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FINANCE COMMITTEE (No 30)

OPEN Session to be held on Thursday, 12 October 2006
In the Boardroom, 14" Floor, Windsor House,
42-50 Victoria Street, London, SW1H OTL
Commencing at 0900 hours

AGENDA

1. Apologies for Absence

2. Approval of Minutes of the Previous Meeting held on 14 September 2006

3. Matters Arising and Outstanding Items
Business Iltems Report Sponsor
4. Business Plan Jay Walder
5. GLA Group Sustainable Procurement Valerie Todd
Policy
6. London Rail Restructuring Stuart Munro
7. Project Monitoring and Approvals Stephen Critchley

8. Any Other Business

Date of Next Meeting: Wednesday 15 November 2006 at 0900 hours



Present:

TRANSPORT FOR LONDON

MINUTES of the Finance Committee Meeting (No. 29) held in the
Boardroom, 14" Floor, Windsor House, Victoria Street, London

at 0900hrs on Thursday 14 September 2006

Sir Mike Hodgkinson

Honor Chapman
Stephen Glaister

In Attendance:

Stephen Allen
Richard Browning

Howard Carter
Naomi Connell
Stephen Critchley
Mary Hardy

Ellen Howard
Richard Jones

Chair

Director of Corporate Finance

Director of Group Business Planning &
Performance

General Counsel

Director of Finance (LUL)

Chief Finance Officer

Director of Internal Audit

Public Law Team Manager

Energy Contracts Manager

Jeff Pipe Corporate Governance Adviser
Howard Smith Chief Operating Officer, London Rail
Peter Smith Head of Service Delivery, Group Services
Duncan Symonds Chief of Staff
Valerie Todd Managing Director, Group Services
Jay Walder Managing Director Finance & Planning
Beth West Head of Commercial Finance
Secretary: Gladys Williams Secretary
ACTION:
28/09/06 Apologies for Absence
No apologies were received.
Declaration of Interests
There were no interests declared.
29/09/06  Minutes of the Previous Meeting held on 8 June 2006

Minutes 28/09/06 — 34/09/06

The minutes of the meeting held on 8 June 2006 were
APPROVED as a correct record of the meeting and were
signed by the Chair.

Matters Arising from the minutes: There were no matters
arising from the minutes.

Qutstanding ltems:
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31/09/06

32/09/06

33/09/06

34/09/06

The update on the investigation of Provision of Signing for
TfL Projects was deferred to the next meeting.

Operational and Financial Report

Stephen Critchley introduced the report informing members
of TfL's financial position and highlighting related
performance issues arising during the first quarter of 2006/7
(1 April 2006 to 24 June 2006).

The Committee asked for the section on energy savings for
London Underground (which related only to stations ) to be
clarified in the report before it went to the board.

The Committee NOTED the contents of the paper.

Prudential Indicators 2004/5 (final outturn)

Stephen Critchley introduced the report. Sir Mike asked if
two sets of Prudential Indicators were needed and it was
explained that they were due to statutory and other
requirements. The Committee asked that they be set out
separately in future reports in order to clarify which were
required Prudential Code Indicators and which were local
indicators.

The Committee NOTED the contents of the report.

Consideration of Projects During Preliminary Phases

Howard Cater introduced the report.

The Committee NOTED the contents of the report.

Project Monitoring and Approvals

Stephen Critchley introduced the report.

He stated that the main question with the Victoria Station
Upgrade was the removal of asbestos and which party
should be responsible for this. It had been agreed that all
the asbestos should be removed now with the funding being
sorted out in due course.

The Chair stated that the first quarter events determined
how the rest of the money was spent later in the year.
Concern was expressed that projects should be given
thorough consideration to ensure that no money is wasted.
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35/09/06 Any Other Business

There being no further business the meeting closed.

Chair Date
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TRANSPORT FOR LONDON

AGENDA ITEM 3

OPEN TfL FINANCE COMMITTEE

OUTSTANDING ACTIONS FROM 14 SEPTEMBER 2006 AND PREVIOUS MEETINGS:

TARGET | OUTSTANDING ITEM PERSON MINUTE
DATE RESPONSIBLE | NO:
12.10.06 | Investigate provision of signing for TfL projects Richard Webster | 24/06/06
Separate Prudential Code and Local Indicators in Stephen Critchley | 32/09/06
future reports
PAPERS DUE TO THE FINANCE COMMITTEE:
TARGET | OUTSTANDING ITEM PERSON MINUTE
DATE RESPONSIBLE | NO:
09.07 Prudential Indicators 2004/5 (final outturn) Stephen Allen Annual
Standing
Item
15.11.06 | TfL Operational and Financial Report Stephen Critchley | Quarterly
Standing
Item
15.11.06 | Investment Programme Report Stephen Quarterly
Critchley/ Richard | Standing
Browning Item
AGENDA | GLA Group Sustainable Procurement Policy Valerie Todd Mtg. 27
12.10.06 » Detailed report from the Steering Group to include 18/05/06

section outlining what TfL would generically specify
in order to make judgements on Best Value in
contracts.




AGENDA ITEM

TRANSPORT FOR LONDON

OPEN PAPER - FINANCE COMMITTEE

SUBJECT: GLA Group Sustainable Procurement Policy — Update on

Implementation Progress

MEETING DATE: 12" October 2006

1.

11

1.2

2.1

2.2

2.3

PURPOSE

In May 2006, the Finance Committee and Board each noted the GLA Group
Sustainable Procurement Policy and the Direction and Delegation from the
Mayor relating to its implementation. The Finance Committee asked to be
updated on the progress of implementing the GLA Group Sustainable
Procurement Policy, specifically to receive a “report from the Steering Group
to include a section outlining what TfL would generically specify in order to
make judgements on Best Value in contracts”.

This paper is designed to highlight current progress and meet the
Committee’s request on how judgement will be made on whether new
contracts meet TfL’s Best Value obligations.

BACKGROUND

On 31° March 2006 the Mayor issued a Direction and Delegation to TfL to
adopt and implement the GLA Group Sustainable Procurement Policy. Under
the GLA Act, TfL must comply with Directions of the Mayor when exercising its
functions.

The key themes of the GLA Group Sustainable Procurement Policy are:

e Encouraging a diverse base of suppliers

Promoting fair employment practices

Promoting workforce welfare

Meeting strategic labour needs and enabling training opportunities
Promoting community benefits

Encouraging ethical sourcing practices

Promoting greater environmental sustainability

TfL Group Procurement has taken a lead within the GLA Group to implement
the themes contained with in the GLA Group Sustainable Procurement policy.
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3.1

3.2

3.3

3.4

3.5

3.6

SUSTAINABLE PROCUREMENT IMPLEMENTATION

Good progress has been made by TfL Group Procurement within a number of
the themes listed in 2.2 above: the Supplier Diversity programme; promoting
Environmental Sustainability (through a “Green” Procurement programme and
Health, Safety and Environment within procurement); and Promoting Fair
Employment practices (through The London Living Wage programme).

Both the Policy for The Mayor's Green Procurement Code and a Supplier
Diversity Policy have been published. A number of procurement toolkits,
consisting of guidance, processes and standard templates, have been
developed to enable procurement professionals to incorporate both supplier
diversity and “green” procurement requirements into each step of the process,
from specification to contract. The TfL procurement procedures are being
updated to include instructions and guidance on considerations to implement
supplier diversity and “green” procurement requirements into the procurement
process from the start.

Supplier Diversity

Based on experience gained through the East London Line rolling stock and
main works procurements, four Supplier Diversity requirements are being
inserted into major contracts, where relevant and appropriate. Suppliers are
being asked to produce the following as part of their bid submissions:

An Equality Policy

A Diversity Training Plan

A Supplier Diversity Plan

A Communications Plan

A matrix has also been developed to enable procurement agents to identify
which of the four requirements should be included in particular procurement
transactions.

The aim is to influence positive outcomes on diversity through the main
contracts and the supply chain.

Supplier Diversity requirements have been included, or will be included, in a
number of major projects, as well as some large procurement transactions:
The Street Management Term Maintenance Contracts

The SAP consultancy frameworks

The London Rail concession

The DLR operating concession

The Thames Gateway Bridge
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3.7

3.8

3.9

3.10

3.11

3.12

Environmental Sustainability

“Green” Procurement requirements have been included, or will be included, in
various relevant major projects:

e The Street Management Term Maintenance Contracts

e The LUL advertising concession

e The Surface Transport bus stop & station cleaning contracts

One practical example of applying “green” procurement and meeting Best
Value obligations is as follows: All standard virgin A4 paper has been
replaced by 80% recycled paper (EP4) without a change in look or feel. This
change has resulted in a saving of £50k per annum (approximately 25% of
spend).

Progress has been made on continuing to purchase renewable energy. All of
TfL’s buildings are powered by renewable energy. TfL is also investigating
how it could increase its investment and usage of renewable energy; it is
exploring partnering opportunities on renewable initiatives with key south east
suppliers.

The next six months will be paramount in determining the lessons learnt to
fully embed supplier diversity and “green” procurement within TfL.

The London Living Wage

The rate for the London Living Wage (LLW) has been raised from £6.70 to
£7.05 for 2006-07.

The London Living Wage has been implemented in the new Surface
Transport Bus Station Cleaning contract under competitive conditions, with a
value of £10m over 5 years, and is due to commence in October 2006. The
considerations that can be drawn from this procurement are:

3.12.1 Direct “like for like” comparison of costs from pre-London Living Wage
was not possible due to improvements in specification and scope from
the previous contract. However, the likely direct financial costs to TfL of
the LLW in this Bus Station Cleaning contract is in the order of 2.5% of
the contract value.

3.12.2 The dominant feature of this type of contract is the cost of labour with
pay rates being generally low. From experience of managing previous
contracts, where the level of service to passengers could not be
sustained, it is reasonable to conclude that there is a relationship
between the rates paid to staff and the ability of the contractor to deliver
the level of service that we seek, thus making pay rates a fundamental
feature of the contract.

3.12.3 The benefits of implementing the LLW are challenging to quantify in
financial terms. They generally flow from the logical premise that staff
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3.13

3.14

3.15

4.1

on better pay have a relatively higher standard of living and are
therefore happier and potentially more conscientious, resulting in:
e |ower staff turnover
lower training and retraining costs
lower recruitment costs
potentially lower supervision costs
higher quality cleaning / service and less re-work
better customer satisfaction

Whilst many of these benefits initially accrue to the contractor through
negotiation and, over time, the competitive process, some of these
should pass through to TfL as the client, though this is likely to take
time as the benefits need to be identified. However, the scale of the
above potential benefits is yet to be confirmed and further work will be
done to address this during the contract period.

3.12.4The Mayor’'s expectation from the policy is that there will be further
social benefits as a result of improving wages for low paid Londoners to
ensure they have a reasonable standard of living, which is indeed the
key factor motivating the introduction of the London Living Wage by the
Mayor. However, these are not benefits that accrue to the contractor or
TfL, and therefore will not result in any financial gain to TfL.

3.12.5 Establishing a base rate for staff allows the negotiation of the contract
to focus on other areas of the contract price to ensure efficiencies in
both operation and utilisation of staff and other costs or overheads.

Fair Trade

Fair Trade procurements such as tea, coffee and sugar have also been made
available on TfL’s purchasing systems to embed wider usage.

Reporting

A reporting system has been established to make future procurement
opportunities, relevant for diverse suppliers, available to the London
Development Agency (LDA). A process has also been put in place to report
on TfL’s spend with diverse suppliers to the Greater London Authority (GLA).

TfL's IT systems are currently being updated to enable the collection of
relevant supplier data and enable a greater analysis to measure the success
of implementation.

BEST VALUE OBLIGATIONS

As acknowledged in the May 2006 Finance Committee paper, TfL
understands that to include Sustainable Procurement requirements
retrospectively into existing contracts could potentially be expensive.
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4.2

4.3

4.4

4.5

4.6

4.7

Implementation therefore remains on a contract-by-contract basis for relevant
new contracts and relevant existing contracts as they come up for renewal.

Also, as acknowledged in the May 2006 Finance Committee paper, the
objective remains to achieve the requirements of the GLA Group Sustainable
Procurement Policy within the existing financial constraints of the TfL
Business Plan.

By virtue of the Local Government Act 1999, TfL is a "best value authority”
which means, in brief, that it must "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". The references to
efficiency and economy are, of course, very similar to the requirement of TfL's
general transport duty set out in the GLA Act 1999.

The legislation describes in outline the methods TfL should use when making
those arrangements, namely that it should:

e challenge current service provision

e compare itself to other best value authorities

e consult with users

e assess the competitiveness of the services provided.

Clearly, therefore, good, competitive procurement can play a key role, not
only in delivery of these requirements but in being able to demonstrate that it
has done so.

The original requirement to assess all services over a five year rolling
programme has in recent years been relaxed so that TfL can focus its efforts
in reviewing those services it feels need attention.

As well as TfL’'s Best Value obligations and general fiduciary duty, careful
attention continues to be given at all times to:

e non-commercial considerations — Research conducted for
ODPM (*Handling of Workforce Matters in Procurement”, August
2002) indicated that information on how a supplier manages and
develops its workforce is important for allowing an authority to
be confident of the quality and continuity of the service

e public procurement law — TfL is subject to EU and UK
procurement law where the contract in question is of a type
governed by that law and above specified monetary thresholds.
If TfL fails to comply with its obligations in this regard, a range of
actions may be taken, the key one of which is challenge by
aggrieved bidders or the European Commission. If successful,
this can lead to the setting aside of the procurement process or,
if a contract has been completed, an award of damages to the
claimant
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