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| wrote to Tube Lines Group and its providers of finance on 30 December 2002 setting out
the Secretary of State’s role in relation to LRT, the Greater London Authority ("GLA") and
Transport for London ("TfL") (including any subsidiary of TfL). Annex B to that letier (also
attached to this letter and to be read in conjunction with 1t) sets oul the Secretary of
State’'s intentions in relation to the obligations of London Underground Limited (LUL)
when setting Transport Grant for the GLA under Section 101 of the GLA Act or, pending
transfer of LUL to TIL, when determining grant under the LET Acl

Further to that letter and to my letter to Bob Kiley of 4 Decermnber 2002 | am writing to set
out the Secretary of State's intentions in relation to the funding of LUL, how he would
intend to review GLA transport grant in the event of unforeseen circumstances in advance
of the next Government spending review and his intended approach at the next and
subsequent spending reviews.

Recognising that the PPP contracts have begun (in the case of Infraco JNP) or will begin
(in the case of Infracos BCVY and SS5L) later than was expected al the time of
promulgation of the Funding Statement which forms Annex B to my lelter to Tube Lines
Group and which was confimed by the Government's 2002 spending review, the
Secretary of State intends to ensure that LUL,is no worse off as a result. He therefore
intends to allow such underspend as occurs during this financial year, and is needed next,
to be carried forward and added to grant for next year to achieve that outcome. He also
intends to adjust grant for the following year if, in his view, it iIs needed for that purpose.

The Secretary of State also intends, in respect of the years up to 2005-06, to make

provision in addition to that contained in Annex B of my 30 December letter in respect of

such sums asrare incurred by LUL'in consequence of its agreement with Canary Wharf
blimited (CWE), ==

The Secretary of State does not propose any further changes to the levels of grant sel out
in 02/03 prices in Annex B to my letter of 30 December, those levels reflecting, in his
view, what is needed to fund LUL's obligations including provision for management of
rnsks associated with LUL's PPP and other contracts. That letter states that, between



Government spending reviews, it is his intention that levels of GLA transport grant should
be revi €d. in:the -event of major expenditure pressures falling to LUL outside ijts
Bdsiness Plan (and therefcre_’unfnreseen] and any appropriate adjustments made. The

Secretary of State will consider whether such pressures

might include sums falling to be

paid to CWL in the event of LUL failing to meet the terms of the agreement referred to at
Paragraph 4 above provided that information on performance of that agreement js

provided to him on a regular basis within the framework {
7 below.

The Secretary of State has recognised that it will be

reserve provision from which to manage LUL's future hus
set out in Annex B to my 30 December letter) certain am
in the years up to 2006/07 to allow TTL to build up such a
(under the arrangements set out in paragraph 7 below) t
Hdown such that it may lead to significant depletion ofdhe

desirable for TiL o establish a
iness risks and has Identified (as
ounts within GLA transport grant
reserve. Government will expect
0 be consulted befare any draw
reserve. In these circumstances,

should major unplanned and unforeseen expenditurd pressures fall to LUL such that that
reserve Is significantly depleted, it is the Secretary of State's INtention that levels of grant
should be reviewed in light of the desirability of maintaining reserves at the level

contained in Annex B to my letter of 30 December and

adjustments made such that the

FEServe can be replenished to an appropriate level. Such review would normally take

Place at each Government spending review.

Going forward, it is the Secretary of State's view that Government and TfL should wark

together to allow better planning and delivery within Lor

idon Underground and hence to

promote better informed decisions in Government spending reviews and in the annual
determination of GLA ransport grant. To that end, ;\Government will wark with TL to
develop a protocol in relation to LUL, Covering a Business Plan which both parties believe

to be realistic, the provision of management accounts, o

biectives, performance, areas of

co-operation and exchange of information and an approach to project evaluation.

Itis the Secretary of State’s intention that GLA transport grant should be reviewed at each

Government spending review within the framewark of {

he Funding Statement and that

protocol. The Secretary of Stale has already said that,

Qtaken in particular of changes to LUL's forecast reveny

Provision set out in Annex B to my 30 December letter assumes that'LUL fares will rise in
line with the Retail Price Index), the expected effect of inflation on London Underground’s
costs (both infrastructure  service charges and the London Underground operating
Company's own costs) and projected payments under the PPp performance regime. In
the context of LUL's own cosls, the Secretary of State recognises that account will need
to be taken of the costs associated with the management of LUL's PPP and other
contracts. In the light of the framework to be developed under Paragraph 7 above, the

Secretary of State also intends to take into account pres
under PFl contracts entered into by LUL or LRT; the'n

at those times, account will be
€s (recognising that the funding

sures falling unavoeidably to LUL
eed for appropriate provision to

rectify any shortfalls as contained in the 2003 valuatioh 8F tHELRT pension fundand the .
"’f'“ﬁé’ﬁ*’smlﬁﬁ*ai:lFnin'isti‘aﬁﬁ"r‘lj'_’thé need for appropriate provision for expenditure on
Major Enhancements under the PPF and on LUL Specified Rights under the PPP to the

‘extent in both Cases that both parties agree on the nee

need for appropriate provision for any payments due und
capital,

d for such investments; and the
erthe PPP in respect of working
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When considering the appropriate level of GLA transport grant in relation to the matters
cavered in this letter, it is the Secretary of State's intention that he would take account of
LUL's financial position alone and not that of TfL or any other of its subsidiaries.
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TRANSFER OF LONDON UNDERGROUND

This letter is to confirm the arrangements for transfer of London Underground ("LUL") to
Transport for London.

Ministers have said that they are aware that certain provisions of the GLA Act 1999 may
operate in such a way as to restrict the operation of certain other provisions of the PPP
Service Contract or the LRT Guarantee in relation to the provision of additional secunty
for the performance of LUL's obligations, or the obligations of ils guarantor, which
provisions were required by the Providers of Finance in order to proceed [o financial close
of the PPP transactions. Legislation has been brought forward in the Railways and
Transport Safety Bill to amend the GLA Act to address this problem.

The Secretary of State and Transport for London (“TfL") will work, on the basis of the

0 attached letter of undertaking from TfL (draft dated 4 February), to resolve the issues
which were the subject of my letter of 30 December (also attached) to Tube Lines’
Providers of Finance. The TfL letter of undertaking will seek to address both their
concerns and those of Metronet's Providers of Finance with the intention that transfer of
London Underground (“LUL") to TfL should take place concurrently with or as soon as
possible after completion of the contracts between LUL and Metronet for Infraco BCV and
Infraco SSL and in advance of enactment of the relevant provisions of the Railways and
Transport Safety Bill, provided the issues are resolved to address the concems of the
Froviders of Finance.

The Secretary of State will also work with that same intention with London Regicnal
Transport ("LRT") and LUL to the effect that LRT and LUL will take steps in parallel
including, but not limited to, giving appropriate notice sufficient tofrigger the minimum 90
day:notice period in.relation to the change of control provisions related to PFl contracts
entered inta’by LRT or LUL and with the intention that such notice will bgigiven within 1+ -
businessiday of the issue of this letter
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Discussions about ea

rly transfer of LUL will also cover the issue of contract management,
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ki These will take piac& with a view to early adoption by LUL of TfL's programme control

e

methodology developed by Parsons Brinkerhoff for the PEP contracts and immediate

/discussion of that programme control methodology with Tubelines with a view to adoption
.on transfer. That discussion should take place with TfL's participation. on the basis of the
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contracts as completed by LUL with Metronet and Tubelines. Tl should also seek tn
Make appropriate appointments to manage those contracts, effective upon transfer
Ministers are also content that there should be early appointment of a TfL nominee as
Partnership Director on the Boards of the Infracos as each contract is put in place.







