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Transport for London
Local government funding will enable a balanced budget

On 22 September, the Mayor of London Sadiq Khan announced £500 million of funding
over two years for Transport for London (TfL, Baa1 stable). The funding is credit positive
because together with UK (Aa3 stable) Department for Transport (DfT) funding announced
30 August, the TfL will be able to balance its budget for the next two years.

The new funding from London will be from a call-off facility that will be recovered through
future Business Rates Retention tax income. Recovery terms are flexible and have yet to be
agreed between TfL and the Greater London Authority (GLA). Under the existing funding
framework, TfL will continue to receive approximately £2 billion per year of Business Rates
Retention funding from the GLA, £1 billion of which it plans to use for capital projects.

The GLA's new funding for TfL adds to the DfT funding agreed last month, in which the
DfT will finance any passenger income shortfall of below £4.5 billion in fiscal 2023 (ending
31 March 2023) and £5.2 billion in fiscal 2024 (Exhibit 1), minimising the risk around the
number of passengers (Exhibit 2). These agreed amounts slightly exceed our latest forecasts.

Exhibit 1

The funding package guarantees an increase
in passenger revenue to £5.2 billion by fiscal
2024
Total passenger income, £ billion, fiscal 2019-24

Exhibit 2

Passenger numbers continue to climb from
pandemic lows
Billions of passengers 2017-22
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The government has also committed to provide additional funding of up to £15 million
for fiscal 2023 if inflation exceeds budget assumptions. For fiscal 2024, the agreed funding
includes incremental inflationary costs of £132 million and flexibility to increase the grant if

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1341082
https://www.moodys.com/credit-ratings/Transport-for-London-credit-rating-600058023/summary
https://www.moodys.com/credit-ratings/United-Kingdom-Government-of-credit-rating-788250
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inflation is higher than expected. TfL’s hedging strategy -- 100% of the current year's energy costs and 50% of its 2024 costs are fixed –
reduces its exposure to rising prices.

The DfT agreement provides TfL much greater revenue and capital visibility: the previous funding agreement was for only four months.
The government agreed to fund key capital projects, which means TfL can move ahead on major projects like replacement of the
Piccadilly Line rolling stock, rail enhancements for the Northern and Jubilee lines, the Northern Line extension and completion of the
Elizabeth Line.

However, there are implementation risks with the DfT agreement, especially related to staff costs. Unionisation will likely complicate
efforts to implement real terms, recurrent cost savings required under the agreement. In particular, recent negotiations around changes
to pay, pensions or conditions have been contentious. The government expects staff pay to rise in line with public sector pay, which is
around 3%, and much lower than the latest pay award for London Underground workers of an 8.4% increase in April 2022 (based on
February 2022 Retail Prices Index + 0.2%) which was the final year of a previously agreed four-year pay deal.

The government also expects TfL to consider implementation of driverless trains on the London Underground as an additional cost-
savings measure. The government will provide additional funding to develop and test the related technology, but staff unions are likely
to oppose any deal that creates staff redundancies.

TfL must also provide viable options by January 2023 for reducing future pension liabilities by around £100 million per year, a move
unions will likely strongly oppose. If TfL fails to deliver on the condition to provide viable options, the government has the power to
reduce grant funding.

Moody’s related publications

» Credit Opinion: Transport for London (UK): Update following downgrade to Baa1 stable, 13 May 2022

» Rating action: Moody's downgrades Transport for London's ratings to Baa1 from A3; outlook stable, 9 May 2022

» Issuer Comment: Transport for London: Absence of a longer-term funding arrangement elevates credit risks, 9 March 2022

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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