose and intended outcomes for citizens and
service users through the following:

e |ts contribution to the Mayor’s Transport
Strategy which contains his propo
TiL reflecting national and local p

e T2025 which provides a long term
perspective of transport trends in
London;

e The Budget and B
reflects its priori
maximise its

e  Setting and

targets;

rcial confidenti

ices for users,
cordance with
represent the best

TfL measures th

ensures they are d
TfL's objectives and that I
use of resources by having:

e Systems for providing sound
management information;

e Comprehensive performance plans;

e Monitoring and reporting arrangements
for performance against agreed targets
and forecasts;

e Arrangements to identify and deal with
failure in service delivery; and

e A scrutiny function for its Investment
Programme which encourages
constructive challenge and enhances
TfL’s performance overall.

TfL defines and documents the roles and
responsibilities of decision-makers with clear
delegation arrang and protocols for
effective com tion by having:

ed Scheme of Delegation

onduct, defining the standards

smbers and staff by:

g it is an organisation that has a
climate of openness, support and
respect;

¢ Having standards of conduct expected of
Members and staff;

e Having arrangements to ensure that
Board Members and employees are not
influenced by prejudice, bias or conflicts
of interest;

e Developing and maintaining shared
values including leadership values and
communicating these;

e Having targets for performance in the
delivery of services; and

e Using its shared values to act as a guide
for decision making and as a basis for
developing positive and trusting
relationships.

10 Transport for London Statement of Accounts for the year ended 31 March 2008



Annual Governance Statement continued

TfL reviews and updates Standing Orders,
Standing Financial Instructions, its
Scheme of Delegation and supporting procedure
notes/manuals, which clearly define how
decisions are taken and the processes and
controls required to manage risks by:

e Having a clear hierarchy of governance
documentation whose components are
regularly reviewed;

e Maintaining and monitoring processes for
the taking of significant decisions;

e Maintaining robust systems for
identifying and evaluating significant
risks and a risk management framework;

e Maintaining an effective risk
management system; and

e Ensuring that risk management is
embedded into its culture, with Boa
Members and managers at all Ievé
recognising that risk management is
of their role.

TfL ensures that the core fu
Committee are delivered

Identifying a senior manager who is
made responsible for ensuring that
appropriate advice is given in financial
matters, for keeping proper financial
records and accounts and for
maintaining an effective system of

al control;

at a senior manager is

for activities being
appropriately authorised

e legal or financial implications is
ilable and recorded.

accessible arrangements are in place for
making, receiving and dealing with
complaints; and

Ensuring that arrangements are in place
for whistle-blowing to which staff and
those contracting with TfL have access.

TfL identifies the development needs of Board
Members and senior officers in relation to their
strategic roles, supported by appropriate training

assessment of th
ing TfL;

which is

Committee for

Internal Audit Plan;

ttee monitoring the
performance of the external auditors; and

e Monitoring the performance and training
needs of the Audit Committee.

the delivery

TfL ensures compliance with relevant laws, internal
policies and procedures, and that expenditure is
lawful by:
e Ensuring that activities are fully
documented, appropriately authorised
and lawful;

by:

Ensuring that Board Members and senior
officers have the skills, resources and
support to perform effectively in their
roles and that these roles are properly
understood throughout TfL;

Ensuring that Board Members and Chief
Officers are provided with the necessary
training to perform their roles; and
Assessing the skills required by
Members and officers and making a
commitment to develop those skills to
enable roles to be carried out effectively.

Transport for London Statement of Accounts for the year ended 31 March 2008 11



Annual Governance Statement continued

TfL establishes clear channels of communication
with all sections of the community and other
stakeholders, ensuring accountability and
encouraging open consultation by:

e Having in place arrangements designed
to encourage individuals and groups
from all sections of the community to
engage with, contribute to and participate
in the work of TfL;

e Having a policy on the types of issues it
will consult on or engage with the public
and service users about, including a
feedback mechanism for those
consultees to demonstrate what has
changed as a result;

e Making clear to staff and the public what
it is accountable for and to whom;

e  Publishing, publicising and makin
generally available an Annual Rep
soon as reasonably practicable afte
financial year end; and

o  Co-operating with ap

to engage
ic effectively;

, sses, community and
voluntary groups to ensure they are able
to interact with TfL on matters of mutual
interest.

Review of effectiveness

TfL has responsibility for conducting, at least
annually, a review of the effectiveness of its
governance framework including the system of
internal control. The review of effectiveness is
informed by the work of the senior managers
within TfL who have responsibility for the

development and maintenance of the governance
environment, the Director of Internal Audit's
annual report and also by comments made by the
external auditors and other review agencies and
inspectorates.

TfL’s General Co
overseeing the

1as the responsibility for
entation and monitoring

annually to the Audit

Ssary to maintain it al
tiveness in practice.

ts annually

Significant governance issues
ollowing the Mayoral election on 1 May, Boris

" Johnson became Mayor of London. This is the

first time that there has been a change of Mayor.
Appropriate steps will be taken to address
governance issues consequent on the change of
Mayor as they arise.

Preparatory work has been undertaken for the
transfer to TfL in 2008/09 of the activities formerly
undertaken by Metronet to ensure that the
transferred activities are brought within the
governance framework.

Following the Crossrail Bill receiving Royal
Assent TfL will assume responsibility for building
and managing the operation of the new line and
TfL will have appropriate governance
arrangements in place in relation to this.

12 Transport for London Statement of Accounts for the year ended 31 March 2008



Annual Governance Statement continued

TfL will also be ensuring that adequate
governance arrangements are in place in relation
to the establishment of the London Transport
Museum as a charity and the operation of
Tramtrack Croydon Limited on transfer to TfL.

We propose over the coming year to take steps to
address the above matters and to continue to
enhance our governance arrangements. We are
satisfied that these steps will address the need
for improvements that were identified in our
review of effectiveness and will monitor their
implementation and operation as part of our next
annual review.

Signed: ..o,

Chair of TfL Board

Signed: ........ccccvieennn

Commissioner

Transport for London Statement of Accounts for the year ended 31 March 2008 13



Independent Audit Report to Transport for London

Opinion on the financial statements

We have audited the financial statements of Transport for London (‘the Corporation’) and the Transport for London
Group (‘the Group’) which comprise the Explanatory Foreword, Income and Expenditure Account, Statement of
Movement on the General Fund Balance, the Statement of Total Recognised Gains and Losses, the Balance
Sheet, the Cash Flow Statement and the related notes. These financial statements have been prepared under the
accounting policies set out within them.

Il of the Audit Commission
for London those matters we
st extent permitted by law, we
‘body, for our audit work,

This report is made solely to Transport for London, as a body, in accordance
Act 1998. Our audit work has been undertaken so that we might stateto T
are required to state to it in an auditor’s report and for no other purpose
do not accept or assume responsibility to anyone other than Transpor
for this report, or for the opinions we have formed. -

Respective Responsibilities of the Chief Finance Officer,
The Chief Finance Officer’s responsibilities for preparing t% i
laws and regulations and the Statement of Recommended P N ycal Authority Accounting in the United

Kingdom 2007 are set out in the Statement of Responsibilities.

Our responsibility is to audit the financial state i vant legal and regulatory requirements
and the International Standards on Auditing (U

We report to you our opinion as i men pt.fairly the financial position of the
Corporation and the Group i . i ice : s and the Statement of

ment: Meeting the Requirements of the Accounts
tif it does not comply with proper practices specified

tatements. ¥ red to consider, nor have we considered, whether the Statement covers
controls, or to 0  the effectiveness of the Corporation’s corporate governance

14  Transport for London Statement of Accounts for the year ended 31 March 2008



Independent Audit Report to Transport for London
continued

Basis of audit opinion

We conducted our audit in accordance with the Audit Commission Act 1998, the Code of Audit Practice issued by
the Audit Commission and International Standards on Auditing (UK and Ireland) issued by the Auditing Practices
Board.

disclosures in the financial
nients made by the Corporation
s are appropriate to the

An audit includes examination, on a test basis, of evidence relevant to the amo
statements. It also includes an assessment of the significant estimates and j
in the preparation of the financial statements, and of whether the accounti
Corporation and the Group’s circumstances, consistently applied and

We planned and performed our audit so as to obtain all the info n and explanatio ich we considered
necessary in order to provide us with sufficient evidence to give fs
statements are free from material misstatement, whether ror. In forming

our opinion, we evaluated the overall adequacy of the pr
Opinion

In our opinion the financial statements prese
Statement of Recommended Practice on Local
position of the Corporation and the Group as at 3
ended.
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Independent Audit Report to Transport for London
continued

Conclusion on arrangements for securing economy, efficiency and effectiveness in the use of resources
The Corporation’s Responsibilities

The Corporation is responsible for putting in place proper arrangements to secure economy, efficiency and
effectiveness in its use of resources, to ensure proper stewardship and governance, and to regularly review the
adequacy and effectiveness of these arrangements.

Under the Local Government Act 1999, the Corporation is required to prep publish a best value
performance plan summarising the Corporation’s assessment of its per position in relation to its
statutory duty to make arrangements to ensure continuous improvement ji ich its functions are

We are required by the Audit Commission Act 1998 to be er a made by

the Corporation for securing economy, efficiency and effectiv of resources. The Code of Audit
Practice issued by the Audit Commission requires us to report t ' onclusion in relation to proper

arrangements, having regard to relevant crit ifi mmission for other local government
bodies. We report if significant matters have event us from concluding that the
Corporation has made such proper arrangements. v : i ider, nor have we considered,

whether all aspects of the Corporation’s arrangemen iency and effectiveness in its
use of resources are operating i . .
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Independent Audit Report to Transport for London
continued

Conclusion

We have undertaken our audit in accordance with the Code of Audit Practice and we are satisfied that, having
regard to the criteria for other local government bodies specified by the Audit Commission, in all significant
respects, the Corporation made proper arrangements to secure economy, efficiency and effectiveness in its use of
resources for the year ended 31 March 2008.

Best Value Performance Plan

We issued our statutory report on the audit of the Corporation’s best val
2007/08 on 12 November 2007. We did not identify any matters to be
make any recommendations on procedures in relation to the plan

ce plan for the financial year
orporation and did not

Certificate

We certify that we have completed the audit of the accou
Commission Act 1998 and the Code of Audit Practice issued

KPMG LLP
Chartered Accountants
London

XX July 2008 4
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Group Income and Expenditure Account

Group Group
Note 2007/08 2006/07
£m £m
Highways, roads and transport services
Expenditure 3 5,022.2 4,634.7
Exceptional items 5 1,958.7 -

.6,980.9 4,634.7

Revenue (3,278.8) (2,965.6)
Depreciation net of associated amortisation of deferred capital grants, 235.8
Amortisation of deferred capital grants to fund deferred charges -

Net cost of services before joint venture 1,904.9
Share of the operating result of joint venture company 47.5
Net cost of services 1,952.4
Loss on disposal of assets 29.5 23.6
Net losses on financial instruments 175.8 129.0
Pensions interest cost and expected return o (18.8) (23.9)
Net operating expenditure 4,036.7 2,081.1
Revenue transport grant f P 6a (2,220.2) (1,979.8)
Other grant to fund ex 5, 6a (1,700.0) -

Other revenue grant ¢ , 6b (120.0) (44.2)
Precept (12.0) (12.0)
(Surplus)/ds g (15.5) 45.1
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Corporation Income and Expenditure Account

Highways, roads and transport services

Expenditure

Exceptional items

Grant funding of subsidiaries and joint venture for operations

Grant funding of subsidiary to fund exceptional items

Revenue

Depreciation net of associated amortisation of deferred capital g

Amortisation of deferred capital grants to fund deferred ch

Net cost of services

Loss/(profit) on disposal of assets

Net gains on financial instruments

Pensions interest cost and expected return

Net operating expenditure

Revenue transport grant for op
Other grant to fund excepti
Other revenue grant "

Precept

Surplus for the year

Corporation Corporation

2007/08 2006/07

Not £m £m
e

3 1,018.4 911.2

5 . 209.9 -
" 14770 1,340.7
1,748.8 -
(442.8) (337.2)
. 108.7 98.2

2,012.9

(0.5)

(70.2) (32.3)

0.1 0.2

3,921.8 1,980.3

(2,220.2) (1,979.8)
(1,700.0) -

6b (67.5) (15.8)

(12.0) (12.0)

(77.9) (27.3)
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Statement of Movement on the General Fund Balance

This statement shows how the surplus on the Corporation’s Income and Expenditure Account for the year
reconciles to the surplus for the year on the General Fund. Note 22 to the Statement of Accounts explains
the significance of the General Fund and the reconciliation statement.

Corporation Corporation
2007/08 2006/07

Note £m £m

Transfer of the surplus for the year on the Income and

Expenditure Account (27.3)
Net additional amount required by statute or non-statutory

proper practice to be taken into account when determining

the surplus or deficit on the General Fund for the year 27.0
General Fund surplus for the year (0.3)

Group Group

2007/08 2006/07

£m £m

(77.9) (27.3)

92.0 105.5

(29.6) (33.1)

Group Account (surp : e;‘icit for the year (15.5) 45.1
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Statements of Total Recognised Gains and Losses

Group Group
2007/08 2006/07
Note £m £m
(Surplus)/deficit on the Income and Expenditure Account for the year 4 (15.5) 451
Gain arising on the revaluation of fixed assets (9.4) (103.2)
Revaluation realisation adjustment “éé - (0.8)
Actuarial (gain)/loss on pension assets and liabilities 7 200 210.9
Total recognised (gains)/losses for the year 21 152.0
Corporation Corporation
2007/08 2006/07
£m £m
(77.9) (27.3)
2.6 (19.1)
4.1) (4.0
1.2 -
(78.2) (50.4)
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Group and Corporation Balance Sheets

as at 31 March

Tangible fixed assets
Infrastructure and other property
Rolling stock

Plant and equipment
Non-operational assets

Total tangible fixed assets
Investment in subsidiaries and joint venture
Long term debtors

Total long term assets

Current assets

Stocks

Debtors

Short-term investments
Cash at bank and in hand

Total current assets

Current liabilities

Creditors: amounts falling due within one year

Total current liabilities
Net current assets

Total assets less current li
Creditors: amounts fallin
Provisions for liabilities

Borrowings due after more-tl
Net assets excluding gran

Capital and
General fund

Other reserves

Total capital employed

These accounts were approved
by the Board on 25 June 2008

Note

10a,b
11
13

21

Group Group Corporation Corporation
2008 2007 2008 2007
£m £m £m £m
13,272.7 12,485.9 2,033.9 2,126.5
1,374.5 1,366.6 - -
496.1 493.7 146.3 162.5
1,572.6 1,003.1 193.6 180.7
16,715.9 2,373.8 2,469.7
- 22,5 225
- 1,322.2 -
16,715.9 3,718.5 2,492.2
1.9
751.7
1,970.6
3.3
2,727.5
(470.5) (456.9)
(470.5) (456.9)
1,707.9 2,270.6
930.3 5,426.4 4,762.8
(2,064.1) (6.3) (5.7)
(248.2) (80.6) (90.4)
(1,349.8) (1,950.0) (1,349.8)
12,268.2 3,389.5 3,316.9
(6,845.1) (417.6) (419.1)
5,423.1 2,971.9 2,897.8
(606.8) (948.2) (10.1) (14.2)
4,811.6 4,474.9 2,961.8 2,883.6
161.6 147.8 161.6 147.8
1,442.8 1,299.8 1,442.8 1,299.8
3,207.2 3,027.3 1,357.4 1,436.0
4,811.6 4,474.9 2,961.8 2,883.6

Boris Johnson

Chair of the TfL Board
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Cash Flow Statements

Group Group Corporation Corporation
Reconciliation of net cost of services to net cash 2007/08 2006/07 2007/08 2006/07
inflow/(outflow) from revenue activities Note £m £m £m £m
Net cost of services (3,797.7) (1,904.9) (3,970.0) (2,012.9)
Transport revenue grant 6a 3,920.2 1,979.8 3,920.2 1,979.8
Other revenue grant 44.0 15.8 44.0 15.8
Precept 12.0 12.0 12.0
Grants to joint venture company - - -
Depreciation net of associated release of deferred grants 108.7 98.2
Amortisation of deferred capital grant to fund deferred charges (150.0) -
Decrease/(increase) in stocks (0.2) 0.6
Increase in debtors (111.7) (11.8)
Increase in amounts due to subsidiary companies 221 102.7
Increase in creditors due within one year 27.2 26.4
Increase in creditors due after more than one year 4 1.0
Increase/(decrease) in provisions for liabilities and charges (29.1)
(Decrease)/increase in pension and post-retirement liabilities - 0.2
Net cash inflow/(outflow) from revenue acti (103.0) 192.9
Returns on investments and servicing of finance
Finance lease charges . - -
Interest paid and similar charge , . (32.6) (75.1) (32.6)
Interest received and invest 99.2 61.1 129.5 60.0
(191.6) (133.8) 54.4 27.4
Capital activities
Transport capital grant %_’g& 312.2 410.5 312.2 410.5
Third party con ‘ 163.5 163.1 4.7 7.9
Grants to : ~
exp - - (260.7) (345.9)
(1,005.5) (736.2) (189.6) (262.5)
97.8 30.2 81.1 10.0
(432.0) (132.4) (52.3) (180.0)
(372.4) 84.3 (100.9) 40.3
Management of liquid-ze :
Decrease/(increase) in shor investments 134.3 (341.2) 137.9 (337.7)
Financing
Capital element of finance lease payments (352.3) (347.6) - -
Increase in loans to subsidiary companies - - (636.9) (306.8)
Increase in borrowings due after more than one year 600.0 604.0 600.0 604.0
247.7 256.4 (36.9) 297.2
Increase/(decrease) in cash 9.6 (0.5) 0.1 (0.2)
Transport for London Statement of Accounts for the year ended 31 March 2008 23



Notes to the cash flow statements

a) Cash flow statements: reconciliation with the accounts

Group Group Corporation Corporation
2007/08 2006/07 2007/08 2006/07
Capital expenditure Note £m £m £m £m
Additions to fixed assets 10a, b (2,163.7) (1,863.7) (175.9) (233.9)
Decrease/(increase) in debtors 0.1 1.7 (1.2) 1.8
Increase/(decrease) in creditors due within one year 69.8 14.0 (8.2) (23.9)
Increase in creditors due after one year 0.3 0.4 -
Additions under finance lease arrangements 1,093.1 - -
Decrease in provisions and other items (5.1) (4.8) (7.0)
Capital expenditure per cash flow statement (1,005.5) (189.6) (262.5)
Group Corporation Corporation
2007/08 2006/07
Contributions from third parties for capital expenditure £m £m
Third party contributions and other grant funding 7.9
Decrease in debtors 4 -
Contributions from third parties per cash flow statement 7.9
b) Analysis of change in net debt
Movement At 31 March
2008
Group £m £m
Cash at bank and in hand 9.6 33.1
Investments 2,004.3 (134.3) 1,870.0
Borrowings due after m (1,349.8) (600.2) (1,950.0)
Finance lease obligations (2,569.8) (740.8) (3,310.6)
Total of net debt y (1,891.8) (1,465.7) (3,357.5)
. §
Corporatio . §
Cash 14 3.3 0.1 3.4
Inve 16b 1,970.6 (137.9) 1,832.7
Borrowir P 16b (1,349.8) (600.2) (1,950.0)
Total of ne ] ’ 624.1 (738.0) (113.9)
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Statement of Accounting Policies

a) Code of practice

The accounts have been prepared in accordance with the Code of Practice on Local Authority Accounting in
the United Kingdom 2007 (‘the SORP’), developed by the Chartered Institute of Public Finance and
Accountancy (CIPFA) and the Local Authority (Scotland) Accounts Advisory Committee (LASAAC) Joint
Committee and approved by the Accounting Standards Board.

b) Changes in accounting policies
The 2007 SORP introduced two major changes to the accounts for local au
starting on or after 1 April 2007.

for accounting periods

The fixed asset restatement account and the capital financing accou en replaced by a revaluation

TfL is able to accurately reconstruct the ope reserve. In order to ensure
consistent accounting policies across the Grou ' )
has established a revaluation re
Asset Restatement Accou
were transferred to the

n. The balance of the Fixed
on the Capital Financing Account

1e requirements:of FRS 26 Financial Instrument: Recognition and
{ tation and FRS 29 Financial Instruments: Disclosures.

d) Basis of prepara up accounts
The SORP requires localatithorities with, in aggregate, material interests in subsidiary and associated
companies and joint ventures, to prepare group accounts consistent with UK GAAP.

The group accounts presented with the Corporation's accounts consolidate the individual accounts of
Transport for London and its subsidiary undertakings.

A joint venture is an entity in which the Group has a long term interest and shares control with one or more

co-venturers. The joint venture is included in the Group's balance sheet using the gross equity method,
which records the Group's share of gross assets and gross liabilities.
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Statement of Accounting Policies

d) Basis of preparation of group accounts continued

Merger accounting principles are applied where transfers into the Group of subsidiary undertakings,
including statutory transfers, have the characteristics of group reconstructions in accordance with Financial
Reporting Standard 6 — Acquisitions and Mergers. With merger accounting, the carrying values of the assets
and liabilities of the parties to the combination are not required to be adjusted to fair value on consolidation,
although appropriate adjustments are made to achieve uniformity of accounting policies where necessary.

In other cases, the acquisition method of accounting is adopted. Under this
and liabilities of an acquired entity are recorded at their fair values at the
subsidiary undertakings acquired or disposed of are included in the G
from the date of acquisition until the date of disposal.

, the identifiable assets
acquisition. The results of
me and expenditure account

e) Revenue recognition and expenditure

The accounts reflect the accruals concept whereby debt
for goods and services supplied but not paid for at 31
the value of sales of services or goods in the normal co
Revenue earned by franchisees, or contractors, providing

with the franchisee.

f) Grants and other funding

e The element used to
descri ow; and

In the acco roup, grants applied for revenue purposes are accounted for in

the year in on with other income, and are credited to the income and expenditure
account.

Grants and other col capital expenditure are accounted for on an accruals basis and recognised
in the accounts when t tions for their receipt have been complied with and there is reasonable

assurance that the grant or contribution will be received.

Where expenditure on fixed assets is financed either wholly or partly by grants or other contributions, the
amount of the grant is credited initially to the deferred capital grants account. Amounts are released over the
useful life of the asset to match the depreciation on the asset to which it relates. These amounts are
deducted from depreciation on the face of the income and expenditure accounts.
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Statement of Accounting Policies

g) Borrowings

Long term borrowings are carried in the Corporation and Group balance sheets net of discounts and issue
costs. These discounts and issue costs are amortised to revenue over the duration of the debt. In the
income and expenditure accounts, this charge is made through interest payable.

The Corporation is required to make a minimum revenue provision (MRP) for the repayment of outstanding
debt determinable under the Local Government Act 2003.

h) Tangible fixed assets
All expenditure (excluding routine repairs and maintenance) on the acq
expenditure which significantly adds to the value, capacity in use, o

of capital assets, or
iomic life of existing assets,

Operational assets %%
Infrastructure consists of roads, tunnels, viaducts, bridg tati i ions and
stands. Infrastructure, rolling stock and equipment are carri air value when transferred to the
Group, together with the cost of subseque have been calculated on the basis of
depreciated replacement cost. London Unde ried at the estimated cost of modern
equivalent assets as at 31 March 1998, toge t additions, written down to
reflect their remaining estimated useful lives xcavati tations, and embankments
entering service in LU prior to 1 Apri 1 there are no records of their historical

ops, residential property and disused operational property awaiting

| and assets under construction. The investment properties and
ilued like other property but with additional consideration of alternative
uses. Assets unde re carried at historical cost and are not depreciated until they come into

use.
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Statement of Accounting Policies

h) Tangible fixed assets continued

Depreciation
Assets are depreciated on a straight-line basis over their estimated useful lives, which are reviewed
regularly, and which for the major categories fall in the following ranges:

Tunnels and embankments up to 100 years Bridges and viaducts,
Track up to 50 years Road pavement

up to 100 years
up to 15 years

Road foundations up to 50 years Signalling 15-40 years
Stations up to 50 years Other pro 20-50 years
Rolling stock 30-50 years Lifts an 25-40 years
Plant and equipment 3-40 years

Leasehold properties are amortised over the shorter of th
disposal is not depreciated.

ty awaiting

The accounting policy for assets held under the London
in paragraph s) below.

i) Stocks

Stocks consist primarily of fuel, uniforms, and , ‘operation and maintenance of
infrastructure. Stocks are included in the balan C isian for obsolescence. Equipment
and materials held for use in as€apital:programm r sistock until they are issued to the

i) Debts outstanding.
Provision is made for b
services.

exists at the balanc r where the liability cannot be reliably estimated, no provision is made and
a contingent liability is* in the accounts. Contingent liabilities are monitored to ensure that, where a
possible obligation has me probable or a transfer of economic benefits has become probable, a
provision is made. The Statement of Accounts includes provisions based on management's best estimate of
the outcome of these uncertainties (see Note 18).

I) Financial liabilities

Financial liabilities are initially measured at fair value and carried at their amortised cost. Annual charges to
the income and expenditure account for interest payable are based on the carrying amount of the liability,
multiplied by the effective rate of interest for the instrument.
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Statement of Accounting Policies

I) Financial liabilities continued

Instruments entered into before 1 April 2006

There are a number of financial guarantees, referred to in Note 29, that are not required to be accounted for
as financial instruments. They are reflected in the statement of accounts to the extent that provisions are
required or a contingent liability note is needed under the policies set out in paragraph k).

m) Financial assets
Financial assets are classified into two types:
¢ loans and receivables — assets that have fixed or determinable p
active market
e available-for-sale assets — assets that have a quoted mar
determinable payments

s but are not quoted in an

do not have fixed or

Loans and receivables
Loans and receivables are initially measured at fair va
to the income and expenditure account for interest receiv
multiplied by the effective rate of interest for the instrument:
balance sheet at the outstanding principal receivable plus the
income expenditure account and interest r

nnual credits

carried at their amortised

receivables are shown in the
e between interest credited to the

Where loans and receivables are impaired, ar
made to the income and expenditure account.

e written down and a charge

nition o et are debited/credited to the income and
et is sold or otherwise disposed of.

asure% ( | at fair value. Where fair value cannot be
arried at cost (less any impairment losses). Where the asset has fixed

e equity shares with no quoted market prices — independent appraisal of company valuations.

Increases/decreases in fair value are recognised in the statement of total recognised gains and losses
(STRGL) and transferred to the Available-for-sale Reserve. The exception is where impairment losses have
been incurred or the asset has been derecognised — these are debited/credited to the income and
expenditure account together with earlier losses less the gains for the asset previously accumulated in the
Available-for-sale Reserve.
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Statement of Accounting Policies

n) Reserves
The capital accounting regime requires that maintenance of two special reserve accounts in the balance
sheet:

e The revaluation reserve, previously known as the fixed asset restatement account, which represents
the net gain arising on the periodic revaluation of fixed assets.

e The capital adjustment account, previously know as the capital financin
difference between the cost of fixed assets consumed and the capit

ccount, which reflects the
1cing set aside to pay for

from the Revaluation Reserve to the Capital Adjustmen
not form part of the resources available to the Group and

Transport for London sets aside specific a
cover contingencies. Reserves are created
expenditure to be financed from earmarked resi
account in that year and included in Net Cost o
back into the General Fund narked rese
surplus or deficit for the ;

Adjustment Account — provides a balancing mechanism between the
ns and losses (such as premiums on the early repayment of debt) are
recognised un ORP and are required by statute to be met from the General Fund.

These reserves are matched by borrowings and investments within the Balance Sheet and do not represent
resources available to the Corporation.

0) Insurance

The Group maintains certain insurance policies for damage to and loss of owned/third party property and for
its potential liabilities to employees and third parties. In addition, the Group selectively self-insures its
exposures under the above policies and to other risks. Provision is made for the estimated value of the
Group's liability in respect of self-insured losses.
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Statement of Accounting Policies

p) Pensions

The Group's employees are members of a number of defined benefit schemes. In accordance with FRS 17,
the regular service cost of pension provision relating to the period, together with the cost of any benefits
relating to past service, is charged to the Group income and expenditure account. A charge equal to the
increase in the present value of the schemes liabilities (because the benefits are closer to settlement) and a
credit equivalent to the Group's long-term expected return on assets (based on the market value of the
scheme assets at the start of the period), is included in the income and expenditure account.

ent value of accrued
rence between the expected
| recognised gains and

The difference between the market value of the assets of the scheme and t
pension liabilities is shown as an asset or liability, net of deferred tax. A
return on assets and that actually achieved is recognised in the stat
losses along with differences which arise from experience or assumj

For certain defined benefit schemes, the Corporation and/o ‘ ify its share of the
underlying assets and liabilities of the scheme on a consi FRS 17 these
schemes are accounted for as defined contribution schg

g) Deferred taxation
Provision is made within the Group accoun
profits or losses as computed for taxation p
extent it is payable or recoverable in the fo

ing from timing differences between
es as stated in the Accounts, to the

r) Leases
Assets held under finance le
basis over their estimate
reduction of the outst
accounting periods o\
of the obligation.

d are depreciated on a straight-line
apportioned between the finance charge and a
payable; the finance charge being allocated to
onstant rate of charge on the remaining balance

obligation
lease ter

ransactions are accounted for as finance leases. Any assets created are
depreciated over their estimated useful lives. Finance charges are

0 operating leases in respect of properties and motor vehicles. Rentals
ases (including certain PFI agreements) have been accounted for in the period to

The Group has also en
payable under operating
which they relate.
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Statement of Accounting Policies

s) London Underground Public Private Partnership (PPP)

London Underground Limited (‘LUL’) has three Public Private Partnership (PPP) contracts. Under these
contracts, existing LU assets are allocated to the PPP Contractors for a 30 year period from when the
contract was established, during which the PPP Contractors maintain, enhance and replace these assets.
LUL pays service charges to the PPP Contractors.

LUL retains substantial risks and rewards of ownership of the assets allocated to the PPP Contractors during
the contract term. These assets continue to be recorded as fixed assets in t p accounts. Similarly,
new assets acquired or constructed by the PPP Contractors for LUL are =d as fixed asset additions in
the Group accounts and a corresponding liability is recorded as a fina e creditor within creditors in
the Group accounts. An imputed finance charge on this liability is i est payable in the Group
income and expenditure account.

Service charges paid by LUL to the PPP Contractors are i nditure account to
reflect management’s estimate of the value of operati
amortise the finance lease creditor over the term of th
charges are also recorded within expenditure charged t
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Notes to the accounts

1 Segmental analysis

Gross Gross
Gross Gross services services Net Net
revenue revenue expenditure expenditure expenditure expenditure
2007/08 2006/07 2007/08 2006/07 2007/08 2006/07
£m £m £m £m £m £m
London Streets 418.7 314.0 (905.7) (781.0) (487.0) (467.0)
Other 24.1 23.2 (71.4) (228.4) (47.3) (205.2)
Corporation 442.8 337.2 (977.1) (1,0009. (534.3) (672.2)
Subsidiary
operations
Bus operations 1,079.8 1,026.8 (1,739.1) (659.3) (616.6)
London
Underground 1,654.5 1,534.3 (2,136. (552.9)
Docklands Light
Railway 63.1 48.7 (23.3)
Rail for London 14.9 - -
Other 23.7 18.6 (39.9)
Joint venture
Cross London Rail
Links - (52.5) (47.5)
Group 3,278.8 (1,891.5) (1,952.4)

Gross services expenditure incl
the Corporation grant fundin

orred capital grants, but excludes for
tludes exceptional items.

Net expenditure repre oup, and net cost of services excluding exceptional

items, grant funding of idiari ‘ Corporation i.e. net cost of services for those
services provided directl

2 Group

2007/08 % of 2006/07 % of

total total

£m £m
Fares ~ 2,445.8 74.5 2,269.4 76.6
Revenue in resp elderly

and disabled pe 2115 6.5 197.5 6.7
Congestion charging 27 328.2 10.0 252.4 8.5
Charges to London Borou 12.7 0.4 12.5 0.4
Charges to transport operators 8.6 0.3 8.3 0.3
Bus enforcement 67.9 2.1 48.3 1.6
Commercial advertising receipts 72.9 2.2 61.3 2.1
Rents receivable 57.5 1.8 54.0 1.8
Taxi licensing 17.2 0.5 16.0 0.5

Museum income 2.8 0.1 1.1 -
Other 53.7 1.6 44.8 1.5
Total revenue 3,278.8 100.0 2,965.6 100.0
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3 Expenditure (before exceptional items)

Group Group Corporation Corporation
2007/08 2006/07 2007/08 2006/07
Note £m £m £m £m
Staff costs:
Wages and salaries 760.4 120.2
Social security costs 64.0 11.2
Pension costs 20a 173.3 34.3
997.7 165.7
Operating leases and PFI charges 327.7 12.6
Financial assistance 28 197.4 178.5
Supplies and services 5,663.1 787.8
7,185.9 1,144.6
Capital expenditure 10a,b (2,163.7 (233.4)
Expenditure charged to revenue 911.2
Corporation Corporation
2007/08 2006/07
Number Number
Average number of employees
Permanent employees 3,276 2,969
(including those on fixed term contracts)
Agency staff 739 752
Average number of em 4,015 3,721
Group Corporation Corporation
2006/07 2007/08 2006/07
£m £m £m
The cost
amou
0.9 0.4 0.4
0.1 0.1 0.1
0.1 - -
1.1 0.5 0.5

The Group leases certain‘properties on short-term and long-term leases. The rents payable on these leases
were £46.4 million (2006/07 £39.8 million). The rents payable under these leases are subject to renegotiation
at various intervals specified in the leases. The Group pays all insurance, maintenance and repairs of these
properties.

Total other operating lease rentals for the Group included in the income and expenditure account were
£281.3 million (2006/07 £253.2 million). Payments under these lease agreements, which include the cost of
routine maintenance and repairs, are charged to revenue over the period of the leases from the time the
assets become operational.
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4 Employees' remuneration

Employees' remuneration, which includes their salaries, fees, performance bonus, benefits in kind, lump
sums and termination payments, but excludes pension contributions paid by the employer, fell within the
following bands:

Group Group Corporation Corporation

2007/08 2006/07 2007/08 2006/07

c Number Number Number Number

50,000 - 59,999 1,110 761 255 215
60,000 - 69,999 369 267 144 106
70,000 - 79,999 184 147 69 67
80,000 - 89,999 105 89 51
90,000 - 99,999 63 18
100,000 - 109,999 42 20
110,000 - 119,999 20 8
120,000 - 129,999 14 8
130,000 - 139,999 8 7
140,000 - 149,999 7 2
150,000 - 159,999 4
160,000 - 169,999 1
170,000 - 179,999 -
180,000 - 189,999 -
190,000 - 199,999 2
200,000 - 209.999 - 1
210,000 - 219,999 2 3
220.000 - 229,999 1 1
230,000 - 239,999 2 -
1 -

- 1

1

1 -

1 -

440,000 - 44 1 - - -
450,000 - 459,9 - 1 - 1
460,000 - 469,999 1 - - -
500,000 - 509,999 . - 1 - -
540,000 - 549,999 1 - 1 -
550,000 - 559,999 - 1 - 1
Total 1,954 1,411 611 518

The SORP requires the above disclosure for the Corporation’s employees only. The impact of the transfer
of employees into and out of the Corporation from subsidiaries can cause distortion for year on year
comparison. Consequently, an additional voluntary disclosure for the Group has been provided that shows
the combined employee bands for TfL and its subsidiaries.
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5 Exceptional items

Group Group Corporation Corporation
2007/08 2006/07 2007/08 2006/07
Note £m £m £m £m
Provision against the loan receivable
from the Metronet Infracos following
the exercise of the put option 1,748.8 -

Provision against loan receivable from

the Metronet Infracos 13 209.9 -
Total exceptional items included in

expenditure 1,958.7 -

Metronet Rail BCV Limited and Metronet Rail SSL Limited
financed by bank debt and debt securities. This debt
Metronet Groups (Metronet Fincos) and the proceeds

in the

hereunder.

In order to settle the
billion. TfL used som
£1,748.8 million.

No amo i 5?LUL in relation to this debt and it has been fully provided
is shown as an exceptional item in the Group Income and Expenditure

cash of £31.9 million r in the Infracos’ ring-fenced Trust bank accounts at 31 March 2008. A
provision of £209.9 million was therefore made and charged to the Income and Expenditure Account as a
deferred charge within Exceptional items.
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6 Grant

a) Allocation of transport grant receivable

Group Group Corporation Corporation
2007/08 2006/07 2007/08 2006/07
Note £m £m £m £m

Grant from Department for Transport
applied to fund revenue expenditure
Grant from Department for Transport
for the exercise of Metronet’s put option 5

1,979.8

1,979.8
Grant from Department for Transport

taken to deferred grants 19 64.6
Grant from Department for Transport
used to fund capital expenditure in /
subsidiaries and joint venture 260.7 345.9
Total transport grant receivable 4,382.4 2,390.3
b) Other revenue grant receivable and G ed by joint venture
Corporation Corporation
2007/08 2006/07
£m £m
Other revenue grant rec 67.5 15.8
Total other 44.2 67.5 15.8
7
Group Group Corporation Corporation
2007/08 2006/07 2007/08 2006/07
Note £m £m £m £m
Net proceeds (96.8) (18.1) (79.6) (2.3)
Capital grant released 19 (73.6) (47.4) (2.0) -
(170.4) (65.5) (81.6) (2.3)
Less net assets at net book value 10a, b 199.9 89.1 103.5 1.8
Loss/(profit) on disposal of assets 29.5 23.6 21.9 (0.5)
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8 Financial Instruments gains and losses

The gains and losses recognised in the Income and Expenditure Account and Statement of Total
Recognised Gains and Losses in relation to financial instruments are made up as follows:

Group Group Corporation Corporation
2007/08 2006/07 N 2007/08 2006/07

£m £m £m £m

Interest income on bank deposits (113.5) (113.0) (69.4)
Interest income on loans to subsidiaries - (30.9) -
Interest receivable and investment income (113.5) (69.4)
Imputed interest on finance lease creditors -
Interest expense on financial liabilities

measured at amortised cost 73.7 37.1
Interest payable and similar charges 73.7 37.1
Net losses/(gains) on financial

instruments recognised in Income and

Expenditure Account (70.2) (32.3)

9 Taxation

sidiaries are assessable individually to taxation in
8. No liability for corporation tax arises in respect

The Corporation is e
accordance with the In
of the current year.

revalued fixed
ollover relief.

ts has not been quantified as no tax liability is expected to arise due to
the availabi

38 Transport for London Statement of Accounts for the year ended 31 March 2008



Notes to the accounts

10 Tangible fixed assets

a) Group
Infrastructure Rolling Plant and Non- Total
and other stock equipment operational
property assets
Note £m £m £m £m £m
Gross cost or valuation
Balance at 1 April 2007 20,445.1 25,821.6
Additions to fixed assets 1,295.6 2,163.7
Disposals and retirements (292.9) (430.2)
Transfers and adjustments 37.2 -
Revaluation (3.5) 7.6
Gross cost or valuation at
31 March 2008 21,481.5 27,562.7
Depreciation
Balance at 1 April 2007 7,959.2 10,472.3
Disposals and retirements (179.9) (230.3)
Depreciation charge 10c 29.0 606.6
Transfers and adjustments : -
Revaluation (1.8)
Balance at 31 March 2008 - 10,846.8
Net book value at 31 Marc 1,572.6 16,715.9
Net book value at 31 M 493.7 1,003.1 15,349.3

PPP assets and lease
The net book value abov

PPP contrac

espect of leased assets and assets allocated to

nfrastructure Rolling Plant and Non- Total
stock equipment operational
roperty assets
£m £m £m £m £m
Gross cost'
PPP assets 15,169.2 3,285.4 356.3 355.9 19,166.8
Leased assets 147.0 45.3 228.5 - 420.8
15,316.2 3,330.7 584.8 355.9 19,587.6
Depreciation
PPP assets 5,656.7 1,992.8 170.2 - 7,819.7
Leased assets 10.2 18.7 38.5 - 67.4
5,666.9 2,011.5 208.7 - 7,887.1
Net book value at 31 March 2008 9,649.3 1,319.2 376.1 355.9 11,700.5
Net book value at 31 March 2007 8,871.2 1,309.9 348.9 260.9 10,790.9
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10 Tangible fixed assets continued

b) Corporation

Infrastructure Plant and Non- Total
and other equipment operational
property assets
Note £m £m £m £m
Gross cost or valuation
Balance at 1 April 2007 3,841.6 284.2 180.7 4,306.5
Additions to fixed assets 38.1 87.0 175.9
Disposals and retirements (35.4) (79.5) (151.5)
Transfers and adjustments (13.5) 7.9 (1.5)
Revaluation (0.5) (2.5) (3.0)
Gross cost or valuation at 31 March 2008 3,830.3 193.6 4,326.4
Depreciation
Balance at 1 April 2007 1,836.8
Disposals and retirements (48.0)
Depreciation charge 10c 164.4
Transfers and adjustments (0.2)
Revaluation (0.4
Balance at 31 March 2008 1,952.6
Net book value at 31 March 2008 2,373.8
Net book value at 31 March 2007 2,469.7
c) Depreciation char
k Group Corporation Corporation
2006/07 2007/08 2006/07
£m £m £m
96.0 164.4 163.1
143.1 - -
348.0 - -
13.9 - -
601.0 164.4 163.1
(365.2) (55.7) (64.9)
235.8 108.7 98.2
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10 Tangible fixed assets continued

d) Historical cost of assets

The historical cost of assets is the original cost to the subsidiary that acquired the assets, together with the
fair value of the assets transferred to the Corporation on 3 July 2000 and the cost of subsequent additions.

Infrastructure and other property
Rolling stock

Plant and equipment
Non-operational assets

Gross cost

Less accumulated depreciation

Net written down cost

e) Group assets

Railway carriages
Track route length (kilomet
Railway stations
Bridges and viaducts
Roads (kilometres)
Car ferries

Buses

Bus stations and stands

Transport capital gran
Prudential borrowing
Finance leases — PPP
Third party contributions
Capital receipts
Revenue contributions

Group Group Corporation Corporation
2008 2007 ! 2008 2007
£m £m £m £m
16,852.8 3,829.4 3,840.1
2,212.1 - -
1,018.8 302.5 284.2
1,275.4 152.5
. . 4,276.8
(5,444.2) (1,838.8)
14,059.8 2,438.0
Group Group
2008 2007
Number Number
4,164 4,164
430 437
287 290
1,961 1,992
580 580
3 3
535 543
106 105
10,414 10,261
164 144
9 9
Group Corporation Corporation
2008 2007 2008 2007
Note £m £m £m £m
74.9 84.5 51.5 64.6
674.6 465.0 12.9 157.9
1,093.1 1,123.1 - -
19 139.1 152.1 4.7 7.9
106.8 18.0 106.8 2.4
75.2 21.0 - 0.6
10a, b 2,163.7 1,863.7 175.9 233.4
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11 Investment in subsidiaries and joint venture

Group Group Corporation Corporation

2008 2007 2008 2007

Note £m £m £m £m

Balance at 1 April - - 22.5 22.5
Share of gross assets of joint venture 22.0 14.9 - -
Share of gross liabilities of joint venture (22.0) -

Balance at 31 March 17a - 22.5

The Group’s subsidiaries and joint venture are:

Subsidiaries
Transport Trading Limited

London Underground Limited
London Bus Services Limited
Docklands Light Railway Limited
Rail for London Limited

Victoria Coach Station Limited
London River Services Limited
London Buses Limited
London Transport Insuranc
LUL Nominee BCV Limi
LUL Nominee SSL Li

Joint venture
Develop and promote new rail links across London

capital of its subsidiaries. Transport Trading Limited holds 50%
ture. The accounts of these companies are lodged at Companies House.
TfL has g al supprt to the boards of all the subsidiary companies listed above. The
statutory acc

audit opinions.

12 Stocks
Group Group Corporation Corporation
2008 2007 2008 2007
£m £m £m £m
Maintenance stores 3.6 3.8 2.1 1.9
Goods purchased for resale 0.6 0.5 - -
4.2 4.3 2.1 1.9
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13 Debtors
Group Group Corporation Corporation
2008 2007 2008 2007
Note £m £m £m £m

Amount falling due after one year

Amounts due from subsidiary
companies — loans 17a -

Amount falling due within one year

Trade debtors 247.4 56.9
Other debtors -
Loan agreement with the Metronet Infracos -
Amounts due from subsidiary
companies - loans 687.9
Prepayments and accrued income 6.9
751.7
TfL formalised its loan agreements with its g the year. With effect from 1 April
2007, all outstanding loans became interest b epayable on demand after a two
year notice period. Therefore, they have bee sifie ors from the start of the year.
TfL entered into a Loan Agr i ndthe Metronet Infracos on 18 July 2007.

dministrator to meet Administration Expenses. As
mounted to £241.8 million, of which £209.9 million

The Loan Agreement ma
at 31 March 2008, the
was provided against.

14 Cas
Group Corporation Corporation
2007 2008 2007
£m £m £m
Cashathb 8.9 3.2 3.1
Cash in han i i 23.0 14.6 0.2 0.2
16b, 17 33.1 23.5 3.4 3.3
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15 Creditors

Group Group Corporation Corporation
2008 2007 2008 2007
Note £m £m £m £m
a) Amounts falling due within one year
Trade creditors 906.2 845.1 248.5 247.3
Capital works 347.1 277.3 76.8 85.1
Amounts due to subsidiary companies - 119.4
Finance lease obligations repayable
within one year 16a 556.5 -
Salaries and wages 5.1
Receipts in advance for travelcards and
bus passes -
456.9
b) Amounts falling due after more than
one year
Retentions on capital contracts 0.6 0.2
Accruals and deferred income 5.7 5.5
Finance lease obligations - -
6.3 5.7
16 Borrowings
The carrying value of  as follows:
Group Corporation Corporation
2007 2008 2007
£m £m £m
527.8 - -
15b,17a, 30 2,7541 2,0420 = =
17 1,950.0 1,349.8 1,950.0 1,349.8
4,704.1 3,391.8 1,950.0 1,349.8
Total borrowings 5,260.6 3,919.6 1,950.0 1,349.8
Short-term investments 17 (1,870.0) (2,004.3) (1,832.7) (1,970.6)
Cash at bank and in hand 14 (33.1) (23.5) (3.4) (3.3)
Net borrowing/(funds) 3,357.5 1,891.8 113.9 (624.1)

The increase in obligations under finance leases principally reflects the level of fixed asset additions
provided by the PPP contractors during the year net of the capital element of the annual payments to these
contractors.
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17 Financial instruments

a) Financial Instrument balances

The borrowings and investments disclosed in the balance sheet are made up of the following categories of
financial instruments:

Long Term Short Term
Group 31 March 31 March 31 March 31 March
2008 2008 2007
Note £m £m £m

Financial liabilities at amortised cost:

- Borrowings " blgg -
an 527.8

- Obligations under finance leases
- Other creditors greater than one
year 15b -
Total borrowings 527.8
Loans and receivables 13 31.9 -
Available-for-sale financial assets:
- Cash at bank and in hand 33.1 23.5
- Short-term investments 1,870.0 2,004.3
Total investments 1,935.0 2,027.8
Short Term
Corporation 31 March 31 March
2008 2007
£m £m
Financial liabilities at a
- Borrowings - -
- Other credite - -
31.9 687.9
al 14 - - 34 3.3
- Short-tern 16b - - 1,832.7 1,970.6
Investment in sul : 11 22.5 22.5 - -
Total investments™ . 1,344.7 22.5 1,868.0 2,661.8

Short term investments represent deposits invested with banks and institutions for less than one year in
accordance with the Treasury Management Strategy approved by the Board. Obligations under finance
leases carry an imputed weighted average interest charge of 6.8%. The average effective interest rate

ranges between 4.2% and 5.15% for all external borrowings.
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17 Financial instruments continued

b) Fair value of assets and liabilities carried at amortised cost

Financial liabilities and financial assets represented by loans and receivables are carried in the balance
sheet at amortised cost. Their fair value can be assessed by calculating the present value of the cash flows
that will take place over the remaining term of the instruments, using the following assumptions:

e no early repayment or impairment is recognised

e the fair value of trade and other receivables is taken to be the invoi

The fair values calculated are as follows:

31 Mar% 31 March 2007
Carrying . i
% Fair value
£m
Financial liabilities 3,875.1

At 31 March 2008 the average middle market value, from fo inancial institutions, of the group’s
quoted debt was £550.2 million (2007 £577.5:million) and fair
provided by the Debt Management Office 1 millio
or less than the carrying amount because th 198
rate loans where the interest rate payable may
at the balance sheet date. All inancial liab
assets have fair values eq
borrowings.

2
n (20 45.7 million). The fair value is more

%ﬁtes available for similar loans
to their book value. All financial

ruments

ce and Cross-Sectoral Guidance Notes (The Treasury Management Code)
sury Management in the Public Services, the Local Government Act 2003,
“counts Regulations 2003 and the CIPFA Prudential Code (The Prudential Code).

issued in January 200
the Capital Finance and

It specifically considers the short and long term funding requirements of the Group’s operations, its capital
investment programmes and liquidity required to discharge its financial obligations when they fall due. It also
considers its exposure to inflation and interest rates as they affect its commercial and financial activities.

The Group has no exposures to foreign exchange or to derivative contracts. The Group’s overall risk
management programme focuses on the unpredictability of financial markets and seeks to minimise potential
adverse effects on the resources available to fund services and capital investment.

46  Transport for London Statement of Accounts for the year ended 31 March 2008



Notes to the accounts

17 Financial instruments continued

The TfL Board has therefore approved a Treasury Management Policy Statement, which requires the Board,
prior to the commencement of the financial year, to approve a Borrowing and Investment Strategy. On a
daily basis, a central treasury and corporate finance team monitor interest rates and performance against the
approved strategies. A quarterly report on performance against the approved strategies is considered by
the Finance Committee (a committee of the Board).

In accordance with the Local Government Act 2003 the Mayor sets an a
Regulation, the Mayor and the Corporation are required to have rega
the Board annually approves indicators for prudent and affordable b
expenditure and for interest rate exposures and the maturity pr

e borrowing limit. By
Prudential Code. Accordingly,

In managing financial assets and liabilities
objectives:

sses from non-performance of any of its counterparties in relation to
financial institutions.

deposits made with bar
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17 Financial instruments continued
Liquidity risk

As long as the affordable borrowing limit set by the Mayor is not exceeded, the Group is able to borrow from
the Public Works Loans Board (PWLB), raise debt on the capital markets through its established Medium
Term Note (MTN) programme and is eligible to apply for project funding at competitive interest rates from the
European Investment Bank (EIB). There is therefore no significant risk that it will be unable to raise finance
to meet its planned capital commitments.

Further protection is provided to the Group by

i) borrowing only for capital expenditure and for periods th
being acquired

i) fixing interest at historically low long-term rates a

iii)  making annual provision that ensures that suffi
maturity. Revenue expenditure is funded b
and cash-backed grant from Government, agre
budgets are required by law to be balanced, the:
to revenue expenditure.

y to the lives of the assets

sources are retaine
fares from customers, cash

ay borrowings at
d reserves

The maturity analysis of financial liabilities

Corporation Corporation

2008 2007

£m £m
Within one year 527.8 - -
Between one and#\ 1,687.5 - -
241 - -
82.5 25.8 -

1,597.7 1,924.2 1,349.8

3,919.6 1,950.0 1,349.8

.
!

Loan

EIB Notes PWLB Amount Interest Rate

£m £m £m £m %
Between five and ten years 25.8 - - 25.8 4.293
Between ten and fifteen years 64.5 - - 64.5 4.293
Between fifteen and twenty years 64.9 80.0 - 144.9 4.293-4.500
Between twenty and twenty-five years 39.0 340.0 122.5 501.5 4.250-5.000
Between twenty-five and thirty years - 80.0 531.2 611.2 4.200-5.000
Between thirty and thirty-five years - 100.0 136.5 236.5 4.450-4.650
Between thirty-five and forty years - - 178.0 178.0 4.550-4.850
Between forty and forty-five years - - 195.1 195.1 4.500-4.800

Total principal repayable 194.2 600.0 1,163.3 1,957.5
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17 Financial instruments continued

The financial liabilities analysed by sources are as follows:

Group Group Corporation Corporation
2008 2007 2008 2007
£m £m £m £m

Finance lease

- PPP 2,946.8 -
- Others 363.8 -
Other external borrowings
- European Investment Bank 194.2 82.1
- Public Works Loan Board 1,162.9 675.1
- Loan Notes 592.6
1,349.8
During the year the Corporation borrowed £487.9 million blic Works Loan Board and £112.1
million third tranche of a £450 million proj i e European Investment Bank. Total
borrowings do not exceed the £2 billion li
The Group policy in relation to financial risk
Market risk %
Interest rate risk
Due to its policy of fi ~ i els, the Group is not exposed to significant risk in

interest rate movement
the Corporation £1,832.7

Price risk

The Group does |
joint venture and a J
subsidiaries and there s not exposed to losses arising from movements in the prices of the shares. In
addition, the Group holds 50% of the share capital of a joint venture referred to in Note 11 with the
Department for Transport. The shares have no market value and the Group is therefore not exposed to price
movements.

Foreign exchange risk

The Corporation and the Group have no financial assets or liabilities denominated in foreign currencies and
thus has no exposure to gains or losses arising from movements in exchange rates.
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18 Provisions for liabilities and charges

At Payments Increase/ At
1 April in year (decrease) 31 March
2007 in provision 2008
Note £m £m £m £m
Group

Claims for compensation 173.7 (25.0) 39.0 187.7
Capital investment activities 13.3 4.7) 0.1 8.7
Unfunded pension liabilities 20e 42.9 (3.9 3.8 42.8
Other 18.3 (0.8) 10.5
248.2 42.1 249.7

Corporation
Claims for compensation 8.4 46.4
Capital investment activities 8.4
Unfunded pension liabilities 255
Other 0.3
80.6

Claims for compensation include provision
to projects and contracts for which the outc
disclose the quantum or timing of any possib

Capital investment activities
diminution in value of pro

Details of unfunded pei liabilities

19 Deferred

Group Corporation Corporation
2007 2008 2007
4 £m £m £m £m
' >
Balance 6,845.1 6,695.1 419.1 411.5
Transport g 6 462.2 410.5 201.5 64.6
Third party ¢ grant
funding 10f 139.1 152.1 4.7 7.9
Release of deferred gra
- to meet the depreciation charge 10c (361.0) (365.2) (55.7) (64.9)
- to meet the deferred charges 5 (150.0) - (150.0) -
- on disposal of tangible fixed assets 7 (73.6) (47.4) (2.0) -
Balance at 31 March 6,861.8 6,845.1 417.6 419.1
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20 Pensions
a) Summary of pension totals for the year

Total pension service cost for the year

Group Group Corporation Corporation

2007/08 2006/07 2007/08 2006/07

Note £m £m £m £m

TfL Pension Fund 20b 150.6 135.3 ' 27.9 22.0

Local Government Pension Scheme 20b 2.3 2.7 2.3 2.7

Principal Civil Service Pension Scheme  20c 1.3 1.2 2.3

Unfunded pensions 20e 3.6 3.1 6.6

Other schemes 155 (0.1) 0.7

Amount included in net cost of services 3 173.3 34.4 34.3

Total pensions interest cost and expected return on

Corporatio Corporation

2007/08 2006/07

Note £m £m

TfL Pension Fund - -

Local Government Pension Scheme 0.1 0.2
Amount included in net operating

expenditure 0.1 0.2

Total pension deficit at end o

oup Corporation Corporation

2006/07 2007/08 2006/07

£m £m £m

TfL Pension Fund (934.0) - -

(14.2) (10.1) (14.2)

(948.2) (10.1) (14.2)

ers of the Public Sector Section of the TfL Pension Fund. The
to the Local Government Pension Scheme or the Principal

The TfL Pension Fund, to which the Group contributes, is a final salary scheme established under trust. The
Fund's Trustee is the TfL Trustee Company Limited, a wholly owned subsidiary of TfL. Under the rules of the
Fund, its 18 Trustee Directors are nominated in equal numbers by TfL and on behalf of the Fund's
membership. TfL's subsidiaries also participate in the Fund and it is not possible to identify the Corporation's
share of the underlying assets and liabilities.

Every three years, the TfL Pension Fund's actuary makes valuations and recommends the level of
contributions to be made by the participating employers to ensure the long-term solvency of the Fund. The
latest valuation of the Fund was carried out as at 31 March 2006 by the Actuary, a partner of consulting
actuaries Watson Wyatt, using the projected unit method.
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20 Pensions continued

A revised Schedule of Contributions was agreed between the Trustee and TfL following the 2006 formal
funding valuation of the Public Sector Section. The recovery plan states that the expectation is that the
funding shortfall will be eliminated by 31 March 2017.

Employers’ contributions for the period 1 September 2007 to 31 March 2010 are increased to 31.0% (from
30.5%), and contributions from 1 April 2010 until 31 March 2017 will reduce to 22.5%. The actual
contributions payable from 1 April 2010 may differ from this, dependent on come of the 2009 triennial
valuation.

A separate valuation of the Public Sector Section has been prepare ling purposes on an FRS 17
es chosen from a

range of possible actuarial assumptions, whilst the present v ities is derived from

may necessarily be borne out in practice.

The Corporation and the Group both account for pens
assets and liabilities of the TfL scheme cover a number of Grg and cannot be readily split between
each undertaking on a consistent and relia is. in ac nce with the standard, the Corporation
treats contributions to the TfL Pension Fund s to a defined contribution plan. The
pension cost recognised in the Corporation's Or:th v Fund is the amount of
contributions payable to the scheme during th

The liabilities for the TfL Pen : in rtality assumptions adopted for the
1ortality tables were used, adjusted to reflect the
at date. An allowance was made for future

mployer defined benefit scheme. The

f the assets and liabilities of the scheme and this scheme has
benefit scheme under FRS 17. Employer’s contributions were

1%) of pensionable pay. The Corporation's share of the underlying
ficit of £10.1 million (2006/07 £14.2 million). A full actuarial valuation was

used for the Public Sector Section of the TfL Pension Fund and the Local
(together ‘the Schemes’) were:

The main actuarial as
Government Pension

FRS 17 FRS 17 FRS 17

valuation valuation valuation

at at at

31 March 31 March 31 March

2008 2007 2006

% % %

Inflation 3.6 31-3.2 3.0-31
Rate of increase in salaries 5.1 46-4.7 45-4.6
Rate of increase of pensions in payment and deferred pensions 3.6 3.1-32 3.0-31
Discount rate 6.8-6.9 535-54 49-51
Investment return 6.8-7.0 6.9-7.2 6.7 - 6.8
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Notes to the accounts

20 Pensions continued

The assets in the Schemes and the expected rate of return were:

Expected Value at Expected Value at Expected Value at
return 31 March return 31 March return 31 March
2008 2007 2006
% £m % £m % £m
Equities 8.2 2,332.3 8.1 8.1 2,371.9
Bonds 4.9 1,614.1 4.9 45 1,266.4
Cash, property and other
assets 5.3 178.3 4.7% 4.1 155.9
Total market value of assets 4,124.7 ‘ 4,137 3,794.2
Actuarial valuation of Section
liabilities (4,731.5) (4,564.1)
Deficit in the Schemes
recognised as a liability in
the balance sheet (606.8) (769.9)
Analysis of amounts charged to net co Corporation Corporation
services ‘ 2007/08 2006/07
£m £m
Current service cost 2.3 2.6
Past service cost - 0.1
Total charged to net ¢ 2.3 2.7
Analysis of pensio
expected return on a
Interest o 2.4 233.7 2.8 2.5
(291.2) (257.6) (2.7) (2.3)
(18.8) (23.9) 0.1 0.2
134.1 114.1 2.4 2.9
_ 29.6 32.6 - (0.5)
Amount to be met
local taxation 163.7 146.7 2.4 2.4
Analysis of amount recognised in
statement of total recognised gains and
losses (STRGL)
Actual return less expected return on
Schemes assets (329.7) 72.3 (3.6) 0.3
Experience gains and losses arising on
Schemes liabilities (164.0) (185.3) (1.8) -
Changes in assumptions underlying the
present value of Schemes liabilities 805.5 (97.9) 9.5 3.7
Actuarial gain/(loss) recognised in STRGL 311.8 (210.9) 4.1 4.0
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Notes to the accounts

20 Pensions continued

Analysis of the movement in deficit in the
Section during the year

Deficit in the Schemes at start of year
Contributions paid

Contributions prepayment

Current service cost

Interest and investment income/(charge)
Actuarial gain/(loss)

Deficit in the Schemes at end of year

¢) Principal Civil Service Pension Scheme

The Principal Civil Service Pension Scheme (PCSPS)'i
scheme. The Group is unable to identify its share of the un
reasonable basis, and as permitted by the multi-employer ex
ibutionsto ad

contributions to the PCSPS as if they were
valuation was carried out at 31 March 200
Resource Accounts (www.civilservice-pensio

Employers' contributions wer
pensionable pay, based on
changes. Employer conti
Government Actuary
actually incurred, and
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FRS 17 the Group treats
contribution plan. A full actuarial
Civil Service Superannuation

Group Group Corporation Corporation
2007/08 2006/07 2007/08 2006/07
£m £m £m £m
(948.2) (769.9) (14.2) 17.7)
223.3 146.7 ; 24 24
(59.6) - - -
(152.9) (2.3) (2.7)
18.8 (0.2) (0.2)
311.8 4.1 4.0
(606.8) (10.1) (14.2)
nefit

in'the range 17.1% to 24.6% of
%009, subject to salary band

y four years following a full scheme valuation by the
its as they are accrued, not when the costs are



Notes to the accounts

20 Pensions continued

d) Analysis of movements in pensions reserve

The actuarial gains and losses identified as movements on the pensions reserve can be analysed into the
following categories, measured as absolute amounts and as a percentage of assets or liabilities at 31 March:

The Schemes Group only

2007/08 2006/07 20 2004/05 2003/04
Difference between the expected
and actual return on assets gain/
(loss)
amount (£ million) (329.7) 305.7
percentage of scheme assets 8.0% 11.2%
Differences between actuarial é%
assumptions about liabilities and
actual experience gain/(loss)
amount (£ million) (8.9)
percentage of the present
value of the scheme liabilities 0.2%
Changes in the demographic and
financial assumptions used to
estimate liabilities gain/(lo gﬁ
amount (£ million) (354.8) (92.4) (210.6)
7.8% 2.3% 5.8%
Total amount recognise
statement of total recog
(210.9) 178.7 (93.5) 86.2
4.1% 3.9% 2.3% 2.4%

e ex-gratia payments which are made to certain former employees who retired more than ten years ago in
respect of service prior to the establishment of pension funds for those employees;

e supplementary pensions, which are made to certain former employees who retired more than ten years
ago and prior to index linking of pensions;

e pensions of LU and London Regional Transport (LRT) former board members who retired more than five
years ago and who did not qualify to join the TfL Pension Fund.

Watson Wyatt, consulting actuaries, were instructed to report on the financial position of the unfunded
pension liabilities as at 31 March 2008 for the purpose of FRS17 only. The report does not constitute a
formal actuarial valuation of the unfunded pension liabilities. The valuation as at 31 March 2008 was £42.8
million (2007 £42.9 million) and is fully provided for in these accounts.
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21 Movements in reserves

This statement shows the movements on the Group and Corporation’s reserves. It distinguishes between
movements resulting from the gains and losses for the year and movements resulting from transfers between
reserves, most of which the Corporation is required to make in accordance with statute or non-statutory

proper practice.

Group

General fund

Earmarked reserves
Capital adjustment account
Capital financing account

Fixed asset restatement
account

Fixed asset revaluation
reserve

Group profit and loss reserve

Capital reserves in
subsidiaries
Group pensions reserve

Merger reserve
Other reserves

Balance Adjustment Balance Transfers Balance
at 1 April to the at 1 April between at 31
2007 opening 2007 as reserves March
balance restated 2008

£m £m £m
147.8 161.6
1,299.8 1,442.8
- 1,359.7

315 -
1,445.6 -
1,900.6 (77.7) 1,869.7
255 67.0 30.1
23.6 17.7) 5.8
29.6 (606.8)

- 466.1

- 82.6

- 4,811.6
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Notes to the accounts

21 Movements in reserves continued

Corporation

General fund
Earmarked reserves
Capital adjustment account

Fixed asset revaluation
reserve
Capital financing account

Fixed asset restatement
account

Pensions reserve in
Corporation

Other Corporation reserves

Practice (SORP) requires
(CFA) to be replaced wi

Balance Adjustment Balance Gains/ Transfers Balance
at 1 April to the at 1 April (losses) between at 31
2007 opening 2007 as for the reserves March
balance restated year 2008

£m £m £m £m £m £m
147.8 161.6
1,299.8 1,442.8
- 1,359.7

- 34.7

315 -
1,445.6 -
(14.2) (10.1)
(26.9) (26.9)
2,961.8

2,883.6 g

» 2007 Statement of Recommended
unt (FA and Capital Financing Account
apital Adjustment Account. The SORP states that
e set to nil with the closing balance on the FARA
ance on the Capital Adjustment Account.
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21 Movements in reserves continued

Earmarked reserves have been established to finance future capital projects, consistent with TfL's approved
Business Plan, and also to cover contingencies. In addition, reserves have been set aside to finance certain
capital projects, which were not included in the approved Business Plan but have been committed to by the
Board, where it is considered appropriate to fund such projects from reserves.

ther in Note 20 to these
the net assets of LRT,
. It represents the share
no consideration was given

The pensions reserve represents the FRS 17 pension fund deficits, as set out
accounts. The merger reserve of £466.1 million arose as a result of the tra
including the share capital of London Underground Limited (LUL), to TfL
capital of London Underground Limited and was taken as a creditto r
by TfL in respect of the transfer. gg

pect of net pro ind losses transferred
of LRT and

The capital reserves in subsidiaries are distributable reserv
to provide for future capital investment. Other reserves o the transfer of the ne
LUL to the TfL group in 2003.

Balance at 1 Transfers Balance at 31
April 2006 between March 2007
Group i reserves
£m £m
General fund (27.0) 147.8
Earmarked reserves 100.9 1,299.8
Capital financing account (0.3) 315
Fixed asset restatement 19. (73.1) 1,445.6
Fixed asset revaluatio 84.2 (75.1) 1,900.6
(72.4) 110.0 25.5
Capital reserves in subs 0.7 (68.0) 23.6
Group pensi (210.9) 32.6 (948.2)
Merger r - - 466.1
Othe - - 82.6
4
(152.0) - 4,474.9
Balance at 1 Gains/ (losses) Transfers Balance at 31
. April 2006 for the year between March 2007
Corporation reserves
e £m £m £m £m
General fund 147.5 27.3 (27.0) 147.8
Earmarked reserves 1.198.9 - 100.9 1,299.8
Capital financing account 31.8 - (0.3) 31.5
Fixed asset restatement account 1.499.6 19.1 (73.1) 1.445.6
Pensions reserve in Corporation (17.7) 4.0 (0.5) (14.2)
Other Corporation reserves (26.9) - - (26.9)
2,833.2 50.4 - 2,883.6
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Notes to the accounts

22 Reconciliation of the surplus for the year on the Income and Expenditure Account to the surplus
for the year on the General Fund

The surplus for the year on the General Fund was £64.1 million (2006/07 £27.0 million) less than the Income
and Expenditure Account result for the Corporation. This is explained as follows:

The Income and Expenditure Account discloses the income received and expenditure incurred in operating
the Corporation’s services for the year and is equivalent to the profit and los nt of a business. Income
and expenditure and the resulting surplus or deficit for the year is measu ccordance with the SORP
which is essentially the same as UK GAAP.

There are, however, certain items which the Corporation is requi (o edit to its General Fund
when determining the balance on that Fund which are laid doy utory “proper
practices” rather than being UK GAAP based. An examp 1of fixed assets is

charged to the Income and Expenditure Account in accort ided from the

The surplus or deficit on the Income and Expenditure Accou t measure of the Corporation and
Group'’s operating financial performance f rplus or deficit on the General Fund is
also important since it indicates whether th w on its General Fund balances
during the year. This in turn affects the amo t the Corporation can take into
account when determining its spending plans

rnces betwe e income and expenditure included
accordance with the SORP, and the amounts that
oration to charge and credit to the General Fund

The table below gives a d
in the Corporation’s Inc
statute and non-statu
Balance.
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Notes to the accounts

22 Reconciliation of the surplus for the year on the Income and Expenditure Account to the surplus

for the year on the General Fund continued

Note

Amounts included in the Income and Expenditure Account but
required by statute to be excluded when determining the
General Fund surplus or deficit for the year

Depreciation and amortisation of fixed assets
Government grants deferred amortisation matching depreciati
Net (loss)/profit on disposal or retirement of fixed assets

Amount by which pension costs are different from the

A

Amounts not included in the Income and Expenditure
but required to be included by statute n determini
General Fund surplus or deficit for the % %

% : 23

Statutory provision for repayment of debt

Transfers to/ from the Ge
statute to be taken into a
Fund surplus/deficit

Transfers made at th
21
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Corporation

2008 2007
£m £m
(164.4) (163.1)
55.7 64.9
0.5

(0.5)

(98.2)

51.7 24.3
51.7 24.3
143.0 100.9
143.0 100.9
64.1 27.0




Notes to the accounts

23 Minimum revenue provision

Corporation Corporation
2007/08 2006/07
Note £m £m
Minimum revenue provision at 4% 51.7 24.3

Amount charged as depreciation 164.4 163.1

Amortisation of deferred capital grant against depreciation (55.7) (64.9)
Appropriation of capital adjustment account -

Appropriation of fixed asset restatement account (71.2)

Appropriation of capital financing account (2.7)

24.3

The Local Government and Housing Act 1989 require 2 be set aside

Authority’s Capital Financing Requirement of £1,293.2 mil 2607.7 million). New MRP
regulations were approved by the Secretar They do not affect the calculation of
the provision for the current financial year. uired to approve an Annual MRP
Statement determining the amount of MRP

Corporation Corporation
2008 2007
£m £m

67.4 71.1

7.1 24.5

74.5 95.6
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25 Financial commitments
a) Operating leases

As at 31 March, the Group and the Corporation were committed to making the following payments during the
next year in respect of operating leases:

Group Group Corporation Corporation
2008 2007 2008 2007
£m £m
Property leases which expire:
Within one year 2.2 -
Between one and five years 19.3 y -
Thereafter 27.6 -
PFI agreements and other leases which expire:
Within one year -
Between one and five years -
Thereafter 30.4
16.4 29.0 30.4

Under the Government's PFl initiative, agre o by London Underground Limited
for the provision by the private sector of a ne , ork ew gating and ticketing system,
new facilities for the British Transport Police and )
systems. Given the substanti ‘retained by

racts for the maintenance, enhancement and replacement of LU's

e for 30 years and are re-negotiable every 7.5 years. The amount
ependent upon their performance. The capital element of the contracts
ed to be between £15 billion and £20 billion.

into three PPP

operational as
payable to the P
over the 30 year p

The two Metronet Infraco esponsible for maintenance and upgrade of two-thirds of the Underground
network went in PPP Administration on 18 July 2007. This followed Metronet’s application for an
Extraordinary Review for the BCV contract and the PPP Arbiter's subsequent draft award of a much lower
interim increase in the Infrastructure Service Charge than Metronet had sought. On 27 May 2008, the
business, assets and certain liabilities of the Metronet Infracos were transferred to two TfL nominee
companies. Further details are disclosed in Note 30.
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Notes to the accounts

25 Financial commitments continued

c) Contingencies

There are a number of uncertainties surrounding projects, including claims in the course of negotiations,
which may affect the financial outcome. Where claims are possible but not probable, or unquantifiable, such
claims are treated as contingent liabilities. Contingent liabilities are not recognised in the Statement of
Accounts, but are monitored to ensure that, where a possible obligation has me probable or a transfer
of economic benefits has become probable, a provision is made. The fin tatements include provisions
based on management's best estimate of the outcome of these uncer
Whilst any disputes are ongoing TfL does not disclose the quan rﬁ%
this could prejudice its commercial position. ?

26 Related parties

A related party is one which has direct or i
and operational policies of the organisation.
the organisation or policies of the Corporation
have control or influence over anisation
transaction can also arise
The related parties to th

Most of the transa
Accounts of the TfL P

| these parties are reported elsewhere in the Statement of Accounts. The
~und are shown separately and are subject to a separate audit opinion.

Board Members, Chief Officers and the Commissioner are required to complete a declaration regarding any
related party transactions.

On 3 October 2007 the Commissioner purchased an obsolete vehicle from London Bus Services Ltd which
was surplus to requirements. The vehicle was sold at market value of £11,158.98 inclusive of VAT.
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26 Related parties continued

Central Government is responsible for providing the statutory framework within which the Corporation
operates and provides the majority of its funding in the form of Transport Grant. Transport Grant is paid by
the Department for Transport to the Greater London Authority, which in turn pays the grant to the
Corporation. Details of Transport Grant are disclosed in the Corporation and Group Income and Expenditure
Accounts and Cash Flow Statements and are therefore not included in this not

During 2007/08 there were no other material related party transactions e s disclosed below.
% Total Outstanding
. diture balance at 31
! March 2008

Total incom%
during the

£m
Greater London Authority (GLA) (0.4)
Metropolitan Police Authority (MPA) * (6.9)
London Development Agency (LDA) - 0.2
London Fire and Emergency Planning
Authority (LFEPA) - -
27 Congestion charging
Group and Corporation
2007/08 2006/07
£m £m
Revenue 328.2 252.4
Direct expenditure: | facilities (A71.7) (130.4)
156.5 122.0
Other expen (2.8) (2.5)
(16.7) (18.2)
- (12.2)
Net & 137.0 89.1
Conges i i ebruary 2003 in central London at a daily rate of £5 per car or

creased to £8 on 4 July 2006. The net revenues from the congestion
port in line with the Mayor’s Transport Strategy. The western extension
zone of the Conge g e into effect on 19 February 2007.
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28 Financial Assistance

TfL may give financial assistance to any body or person in respect of expenditure incurred or to be incurred
by that body or person in doing anything which, in the opinion of TfL, is conducive to the provision of safe,
integrated, efficient and economic transport facilities of services to, from or within Greater London.
Financial assistance given under section 159 of the Greater London Authority Act 1999 is outlined below:

poration Corporation

2006/07
£m

Financial assistance to subsidiaries and joint venture
Transport Trading Limited 114.3
London Underground Limited 1,094.4
London Bus Services Limited 662.2
London Buses Limited 0.2
Docklands Light Railway Limited 98.3
Rail for London Limited -
London River Services Limited 4 5.1
Cross London Rail Links Limited 19.1

4,148.1 1,993.6
Financial assistance to London Boroughs:and other third
London Investment Programme 179.4 163.7
Taxicard 10.8 9.4
Prescott Channel Lock 2.8 -
One Railway - 0.9
Southern Railway Ltd - 0.4
First Great Western - 0.5
South Eastern Trains - 0.4
Silverlink 2.1 1.0
Others 4 2.3 2.2

197.4 178.5
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29 Guarantees

Section 160 of the Greater London Authority Act 1999 sets out the conditions under which TfL may give
certain guarantees, indemnities or similar arrangements.

TfL and its subsidiaries have entered into a joint and several guarantee in favour of HSBC Bank plc as
security for any bank indebtedness outstanding from time to time. TfL gave the guarantee under section
160(1) of the Greater London Authority Act 1999.

acts. The amount that could
g on a number of factors,

TfL has given guarantees in respect of some of its subsidiary companie
be payable by TfL under the guarantees (as described below) varies

information only, the approximate maximum amounts of de ity i rawn by the

these amounts may
not represent the amounts that could be payable by T
indication of the relative size of each contract. 4
Approximate maximum amount of debt avai
the:

the relevant debt facilities as part of

£m
Agreement with Tube Lines 1,803
Agreement with CityLink 502
Agreement with WARE 4 218
Agreement with TranSys 197
Agreement with PAD 168
Agreement with CARE" 164
Agreement with Pittville 51
Agreement with 4

ing to the Northern Line Train Service Contracts and the Jubilee Line
fL subsidiary, have entered into an operating lease for London

Overground ro ail Leasing Ltd. TfL have guaranteed Rail for London’s payment
obligations and
agreements listed ab

quantified in a similar

racts are not based on an initial amount of debt and so cannot be

No arrangements were entered into with another person under which that person gives a guarantee which
TfL has power to give under section 160 (4) and no indemnities associated with the guarantees were given
by virtue of section 160 (5) of the Greater London Authority Act 1999.
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30 Events after the balance sheet date
a) Metronet acquisition

During 2007/08, Transport Trading Limited created two new subsidiaries, namely, LUL Nominee BCV Limited and
LUL Nominee SSL Limited. In April 2008, the Mayor gave his approval to the schemes which transfer the
business, assets and certain liabilities of the Metronet Infracos to two TfL nominee companies (the Transfer
Schemes). Following court approval on 23 May 2008, the Transfer Schemes were effected on 27 May 2008 for
total cash consideration of £50 million. The consideration received by the Me t Infracos was applied by
the PPP Administrator in part repayment of the loan from TfL, described in 3. This means that no part
of the cash consideration will remain with the Metronet Infracos and th ect for TfL as a whole was
cash neutral.

Effective as of the acquisition date, LUL and the two Nominee an agreement in
principle to reduce the Infrastructure Service Charge paid
Nominee companies. As a result, Metronet’s finance lea

by LUL. The finance lease creditor balance as at 31 N

to reflect the debt

ditor will be released int
95.9 million.
b

b) London Transport Museum Limited (LTM)

e the Museum as a charity, LTM
il 2008.

) Limited. As LTM is a company
ial activities it can undertake and

e better control and more benefits for TfL through the wider network integration of
system across the Great London area.

The acquisition of TCL
the passenger transportati
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