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Introduction – Ken’s ‘Fare Deal’ pledge to cut the fares
Fares policy is emerging as the key issue in the election for Mayor of London. Ken Livingstone has
promised to cut fares by 7% at the earliest technically possible date, on or by 7 October 2012, if
elected. He has pledged to freeze fares completely in 2013 and that there will be no above-inflation
fares for the rest of his four year term. This briefing explains in detail how this will be done, with a
safety margin to spare. Ken Livingstone has pledged that if he has not introduced his fares cuts by 7
October 2012 he will resign.
In contrast Boris Johnson imposed another above-inflation fare rise of 5.6% in 2012. Overall, in the
four years Boris Johnson has been in office fares have risen by approximately 30%, more than
double the rate of inflation. A single pay-as-you-go bus fare has risen from 90p to £1.35 in 4 years,
a rise of 50%.
This briefing shows that the reduction in fares can be made entirely from the surplus of the
operating budget of Transport for London (TfL) with no reduction investment. Indeed the fact that
the capital budget for investment is itself under-spent. Fares cuts can be delivered with certainty
on or by 7 October. As shown here, Ken’s fares reduction pledge can in fact be fully delivered
purely out of the operating budget of TfL.
This briefing sets out the facts on fares. It addresses a series of individual points but essentially
answers one question. Does the money exist so that Ken can guarantee to deliver the fares cut he
has pledged? The answer is unequivocally and clearly ‘yes’.
By voting for Ken Livingstone on 3 May Londoners can guarantee that they will receive, at the
latest by 7 October, a fares reduction that will save the average fare payers £1,000 over a four year
Mayoral term.

Introductory technical note on the figures
To avoid doubt, the TfL ‘Business Plan’ referred to was published in early 2011 and formulated
after the government’s comprehensive Spending Review of October 2010. Therefore it includes all
planned cuts to grant made by central government, as does Ken’s Fare deal policy. Unless otherwise
stated the source of all the facts cited in this document is TfL, its annual accounts, business plans
and operational reports.
The projections are not dependent on any given increase in fare paying passenger numbers. Usually
the demand for any good or service increases with lower prices (or fares). This is historically the
case with fare payers on the TfL network, while fares increases tend to depress the growth in the
numbers fare payers. But no assumptions on these are included here.
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Executive Summary

In the last four years under Boris Johnson TfL has run operating surpluses running into hundreds of
millions of pounds annually. Boris Johnson has failed to safeguard Londoners interests because he
is out of touch. Eliminating this surplus, returning it to London’s public transport users, provides
the funds for Ken Livingstone’s Fare Deal policy.
Ken’s ability to cut fares is funded by reducing these surpluses.
The surpluses have arisen because operating costs have been much lower than anticipated. TfL had
originally assumed an 8.5% rise in costs this year, which is much higher than has happened over
several years cumulatively. In February of this year they altered this forecast dramatically. This
means costs will be much lower than in the Business Plan in all future years as a result.
Fares revenues are set to soar further because of Boris Johnson’s above-inflation fares increases,
which are compounded by a growth in passenger journeys.
This operating surplus for last year was £727 million and TfL is forecasting it will be £338 million
this year and may be an underestimate. These surpluses are set to persist as the pessimistic
assumptions on costs (such as the 8.5% increase in costs this year) feed through to projected costs
for all future years.
Ken’s Fare Deal costs £269mn in the first year. This is significantly below the operating surpluses
of the last two years and the likely level of future surpluses, based on continuation of long-term
trends. In the last Financial Year the surplus was equal to over 24% of projected fares revenues.
Ken Livingstone merely proposes a 7% cut in fares.
This will not adversely affect investment in the network as there are two separate budgets at TfL the operating budget and the investment (capital) budgets. The capital budget funds new
investment. Surpluses on the operating side could be used in a number of ways. Ken’s Fare Deal
policy is a choice to use those surpluses to cut fares.
The level of investment itself has actually fallen compared to the TfL Business Plan. Large
operating surpluses have not been used by Boris Johnson to increase investment – in fact, despite a
30% increase in fares, investment has actually fallen by over 12% over 4 years.
Boris Johnson could either have used the surpluses to cut fares or to increase investment. In fact he
did neither and simply accumulated increasing surpluses.
Boris Johnson has presided over totally lax control over TfL which has seen nearly a billion pounds
of allocated funds for investment in the transport network being unspent. This rises to nearly
£1.25bn if the under spending on the Crossrail project is included. London’s transport network
needs this investment. Alongside his fares cut, financed from the operating budget, Ken Livingstone
can actually increase the rate of investment in the network simply by imposing rigorous
accountability to ensure that money allocated for investment is actually being spent on this.
Londoners don’t have to accept massive fares hikes they can’t afford. Ken’s commitment to cutting
fares is obvious from both his political history and the determination of his current campaign. He
has also pledged to resign on or by October 7 if he has not cut the fares. He is a politician willing to
stand over his promise to cuts fares, and prepared to be accountable for delivering it.
Ken for London campaign briefing document
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Where Is the Money Coming From?
TfL has been generating very large operating surpluses. These surpluses are measured against
Budget forecasts and so are funds in excess of expectations and amounts greater than had
previously been budgeted for.
-

On 29th June 2011 TfL reported it had an operating surplus of £727mn in the Financial Year
2010/11. TfL Board Report, p.18, Appendix Two Financial Summary,
http://www.tfl.gov.uk/assets/downloads/corporate/Item05-Board-29-June-2011-financialinvestment-reports.pdf

In the TfL operating accounts shown below ‘Operating margin’ is shown as £727mn. This is the
sum higher than expected fares income of £178mn, £96mn of other commercial income for a
total of £275mn. To this is added £453mn of lower Operating Expenditure.
These are the components of the surplus:
Higher income (including fares)
Lower operating expenditure
TOTAL Operating margin

£275mn
£453mn
---------£727mn
======

Table 1
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-

The Mayor’s transport body has rounded the components of the Operating Margin so that
they do not precisely sum £727mn. But it is clear from the presentation of the operating
accounts that this is a surplus relative to the Budget.

Conclusion: The operating surpluses are at the source of Ken’s ability to cut fares.
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Repeated Surpluses

This £727mn surplus in the last Financial Year 2010/11 is not a one-off, although it is very
large. In the FY 2009/10, which was the depth of the recession, it was £93mn.

Table 2

Source: http://www.tfl.gov.uk/assets/downloads/corporate/Item04-FPC-09-June-2010Operation-Financial-Performance-Report.pdf (p.34).
In the previous year FY2008/09 to was £84mn.
Table 3

To give some indication of the scale of this surplus, £727mn compares to a budgeted total fare
income in the same year of £3,005mn (Table1 ). Put another way, the surplus was equal to over
24% of projected fares revenues. Ken Livingstone merely proposes a 7% cut in fares.
Ken for London campaign briefing document
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Clearly, these surpluses are not one-offs. In the last 3 full Financial Years under Boris Johnson
the annual total has been on average £332mn. In those years the budget fares revenue was
£2,805mn, £2,905mn and £3,005mn respectively. As a result, the average operating surplus has
been over 11.3% of budgeted fares revenue.
The most recent financial data for the first 9 months of the current FY confirms this trend. This
shows that the operating surplus in the first 9 months is £310mn
http://www.tfl.gov.uk/assets/downloads/corporate/Item05-020212-Board-OFP-and-IP-ReportsQ3-2011-12.pdf (p.19)
Table 4

Table 4 above shows that not only is the surplus already at £310mn in the first 9 months, but
that TfL is now forecasting that the total surplus for the full FY will be £388mn.
This may or may not be an underestimate. But the usual pattern is not only for TfL to
underestimate the level of revenues and overestimate the level of costs.
For example, at the same stage last year (in February 2011) it was forecasting a full year
operating surplus of £549mn, when the surplus was already at £508mn in the first 9 months of
last year.
Table 5

Source: http://www.tfl.gov.uk/assets/downloads/corporate/Item05-2-February-2011-BoardOPF-IPR.pdf
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Yet we have already sent that the final outturn for the last FY was a surplus of £727mn.
Therefore TfL was forecasting an increase in the surplus of £41mn in February. Just 3 months
later the actual increase in the surplus was a further £178mn; that is £727mn versus a TfL
projection of £549mn. It would be no surprise if the TfL projection of this year’s surplus is
again an undershoot, as it was last year.
But assuming TfL is correct and that the operating surplus is £338mn for the full year, this is
9.8% of the projected fares income of £3,460mn for the year. Taking all 4 years together the
average surplus will have been £334mn, or 11.2% of budget fares income.
The surpluses have been as follows:
Table 6

Surplus

TfL’s Operating Surpluses vs Budgeted Fares, £mn
2008/09
2009/10
2010/11
93
84
727

2011/12*
388

Budgeted Fares
Income

2805

2950

3005

3,460

Surplus, % of
Fares

3.3%

2.8%

24.2%

11.2%

*TfL projections for the current FY, FY2011/12

Conclusion: It has been shown that TfL has consistently run operating surpluses running into
hundreds of millions of pounds annually. This is the source of Ken Livingstone’s Fare Deal policy.
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Where Does the Surplus Come From?
As already stated there are two sources of the surplus are: 1. higher than anticipated fares
incomes and other commercial income and 2. lower than projected costs.
Using the data from the TfL documents already shown it is possible to more closely itemise the
sources of the surplus compared to Budget.
Table 7
TfL’s Operating Surpluses vs Budgeted Fares, £mn

Surplus
-of which Fares
Income
-of which other
income
- of which lower
operating costs

2008/09
93

2009/10
84

2010/11
727

2011/12*
388

-48

-2

178

73

-9

-43

96

16

150

128

453

249

*TfL projections for the current FY, FY2011/12

It is clear that there has been a persistently high contribution to the surplus arising from lower than
expected operating costs. In the last two years as the London economy has struggled out of
recession fares income has begun to make a substantial contribution to the surplus, with a lesser but
not insignificant also arising from other income.

-

The contribution of lower costs

TfL has throughout its relatively short history been engaged in a series of programmes to remove
costs and inefficiencies from the business. As with all organisations whether public or private there
is nearly always a drive to increase productivity and reduce wasteful or unnecessary spending.
For example TfL’s Business Plan over 8 years shows £8bn of cost reductions, with £1,747bn of that
achieved in the last 3 years. http://www.tfl.gov.uk/assets/downloads/corporate/tfls-business-plan2011-12-to-2014-15.pdf (p.25)
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Table 8

Yet TfL has persistently overestimated is operating costs. In 2007/08 total operating costs were
£5,578mn. http://www.tfl.gov.uk/assets/downloads/corporate/5-Ops-and-Finance-ReportQuarter-4.pdf (p.22), or £5.245mn excluding group items.
Table 9

There are no published data that are directly comparable as TfL has altered its method of
presenting its operational accounts (as is evident from the foregoing tables). However, in the
latest Annual Report for 2010/2011 management accounts are shown which show a comparable
breakdown of costs and an equivalent total. The management accounts for the last FY are shown
below.
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Table 10

Source: http://www.tfl.gov.uk/assets/downloads/corporate/tfl-annual-report-2010-11-finalinteractive.pdf (p.88).
In effect the total operating expenditure has barely changed over the 4 year period. The later
accounts do not include ‘Group items’ and so should be somewhat higher if these are included.
But it is clear that, for example London Underground operating expenditure is significantly
lower than 4 years ago and that surface transport costs (mainly buses) are only marginally
higher.
Yet TfL’s budgetary plans are dominated by persistent expectations of substantial increases in
operating costs. One graphic illustration of this is shown below, taken from the TfL Business
Plan.

Table11

Source: http://www.tfl.gov.uk/assets/downloads/corporate/tfls-business-plan-2011-12-to-201415.pdf (p.73).
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This shows significant year-on-year increases in Operating costs from £5,693mn in the current
FY to £6,036mn in 3 year’s time. But this trend growth in costs has not materialised in the past,
as had been shown.
In addition, the base line for costs is wrong. TfL’s own assessment of the operating costs is now
£5,446mn, not £5,696mn as shown in the operating budget or the £5,693 shown in the Business
Plan above. The most recent estimate of £5,446mn is shown in the table below.
Table 12

http://www.tfl.gov.uk/assets/downloads/corporate/Item05-020212-Board-OFP-and-IP-ReportsQ3-2011-12.pdf (p.19)
Even if we assume the unusual inflation rate of costs as set out in the TfL Business Plan this
much lower base level for costs means there are significant savings compared to the budget
shown in the TfL Business Plan.
The effect of this lower starting-point for costs is shown in the table below. The Business Plan
total costs are shown in the first row in the table below. From this the anticipated inflation rate
of costs implied by TfL forecasts is shown in row two. In the third row the latest TfL starting
point for costs is shown in 2011/12 and then adjusted by the TfL inflation rate for future years.
The difference between rows one and three is shown in the final row as a saving.

Table 13
TfL Operating Cost, Business Plan vs Latest TfL Projections, £mn
2011/12

2012/13

2013/14

2014/15

TfL Business
Plan

5693

5793

5914

6036

Implied
Inflation Rate

8.5%

1.8%

2.1%

2.1%

Latest TfL
projection

5446

5542

5658

5775
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Operational
247
251
Savings
Source: calculated from TfL data

256

261

Of course, if the actual inflation rate is closer to experience over the last 4 years, then the inflation
rate will be much lower and the savings commensurately greater. One of the most remarkable
features in the TfL Business Plan in the situation is that there was initially a forecast growth of
8.5% in costs, where this year’s Budget operating costs total of £5,693mn compared to £5,245mn
in 2010/11 (Table 1, above). The difference in what TfL now expects on costs and its budget is now
£249mn. Compared to the original budget costs are now £448mn lower.

Conclusion: Operating costs are set to be much lower than anticipated. TfL had assumed an 8.5%
rise in costs this year, which would be much higher than has happened over several years
cumulatively. The have now altered this cost forecast dramatically in the latest management
accounts (February 2012, Table 1) and costs will be much lower than anticipated in all future years
as a result. As operating costs are lower than projected fares income can also be lowered through
fares cuts, with affecting the overall balance on he budget or the quality of the service.

-

The contribution of higher fares

As previously shown income growth, especially the growth of fares income has also made a
significant contribution to the emergence of operating surpluses. In this section the focus will be on
fares income, which is by far the larger component, although similar comments could be applied to
other income.
In the operational budget for 2010/11 (Table 1) total fares income for the FY is shown as £3,183mn.
In the Business Plan it is projected to rise to £3,468mn in the current FY an increase of nearly 9%.
Yet TfL is now projecting total fares income of £3,533mn for the current FY (Table X), which is a
rise of 11%.
Both percentage changes seem remarkable at a time of ‘austerity’ and economic stagnation. But that
is only truly remarkable if it is forgotten that the fares policy by Boris Johnson had the effect of
exempting the TfL from main the effects of the economic crisis. Boris Johnson’s policy was to
increase fares by 7% in January 2011, 2% above inflation http://www.london.gov.uk/who-runslondon/the-london-assembly/publications/investment-spending/fares-2011 . As we have also seen,
this was significantly above the likely inflation rate of costs. In effect, the burden of the crisis has
been transferred by the Mayor of London to bus and Tube passengers.
The increase in fares revenues derives from two sources. First is the above-inflation fares increase
under Boris Johnson. The second is trend growth in the ridership of the transport network. This
itself is a function of the growth in demand for transport services and the expansion of the network.
In 2010/11 there were 3,502mn passenger journeys on all the various parts of the TfL network
http://www.tfl.gov.uk/assets/downloads/corporate/tfl-annual-report-2010-11-final-interactive.pdf
(p.10) . In 2002/03 there were 2.544mn passenger journeys
http://www.tfl.gov.uk/assets/downloads/corporate/annrep-03-04.pdf (p.73). This amounts to an
annual average increase in ridership of a little over 4%, even though the period was punctuated by
the most severe recession in the post-WWII period.
Ken for London campaign briefing document
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In the light of this trend growth in ridership then a rise of over 11% in fares revenues should have
been anticipated. Strictly speaking the increase in fares should be 11.4%, suggesting there is a
deterrent effect from above inflation fares rises.
The table below is a comparison of the TfL Business Plan fares revenues with the actual fares
revenue from the latest Operational accounts (Table X)

Table 14
TfL Operating Cost, Business Plan vs Latest TfL Projections, £mn
2011/12

2012/13

2013/14

2014/15

Fares income, TfL
Business Plan

3468

3747

4018

4319

Latest TfL Fares Estimate

3533

-

-

-

Projections based on trend
ridership growth and
2%+RPI* fares increase

-

3869

4237

4640

Fares Surplus

65

122

219

321

Source: calculated from TfL data *RPI is assumed to average 3.3% annually, the same pace
since both the underground became part of TfL in 2002 and since the Bank of England was
made independent in 1997 http://www.ons.gov.uk/ons/rel/cpi/consumer-price-indices/january2012/cpi-time-series-data.html

Conclusion: Fares revenues are set to soar under Boris Johnson’s above-inflation fares increases
and compounded by a trend growth in passenger journeys.

-

But also ‘other income’

The factors affecting ‘Other income’ are less easy to examine without knowledge of TfL’s
commercial arrangements. But we have already seen that there was a surplus of other income in the
last full financial year of £96mn (Table 1) and that there was already a surplus of £16mn in the first
9 months of this year (Table 12).
The average annual surplus on ‘other income’ over the last 4 years has been £15mn. This includes
two exceptionally poor years in the depths of the recession. But conservatively using this average at
least allows for the fact that, outside of recessions, there is usually a surplus of ‘other income’ also.
In Table 15 below the cumulative effect of these three facts are shown. These include

Ken for London campaign briefing document
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1. the operational savings arising from mainly from TfL’s exceptionally high projected
inflation rate of costs which has not materialised in the current year
2. the higher than projected fares income in the current year
3. and a conservatively modest surplus on ‘other income’
In effect the assumptions reflect a continuation of the historical degree of cost control at TfL as well
as the impact of the persistent above-inflation fares’ increases when ridership also continues to
increase.
Evidently, these will not be the exact levels of the surplus. Operational savings may vary from year.
It is also extremely unlikely that the RPI inflation rate will be stable at 3.3% each year, and Boris
Johnson is committed to raising fares by 2% above inflation every year. But conservative
assumption have been used throughout and these are based on historical experience of
•
•
•
•

TfL’s own projection of costs and fares for this Financial Year, with just 3 months to go
the trend growth in costs
the medium-term trend in RPI inflation
Boris Johnson’s commitment to raising fares by 2% above RPI each year

Table15. Projected Total TfL Operating Surpluses, £mn
2011/12

2012/13

2013/14

2014/15

Operational Savings

247

251

256

261

Fares Surplus

65

122

219

321

‘Other income’ Surplus

15

15

15

15

Total Surplus

338

388

490

597

Source: calculated from TfL data

Conclusion: TfL has run persistent operating surpluses. It is set to continue as pessimistic
assumptions in the Business Plan, such as an 8.5% increase in cost this year are simply not
materialising. In addition, there is a trend growth in ridership on the network. This means that the
revenue impact of Boris Johnson’s above-inflation fares increases is compounded by increased
numbers of fare payers.

Ken for London campaign briefing document
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What Would Ken’s Fare Deal Cost?

Ken has pledged a Fare Deal cut in fares. It has 3 elements. He will:
•
•
•

cut fares by 7% in October 2012
freeze fares for the whole of 2013
no above-inflation fares increases in later years

The policy only affects fares and not other parts of the Budget. TfL’s latest estimate of the fares
income for the current year is £3,533mn. 7% of that total is £247mn.
Ken has supplemented these pledges with two further points. He will also
*cut the single bus fare by 11%. This is an additional cost of £21mn.
*reintroduce the Zone 2-6 Travelcard. This is at a cost of £1mn
Therefore the total cost of Ken’s Fare Deal Policy is £269mn.
As we have already seen this is significantly below TfL’s own projections for the operating surplus
for the FY 2011/12 which comes to an end in April, which is £338mn. It is even further below our
projected surplus for the following FY based on reasonable assumptions.
As a result the operating surplus at TfL will be significantly reduced. But, as the total cost is lower
than both recent and projected surpluses then it follows that there will still be surplus, albeit much
reduced under the Fare Deal policy compared to persistent RPI+2% fares’ increases under Boris
Johnson.
Chart 2.
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The actual trajectory of the operating surplus under these two very different fares policies is shown
in the chart above. As the chart shows, there were surpluses under Ken Livingstone. But his efforts
were directed at bearing down on them by keeping fares low. Boris Johnson managed to have
significant surpluses even in the depths of the deepest recession since the 1930s. He was extracting
huge sums from Londoners at a time of economic hardship. Even as the economy grows quite
weakly, huge surpluses are being generated by low costs and above-inflation fares increases. Ken’s
Fare Deal will puts a big dent in those surpluses but does not eliminate them entirely.
As a result, no other part of the budget is affected. This includes important items such as the capital
budget, the level of borrowing or the financial reserves which will be unchanged as a result of the
Fare Deal policy.

Conclusion: Ken’s Fare Deal costs £269mn in a full year. This is significantly below the operating
surpluses of the last couple of years and the likely level of future surpluses, based on the
continuation of long-term trends.

Ken for London campaign briefing document
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Operating and Capital Budgets
So far the focus has been entirely on the operating budget and its persistent surpluses. The
operating budget includes the day-to-day activities of TfL and includes items such as wages and
staff costs, energy and fuel expenditure and the daily maintenance of the network.
It does not include the investment in the upgrading or expansion of the transport network, which are
included in the capital budget. This is the flow of funds for investment in the network and includes
items such as the investment in Crossrail.
These are two separate budgets at TfL, the operating and capital budgets. Fares cuts only affect the
former. The capital budget is treated entirely separately. Including Crossrail, 95.5% of the
investment budget is expected to be sourced from grants, Crossrail contributors, borrowing, asset
sales and 3rd party contributors over the period 2012/11 to 2014/15
(TfL Business Plan, Table 11, p.73 http://www.tfl.gov.uk/assets/downloads/corporate/tfls-businessplan-2011-12-to-2014-15.pdf )
In the very first table, Table 1, the entire management accounts for the last FY were shown. The
operating and capital budgets are clearly separate items of the accounts.
Because the operating budget is comprised of day-to-day activities a surplus cannot be spent on
operating items in later years. There are no extra staff hired in the year following a surplus, their
pay doesn’t surge and no extra diesel or electricity is purchased.
Professor Tony Travers and others make the entirely legitimate argument that as the operating
surpluses provide very large and unexpected sums these could be used to supplement the
government grant-funded capital budget. In effect this would be to use the returns from fares
revenues to subsidise capital spending.
Ken for London campaign briefing document
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It is already the case that the updated GLA Business Plan for TfL shows an operating surplus being
used to supplement the capital budget. This is shown in the last line of the operating budget in the
table below. It then reappears as the first line of the items under the heading ‘Financed by:’ under
the capital budget.
The actual numbers are, of course, wholly incorrect. For this FY in the GLA updated budget the
projection is for a £2mn deficit which then rises to over £200mn in each of the subsequent years.
But as we have already seen, the actual surplus in the first 9 months of this FY is already £310mn
and TfL now expects it be £388mn (possibly an underestimate).
This excess level of the surplus will be evident in future years because the assumptions are based on
incorrect growth of costs in the current year (8.5%) and an underestimate of the fares revenues
based on above-inflation fares increases and the growth in passenger journeys.
The full GLA updated Business Plan funding, income, operating and capital expenditure plan is
shown below. http://www.tfl.gov.uk/assets/downloads/corporate/business-plan-gla-budgetupdate.pdf (p.17).

Table 16

Ken for London campaign briefing document
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It is a legitimate argument that the surplus could be used to supplement the capital budget. Ken
Livingstone’s Fare Deal policy represents a choice to use the surplus to cut fares.
Ken for London campaign briefing document
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There are a number of reasons for this. Ken’s argument is that TfL’s surplus cash properly belongs
with London’s farepayers, who have seen an unprecedented fall in living standards during the
economic crisis. They have also experienced an unprecedented increase in fares above the rate of
inflation.
As the total capital expenditure in the last FY amounted to over £2.6bn including Crossrail, the
additional expenditure foregone by Ken’s Fare Deal of £269mn is not one which would transform
the network.
As set out below, there are other ways to increase the pace of investment in the transport network.
But the Fare Deal policy is that the first call on the surpluses should be used to put money back in
Londoner’s pockets.

Conclusion: There are two separate budgets at TfL, the operating and capital budgets. Surpluses on
the operating side could be used in a number of ways, including an increase investment in the
network. Ken’s Fare Deal policy is a choice to use part those surpluses to cut fares.

The use of the operating surplus
Ken for London campaign briefing document
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It is sometimes claimed that these operating surpluses have already been used to supplement the
capital budget and so increase investment. This is not factually correct.
The operating surplus was £727mn in 2010/11 (Table 1). In the Business Plan it was projected that
the level of capital spending (excluding Crossrail) would be £1,949mn in the current FY, as shown
in Table 17 below..

Table 17.

Source: http://www.tfl.gov.uk/assets/downloads/corporate/tfls-business-plan-2011-12-to-201415.pdf (p.73).
However, in the operating accounts for the first 9 months of this year TfL now expects the capital
spending (excluding Crossrail) total to be £1,631mn for FY 2011/12. This is shown in Table 18
below as the forecast at Q3 for capital spending.
Therefore, the outcome of a large operating surplus of £727mn in 2010/11 was not to increase
capital spending. The opposite was the case. Capital spending actually fell below the level outlined
in the Business Plan.
The excess generated by cost savings and above-inflation fares increases could have been used to
increase investment in the network. But it was not used in that way. Investment fell.
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Table18.

Conclusion: The operating surplus could have been used to supplement the level of planned
investment in the network. But the level of investment has actually fallen compared to the Business
Plan.
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Under Boris Johnson TfL has hiked fares and yet investment has fallen
A very large surplus last year was not used to boost investment. The £729mn surplus of FY
2010/11 did not lead to increased investment in the current FY.
This too is a consistent pattern. The regime sanctioned by the Mayor is one where a host of key
improvements in the network have been delayed in a wholly misguided attempt to save money.
Although fares have risen by 25% under Boris Johnson, nearly twice the inflation rate over the
period, the actual level of investment has fallen. This is not just a real terms (inflation-adjusted)
decline, but a fall of investment in absolute (cash) terms.
The table below shows the level of capital investment in 2007/08. This was £2,293mn.
Table 19.

Source: http://www.tfl.gov.uk/assets/downloads/corporate/Item05-Q4-Ops-Finance-andInvestment-Programme.pdf (p.28).

However, in the latest full FY, the level of capital investment was actually lower at £1,964mn.
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This is shown in the table below. http://www.tfl.gov.uk/assets/downloads/corporate/Item05-Board29-June-2011-financial-investment-reports.pdf (p.18)
Table 20.

Therefore fares have risen by 25% under Boris Johnson. But investment has fallen in nominal terms
by 12.2%.

Conclusion: Large operating surpluses have not been used by Boris Johnson to increase
investment. In fact, despite a 25% increase in fares, investment has actually fallen by over 12%.
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Where is the money going?
In an organisation the size of TfL it is possible to allocate unexpected surpluses in a number of
ways if they are neither used to lower fares nor increase investment.
Under political pressure from Ken’s campaign for lower fares, TfL has clearly been instructed by its
Tory chair and deputy chair to make a wholly unnecessary one-off debt repayment to hide the
reality of the surplus.
Boris Johnson’s supporters (which of course includes Daniel Moylan at TfL, a Kensington &
Chelsea Tory Councillor and deputy chair of TfL) even suggest that the position of TfL was
comparable to that of the government’s efforts to reduce debt and the deficit, neglecting entirely the
fact that the government had a deficit, TfL is generating surpluses.
Boris Johnson has got his allies to make a surge in debt-repayment, but only for the pre-election
year, not for reasons of prudent borrowing policy.
Table 21. In the TfL Business Plan these are the following planned debt servicing costs
2011/12
2012/13
2013/14
2014/15
TfL Business Plan
Debt servicing, £mn 304
332
350
369
Source: TfL, TfL Business Plan 2011/12- 2014/15, p.73,
http://www.tfl.gov.uk/assets/downloads/corporate/tfls-business-plan-2011-12-to-2014-15.pdf

Table 22. In the TfL Business Plan Update for December 7 these are the following planned
debt servicing costs
2011/12
2012/13
2013/14
2014/15
TfL Business Plan
Update,
Debt servicing, £mn 487
312
340
365
Source: TfL, TfL Business Plan Update, 2011/12-2014/2015, p.23
http://www.tfl.gov.uk/assets/downloads/corporate/Item06-071211-Board-GLA-Budget.pdf
This shows debt repayment surging in this year and falling every other year. Debt interest payments
ought to be declining given that interest rates are at historic lows.
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If we put the two tables together we see what is happening in the TfL projections over the course of
time.
Table 23. Difference in Debt Servicing Costs Between TfL Business Plan and GLA Updated Business
Plan, £mn

TfL Business Plan
Update,
Debt repayment, £mn
TfL Business Plan
Update,
Debt repayment, £mn

2011/12

2012/13

2013/14

2014/15

304

332

350

369

487

312

340

365

-20

-10

-4

Difference
+183
Source: Calculated from TfL data

Debt repayment has surged this year, as Boris Johnson and his allies seek to claim there is no
surplus.
In the chart below, guess which one is the election year, when cutting fares has begun to dominate?
Chart 3.
TfL Debt Repayments, £mn
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However, even the December 7 2011 GLA Update did not take sufficient account of the rise in the
surplus, which we know now amounted to £310mn in the first 9 months of the current FY.
By December 7 only the latest estimates from TfL for the second quarter of FY 2010/11 were
available. As shown in the table below the operating surplus was then £206mn, and the TfL forecast
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was that it would decline to £202mn for the full year.
http://www.tfl.gov.uk/assets/downloads/corporate/Item05-071211-Board-op-finreport.pdf (p.18).
Table 24

A sudden debt repayment of £183mn was almost enough to eliminate the earlier surplus of just over
£200mn. But, once the surplus increased to over £300mn, the rise in debt repayment also had to be
increased so that the Mayor and his allies could claim the surplus did not exist.
So, by Q3 accounts the debt repayment had to rise to mask the surplus. They are now a separate line
in the accounts. This is now ‘Exceptional items’ of £277mn, which is the early repayment of debt. It
should be noted too that there was no item in the original budget for this debt repayment.
Table 25.
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Source: http://www.tfl.gov.uk/assets/downloads/corporate/Item05-020212-Board-OFP-and-IPReports-Q3-2011-12.pdf (p.19).
This is a hurried move in response to the political debate over cutting the fares. That political debate
was sparked by Ken’s Fare Deal campaign.
The additional debt repayment was not in the original budget and is at variance with the Business
Plan. It also changed significantly between December of 2011 and February 2012.
An obvious conclusion is that it must have been dictated to TfL management for political reasons
by the political leadership.

Conclusion: Under Boris Johnson TfL could either have used the surpluses to cut fares or to
increase investment. In fact he did neither and when the surpluses became a matter of public
controversy, there was a rushed plan to eliminate it by paying off debt early. Politically, there has
been an attempt to link this to the national debate about debt and deficit reduction. It ignores
entirely the fact that TfL is running surpluses, while national government has a deficit.
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How investment can be increased
Just as Ken has always been associated with lower fares he has also a proven track record in
accessing the greatest possible funds to invest in London’s transport network. There is no evidence
that Boris Johnson has pressed government hard for an increase in investment funds and as we have
seen investment has fallen.
In fact, in his published diary it is shown that in his time in office Boris Johnson has met with
ministers for the Department of Transport on just 14 occasions. This compared to the 111 occasions
that he has met with bankers or representatives of the finance industry. The first task of the London
mayor is to represent London’s interests. In this aspect, it is to wrest as large a commitment for
investment as possible from central government. Boris Johnson has failed in this elementary task.
When government cut the grant settlement for investment in the transport network, Boris Johnson
said he was pleased, “that they have recognised the immense importance of protecting investment in the
capital”.

But he also couldn’t resist boasting that he had made cuts,
“This remains a difficult settlement but I am glad the Government has recognised my administration in
London has been two years ahead of the rest of the country in identifying and making savings, with well over
£5bn identified at Transport for London alone. Tough decisions have already been taken in the capital and
more must be made; but we will continue to share the pain of the nation as we work with the Government to
help put Britain’s finances back in order.”
http://www.london.gov.uk/media/press_releases_mayoral/mayor-secures-vital-london-transport-investmentand-protects-frontline-
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Table 26.

Source: http://www.tfl.gov.uk/assets/downloads/corporate/Item05-020212-Board-OFP-and-IPReports-Q3-2011-12.pdf (p.19).

This too is a repeat pattern. As shown in the table above, in the first 9 months of the current FY the
level of capital under spending was £259mn, and rises to £365mn once under spending on Crossrail
is included. TfL expects these totals to alter to £257mn and to £437mn respectively by the end of
the current FY.
In both cases last year’s underspend on the capital budget of £273mn and this year’s projected
underspend of £437mn are greater than the reduction in the operating surplus arising from Ken’s cut
in fares.
There was also an underspend of £49mn on the capital budget in 2009/10 (p.31).
There was too an enormous underspend in 2008/09 of £440mn, which is shown in the table below.
http://www.tfl.gov.uk/assets/downloads/corporate/Item05-Q4-Ops-Finance-and-InvestmentProgramme.pdf (p.28).
Table 27.
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Therefore, using TfL’s own assessment of the likely underspend for the current FY the cumulative
underspend on the capital Budget in the last 4 years will have been an extraordinary £948mn, or
£1,243mn.
As a result, Ken Livingstone can pledge to increase investment in the transport network simply by a
relentless drive to invest the funds that have already been allocated to the TfL capital Budget.

Conclusion: Boris Johnson has presided over lax control over TfL which has seen nearly a billion
pounds of allocated funds for investment in the transport network simply being unspent. It is nearly
£1.25bn if under spending on the Crossrail project is included. London’s transport network needs
this investment to improve journey times, raise competitiveness and meet the growth in demand.
Ken Livingstone can increase the rate of investment in the network simply by imposing rigorous
accountability to ensure that allocated money is actually spent on productive investment.
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How Ken’s Fare Deal Can Save Fare Payers £1000

Ken’s Fare Deal is an explicit promise to cut total fares by 7% on or by October 2012, and cut the
single Oyster bus fare by 11%. He will then freeze them for the whole of 2013- and then he has
pledged that they will rise by no more than the rate of inflation in later years. Finances permitting,
any fares increases will be less than that.
Boris Johnson has committed to RPI +2% fares increase over the next 4 years. TfL (which he
chairs) has a Business Plan which explicitly states is premised on RPI +2% increases . “Our
planning assumption remains RPI+2 for the subsequent years of the Plan [after Boris Johnson’s
5.6% fares increase for 2012]” (point 3.4).
http://www.tfl.gov.uk/assets/downloads/corporate/Item06-071211-Board-GLA-Budget.pdf
This has been signed off by Boris Johnson.
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Therefore the impact on farepayers must be gauged from the difference between those two
promises. The precise difference in any individual fare will be the subject of the Mayor’s discretion
and in line with expert advice from TfL staff. So differences are purely illustrative only.
It is not possible to know in advance what inflation will be. But, using a set of reasonable
assumptions, it is possible to show the very different path of fares from the Fare Deal or from RPI
+2%. These assumptions are as follows:

•
•

The Treasury’s independent consensus forecast for RPI in 2012 and 2013 of 2.6% and 2.8%
respectively
In subsequent years because there is no consensus forecast for later years) 2% is assumed,
which is the Bank of England target rate for CPI inflation (which is persistently lower than
the RPI)

The difference between Ken Livingstone’s Fare Deal and Boris Johnson’s RPI+2% can be
calculated based on these RPI assumptions.
Calculating the Difference
On the basis of the Business Plan and using these inflation assumptions, fares under Boris Johnson
would increase by 4.6% in 2013, by 4.8% in 2014 and by 4% in both 2015 and 2016.
Ken Livingstone will cut fares by 7% in October 2012 and freeze them in 2013. If fares rose by the
projected inflation rate they would increase by 2.8% in 2014 and by 2% in 2015 and 2016 (either
mayor would set 2016 fares in late 2015). Ken has pledged that this is the upper limit of his fare
rises, relative to inflation. If possible, he would like to keep them below that in future years.
As a result, there would be an 11.6% difference in fares between the two policies in 2013. This
widens to 14.2% in 2014 due to both the compounding effects of 2% difference in fares increases
and very different baselines.
Not everyone is familiar with the effects of compounding. To illustrate, this is how it works in
relation to Boris Johnson's commitment to continuous RPI+2% fares increases100 x 4.8%= 104.8 x 4.6% = 109. 6 x 4% = 114 x 4% = 118.
This higher growth of fares under Boris Johnson is shown in the Table below.
Difference in Fares Policies & the Effect on Fares Paid
2012

2013

2014

2015

2016

100

104.6

109.6

114.0

118.6

100

93

95.6

97.5

99.5

11.6%

14%

16.5%

19.1%

Johnson’s
RPI +2%
Livingstone’s
Fare Deal
% Difference,
Fare Deal
versus RPI
+2%

.1.7%*

Total (%)

63.5%

* Calculated as ¼ of annual effect of the 7% fares cut
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By 2016 the difference in average fares is just over 19% of the total fare. The cumulative difference
is 63.5% of the total fare in 2012.
Of course, if inflation were higher then the compound effects of a 7% cut versus RPI +2% fares
increases is even greater. The assumptions used here a very conservative. Coincidentally, the
average annual RPI increase since the Bank of England’s independence and since TfL too over the
tube in 2002 is both 3.3%. Higher inflation than assumed he would increase the Fare Deal saving
(Table 21 http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77223954 ).
There are a multitude of different fares offered by TfL in terms of transport mode, time of day, type
of payment, and journey locations. To take one illustrative fare, the weekly zone 1-4 Travelcard
which now costs £41.80, the total savings from Ken’s Fare Deal amount to £1,382 over 4 years.
This is shown in the chart below.

Annual Savings Under Fare & Total,
for 1-4 Weekly Travelcard
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This is comprised in the following way:
Ken’s Fare Deal Saving for Annual Cost of Weekly 1-4 Zone Travelcard
Annual Saving
from Fare
Deal versus
RPI +2%

2012

2013

2014

2015

2016

Total

£38.00

£252.80

£308.70

£363.00

£419.50

£1,380

As the average saving across fares will be just 63.5% of the initial fare in 2012 it is possible to show
the effects on each type of weekly Travelcard for London’s farepayers.
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The results of these savings are indicated for different types of fares in the table below.
Fare Deal Savings Across the Main Fares Menu over 4 Years
Travelcards in
2012
Weekly Cost

Annual Cost

Fare Deal saving over 4 Years = 63.5% of
the Annual Current Cost

1 to 2
1 to 3
1 to 4
1 to 5
1 to 6

£29.20
£34.20
£41.80
£49.80
£53.40

£1,518.40
£1,778.40
£2,173.60
£2,589.60
£2,776.80

£964.20
£1,129.30
£1,380.20
£1,644.40
£1,763.30

Bus & tram pass

£18.80

£977.60

£620.80

£1,346.40
£1,576.80
£1,927.20
£2,295.60
£2,461.20

£855
£1001.30
£1,223.80
£1,457.70
£1,562.90

Monthly Cost
1 to 2
1 to 3
1to 4
1 to 5
1 to 6

£112.20
£131.40
£160.60
£191.30
£205.10

As the table above shows the cost to London’s farepayers of the Ken Livingstone’s Fare Deal
versus Boris Johnson’s business plan for most types of fare is much higher than £1,000. The
average of the savings is much more than £1,000.
GLA Economics uses the monthly 1-3 Travelcard as a standard proxy for fares as a whole
http://www.london.gov.uk/sites/default/files/living-wage-2011.pdf (p.39). The saving here is a little
over £1,000, using the very conservative assumptions on inflation. If inflation is more in line with
historical experience, the saving will be higher (over £1,053 on the 1-3 month Travelcard).
In addition, if TfL finances permit Ken’s Fare Deal will be below inflation in later years, which
would also increase the savings versus Boris Johnson’s policy of above-inflation fares increases.
This does not tie Ken Livingstone (or Boris Johnson) to any particular fare in a future year or years.
But it does demonstrate the impact on individual fares if their respective fares’ policies were
applied.

Conclusion: The choice for Londoners is between the Fare Deal: a 7% cut, a fares freeze in2013
and maximum rises in line with inflation in later year; or RPI+2% for 4 years. London’s fare payers
will on average be £1000 better with the Ken Livingstone’s Fare Deal.
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Will Ken Do It?
Ken Livingstone has pledge to cut fares by October 7 2012, if elected. He will then freeze them in
2013 and will hold them to inflation or below in later years. He can do this because of the very large
operating surpluses being generated at TfL.
Boris Johnson’s supporters have questioned Ken’s commitment to his pledge.
There are important reasons to show he will:
He has invested enormous political capital in his pledge to cut fares and his public life
would become intolerable if he didn’t carry out his pledge
• He has a long history of cutting fares
• He believes that all the powers of the mayor should currently be used to offset the effects of
the crisis on ordinary Londoners
• He has pledged to resign if he has not cut fares on or by October 7
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Ken has a long history of cutting fares. This is shown in the TfL chart and data below, which shows
real bus and tube fares in London and in the country as a whole (that is, compared to inflation).
Before he became Mayor in 2000 bus fares were rising in real terms. He not only halted this trend
but cut bus fares markedly in real terms. Before he took control of the tube in 2002 tube fares were
rising even faster in real terms. He also reversed that trend.
Chart 3

Table 28.

Index

1987/88
1988/89
1989/90
1990/91
1991/92
1992/93

Real bus
fares
(London)
80.4
82.3
85.5
85.7
88.7
90.3

Real
Underground
Real rail
fares (London) fares (UK)
70.2
81.5
70.9
82.7
73.6
83.1
75.3
83.6
79.1
87.1
82.8
90.6
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Real bus
fares
(UK)
86.0
86.8
86.8
84.1
91.4
93.9

Real
motoring
costs (UK)
95.8
94.7
92.3
89.8
92.8
94.6
39

1993/94
1994/95
1995/96
1996/97
1997/98
1998/99
1999/00
2000/01
2001/02
2002/03
2003/04
2004/05
2005/06
2006/07
2007/08
2008/09
2009/10

96.9
99.2
99.4
100.2
98.0
99.6
100.0
94.2
87.0
77.9
73.2
76.2
78.5
78.7
79.4
76.6
80.0

87.2
91.9
90.6
95.0
98.5
100.0
100.0
99.5
100.1
99.7
97.1
97.6
99.8
104.2
100.9
98.0
100.9

94.6
96.1
97.3
98.0
97.5
98.4
100.0
99.0
101.2
101.1
100.3
101.8
102.4
103.3
104.2
105.8
111.4

95.7
96.0
96.2
97.5
97.6
97.8
100.0
101.2
103.4
104.6
106.6
108.7
113.0
109.1
111.7
116.1
121.4

97.8
97.5
96.0
97.6
98.8
98.3
100.0
99.8
97.4
95.3
93.8
91.3
90.2
87.8
86.4
83.8
87.9

Source TfL, http://www.tfl.gov.uk/assets/downloads/corporate/travel-in-london-report-data-3.xlsx
(Fig. 8.6)
In 2011 and 2012 Boris Johnson has increased total fares further by over 2.6% in real terms.

After sustained and significant cuts to fares between 2000 and 2004, for a period after 2004 fares
were increased. This was in order to secure one of the largest ever investment programmes in
transport in Britain. The government then made offering that investment conditional on increasing
fares. Ken agreed that, with such a big prize some increase in fares was justified. Even then, it
should be noted that in both case bus and tube fares were lower in real terms when he left office
than they were in 2000. Bus fares fell considerably in real terms.
And, as is well-known Ken Livingstone led the Fares Fair policy of the former GLC to cut fares in
the 1980s. He successfully defended them in a court action taken by Tory councillors in Bromley.
Boris Johnson’s latest inflation-busting fares increases are not shown on the chart, as TfL have not
yet updated it.
Voters will be faced with a clear choice on May 3. Boris Johnson’s City Hall team have announced
a £3.10 cut in the Council Tax, leaving average households less than £13 better off over 4 years.
Ken Livingstone has pledged to cut fares which will leave the average fare payer £1000 better off
over years. The difference is £987.
This document has set out in detail how Ken will finance that pledge. Unlike Boris Johnson’s
minuscule Council Tax cut it will be a real saving for Londoners.
Of course, if Ken fails to deliver on his promise Londoners can always get back Boris Johnson. Ken
has pledged to resign if fares have not been cut by October 7. Unusually in British politics if Ken
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fails to deliver his promise he has a resignation letter, not excuses at he ready. A new election
would then have to be called and Boris Johnson would win easily.
But a Ken victory will lead to a real benefit to Londoners who are otherwise faced with spiralling
fares.

Conclusion: Ken’s commitment to cutting fares is obvious from both his political history and the
determination of his current campaign. He also pledged to resign on or by October 7 if he has not
cut the fares. He is a politician will to stand over his promise to cuts fares, and prepared to be
accountable for delivering it.
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