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Transport for London
Update to Credit Rating Factors

Summary Rating Rationale
The Aa2 debt rating of Transport for London (TfL), with negative outlook reflects the
essential nature of TfL's services as the dominant provider of urban transport in London
and its strong practical links to the government via its institutional and long-term funding
frameworks. The rating also reflects TfL's operating risk from the wide scale of its services, its
large and expanding investment plans and growing debt. TfL functions in a highly politicised
environment, which may affect the levels at which fares are set, the levels of service that it
provides and the amount of investments it undertakes. Moody's also assigns a Prime-1 (P-1)
rating to TfL's commercial paper programme.

Exhibit 1

TfL's ridership growth by type of transport

Forecasted figures between 2016/17 to 2020/21 (Business Plan 2014)
Source: Business Plan (2014) and 2015/16 Annual Report, Moody's calculations

Credit Strengths

» Strategic importance for national transport plans

» Strong demand for TfL's essential services expected to continue

» Strong framework providing a high level of transparency

» Record of meeting operational and investment goals

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1045171
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Credit Challenges

» Decreasing operating support from the government and limited revenue flexibility

» Crossrail drives substantial capital plan

» Debt levels will remain high but predictable given borrowing limits

Rating Outlook
The negative outlook on TfL's rating reflects our assessment of the possible impact of the vote to leave the European Union on the
revenues of TfL, which would be affected by slowing growth in the economy and population in London as well as any loss of EU
funding for capital programmes though we expect that any EIB funding already agreed will remain in place. The negative outlook also
mirrors the negative outlook on the UK sovereign rating, reflecting the close economic, fiscal and institutional ties between TfL and the
sovereign.

Factors that Could Lead to an Upgrade
Whilst unlikely in the near term, there could be upward pressure on the rating in the following instances: a significant and sustained
improvement in TfL's financial position, including a substantial decrease in its debt burden and lower interest payments. Furthermore,
materially improved revenue and spending flexibility or an upgrade of the UK sovereign rating could also put upward pressure on the
rating.

Factors that Could Lead to a Downgrade
Downward pressure could result from TfL's underperformance in meeting operational or financial goals, specifically if fare revenue
growth is materially slower than projected levels, new revenue sources fail to contribute to the revenue gap or planned expenditure
savings do not materialise. Further, if the UK government were to signal a clear dilution of its support for TfL's capital plan or the UK
sovereign rating were to be downgraded, this would also put downward pressure on the rating given the strong linkages in funding and
support of the sovereign.

Key Indicators

Exhibit 2

TfL's key indicators

[1] For all ratios, Total Revenues include grants, including those ring-fenced for Crossrail
Source: TfL's financials, Moody's calculations

Recent Developments
TfL has begun publishing a new financial performance report. The first report was published in September 2016 and showed its
operating performance on income and surplus close to budget projections for the fiscal year to 22 August.
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Issuer Profile
TfL is the dominant provider of urban transport for London and is a statutory corporation established by the Greater London Authority
(GLA) Act 1999. Operations include the tube, bus networks, above-ground rail within London (Overground and Dockland Light Railway)
and strategic portions of the road system. TfL also manages the congestion-charging system and wholly owns Crossrail Limited.

Most trips to the central business district (CBD) of London are provided for by TfL's services, which delivered approximately 4 billion
passenger journeys in 2015-16. In practice, the segments not under TfL control are either very small or, like the large share of surface
rail outside of TfL's control, are effectively at-or-close-to capacity and cannot strongly compete with TfL's services.

Detailed Rating Considerations
Transport for London's rating combines (1) a baseline credit assessment (BCA) for the entity of a1 and (2) a very high likelihood of
extraordinary support coming from the UK government in the event that the entity faced acute liquidity stress.

Baseline Credit Assessment
STRATEGIC IMPORTANCE FOR NATIONAL TRANSPORT PLANS

Transport for London is a key component of the regional government of greater London (Greater London Authority) and reports to the
Mayor of London. Future growth in London and the capacity of the public transport system are closely linked and are significant policy
concerns to citizens, businesses and the local and national levels of government.

Transport for London is the largest transit system in the United Kingdom, and one of the largest in the world. It serves a large
population (8.3 million in London) and benefits from very strong ridership. TfL's tube, buses and overground network provide just over
4 billion rides annually. TfL's very strong 478 utilization ratio (number of annual riderships relative to the service area population) is the
highest of any system we rate under the Global Mass Transit Enterprises Methodology, reflecting the pervasiveness of transit and its
importance to the London economy.

The scope of operations continues to grow. In May 2015, TfL became responsible for providing rail service on the West Anglia Inner
lines. In January 2016, TfL and The Department for Transportation released a joint proposal contemplating TfL taking a larger role
in London's commuter rail lines, including the possibility that TfL would become the contract manager for a number of rail lines in
the southeast. We cannot evaluate any potential credit impact until details of such an agreement are available. In August, night tube
(underground) services were launched for two lines; while the service entails costs such as higher policing, initial passenger journeys
have been higher than anticipated so far.

STRONG DEMAND FOR TFL'S ESSENTIAL SERVICES

The demand for TfL's services has continued to strengthen, with passenger journeys in fiscal year 2014-15 increasing by 3.4% for the
London Underground, slightly decreasing for London buses and increasing by 6.2% for the Docklands Light Railway, compared to the
previous fiscal year. Ridership has grown at an estimated compound annual growth rate (CAGR) of 2.4% since 2009-10.

The 2014 Business Plan anticipated the population will continue to grow at 2% annually. The Office for National Statistics projects
a 13% population increase between 2015 and 2025, based on its 2014 population projections. Crossrail will add further capacity to
absorb growing demand and will represent a 10% increase in London's rail capacity; it will increase the number of people within a 45
minute commuting distance of London's key business districts by 1.5 million. Continued growth in ridership is important to TfL's ability
to effect balanced budgets; a stagnant population and/or slowdown in the economy could present a challenge to TfL's financial health.

STRONG OPERATING FRAMEWORK PROVIDES A HIGH LEVEL OF TRANSPARENCY

Since 2003, TfL, the Mayor of London and the Department for Transport have agreed long-term funding and planning frameworks.
These frameworks take into account a combination of TfL's own resources - mostly fare revenues - and grants from the government,
which are balanced against spending in the TfL Business Plan. Overall funding stability has allowed for investment stability, which has
been matched by good service delivery and, generally, both local and national political support. Following the 2015 Spending Review,
the Secretary of State and TfL agreed medium term grant levels as set out in a funding agreement. The agreement moved TfL further
down a path towards self-sufficiency in that it ends operating grants starting in 2018-19.
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In the same agreement, the government provided clarity on capital funding commitments indicating that capital grants will be flat
through 2020-21. The Chancellor's Budget in March 2016 announced further devolution of business rates to local government and
a pilot to replace the capital grant paid to TfL by central government with business rates from April 2017. While we view the loss of
operating grant as a credit challenge, we do view positively the government's continued commitment to ensure that TfL has sufficient
resources for its tube lines upgrade and Crossrail project, whilst maintaining London's extensive bus network.

On June 8 2016, following London mayoral elections, the Mayor of London and TfL’s Commissioner announced a plan to freeze fares
for the next four years at an estimated cost of £640 million, exerting additional pressure on TfL's operating results and prompting a
step up in TfL's savings plans. The 2016-17 budget was published in March 2016 with an updated five-year medium term plan expected
later this year following the mayoral elections.

Historically, the links between the Mayor and TfL have been very strong and well co-ordinated on key matters of operations and
funding. The Mayor develops London's Transport Strategy, which is the guiding document for TfL's specific programmes of operation
and investment, appoints TfL's Board and sets fare levels. In September 2016, a new board was appointed reducing the total members
by two to 14, which also includes the Mayor and Deputy Mayor for Transport and two returning members. The London Assembly,
in turn, holds the Mayor democratically accountable and oversees the Mayor's budget. TfL's Board approves the Commissioner for
Transport, the executive head of TfL. It also oversees the creation and delivery of the multi-year business plan and annual budgets
through various committees, including the Remuneration Committee, the Finance Committee, the Programmes and Investment
Committee and the Audit and Assurance committee. TfL also has an external benchmarking body, the Independent Investment
Programme Advisory Group.

Under the Prudential Code, TfL may borrow for capital purposes up to a level agreed with the Mayor, subject to reserve powers retained
by the government. Borrowing limits are also agreed within the multi-year funding agreements with the national government. Local
government finance law imposes statutory obligations upon officers and permits government intervention in cases of mismanagement
or financial failure. Accounting standards are high. Audited financials are produced under IFRS accrual formats, but, as with UK local
authorities also using this system, can be difficult to reconcile to the more cash-based systems used for budgets and long-term
planning.

A RECORD OF MEETING OPERATIONAL AND INVESTMENT GOALS

In fiscal year 2015-16, gross fare income, which constitutes the bulk of TfL's own-sourced revenue, increased by 6.7% reflecting both
rising demand (3.2% higher across the whole network) and fare increases linked to the retail price index (increases averaged 1%). We
believe that TfL has managed its finances very efficiently in the last few years, meeting targeted spending and fare levels. This success
is particularly significant when taking into account civil disturbances in the Summer of 2011, the 2012 Olympic Games and more
generally the substantial construction work having occurred over the years, and which continues to gain pace. Crossrail is now 75%
complete and on schedule and on budget. Going forward, we believe that TfL's future revenue growth will depend largely on continued
population growth as well as the successful delivery of capacity improvements from large capital projects, particularly Crossrail. TfL is
currently undergoing a comprehensive cost review in order to maximize value for money.

DECREASING OPERATING SUPPORT FROM THE GOVERNMENT AND LIMITED REVENUE FLEXIBILITY

The majority of operating costs are financed by fares. The farebox recovery ratio (fare revenues/operating expenditures) is high at 63%
in fiscal year 2015-16. Following population growth and fare increases, fare revenue has increased at an estimated compound annual
growth rate (CAGR) of 10% over the last five years.

Total revenues (on an accounting basis) were £8.8 billion in 2015-16 and were comprised of the following major sources: 48% fares,
30% grants allocated for capital, 9.6% revenue grants and 11.7% other own source revenues. Total revenues exceeded operating
expenditure by £0.9 million, which was allocated to the capital programme.

TfL has started to diversify its revenues in recent years. Part of the previous general grant provided by the GLA has been replaced by
Business Rates Retention; though this could mean greater variability in these revenues, the GLA has made a commitment to grow
these transfers in line with RPI. TfL also plans to increase revenues from commercial activities to leverage its considerable property
portfolio, especially Underground stations, to generate revenues. It projects raising about £3.4 billion from commercial strategies by



MOODY'S PUBLIC SECTOR EUROPE SUB-SOVEREIGN

5          18 October 2016 Transport for London: Update to Credit Rating Factors

2023, including residential property development. The first major such endeavour is a joint venture property development at Earl's
Court. While these projects have considerable upside potential and are a promising source for replacing lost government revenues,
they also introduce increased volatility and potential downside risk, particularly in terms of residential property development. We will
continue to monitor the impact of these revenues on TfL's budget planning, though TfL has not incorporated very large increases in
revenues from commercial activities.

CROSSRAIL DRIVES SUBSTANTIAL CAPITAL PLAN

Transport for London, along with the Department for Transport, is a sponsor of the Crossrail project, a £14.8 billion expansion of
London's rail system. It is funded from a mix of government grants, new borrowing and other contributions. TfL's direct funding for
Crossrail represents £2.4 billion, and its total funding contribution for the project is capped at £7.1 billion. While TfL has conservatively
budgeted cost commitments for Crossrail and costs have so far remained within budget, should costs for Crossrail exceed £14.8
billion during the construction period, TfL has the option to transfer the project ownership to the Department for Transport, thereby
mitigating risks for TfL.

The first stage of Crossrail was put into place when the Greater Anglia franchise between Liverpool Street and Shenfield transferred
to TfL. The project is currently 75% complete and the first trains are expected to run in early 2019. While the recent funding letter
includes no commitment for the development of Crossrail 2, which would transverse London north to south, it advises any contribution
would come from the £300 million Transport Development Fund. In the 2016 Budget, the government committed to provide £80m to
the Crossrail 2 project, to be matched by TfL, in order to develop the project. TfL has already created a new subsidiary for Crossrail 2.

In the March 2016 business plan, capital spending was projected to amount to nearly £13 bilion from 2016-17 to 2020-21. Capital
support from the government was set to continue at approximately £1 billion a year, essentially the same levels as agreed in the 2013
funding agreement and a reduction from the £1.7 billion average over the last five years, but will be funded directly from business rates
from April 2017. Borrowing limits over the next five years were essentially the same level as in the previous agreement, averaging £640
million. However, a new business plan reflecting the priorities of the new Mayor is expected in December 2016 and the capital plan will
be updated as part of this exercise.

DEBT LEVELS WILL REMAIN HIGH BUT PREDICTABLE GIVEN BORROWING LIMITS

TfL's debt level is high, but stable and predictable. TfL's debt rose to £9.7 billion at the end of fiscal year 2015-16, or 159% of operating
revenue, from £9.2 billion the previous year. Increases in debt are agreed in the multi-year funding settlements with the Department
for Transport (DfT). DfT approves and establishes limits for TfL's debt projections, subject to requirements of prudence and affordability
required under the Prudential Code. Between 2016-17 and 2020-21, TfL can borrow £3.2 billion. Favourably, the most recent funding
settlement gives TfL flexibility to roll borrowing capacity into future years, meaning debt will grow only when fund are required. In
the past each year's borrowing cap was `use it or lose it', meaning that TfL would borrow regardless of current cash need, incurring
unnecessary interest costs.

TfL guaranteed a number of loans linked to Public-Private Partnership (PPP) contracts. In the last few years its policy has been to bring
these PPP contracts back “in-house.” TfL's project management exposure has substantially decreased as a result. TfL's total retirement
benefit obligations, which currently are not included in TfL's debt stock, were at £3.3 billion in 2015-16, or approximately 37 % of total
revenue. The latest full actuarial valuation of the TfL Pension Fund was carried out as at 31 March 2015, which showed a deficit for
funding purposes of £396 million.

TfL benefits from a diverse investor base and may borrow from the Public Works Loan Board (PWLB, statutory body operating within
the UK Debt Management Office and an executive agency of the UK Government's Treasury Department), which could also act as a
lender of last resort for the entity and hence mitigate the threat of liquidity shocks. TfL has a £5 billion European Medium Term Note
(EMTN) programme, updated in July 2015, of which £3.6 billion was outstanding as of August 2016. In April 2015, TfL issued its first
green bond (£400 million) under the EMTN programme. For short-term liquidity needs, its European Commercial Paper programme of
£2 billion allows for rapid and flexible access to liquidity at rates under LIBOR.

TfL had approximately £3.3 billion of cash and cash equivalents at FYE2016, which are primarily held as funding for capital expenditures
in the business plan. This cash includes £1.8 billion set aside for Crossrail funding that will be spent over the next couple of years. The
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reserves are not ring-fenced and may be used for debt service payments or other costs of TfL and its operating subsidiaries. In addition,
internal liquidity has historically been strong, particularly as funds are generally secured in advance of major project expenditures.
Furthermore, TfL has a policy of maintaining a minimum of £250 million in cash available on any business day.

Extraordinary Support Considerations
The very high support assessment for TfL reflects the importance of the transport system and infrastructure improvement in London by
the UK government (Aa1 negative), as reflected in the multi-year funding settlement and the agreement to proceed with Crossrail and
the tube upgrades. The very high support also reflects the reputational risk for the central government, should TfL face acute liquidity
tensions, given the overall funding of the system and close oversight from the sovereign. Such event would also call into questions
government support for other sectors (such as local authorities) that the national government tightly controls and funds.

Moody's also assigns a very high default dependence between TfL and the UK government, reflecting the high portion of central
government funding to TfL and its historical co-ordination with national investment policies.

Rating Methodology
Global Mass Transit Rating Methodology, dated February 2015.

Please see the Credit Policy page on www.moodys.com for a copy of this methodology.

Ratings

Exhibit 3
Category Moody's Rating
TRANSPORT FOR LONDON

Outlook Negative
Senior Unsecured -Dom Curr Aa2
Commercial Paper -Dom Curr P-1

Source: Moody's Investors Service
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