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Dear Audit and Assurance Committee Members

2024/25 Auditor's Annual Report

We are pleased to attach our Auditor’'s Annual Report including the commentary on the Value for Money (VFM) arrangements for Transport for London. This
report and commentary explains the work we have undertaken during the year and highlights any significant weaknesses identified along with
recommendations for improvement. The commentary covers our findings for audit year 2024/25.

This report is intended to draw to the attention of the Audit and Assurance Committee and management any relevant issues arising from our work up to the
date of issuing the report. It is not intended for, and should not be used for, any other purpose.

We welcome the opportunity to discuss the contents of this report with you at the Audit and Assurance Committee meeting on 27 November 2025.

The 2025 Transparency Report for EY UK provides details regarding the firm's system of quality management, including EY UK's system of quality
management annual evaluation conclusion as of 30 June 2025.

Yours faithfully

Janet Dawson
Partner, For and on behalf of Ernst & Young LLP

Enc



https://www.ey.com/en_uk/about-us/transparency-report
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Public Sector Audit Appointments Ltd (PSAA) issued the “Statement of responsibilities of auditors and audited bodies”. It is available from the PSAA website (https://www.psaa.co.uk/managing-audit-
quality/statement-of-responsibilities-of-auditors-and-audited-bodies/statement-of-responsibilities-of-auditors-and-audited-bodies-from-2023-24-audits)

The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different responsibilities of auditors and audited
bodies begin and end, and what is to be expected of the audited body in certain areas.

The “Terms of Appointment and further guidance (updated July 2021)" issued by the PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National
Audit Office Code of Audit Practice (the Code), and in legislation, and covers matters of practice and procedure which are of a recurring nature.

This report is made solely to the Audit and Assurance Committee and management of Transport for London in accordance with the statement of responsibilities. Our work has been undertaken so that we
might state to the Audit and Assurance Committee and management of London those matters we are required to state to them in this report and for no other purpose. To the fullest extent
permitted by law we do not accept or assume responsibility to a it and Assurance Committee and management of Transport for London for this report or for the opinions we have
formed. It should not be provided to any third-party without o
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Executive Summary

Purpose °

The Auditor’'s Annual Report summarises the year's audit work, including value for money commentary and confirmation of the financial statement opinion. It also
references any use by the auditor of their additional powers and duties under the Local Audit and Accountability Act 2014. In line with the NAO Code of Audit
Practice 2024 (“the 2024 Code") and Auditor Guidance Note 03 (AGN 03), this report provides an overview to Transport for London Group (TfL or 'the Authority")
and the public, detailing current recommendations and a review of prior years' actions, including our assessment of whether they have been satisfactorily
implemented.

Responsibilities of the appointed auditor

We have undertaken our 2024/25 audit work in accordance with the Audit Plan that we issued on 16 April 2025. We have complied with the 2024 Code, other
guidance issued by the NAO and International Standards on Auditing (UK).

As auditors we are responsible for:

Expressing an opinion on:

» whether the financial statements give a true and fair view of the financial position of the Authority and its expenditure and income for the year; and

* have been prepared properly in accordance with the relevant accounting and reporting framework.

Reporting by exception:

« if the annual governance statement does not comply with relevant guidance or is not consistent with our understanding of the Authority;

* the use of additional powers and duties, for example making written recommendations under Section 24 and Schedule 7 of the Act or making a report in the
public interest; and

« if we identify a significant weakness in the Authority's arrangements in place to secure economy, efficiency and effectiveness in its use of resources.
Responsibilities of the Authority

The Authority is responsible for the preparation of the financial statement, including the narrative statement and governance statement, in accordance with the
CIPFA Code and for having internal controls in place to ensure these financial statements are free from material error. It is also responsible for putting in place
proper arrangements to secure economy, efficiency and effectiveness in its use of resources.
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Executive Summary (cont'd)

2024/25 conclusions

Financial statements

Going concern

Consistency of the other
information published with the
financial statements

Value for money (VFM)
Consistency of the annual
governance statement

Additional powers and duties

Whole of Government Accounts

Certificate
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In our 2024/25 audit opinion signed on 25 September 2025, the financial statements:

* qive atrue and fair view of the financial position of Transport for London and the Group as at 31 March 2025 and of its
expenditure and income for the year then ended;

« have been properly prepared in accordance with the CIPFA/LASAAC Code of Practice on Local Authority Accounting in
the United Kingdom 2024/25; and

* have been prepared in accordance with the requirements of the Local Audit and Accountability Act 2014 (as amended).

We have concluded that the Statutory Chief Finance Officer’s use of the going concern basis of accounting in the
preparation of the financial statements is appropriate.

Financial information in the narrative statement and published with the financial statements was consistent with the
audited accounts.

We had no matters to report by exception on the Authority’s VFM arrangements. We have included our VFM commentary
in Section 03.

We were satisfied that the annual governance statement was consistent with our understanding of the Authority.

We had no reason to use our auditor powers.

The procedures required by the National Audit Office (NAO) for the Whole of Government Accounts submission are still in
progress, and we are expected to complete them in line with the NAO timetable.

We will issue our audit certificate when our procedures on the Whole of Government Accounts submission for 2024/25 is
complete.

Transport for London Auditor's Annual Report | 6



Executive Summary (cont'd)

Value for money scope °

Under the 2024 Code, we are required to consider whether the Authority has put in place ‘proper arrangements’ to secure economy, efficiency and effectiveness on
its use of resources. The Code requires the auditor to design their work to provide them with sufficient assurance to enable them to report to the Authority a
commentary against specified reporting criteria (see below) on the arrangements the Authority has in place to secure value for money through economic, efficient
and effective use of its resources for the relevant period.

We do not issue a ‘conclusion’ or ‘opinion’, but where significant weaknesses are identified we will report by exception in the auditor’s report on the financial
statements.

The specified reporting criteria are:
= Financial sustainability - How the Authority plans and manages its resources to ensure it can continue to deliver its services.
= Governance - How the Authority ensures that it makes informed decisions and properly manages its risks.

= |mproving economy, efficiency and effectiveness - How the Authority uses information about its costs and performance to improve the way it manages and
delivers its services.

In undertaking our procedures to understand the body's arrangements against the specified

reporting criteria, we identify whether there are risks of significant weakness which require us Financial
to complete additional risk-based procedures. AGN 03 sets out considerations for auditors in Sustainability
completing and documenting their work and includes consideration of:

» our cumulative audit knowledge and experience as your auditor;

» reports from internal audit which may provide an indication of arrangements that are not
operating effectively;

. . . Arrangements
« our review of Authority's committee reports; for securing
* meetings with the management, internal audit, legal, and fraud; value for money
« information from external sources; and e
« evaluation of associated documentation through our regular engagement with the Governance Economy,
Authority's management and the finance team. Efficiency &

I I ffectivenes
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Executive Summary (cont'd)

Reporting °

Our commentary for 2024/25 is presented in Section 03. This section provides a summary of our understanding of the arrangements at the Authority, as
determined from our evaluation of the evidence obtained in relation to the three reporting criteria (see table below) throughout 2024/25 and up to the date of
issuing this Auditor’s Annual Report, which must be issued by 30 November. The recommendations we have agreed upon with the Authority are included in
Appendices A and B.

In compliance with the 2024 Code, we are required to provide commentary against the three specified reporting criteria. The table below outlines these criteria,
indicates whether a significant risk of weakness was identified during our planning procedures, and details our current conclusions regarding any significant
weaknesses within your arrangements.

SR @ieds Risks of significant weaknesses in Actual significant weaknesses in
P 9 arrangements identified? arrangements identified?

Financial sustainability: How the Authority plans and manages its resources to No significant risks identified No significant weakness identified

ensure it can continue to deliver its services

Governance: How the Authority ensures that it makes informed decisions and No significant risks identified No significant weakness identified

properly manages its risks

Improving economy, efficiency and effectiveness: How the Authority uses No significant risks identified No significant weakness identified

information about its costs and performance to improve the way it manages and
delivers its services
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Executive Summary (cont'd)

Independence °

The FRC Ethical Standard requires that we provide details of all relationships between Ernst & Young (EY) and the Authority, and its members and senior
management and its affiliates, including all services provided by us and our network to the Authority, its members and senior management and its affiliates, and
other services provided to other known connected parties that we consider may reasonably be thought to bear on the our integrity or objectivity, including those
that could compromise independence and the related safeguards that are in place and why they address the threats.

There are no relationships from 1 April 2024 to the date of this report, which we consider may reasonably be thought to bear on our independence and objectivity.

EY Transparency Report 2025 °

Ernst & Young (EY) has policies and procedures that instil professional values as part of firm culture and ensure that the highest standards of objectivity,
independence and integrity are maintained.

Details of the key policies and processes in place within EY for maintaining objectivity and independence can be found in our annual Transparency Report which the
firm is required to publish by law. The most recent version of this Report is for the year end 30 June 2025:

EY UK 2025 Transparency Report | EY — UK

Confidential — All Rights Reserved
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Audit of financial statements

Key findings °

The Statement of Accounts is an important tool for the Authority to show how it has used public money and how it can demonstrate its financial management and
financial health.

On 25 September 2025, we issued an unqualified opinion on the financial statements. We reported our audit scope, risks identified and detailed findings to the 17
September 2025 Audit and Assurance Committee meeting in our Audit Results Report. We outline below the key issues identified as part of our audit.

Financial statement risks

Significant risk Conclusion

Presumptive risk of management override of controls We have performed enquiries with management and gained an understanding of the oversight and
processes in place to address the risk of fraud to determine our audit strategy and risk assessment which
is discussed in further detail on the following slides.

We have obtained sufficient audit evidence regarding any business rationale for unusual transactions, any
assumptions for the capitalisation of expenditure, and for judgements and assumptions for significant
estimates. We have not identified any instances of management override of controls, nor fraud risk factors
associated with related party relationships and transactions.

Inappropriate Revenue recognition, required by ISA (UK & We have completed our controls testing and our transaction testing over invoices and JFT reports and
Ireland) 240 (including expenditure as required by have not identified any misstatements. We have completed our substantive testing of fares and agree that
Practice Note 10) the amount recorded in the financial statements is consistent with underlying supporting documents.

We have obtained and reviewed service auditor ISAE3402 reports and agreed procedures report as part of
our testing over contactless ticketing and Oyster pay as you go. The service auditor reports were qualified
on the basis of limited access to information during the period of the Cyber breach. We have reviewed our
audit strategy in respect of Fares Revenue and have performed suitable alternative procedures to ensure
that controls continued to operate effectively throughout the year, to provide us with sufficient assurance
over revenue. We evaluated the controls operated over contactless ticketing and Oyster Pay As You Go,
including those relating to the apportionment of fare income and settlement between train operating
companies and the Group. Our procedures included leveraging the conclusions from the ISAE 3402 report
issued by the service auditor. In response to the identified cyber incident, we involved our IT specialists to
assess its impact on the relevant systems. We also performed sample testing to confirm the accuracy of
fare apportionment and settlement, taking into account the service auditor’'s conclusions.

Confidential — All Rights Reserved
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Audit of financial statements

Financial statement risks

Significant risk Conclusion
Inappropriate capitalisation of capital projects including We selected 47 capital projects in our sample for testing. Projects are selected on both a qualitative and
capital accruals guantitative basis, with a further representative selected at random. We have challenged key judgements

around the nature of the amount qualifying for capitalisation, the timing of costs being incurred, and the
year end capital accruals.

We identified that a number of historic balances held within capital accruals should be reversed as there
was no justification for them to be accrued. The total of these balances is £6 million. Given the nature of
this misstatement, this is not indicative of any deliberate manipulation of the financial statements.

Valuation of the property portfolio We tested methodology, key assumptions and inputs used by CBRE and identified complex or risky
property valuation for 48 properties for detailed valuation testing. 31 of these were reviewed by our
specialist valuation team and the remaining samples were tested by the core audit team.

We raised several challenges in our work over investment property, particularly on key assumptions and
inputs such as rental rates, yields, and capital costs allowance used by CBRE. Through these challenges
we identified a rent rate error used on Canning Town station retail units and optimistic yield used on two
ground rent investment assets by CBRE, which resulted in immaterial differences only. We concluded
that property valuations were within an acceptable range.

We identified no material misclassifications of assets between investment property, operating assets, or
lease receivables for the TfL group.

We considered that management provided an appropriate level of review and challenge over the
valuations, and we did not identify evidence of undue management influence.

We concluded that the investment property balances and related disclosures in the financial statements
including the significant accounting estimates and sensitivities appropriately reflect the risk factors
identified and are in compliance with the requirements of IAS40: Investment Property as applied by the
CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2024/25.
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Audit of financial statements

Financial Statement reporting assessment

Management, and the Audit and Assurance Committee, as the Authority's body charged with governance, have an essential role in supporting the delivery of an
efficient and effective audit. Our ability to complete the audit is dependent on the timely formulation of appropriately supported accounting judgements, provision
of accurate and relevant supporting evidence, access to the finance team and management’s responsiveness to issues identified during the audit. The table on the
next page sets out our views on the effectiveness of the Authority’'s arrangements to support external financial across a range of relevant measures.

Confidential — All Rights Reserved
© Ernst & Young LLP 2025 Transport for London Auditor's Annual Report | 13



Audit of financial statements

Financial Statement reporting assessment

Timeliness of the draft financial
statements

Quality and completeness of the draft
financial statements

S GIELEN)]

The financial statements were published by the 30t June 2025 deadline set out

Further detail

Delivery of working papers in
accordance with agreed client
assistance schedule

Quality of working papers and
supporting evidence

Timeliness and quality of evidence
supporting key accounting estimates

in the Accounts and Audit Regulations, with an initial version provided in May N/A
2025 for our audit procedures.

The financial statements produced were complete and generally of adequate

quality. Our procedures identified casting errors and inconsistencies within the N/A
accounts, however overall area is deemed to be effective.

Working papers were largely provided to the agreed timetable. N/A
Working papers and supporting evidence were generally of a good standard. N/A

We experienced challenges in a number of areas linked to key accounting
estimates and the provision of adequate support to address these, including
impairment and accounting treatment for certain cash balances. We also
encountered difficulties in the resolution of lease accounting, and delays in the
Places for London audit linked to receiving information from third parties.

We expect to raise a fee variation
linked to additional time required
to complete work on these areas.

Access to finance team and personnel
to support the audit in accordance with
agreed project plan

Access to the finance team has been strong throughout the audit. However, one
area for improvement within the TfL team is identifying an appropriate "audit
issue owner" who has the responsibility to see through each audit issue from
identification during the audit through to resolution. This will be a point of focus
as we work with management to plan for the 2025/26 audit.

N/A

Volume and value of identified
misstatements

Volume of misstatements in disclosure Effective

A large number of material misstatements were detected as a result of our work
which have been corrected by management. The number of material
misstatements identified this year is similar to that of the previous year.

See Audit Results Report for
details of corrected
misstatements.
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A relatively small number of misstatements in disclosure were detected in our
work.

N/A
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Value for Money

The Authority's responsibilities for value for money °

The Authority is required to maintain an effective system of internal control that supports the achievement of its policies, aims and objectives while safeguarding and
securing value for money from the public funds and other resources at its disposal.

As part of the material published with the financial statements, the Authority is required to bring together commentary on the governance framework and how this
has operated during the period in a governance statement. In preparing the governance statement, the Authority tailors the content to reflect its own individual
circumstances, consistent with the requirements of the relevant accounting and reporting framework and having regard to any guidance issued in support of that
framework. This includes a requirement to provide commentary on arrangements for securing value for money from the use of resources.

[ )

Our responsibilities

Under the revised NAO Code we are required to consider whether the Authority has put in place ‘proper arrangements’ to secure economy, efficiency and
effectiveness on its use of resources. The Code requires the auditor to design their work to provide them with sufficient assurance to enable them to report to the
Authority a commentary against specified reporting criteria on the arrangements the Authority has in place to secure value for money through economic, efficient
and effective use of its resources for the relevant period. Our summary is below:

Significant risk identified Significant weakness identified

Financial sustainability

S T plgns i manages 125 . No significant risks identified No significant weaknesses identified
resources to ensure it can continue to deliver

its services.

Governance

HOW it Authorlty EUSUITEE WS 1 il ies . No significant risks identified No significant weaknesses identified
@ informed decisions and properly manages its

risks.

Improving economy, efficiency and
effectiveness

How the Authority uses information about its No significant risks identified No significant weaknesses identified

costs and performance to improve the way it
manages and delivers its services.
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l, VFM commentary: Financial Sustainability

Financial sustainability: Our audit procedures °

Our audit procedures obtained assurance over the arrangements in place for the Financial Sustainability sub-criteria set out in AGNO3:

= How the body ensures that it identifies all the significant financial pressures that are relevant to its short and medium-term plans and builds these into them;
= How the body plans to bridge its funding gaps and identifies achievable savings;

= How the body plans finances to support the sustainable delivery of services in accordance with strategic and statutory priorities;

= How the body ensures that its financial plan is consistent with other plans such as workforce, capital, investment, and other operational planning which may
include working with other local public bodies as part of a wider system; and

= How the body identifies and manages risks to financial resilience, e.qg. unplanned changes in demand, including challenge of the assumptions underlying its plans.

Significant risks identified during planning procedures ®

Within our Audit Planning Report, we identified no risks of a significant weakness in the Authority’s arrangements for financial sustainability. In the prior year,
however, we reported a risk of significant weakness under the reporting criterion Financial sustainability: How the body plans and manages its resource to ensure
it can continue to deliver its services. This was due to the risk of limitations in the Authority's ability to fully manage, commit to, and prioritise critical asset
renewal schemes and capital enhancement programmes, following changes in capital funding. These changes included a £250 million shortfall in the Government’s
2024/25 capital funding settlement compared to TfL's budget assumptions, which posed a potential risk to service delivery effectiveness. We reviewed the
mitigations implemented by management in response to this risk and concluded that the Authority has established appropriate arrangements to address the
potential impact on capital programmes arising from the reduction in funding.

No significant weaknesses were identified in 2023/24 and there are no outstanding recommendations relating to prior years. The Authority's underlying
arrangements in relation to financial sustainability are not significantly different in 2024/25.

Overview of our conclusions °

Based on the work performed, the Authority had proper arrangements in place in 2024/25 to plan and manage its resources to ensure it can continue to deliver its
services.
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ﬂJ]JQD Financial Sustainability considerations

Medium Term Financial Strateqgy (2024 Business Plan) °

The Authority adopts a structured and forward-looking approach to identifying financial pressures and embedding them into its short and medium-term plans. This
process is deeply integrated into its annual Business Plan and Budget cycle, which are aligned with the Mayor's Transport Strategy and TfL's own strategic themes.

The 2024 Business Plan outlines investment strategies from 2023/24 to 2026/27, supported by detailed financial modelling that accounts for passenger demand,
inflation, and capital needs. These forecasts are regularly updated to reflect changes in fare income, government funding, and broader economic trends. A key
focus of the plan is achieving operational financial sustainability. From 2024/25, TfL expects to generate a growing operating surplus by increasing revenue and
delivering recurring cost savings. This surplus will help fund capital investment, with passenger income projected to rise steadily, supported by inflation-linked fare
increases and a return to pre-pandemic demand levels by 2026/27.

While operating surpluses are essential to supporting the funding of TfL's capital programme, the 2024 Business Plan clearly states that they are not sufficient to
fund major capital enhancements such as train and signalling renewals, as illustrated in Exhibit 1 below. TfL relies on ongoing government capital funding to deliver
these programmes and stresses the importance of long-term certainty to engage suppliers and begin delivery. As its financial position strengthens, TfL is also using
borrowing to accelerate investment and spread costs over time, enabling earlier delivery of system improvements.

To further support financial resilience, TfL returned to its Treasury Policy of maintaining a minimum cash reserve equivalent to 60 days of operating expenses. This
reserve, currently around £1.2 billion, is projected to grow to approximately £1.4 billion by 2026/27 as new services are introduced. Maintaining this prudent cash
position ensures TfL can meet payment obligations and respond effectively to unexpected economic shocks, such as a recession.

Exhibit 1: Capital Programme vs. Operating Surplus before interest and renewals
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ﬂJ]JQD Financial Sustainability considerations

Medium Term Financial Strategy (2025/26 Budget Forecast) °

The Authority ensures that its annual Budget builds directly on the Business Plan. The 2024/25 Budget outlines how TfL will deliver the first full year of the
Business Plan, incorporating updated financial assumptions and outcomes from the Mayor's Budget process. This alignment guarantees that short-term financial
decisions are consistent with longer-term strategic goals.

TfL's 2025/26 Budget demonstrates continued progress toward financial sustainability, marking the third consecutive year of delivering an operating surplus. This
surplus is critical for reinvestment into the network and supports TfL's strategic goal of funding capital investment without relying on emergency government
support. Passenger income is projected to grow by £320 million year-on-year, driven by a 1.3% increase in ridership and fare adjustments. However, TfL remains
exposed to economic headwinds, including inflation and supply chain pressures, which have impacted cost forecasts. Despite this, TfL has maintained like-for-like
operating costs flat in real terms by offsetting inflationary pressures through a robust savings programme. By the end of 2025/26, TfL will have delivered over
£1.8 billion in recurring operating savings since 2016/17.

To strengthen resilience, TfL is rebuilding its cash reserves, targeting a minimum of 60 days’ operating costs and maintaining a General Fund Reserve of

£250 million. This prudent approach ensures TfL can respond to financial shocks and maintain service continuity. TfL also maintains a prudent and sustainable
approach to borrowing, guided by treasury strategies approved by the Finance Committee in line with the Treasury Management Code and the Prudential Code.
Borrowing supports the capital investment programme, and the generation of a sustainable operating surplus provides headroom for future borrowing, enabling TfL
to accelerate infrastructure upgrades while spreading costs over time.

Capital investment is set to increase from £1.7 billion to £1.9 billion, aligned with priorities in the 2024 Business Plan. This includes major renewals, environmental
upgrades, and infrastructure enhancements. TfL continues to rely on government capital funding for large-scale projects, and long-term certainty remains essential
to support delivery and supply chain engagement.

Overall, the 2025/26 budget reflects a balanced strategy of revenue growth, cost control, and targeted investment, positioning TfL to maintain financial
sustainability while delivering improvements across London'’s transport network.

2025 Spending Review

TfL's 2025/26 Budget states that its financial strategy will be reviewed as part of the 2026 Business Plan, following the outcomes of the 2025 Spending Review,
published in June. This reflects TfL's proactive approach to managing short-term uncertainty while planning for long-term sustainability. The Spending Review
outlines a £2.2 billion capital funding settlement for TfL between 2026/27 and 2029/30, supporting its capital renewals programme. It also recognises the
strategic potential of the DLR Thamesmead extension, committing to work with TfL to explore delivery options.

Following the consideration of the Spending Review outcomes and TfL's budgetary planning, we have assessed that TfL has appropriate arrangements in place to
support financial sustainability. We have not identified any matters that would indicate a risk of significant weakness in TfL's arrangements for securing value for
money.
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ﬂJ]JQD Financial Sustainability considerations

Budget Monitoring °

The Authority maintains a structured and transparent approach to budget monitoring, which is integral to its financial sustainability strategy. The process is
embedded within its annual Business Plan and Budget cycle, which aligns with the Mayor’s Transport Strategy and TfL's strategic priorities.

TfL produces quarterly performance reports that are submitted to the Board. These reports track operational and financial performance across the organisation,
including delivery against budget targets and progress on the capital investment programme. This regular reporting enables TfL to respond to emerging risks and
adjust its financial plans accordingly.

These arrangements demonstrate that TfL is effectively planning and managing its resources to continue delivering services and investing in infrastructure. No risk
significant weaknesses have been identified in TfL's financial sustainability arrangements for securing Value for Money.

Confidential — All Rights Reserved
© Ernst & Young LLP 2025 Transport for London Auditor's Annual Report | 20



ﬂJ]JQD Financial Sustainability considerations

Savings plans °

The Authority's 2024/25 budget was based on the delivery of £343 million in savings through a combination of recurring, one-off, and cost avoidance measures.
According to the Period 13 Finance Report for 2024/25, TfL achieved £155 million in recurring savings and £135 million one-off savings, representing 85% of the
planned total. Monthly finance reports are presented to the TfL Board and its Finance Committee, providing updates on operational and financial performance,
budget delivery, and progress on the investment programme. Key factors that impacted the delivery of savings included:

» Asignificant reduction in employer pension contributions following the triennial TfL Pension Fund valuation (from 27.3% to 10.5% for three years)
* Reductions in non-permanent labour
» Efficiencies in supplier contracts and asset maintenance

Exhibit 2 below outlines the Authority's plan to deliver £456 million in savings during 2025/26. According to the 2025/26 Budget, these savings will be achieved
through the following measures:

* Reducing employer pension contributions
* Building on the success of the current year's ‘swap out’ initiative for non-permanent labour (NPL), and extending it across all areas of NPL and consultancy
» Reviewing smaller projects to ensure they deliver value for money and that intended benefits are being realised

Based on the above, we have assessed that TfL's savings programme reflects a proactive and disciplined approach to resource management. The Authority has
appropriate arrangements in place to secure financial sustainability and deliver value for money. No risk of significant weakness identified.

Exhibit 2: TfL delivered £155m of recurring savings and £135m one-off savings in 2024/25, and expects to deliver a further £456m in 2025/26

W Recurring m Recurring
135 2024/25 savings 2025/26 savings
delivered: One Off planned: One Off
£290 million £456 million

B Unidentified m Unidentified

104
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ﬂJ]JQD Financial Sustainability considerations

Reserves position °

The COVID-19 pandemic significantly impacted TfL's financial position, leading to a material reduction in its usable reserves, which include the General Fund,
Earmarked Reserves, and Capital Grants Unapplied. These reserves are distinct from TfL's cash balances, as certain cash elements are restricted for specific purposes
and payments are made in arrears in line with supplier terms.

At the end of 2022/23, Tfl's General Fund reserves fell below the £500 million target, primarily due to the strategic purchase of Class 378 rolling stock (London
Underground trains). While this acquisition reduced reserves in the short term, it is expected to generate long-term savings over the life of the assets. Although

progress in rebuilding general fund reserves was slower than anticipated, TfL reported continued growth in its General Fund throughout 2023/24 and 2024/25,
reflecting a cautious but improving financial position, see details in Exhibit 3 below. This recovery supports TfL's broader financial sustainability strategy.

TfL's management of usable reserves demonstrates a prudent approach to financial resilience. Despite pandemic-related pressures, the Authority has taken steps to
rebuild its reserves while maintaining service delivery and investing in long-term asset value. No risk significant weaknesses have been identified in TfL's financial
sustainability arrangements for securing Value for Money.

Exhibit 3: TfL's unallocated General Fund reserves showed continued growth in 2024/25
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ﬂJ]JQD Financial Sustainability considerations

Outturn position °

Based on the Period 13 Finance Report for 2024/25, TfL closed the financial year with an operating surplus of £166 million, exceeding its budgeted target by £5
million and improving on the previous year's surplus by £67 million. This marks the second consecutive year of surplus, reinforcing TfL's trajectory toward
financial sustainability.

TfL faced a combined £486 million in financial pressures, driven by lower-than-expected passenger income, reduced roads enforcement income and payment
rates, and increased costs—including higher bus retendering expenses. Additionally, the cyber incident in September 2024 had an adverse financial impact. These
pressures were offset by savings from reduced employer pension contributions following the triennial revaluation, lower traction costs across operations, and the
release of central contingency.

Despite these challenges, TfL maintained strong cost control and continued to invest in service improvements. It also upheld its Treasury Policy by maintaining a
cash reserve equivalent to 60 days of operating costs, supporting resilience against economic shocks.

In the 2024/25 Budget, approved by the Finance Committee on 13 March 2024, TfL embedded £343 million in savings, comprising £130 million in recurring
savings and the remainder from one-off and unidentified sources. The TfL Group Scorecard targeted the delivery of £126 million in recurring operating savings,
weighted at 6.67% of the overall scorecard value. According to the Period 13 Finance Report, TfL exceeded this target, achieving £155 million in recurring
savings.

Capital renewals totalled £770 million for the year—£7 million higher than the previous year—as TfL increased investment to address the backlog of asset
replacements. Renewals were £25 million below budget, primarily due to the Project Detroit write-off and favourable technology spend, partially offset by higher
expenditure in Streets, Bus, and RSS programmes.

TfL's ability to deliver a surplus while managing financial pressures and maintaining service levels demonstrates effective resource management. Its savings
programme, combined with prudent borrowing and targeted capital investment, reflects a robust framework for securing Value for Money. No significant
weaknesses have been identified in TfL's financial sustainability arrangements.
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VFM commentary: Governance

Governance: Our audit procedures °

Our audit procedures obtained assurance over the arrangements in place for the Governance sub-criteria set out in AGNO3:

= How the body monitors and assesses risk and how the body gains assurance over the effective operations of internal controls, including arrangements to prevent
and detect fraud;

= How the body approaches and carries out its annual budget setting process;

= How the body ensures effective processes and systems are in place to ensure budgetary control; to communicate relevant, accurate and timely management
information (including non-financial information where appropriate); supports its statutory financial reporting requirements; and ensures corrective action is
taken where needed, including in relation to significant partnerships;

= How the body ensures it makes properly informed decisions, supported by appropriate evidence and allowing for challenge and transparency. This includes
arrangements for effective challenge from those charged with governance/Audit and Assurance Committee; and

= How the body monitors and ensures appropriate standards, such as meeting legislative/regulatory requirements and standards in terms of officer and member
behaviour (such as gifts and hospitality or declarations/conflicts of interests), and for example where it procures or commissions services.

Significant risks identified during planning procedures ®

Within our Audit Planning Report, we identified no risks of a significant weakness in the Authority’s governance arrangements. In prior years, no significant
weaknesses were identified and there are no outstanding recommendations relating to prior years. The Authority’s underlying arrangements in relation to
governance are not significantly different in 2024/25.

[ )

Overview of our conclusions

Based on the work performed, the Authority had proper arrangements in place in 2024/25 to make informed decisions and properly manage its risks.
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Governance considerations

Annual Governance Statement °

We have reviewed the 2024/25 Annual Governance Statement (AGS) and noted that the Authority regularly reviews the effectiveness of its governance framework,
including its system of internal control, with findings reported to the Audit and Assurance Committee. The 2024 Board Effectiveness Review, led by the Deputy Chair
of TfL, was presented to the Board in March 2025. This review focused on how TfL addressed recommendations from the 2023 review (conducted by an external
specialist), the implementation of the new decision-making structure established in September 2024, and the recruitment and induction of seven new Board
Members during that period. The next effectiveness review will be externally led.

TfL continually assesses the effectiveness of its governance arrangements, covering all aspects of its operations and relationships with group entities. The Risk and
Assurance Annual Report and Assurance Statement includes the opinion of the Head of Internal Audit on the overall framework of governance, risk management,
and internal control for the year. For the year ending 31 March 2025, the Head of Internal Audit concluded that TfL's framework remains generally adequate for its
business needs and operates effectively (see further details in the ‘Internal audit arrangements’ section on the next page).

On 11 June 2025, the Government committed to a four-year funding settlement for TfL, enabling more effective long-term planning.

The AGS conclusion states that the Authority is satisfied appropriate governance arrangements are in place. It recognizes that continuous improvement is necessary
and remains committed to maintaining and, where possible, enhancing these arrangements. Key approaches include:

* Keeping its governance arrangements under continuous review, including through the Board Effectiveness Review;

» Ensuring assurance is focussed on the right areas taking a risk-based approach and that issues identified by Internal Audit as requiring improvement are
addressed;

» Reviewing and enhancing performance reporting to focus on key risks and areas for improvement; and
» Listening to feedback from key stakeholders.

Having reviewed the Authority’s conclusions and the underlying documentation supporting the progress of the improvement plan set out in the AGS, we are satisfied
that the Authority has established and maintains proper governance arrangements. Our assessment confirms that the Authority's governance framework is adequate
for its business needs and operates effectively, with a clear commitment to continuous improvement. We did not identify any matters that would result in a risk of
significant weakness in the arrangements for securing value for money.
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Governance considerations

Risk Management °

It is the responsibility of the Authority to ensure that proper arrangements are put in place to ensure that it properly manages its risks. The Authority has an
Enterprise Risk management system that sets out its Enterprise and Strategic Risks, supported by local risk registers maintained across the TfL Group. These
registers are actively monitored by designated senior managers to ensure accountability and responsiveness.

Oversight of the risk management framework is provided by the Audit and Assurance Committee, which reviews reports at each meeting and reports its findings to
the Board. Individual Committees and Panels also assess specific enterprise risks within their remit, following a structured 12-month rolling schedule. The Executive
Committee reqularly reviews all enterprise risks to ensure alignment with operational priorities.

The Finance Committee plays a key role in monitoring TfL's financial performance and reports to the Board on the effectiveness of cost control measures,
particularly those introduced in response to the financial challenges posed by the coronavirus pandemic. The Authority has also continued to embed the Health,
Safety and Environment Management System and has continuous improvement plans in place to enhance the system and strengthen the maturity of compliance.

We did not identify any matters that would result to a risk of significant weakness in the value for money arrangements.

Internal audit arrangements °

Our value for money risk assessment includes review of the latest Risk and Assurance Annual Report and Assurance Statement. In the Authority's 2024/25 Risk and
Assurance Annual Report and Assurance Statement, Internal Audit provided an opinion that the Authority's overall framework of governance, risk management and
internal control in the year ended 31 March 2025 remains generally adequate for the Authority's business needs and operates in an effective manner. The opinion
did highlight the following issues to be addressed following audits:

* Anindependent review is underway following a cyber incident at TfL, assessing Internal Audit's work in technology and data, with a manual workaround for
supplier payments implemented and key financial controls confirmed.

» Recruitment fraud remains a significant risk for the Authority, affecting various employee categories, with follow-up audits on recruitment processes scheduled
for the latter half of 2025/26.

» Supplier contract audits reveal weaknesses in payment application evidence from suppliers, prompting investigations into overtime payments and timesheet
anomalies.

We have undertaken procedures to understand the nature of these findings and observed that audit recommendations have been agreed upon, with action plans
established to address them. We have also challenged management on their progress against these action plans in response to procurement and contract
management issues identified by Internal Audit and have noted that the Authority is taking appropriate steps to resolve these matters.

We have also concluded that there is not a risk of a significant weakness in arrangements stemming from controls and processes in place around cyber security,
which are working as expected for an entity the size and nature of the Authority. Please see further considerations under 'Cyber incident considerations’ section on
page 30.

Our assessment is that the internal audit findings do not give rise to a risk of significant weakness in the value for money arrangements.
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Governance considerations

Informed decision making and member challenge °

The Authority is responsible for putting in place appropriate measures to support informed decision-making.

The Board, Committees, and Panels receive quarterly reports on TfL's performance, which include assessments based on the Scorecard, financial results, customer
satisfaction, sustainability, operational outcomes, safety, health and security, staff matters, and risk and assurance. The Audit and Assurance Committee oversees
TfL's overall audit and assurance arrangements.

The Commissioner and Executive Committee manage day-to-day operations. The statutory Chief Finance Officer is tasked with safeqguarding TfL's financial position.
This officer plays an active role in strategic decisions with major financial impacts and is responsible for preparing the Business Plan and statutory accounts.

Together with the Commissioner, the General Counsel ensures legal compliance, supports good corporate governance, and upholds high standards of public
conduct. The Director of Risk and Assurance provides an annual assessment of the Code's effectiveness.

Published Board papers and minutes demonstrate the challenge provided by non-executive members and the transparency of decision-making. Furthermore, all
meetings of the Authority's Board, committees, and panels are held in public, and anyone is welcome to attend, except when private, personal, or specific financial
information is being discussed.

The Authority’s Standing Orders (available on the Authority’s website) set out the decision-making structure and procedures, together with the Scheme of
Delegation. In line with good corporate governance practice, the Authority periodically reviews the effectiveness of its Board and decision-making structure.

We did not identify any matters that would result to a risk of significant weakness in the value for money arrangements.

Legislative/requlatory requirements and standards in officer/member behaviour °

The Authority has an in-house legal team that compiles the Legal Compliance Report, drawing on input from all Directorates. This report covers legal matters such as
prosecutions, regulatory notices, and compliance initiatives. The Audit and Assurance Committee oversees the preparation of annual accounts and financial reports,
while the Finance Committee is delegated responsibility for the financial oversight, including the Business Plan, Group Budget and Treasury Management.

In line with the GLA Act 1999 and Company Law, TfL maintains registers of interests for Board Members, Directors, and senior staff, which are updated bi-annually by
the Secretariat. Declarations of interests for Board Members are published on the Authority’s website. Local registers of interests and records of gifts and hospitality
are maintained for other staff, with reqular updates and reminders to ensure accuracy. A register of gifts, interests, and hospitality for Board Members and chief
officers is also published online, and individual declarations are recorded in Board minutes.

The Authority’'s Code of Conduct outlines the organisation’s ethical values, expected standards of behaviour, and the policies that guide business conduct. It applies to
all employees, Board Members, advisers, and contractors working on behalf of TfL. The Authority is committed to conducting its activities efficiently, ethically, and in
full compliance with legal obligations. This commitment is realised through its workforce, who are expected to uphold the highest standards of professionalism,
integrity, and performance. The Code also reinforces TfL's commitment to equality, inclusion, sustainability, and data protection and is regularly reviewed by the TfL
Board, General Counsel, and Group HR Policy to ensure it remains current and effective.

We did not identify any matters that would result to a risk of significant weakness in the value for money arrangements.
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Governance considerations

Cyber incident considerations °

Our value for money work considered the Authority’s arrangements for data security and protection measures, particularly in response to the cyber incident
detected on 1 September 2024. We noted from our cyber response procedures that prior to the attack, TfL had established robust governance arrangements,
security protocols, and a risk management framework to mitigate the likelihood of a sophisticated cyber-attack, which have since been further enhanced. The
Authority also demonstrated that it was able quickly and effectively to identify and respond to the cyber incident. Its response helped to reduce the risk of further
data breach from the cyber-attack, which may have led to a more significant financial loss. On 13 February 2025, the ICO confirmed that it would not be taking any
regulatory action against TfL as a result of the cyber incident and considers the matter closed. We also reviewed the internal controls and policies related to cyber
security, along with management's strategies for addressing the breach and enhancing overall data protection to mitigate risks that may impact value for money
arrangements. Our assessment is that the cyber incident does not give rise to a risk of significant weakness in value for money arrangements.
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% VFM commentary: Improving economy, efficiency and

effectiveness

Improving economy, efficiency and effectiveness: Our audit procedures °

Our audit procedures include:

How financial and performance information has been used to assess performance to identify areas for improvement;
= How the body evaluates the service it provides to assess performance and identify areas for improvement;

How the body ensures it delivers its role within significant partnerships and engages with stakeholders it has identified, in order to assess where it is meeting its
objectives; and

Where the body commissions or procures services, how it assesses whether it is realising the expected benefits.

Significant risks identified during planning procedures ®

Within our Audit Planning Report, we identified no risks of a significant weakness in the Authority’'s arrangements for improving economy, efficiency and
effectiveness. In prior years, no significant weaknesses were identified and there are no outstanding recommendations relating to prior years. The Authority's
underlying arrangements in relation to improving economy, efficiency and effectiveness are not significantly different in 2024/25. We note that the Authority

continues to evolve its procurement practices in response to the Procurement Act 2023, which introduced a new legal framework for public procurement in the UK;
however, key updates will take effect from April 2025.

Overview of our conclusions

[ )

Based on the work performed, the Authority had proper arrangements in place in 2024/25 in how it uses information about its costs and performance to improve
the way it manages and delivers its services.
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—£ Improving economy, efficiency and effectiveness considerations

Financial and performance information °

The Authority uses structured financial and operational performance reporting to monitor delivery against strategic objectives and identify areas for improvement.
These reports are central to TfL's governance and accountability framework and support its commitment to securing value for money.

TfL takes a scorecard approach to track in-year progress against TfL-wide strategic objectives and incentivising senior managers to make strategically aligned
decisions. Assessment of performance takes a balanced approach across the five key strategic themes. These themes encapsulate TfL's priorities of delivering a safe,
secure and reliable service to its customers, empowering and supporting its colleagues, rebuilding finances, and protecting and improving the environment. Key
financial metrics in 2024/25 include: 1) Total income vs budget; 2) Recurring operating cost savings; and 3) Capital renewals. These metrics are weighted equally to
reflect their importance in achieving TfL's financial sustainability and operational goals. The scorecard also includes performance indicators for customer journey
times, CO, emissions, milestone delivery, and staff engagement—-ensuring a balanced view of organisational performance. The scorecard is reviewed quarterly and
informs divisional scorecards, which are aligned with Chief Officer accountabilities. This structure ensures that performance monitoring is embedded across all levels
of the organisation.

The key measure of financial performance for TfL management is the revenue and expenditure outturn against budget, which is used to assess how effectively the
organisation is delivering the Mayor's Transport Strategy and Business Plan priorities within available resources. TfL also produces Quarterly Performance Reports,
which are submitted to the Greater London Authority (GLA), the Finance Committee, and the Board. These reports compare year-to-date performance against
budget and prior year figures, highlighting key variances and trends. They also provide updates on revenue sources, operating costs, staffing, capital investment, and
cash balances.

TfL's governance framework is underpinned by its Code of Governance, which reflects the six core principles of the CIPFA/SOLACE Delivering Good Governance in
Local Government Framework. An annual review of compliance is conducted and presented to the Audit and Assurance Committee, along with progress against the
Governance Improvement Plan.

TfL has also established the Customer, Sustainability and Operations Panel, which combines the responsibilities of the former Customer Service and Operational
Performance Panel and the Safety, Sustainability and Human Resources Panel. This panel advises on customer service, operational performance, sustainability,
compliance, resilience, human resources, and responsible procurement.

The Audit and Assurance Committee plays a key role in reviewing the effectiveness of internal controls, risk management, and financial reporting. It ensures that
TfL's Annual Statement of Accounts and other published financial reports comply with relevant legislation and accounting standards.

TfL's structured use of financial and performance information demonstrates a mature and responsive approach to monitoring, planning, and continuous
improvement. The organisation has shown agility in managing economic pressures, maintaining surpluses, and delivering strategic initiatives.

Given the strength of these arrangements and the evidence of ongoing improvement, this area does not give rise to a risk of significant weakness in TfL's ability to
secure value for money. We conclude that arrangements in place are adequate and effective in supporting economy, efficiency, and effectiveness across the
organisation.
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—£ Improving economy, efficiency and effectiveness considerations

Procurement and contract management

The Authority operates a structured procurement framework designed to ensure transparency, value for money, and alignment with strategic objectives. This
framework governs how TfL plans, sources, and manages contracts across its operations, including infrastructure projects, services, and technology. Procurement
activities are closely coordinated with the GLA, London boroughs, and other partners to deliver integrated transport solutions.

Contract opportunities are advertised transparently via TfL's website and government platforms such as Find a Tender and Contracts Finder. Contracts valued over
£100,000 are publicly listed, and larger procurements follow public sector thresholds and competitive tendering processes. This ensures fairness, openness, and
accessibility for a diverse supplier base.

TfL has established clear rules and procedures for all personnel involved in procurement. These are set out in internal governance documents, including the Standing
Orders, which define delegated authority levels for financial and contractual approvals. These frameworks ensure compliance with legal obligations, internal policies,
and public sector standards.

The Procurement and Commercial (P&C) Team is a professional function accountable for managing procurement and contract activities across TfL. The team ensures
procurement decisions reflect business needs, affordability, and market capability. While P&C leads the procurement process, operational contract management is
delegated to individual business areas. TfL's standard approach to affordability is based on whole-life cost assessment, promoting long-term value and sustainability.

To enhance performance and capability, TfL implemented the Procurement and Commercial Improvement Programme (PCIP) from 2020 to 2023. This programme
delivered key enhancements which includes a new P&C Management Framework with standardised procedures and toolkits, deployment of SAP Ariba (Strategic
Sourcing and Contracts) to modernise procurement systems, improved visibility of procurement pipelines and contract landscapes, and delivery of efficiencies.
Building on this, TfL launched a 14-point improvement plan in April 2023, with individual workstreams led by designated sponsors and supported by a Programme
Management Office. These workstreams focus on strengthening procurement capability, compliance, and supplier engagement.

In 2025, TfL continues to evolve its procurement practices in response to the Procurement Act 2023, which introduced a new legal framework for public
procurement in the UK. All new procurements initiated after April 2025 must comply with this legislation. Key updates include:

* Enhanced contract management processes to meet new notice and reporting requirements.
* Annual publication of a procurement pipeline notice for contracts over £2 million.

Additionally, TfL is working with SAP to review and improve the use of SAP Ariba as part of its broader Enterprise Resource Planning (ERP) Programme, which is
aligned with Technology & Data governance pathways. This ongoing integration supports better decision-making and streamlined procurement operations across the
organisation.

In the 2024/25 Risk and Assurance Annual Report, TfL's Internal Audit identified ongoing issues in procurement and contract records management. While
improvements were noted in how supporting information is maintained, gaps remain in the audit trail, supporting documentation, and consistency of record keeping
across the organisation. TfL has acknowledged the audit findings and is actively implementing recommendations to strengthen procurement governance,
documentation, and oversight. Improvements in SAP Ariba usage, consultant management, and supplier assurance reflect a commitment to enhancing internal
controls. Given the actions taken and the ongoing improvements, these issues do not give rise to a risk of significant weakness in TfL's arrangements for securing
value for money. The organisation’s governance and control environment remains generally adequate and effective, supporting its ability to deliver services
economically, efficiently, and effectively.
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—£ Improving economy, efficiency and effectiveness considerations

Partnership working °

The Authority delivers its responsibilities through strong partnerships, active stakeholder engagement, and robust performance monitoring. These arrangements are
essential to achieving value for money and improving economy, efficiency, and effectiveness across its operations.

TfL collaborates with stakeholders including the GLA, London boroughs, government departments, community groups, and industry bodies. Its Stakeholder
Advocacy and Engagement Team ensures transport services reflect the needs of London’s diverse communities through regular dialogue and consultation.

Customer engagement is guided by TfL's Customer Commitments, focusing on safety, reliability, and accessibility. Feedback mechanisms such as complaints handling
and insight programmes help identify service gaps and drive improvements.

TfL's P&C team manages supplier relationships, aligning procurement with business needs and market capability. The supplier engagement strategy includes early
market engagement, transparent tendering, and feedback loops. Responsible Procurement initiatives promote ethical sourcing, sustainability, and social value,
supported by programmes like SLNT and the Supplier Skills Programme. Suppliers interact with TfL via the Ariba Network, supported by a Supplier Guide outlining
onboarding, payment, and compliance expectations.

TfL monitors performance through quarterly reports to the Board and Committees, tracking delivery against strategic goals. Where needed, corrective actions are
taken to ensure continuous improvement and effective delivery.

We are of the view that TfL have sufficient arrangements in place for managing and monitoring performance with Key partners.

®

Procurement and commissioning of services

TfL is committed to ethical sourcing and sustainability through its Responsible Procurement Policy. This includes requirements for sustainable timber, work-related
road risk management, and broader social value initiatives. The policy ensures that procurement decisions support environmental goals, promote fair labour
practices, and contribute positively to London’'s communities.

TfL advertises contract opportunities transparently via its website and government platforms such as Find a Tender and Contracts Finder. Contracts valued over
£100,000 are publicly listed, and larger procurements follow public sector thresholds and competitive tendering processes. This approach ensures fairness,
openness, and access for a diverse range of suppliers.

Once contracts are awarded, suppliers are onboarded through TfL's ePurchase-to-Pay (eP2P) system. This digital platform streamlines the issuing of purchase orders
and invoice processing, helping ensure timely payments and efficient financial management. TfL provides clear guidance to suppliers to support compliance and
maintain high standards throughout the commissioning lifecycle.

TfL monitors the benefits of its commissioning and procurement activities through quarterly performance reports submitted to the Board, Committees, and Panels.
These reports assess delivery against strategic objectives and financial targets. Additionally, the Audit and Assurance Committee reviews the effectiveness of
internal controls, including those embedded within the P&C Management Framework, to ensure transparency, accountability, and continuous improvement.

We did not identify any matters that would result to a risk of significant weakness in the value for money arrangements.
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