Cooking the figures to hide how fares can be cut 
* Boris Johnson and his allies have been found to have cooked the books at TfL in order to hide the operating surpluses in the TfL budgets – through a huge one off debt repayment and using old forecasts, not their own most recent ones
* Through a combination of measures, including arbitrarily increasing debt payments, they have sought to show there is no operating surplus in the budget – whereas fares revenue is buoyant.

* Even on their own figures, by 2012/13, TfL’s own accounts show there will once more be operating surpluses – so even after the books are cooked 
* In effect, Londoners’ inflation-busting fare rise this January will go straight to bankers through the increased debt repayments
Questions for the Tory Mayor:

1. Who took the recent decision to hugely increase debt repayments this year, from budgeted £289mn at the beginning of the year, to £487mn by December? Was it on the orders of the Mayor or his office?
2. Why was this decision taken to increase debt repayments now when interest rates are exceptionally low? As many households now realise - they are benefiting from low interest costs as mortgage rates are low - why would a large company like TfL increase fares by 5.6% for ordinary Londoners, while paying down very low interest debt?  Currently, according to the Financial Times of December 6 an A2-rated UK corporate borrower like TfL can borrow at interest rates between 2% and 3%.
3. Why are Londoners being forced to pay another above-inflation fare rise to pay off debt early? The interest bill fell from £304mn to a projected £289mn because interest rates are so low. The debt servicing bill has risen to £487mn because of early and unnecessary payments to TfL’s bankers.  
Background and detail

What is the surplus?
Because of Boris Johnson’s fares increases TfL is generating huge operating surpluses. Last year’s surplus was £729mn and TfL reported that it was running at £206mn in the first 6 months of this year ahead of last year’s total at the same stage). There are 3 options when a business like TfL is generating huge surpluses because large fare increases, rising passenger numbers and much slower rises in costs:

1. Ken’s Option: Cut fares to give hard-pressed Londoners some of their money back

2. Boris Johnson’s Stated Option: Use the money to invest in the transport network. This would be a reasonable, but a second-best option in the current circumstances, especially as the allocated budget for investment isn’t fully spent

3. Boris Johnson’s Actual Option: Above-inflation fare rises are being used to pay off bankers early, even though interest payments are falling (and helpfully make the surplus seem to disappear).

The mayoral election debate has so far been dominated by fares; Boris Johnson’s fare increases versus Ken Livingstone’s Fare Deal pledge to cut fares. Ken has used the existence of Operating Surpluses in the TfL Budget to illustrate the point that there is scope to cut fares. 
In the latest forecasts this surplus has been made to disappear.

The surplus has ‘disappeared’
The table below is taken from TfL Board papers to be published on Dec 7.  This shows a deficit of £2mn for the current FY and, pointedly, it has been labelled it the ‘Surplus/(deficit) available to fund capital plan’.
It is important to note that this not a Q3 update on revenues and expenditure, but a way of presenting older data in a new way.  It is also important to note that this deficit is a one-off, and that there are no deficits in later years (with projections of +£223mn, +£277mn and +£204mn).
It is clear that this projected deficit is an election-year one-off, as there were also surpluses in the last 3 years £172mn, £206mn and £729mn respectively.
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TfL funding, income, operating and capital expenditure plan
TfL operating plan

(Em) 201112] 2012/13] 2013/14] 2014/15] Total
Forecast 2011/12)
2014/15

Fares income 3511 3762 4057 4363 15692
Congestion charge, LEZ and enforcement incom¢ 294 284 301 295 1174
Other operating income 290 329 360 308 1377
Interest income 5 7 1 15 39
Total income 4100 4383 4729 5071 18283
Operating costs

(inel. third-party contributions) (5,563) (5893) (6,008) (6,118) (23,582)
Debt service (“87)  (312)  (340)  (365) (1,505)
Group items (38) (42) 22 41 (16)
Total operating expenditure (6.088) (6.246) (6.326)  (6.442) (25.103)
Net operating expenditure (1.989) (1.863) (1.597) (1.371) _ (6.820)
General grant 1943 1948 1840 1541 7272
Overground grant 2 2 28 28 109
GLA precept 6 6 6 6 24
Other revenue grants 12 105 © ©) 17
Total revenue grants 1987 2086 1874 15675 7522
Surplus/ (deficit) to fund capital plan [7) 223 217 204 702

TfL capital plan

(Em) 201112 2012/13] 2013/14] 2014/ Total
Forecasf] 2011/12)
(7

Capital expenditure (1350) (1390) (1339) , m)
Third-party contributions - capital
Net capital expenditure (1,754)

(1,844) (1,558) (1,757) (7.222)

Crossrail sponsors' funding commitment (1,180)  (1,904) (2247) (2002) (7,333)
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TfL Business Plan Update  http://www.tfl.gov.uk/assets/downloads/corporate/Item06-071211-Board-GLA-Budget.pdf
So, how has the surplus disappeared between November 23 and December 7?

The latest forecasts for 2011/12 (December 7, shown below) is compared to the forecasts of November 23 (also shown) and the original TfL Business Plan for this year.

Changes in TfL Accounts for FY 2011/12, £ millions
	
	TfL Business Plan 2011/12 – 2014/5
	TfL Budget  2011/12 (Nov 23)
	TfL Business Plan Update (Dec 7)

	Income
	4,067
	4,103
	4,100

	Expenses
	(5,693)
	(5,563)
	(5,563)

	Debt repayment
	(304)
	(289)
	(487)

	Surplus
	(12)
	206* Actual first 6 months
	(2)


the £206mn surplus was revealed in the November 23 accounts. Operating Income fares income has gone down by £8mn between November 23 (when it was £3,519mn) and December 7 when it will be £3,511mn, even though all evidence is that fares revenues are very buoyant. Even so, total income has gone down only marginally by £3mn to £4,100mn.  Other income is unchanged at £584mn.

Costs are unchanged at £5,563mn. Note that the combined effect of Operating Income and Costs is just £8mn less than the £202mn over Budget, shown in the ‘Full Year Variance’ column below (taken from the November 23 TfL document cited above and shown below). 
So where has the surplus gone?

[image: image1.png](2 Finance and Policy Committee | Transport for London - Wind =] 5] TS|

M % [© nttp:jjwmn tfl.gov.ukjcorporateabout-tfboardandchisfofficersfpapers{1446.aspx. EICIER I =
Fle Edt_Vew Favortes Tods ek
o fl.gov.ukassets/ downloads; corporate, ltem06-0 =lojx|
[© bttty tl.gov.ukjassetsidowrlaads corporatefItemne-07 1211 Baard-GLA-udget.pdf =l 42| % | [F Gooce
Fle Edt GoTo Faverkes Heb
i Favortes | 525 [8] Compass'Plan 8 has useful ., [ Suagested Stes 2| Free Hotmal € 4eb Sice Gallry =
| @ tictn seresnsii.. | © v cov.afasst. | @ pfimm gov.idan. x || % v B) - I @ - Pagse Safety - Todse @

Ba € 8= [too% - ] [Fnd -
TawreTT

TfL funding, income, operating and capital expenditure plan
TfL operating plan

(Em) 201112] 2012/13] 2013/14] 2014/15] Total
Forecast 2011/12)
2014/15

Fares income 3511 3762 4057 4363 15692
Congestion charge, LEZ and enforcement incom¢ 294 284 301 295 1174
Other operating income 290 329 360 308 1377
Interest income 5 7 1 15 39
Total income 4100 4383 4729 5071 18283
Operating costs

(inel. third-party contributions) (5,563) (5893) (6,008) (6,118) (23,582)
Debt service (“87)  (312)  (340)  (365) (1,505)
Group items (38) (42) 22 41 (16)
Total operating expenditure (6.088) (6.246) (6.326)  (6.442) (25.103)
Net operating expenditure (1.989) (1.863) (1.597) (1.371) _ (6.820)
General grant 1943 1948 1840 1541 7272
Overground grant 2 2 28 28 109
GLA precept 6 6 6 6 24
Other revenue grants 12 105 © ©) 17
Total revenue grants 1987 2086 1874 15675 7522
Surplus/ (deficit) to fund capital plan [7) 223 217 204 702

TfL capital plan

(Em) 201112 2012/13] 2013/14] 2014/ Total
Forecasf] 2011/12)
(7

Capital expenditure (1350) (1390) (1339) , m)
Third-party contributions - capital
Net capital expenditure (1,754)

(1,844) (1,558) (1,757) (7.222)

Crossrail sponsors' funding commitment (1,180)  (1,904) (2247) (2002) (7,333)

I\Dm T T keomzne

e T T T T T @z

start| | () osj12i2011 1... | @ Finance and p... | [] Microsoft Excel | B TrL fares and... | @ httpsffwmw.tfl..| @ hetpufjccnm... | @ Office for Bud.. || hetp://wwwr. (2) Simon Fietcher... | [VEEIE)@ & Q< 16125




 The key is that Debt servicing is now expected to be £487mn, when it was forecast to be £289mn.   Debt servicing is comprised of two factors, interest payments and principal debt repayments. Since a schedule of contracted debt interest payments is always known in advance, this can only be a decision of Boris Johnson’s administration to repay debt earlier than planned. As market interest rates are at historic lows, this must be a decision to repay debt early. 

Effectively, this £200mn projected increase in debt repayments has made the surplus ‘disappear’. This ‘disappearance of the surplus’ does not impact on Ken Livingstone’s ability to cut fares. If elected, Ken will not take office until FY 2012/13, when TfL itself is predicting a resumption of surpluses. 

In fact, the Mayor routinely underestimates these surpluses, both by projecting higher costs and by underestimating revenues.  The £729mn was not expected at all, and was a surplus over anything that 




had been initially budgeted for. 
Source: TfL  Business Plan  http://www.tfl.gov.uk/assets/downloads/corporate/tfls-business-plan-2011-12-to-2014-15.pdf 

To take one example, next year’s operating expenses are projected to be £5,893mn. This is 248% higher than the actual costs of the first 6 months of this year, when TfL is engaged in a strict cost-containment programme. Even a modest cost control programme would lead to a full-year increase in costs of approx 210% (that is, higher costs of 5% over a full year). This would be £4,994mn, which would mean that costs are currently overestimated by perhaps £569mn for next year.    
The TfL November 23 financial accounts (below) which first showed the £206mn operating surplus and how the income barely differs from December 7 and the projected expenses is unchanged. The big difference is that debt repayments have ballooned to £487mn in December 7 from £289m in the original Budget.  
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Appendix Two: Financial Summary
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TfL Budget http://www.tfl.gov.uk/assets/downloads/corporate/item04-FPC-231111-Op-Fin-report.pdf  
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