
Directors’ remuneration report

Dear fellow shareholder
Overview
Last year shareholders voted to approve our new Directors’ 
Remuneration Policy. Although the approved remuneration policy 
is not subject to a shareholder vote this year, we have reprinted it on 
pages 91 to 100 for ease of reference, so as to assist shareholders 
in reviewing the implementation of the policy over the past year. 
The new policy was introduced following a comprehensive review of 
Executive Director and senior management remuneration. As a result 
of the review and having taken into account feedback from major 
shareholders, market practice and the key principles of good 
governance, the Committee made a number of amendments to 
the Group’s remuneration framework that:

■■ introduced a number of best practice features and strengthened the 
alignment of an Executive Director’s remuneration package with the 
Group’s strategy and with shareholder interests;

■■ provided a recruitment policy which enables any new Executive 
Director to be recruited with a package mix that reflects the chosen 
comparator group; and

■■ enabled a transition strategy so that, over time, the package mix of 
existing Executive Directors will become more focused on variable 
pay, but with no intent to change the overall positioning of the value 
of the package against the market.

The Committee believes that the remuneration policy approved last 
year by shareholders provides a framework that drives performance 
of Executive Directors and senior managers aligned to the Group’s 
strategic priorities and more appropriately reflects the market norms. 
This also allows the Company to recruit competitively, as required, 
whilst ensuring Executive Directors’ remuneration packages are fully 
aligned with business performance. We will, however, continue to 
reassess the remuneration policy and its operation to ensure it 
continues to meet the objectives set by the Committee and the 
Company’s shareholders. To this end, there are a few changes in 
the way we will apply the policy for this year. In particular, to reflect 
the importance of growth, a revenue metric has been added alongside 
the existing annual bonus metrics and, following consultation with our 
major shareholders, ROCE has replaced EPS as a LTIP metric. Further 
details are set out in this letter and on pages 77 and 78.

Approach to remuneration
The Group’s strategic objectives as set out in the Strategic Report are:

■■ driving growth through attractive commercial propositions in our 
passenger revenue businesses;

■■ continuous improvement in operating and financial performance;
■■ prudent investment in our key assets (fleets, systems and people);
■■ focused and disciplined bidding in our contract businesses; and
■■ maintaining responsible partnerships with our customers and 
communities.

The Committee believes that achievement against these objectives, 
which underpin the transformation plans and medium term targets that 
have been communicated to shareholders, will deliver strong long term 
financial performance and shareholder value on a sustainable basis.

Remuneration philosophy
The key principles underpinning the Committee’s approach 
to executive remuneration are:

Alignment with strategy and business objectives – 
remuneration for Executive Directors and senior managers 
incentivises the delivery of both.

Reward performance – remuneration provides a strong and 
demonstrable link between incentives and performance delivery 
in a consistent and responsible way, ensuring there is a clear line 
of sight between the performance of the Company and payments 
made to Executive Directors and senior managers. Alignment 
between the interests of shareholders and Executive Directors 
to build a sustainable performance culture is a key focus.

Performance biased framework – components of remuneration 
offer a performance-biased framework for remuneration which is 
consistent with the Group’s scale and unique circumstances, and 
which enables Executive Directors and senior managers to share in 
the long term success of the Group, without delivering over-
generous benefits or encouraging short term measures or 
excessive risk taking.

Competitive remuneration – designed to facilitate the long term 
success of the Company and framed in the context of total 
remuneration packages offered by relevant comparator companies. 
The ability to recruit and retain high calibre executives with the 
appropriate skills to implement the Group’s strategy and 
transformation plans is critical to its success.

Simplicity and transparency – the Committee seeks to deliver 
both for our shareholders and participants, a remuneration structure 
and incentive plans which are both simple and transparent with 
performance targets which are clearly aligned to the Company’s 
short and long term goals.

Statement by Chair of the 
Remuneration Committee
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Appointment of new Chief Financial Officer
Chris Surch retired from the Board on 1 December 2015 and ceased 
employment on 8 January 2016. He was succeeded as Chief Financial 
Officer by Matthew Gregory. Details of Chris Surch’s remuneration on 
departure are set out in this report and I can confirm that the decisions 
made by the Committee were taken within the terms of the approved 
remuneration policy. In light of his agreed retirement, Chris Surch was 
considered to be a good leaver for the purposes of the annual bonus 
plan. As such, he received a cash bonus of £44,834 in respect of the 
2015/16 bonus, in line with the performance outturn. In accordance 
with the rules of the Group’s share incentive plans he will also be treated 
as a good leaver for the purposes of his outstanding share awards.

Matthew Gregory joined the Board as Chief Financial Officer on 
1 December 2015, with a starting salary of £425,000 per annum, which 
is below that of his predecessor. As part of the recruitment remuneration 
arrangements agreed with him at the time of his appointment, certain 
awards under the Company’s share plans were granted to him in 
compensation for awards forfeited when he left his previous employer, 
Essentra plc. In order to enhance alignment with the interests of 
FirstGroup’s shareholders, the Committee decided to use FirstGroup 
shares, rather than cash, as the medium for the majority of the 
compensation. In addition, the Committee agreed that replacement 
awards would not exceed what was considered by the Committee to be 
a fair estimate of the remuneration forfeited by him on leaving Essentra 
plc and took into account the nature and time horizons attaching to that 
remuneration, including the impact of any performance conditions. All of 
these arrangements are in line with the approved remuneration policy on 
recruitment remuneration. Full details of Matthew Gregory’s recruitment 
remuneration are also set out in this report.

2015/16 performance and reward
In line with our remuneration philosophy, demanding targets were set 
across all incentives schemes, notwithstanding a smaller rail franchise 
portfolio and First Student facing the structural challenge of fewer 
operating days. Our transformation plans focus on enhancing the 
Group’s long term ability to generate sustainable value through 
investing in its capital assets and customer offerings, and over 2015/16 
good progress was made, with:

■■ First Bus – cost efficiency actions were expanded to deliver 
underlying margin progress, despite adverse passenger volume 
trends across the industry.

■■ Greyhound – as planned, yield management and real-time pricing 
systems were introduced, which will enhance its opportunities for 
growth, margin expansion and returns in the medium term.

■■ First Student – this year’s bid season was concluded with higher 
average price increases than in the previous year and a solid contract 
retention rate, and further cost efficiencies were achieved.

■■ First Transit – continued to win business both in its core markets and 
in related areas such as Bus Rapid Transit and new geographies, 
such as India and Panama, though its activities in the Canadian oil 
sands region were impacted by lower oil prices.

■■ First Rail – continued to develop its franchise portfolio, winning the 
new TransPennine Express contract and securing opportunities to 
grow its open access operations. Good passenger volume and 
revenue growth and strong financial performance were maintained 
across all its operations.

However, despite these successes, the more challenging market 
environment and also some disappointments, such as the increased 
costs associated with driver shortages in First Student, did not allow 
the Group to report more progress, with adjusted operating profit 
broadly comparable to last year at £300.7m.

This was below the threshold level for the adjusted operating profit 
element of the annual bonus. Good progress was made on Group 
cash flow, before First Rail franchise portfolio changes, at £36.0m, 

Remuneration philosophy Remuneration structureOverall remuneration

The structure of 
and quantum of 

individual remuneration 
packages varies by role 

and level of responsibility 
and geography

Alignment with strategy 
and business objectives

Reward performance

Performance-biased framework

Competitive remuneration

Simplicity and transparency

Fixed
elements

Short term
incentives

Long term
incentives
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Directors’ remuneration report
continued

which was above the target level. Combined with the non-financial 
elements of safety, customer satisfaction and individual performance, 
this resulted in an overall bonus outcome of 15.9% of maximum 
potential for Tim O’Toole, which compares to 57% of maximum 
potential in 2014/15, and 17.9% of maximum potential for Matthew 
Gregory. In addition, the 2013 Long Term Incentive Plan awards 
will also lapse in full in June 2016 on failing to achieve the required 
TSR and EPS targets. The Company’s TSR ranking was below the 
threshold target of median and its EPS of 10.3p was below the 
threshold level of 11p.

No changes to base salary or incentive opportunities are planned 
for the Executive Directors for 2016/17, as Matthew Gregory was 
appointed recently and Tim O’Toole’s base salary will not be 
increased for the duration of the approved remuneration policy.

Shareholder dialogue
The Company put both its annual report on remuneration and 
remuneration policy to a shareholder vote at the 2015 Annual General 
Meeting. The remuneration policy received votes in favour from 93% 
of shareholders and the annual report on remuneration received 
95% of votes in favour.

As I reported in my last letter to shareholders, the Committee has 
undertaken a comprehensive review of the metrics, definitions, 
weightings and targets to be used for the Long Term Incentive Plan 
(LTIP), with the aim of creating greater alignment with the Company’s 
strategy and business objectives. It is also important to ensure that 
Executive Directors and senior managers are rewarded appropriately 
for delivery against these targets, with the overall aim of delivering 
sustainable shareholder value. To enable the outcomes from the 
review to be appropriately reflected and to allow for the full input from 
our new Chairman, Wolfhart Hauser, the grants of LTIP awards were 
delayed until December 2015.

As a result of the review and following consultation with major 
shareholders, the Investment Association (IA) and Institutional 
Shareholder Services (ISS), the Committee replaced EPS with ROCE 
as a performance metric, alongside relative TSR. The two metrics will 
be evenly weighted. ROCE was selected by the Committee as it is 
an important performance metric, reflecting the efficient allocation 
of limited capital and returns generated for shareholders. It is also 
a key performance indicator of the Group providing clear alignment 
with Group’s strategy and transformation plans.

2016/17 annual bonus
The Committee conducted a review of the executive annual bonus 
plan during the year to ensure the metrics remained aligned with 
the Company’s current business strategy, supported the Group’s 
transformation plans and motivated the beneficiaries. In summary, 
the Committee concluded that:

■■ whilst the weighting of the financial performance metrics should 
remain at 75% of bonus maximum, a revenue metric should be 
included alongside the existing metrics of operating profit and 
cash generation;

■■ the introduction of a revenue metric reflects the importance of growth 
to the Group as it begins to move beyond its transformation plans. 
Revenue is also a major KPI for FirstGroup and provides a clear line of 
sight for Executive Directors and senior managers. The combination 
of revenue and operating profit provides a balanced approach in the 
achievement of profitable growth, which is key to the future success 
of FirstGroup;

■■ operating profit and revenue would have a combined weighting of 
65% of bonus maximum (operating profit: 45% and revenue: 20%), 
and cash generation a 10% weighting; and

■■ the non-financial metrics of safety, customer service and individual 
performance should remain unchanged at 7.5%, 7.5% and 10% of 
bonus maximum, with performance assessed against a balanced 
scorecard of measures.

Renewal of Sharesave (SAYE) plan
Our current SAYE plan rules reached their tenth anniversary in 2016 
and hence expired. The Committee believes that the current SAYE plan 
has been an important factor in incentivising and motivating eligible 
employees to deliver performance to our shareholders. The Committee 
proposes essentially to replace the SAYE plan, retaining the existing 
structure, maximum savings amount and basis of calculating the option 
price. The new rules of the SAYE plan will be put to shareholders at the 
forthcoming Annual General Meeting and further details of the principal 
terms of the plan are set out in the Notice of Meeting.

Senior managers’ remuneration
During the year the Committee introduced a Divisional Incentive Plan 
for those employees immediately below the Executive Directors. This 
provides a strong focus on each division achieving specific goals to 
underpin and drive overall Company performance. To avoid paying 
excessive benefits, the value of the LTIP award was reduced 
proportionately to compensate for participation in the Divisional 
Incentive Plan. The performance period of the plan is two years and 
the Committee will review whether it is still relevant and necessary 
following that period.

Shareholder engagement
The Committee is committed to an open and transparent dialogue with 
shareholders on the issue of executive remuneration and considers 
these engagements vital to ensure its remuneration strategy continues 
to be aligned with the long term interests of FirstGroup’s shareholders.

I have appreciated the time various major shareholders and their 
representative bodies have put into helping us develop our LTIP 
over the past 12 months. The challenge of providing motivational 
and shareholder aligned remuneration arrangements in a recovery 
situation is complex, but we believe with the assistance of our major 
shareholders we can strike a fair balance. I look forward to your 
support at the forthcoming Annual General Meeting.

Imelda Walsh
Chair, Remuneration Committee
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At a glance

Policy element
Tim O’Toole  
(Chief Executive)

Matthew Gregory  
(Chief Financial Officer)

Base salary from 1 April 2016 £845,625 £425,000

% increase from prior year 0% 0%

Pension Defined benefit arrangement, providing 1/50th 
accrual for each year of service up to a fixed 
earnings cap of £140,705. Earnings above this 
cap receive an allowance of 20% of base salary

Allowance of 20% of base salary

Annual bonus Up to 120% of base salary Up to 150% of base salary

Annual bonus metrics Group operating profit (45%)
Revenue growth (20%)
Cash generation (10%)
Safety (7.5%)
Customer service (7.5%)
Individual performance (10%)

Group operating profit (45%)
Revenue growth (20%)
Cash generation (10%)
Safety (7.5%)
Customer service (7.5%)
Individual performance (10%)

Payment for threshold performance 0% 0%

Deferred bonus plan 50% of annual bonus is deferred for three years in 
FirstGroup shares

50% of annual bonus is deferred for three years in 
FirstGroup shares

2015/16 bonus outturn 
(% maximum potential)

15.9% 17.9%

LTIP 120% of base salary 175% of base salary

LTIP metrics 50% ROCE growth and 50% relative TSR 50% ROCE growth and 50% relative TSR

Payment for threshold
performance

25% 25%

Malus and clawback Malus applies to the period prior to vesting for both the annual bonus and LTIP

Clawback applies to the cash and deferred shares awarded under the annual bonus for a period of 
three years from the date the cash payment is made and the date the share award is granted, and to 
the LTIP for two years following the end of the performance period

Dividends on vested awards Participants are eligible for dividend equivalents on awards granted from 2015 onwards

Shareholding requirement 200% of base salary 150% of base salary

Shareholding as at year end 97% of base salary 0%

Shareholding requirement to 
be achieved by:

16 July 2020 1 December 2020

Non-executive fees:

Chairman £280,000

Basic NED fee £52,500

Group Employee Director £39,375

Additional fees:

Senior Independent Director £7,500

Audit Committee Chair £12,000

Remuneration Committee Chair £10,000

Board Safety Committee Chair £10,000

% increase from prior year 0%

Date last reviewed May 2014
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Directors’ remuneration report
continued

Annual Report on Remuneration
This part of the report has been prepared in accordance with Part 3 of The Large and Medium-sized Companies and Groups (Accounts and 
Reports) (Amendment) Regulations 2013 and Rule 9.8.6 of the Listing Rules. The Annual Report on Remuneration and the Annual Statement 
will be put to an advisory shareholder vote at the Annual General Meeting on 19 July 2016.

Executive Directors’ total remuneration (audited)
Short term annual bonus

Year 
Salary 
£000s

Benefits1 
£000s 

Cash
£000s

Value of 
deferred 

shares
£000s

Long Term 
Incentive 

Plan2 
£000s

Pension3 
£000s 

Total 
before

 buyout 
£000s

Buyout5

£000s
Total

£000s

Tim O’Toole 2016 846 38 81 81 0 197 1,243 – 1,243
2015 846 47 289 289 0 176 1,647 – 1,647

Matthew Gregory4 2016 142 5 19 19 0 28 213 692 905
2015 – – – – – – – – –

Former Director
Chris Surch6 2016 300 1 45 0 0 70 416 – 416

2015 450 1 128 128 – 90 797 – 797

1 Taxable benefits include: Tim O’Toole – £12,000 car allowance, £17,000 for US private medical insurance and £9,000 reimbursement of advisory fees (principally 
relating to taxation in the UK and US). Matthew Gregory – £4,000 car allowance (£12,000 on an annual basis) and £1,000 UK private medical insurance (£1,700 
on an annual basis). Chris Surch – £1,000 UK private medical insurance.

2 The LTIP award granted in 2012 to Tim O’Toole lapsed in June 2015 and those LTIP awards granted in 2013 to Tim O’Toole and Chris Surch will lapse in June 
2016, on failing to meet the performance criteria.

3 The following pension-related benefits were received during the year: Tim O’Toole – £141,000 pension allowance and a defined benefit pension input amount 
(net of inflation and Director’s contributions) of £56,100. The increase in Tim O’Toole’s defined benefit input amount compared to 2014/15 reflects an additional 
year of accrual and increase in his defined benefit final pensionable pay (which is based on a three year average) plus a late retirement uplift applied to benefits 
previously built up to his age 60 normal retirement age. Matthew Gregory received a pension allowance of £27,500 and a defined contribution pension input 
amount of £1,000 (aggregate of £85,000 on an annual basis, equivalent to 20% of base salary). Chris Surch received a pension allowance of £69,600.

4 Matthew Gregory joined the Board as Chief Financial Officer on 1 December 2015. In respect of 2015/16, he received a pro rata annual bonus of £38,444 in 
aggregate which is set out under Short term annual bonus and a buyout bonus in lieu of the amount foregone under the Essentra 2015 annual bonus plan of 
£120,000 which is included in the Buyout figure. Details of the buyout awards granted to him during the year are set out on page 85.

5 Buyout amount determined by the face value at the date of grant (assuming all awards vest in full) of buyout awards granted to Matthew Gregory as part of his 
recruitment remuneration, which are not subject to performance conditions. Details of the buyout awards granted to Matthew Gregory during the year are set 
out on page 85.

6 Chris Surch retired as a Director on 1 December 2015 and ceased employment on 8 January 2016. He was paid £300,00 up to the date he retired as a Director 
and a further £48,000 up to the date he ceased employment. Details of his departure terms are set out on page 84.

Annual base salary (audited)
2015 2016 % increase

Tim O’Toole1 846 846 0
Matthew Gregory2 425 425 0

1 In accordance with the remuneration policy approved by shareholders in July 2015, the base salary of Tim O’Toole will not be increased for the duration of 
the policy. 

2 Matthew Gregory was appointed on 1 December 2015. Given the timing of his appointment, his salary shall remain unchanged and his next review will be 
March 2017.

Benefits (audited)
Benefits for Executive Directors include the provision of a company car allowance, US and UK private medical cover, life assurance and 
advisory fees.
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Pension (audited)
Tim O’Toole participates in a defined benefit pension scheme. His contributions to this scheme are paid via salary sacrifice with an equivalent 
contribution being paid directly to the pension scheme by the Company. This provides him with 1/50th accrual for each year of service, based 
on average pensionable salary for the three tax years prior to retirement. Upon reaching age 60, he has amended his normal retirement age from 
60 to 65, for future service. He will receive all his benefits at the same time, but those payable from age 60 will be increased for deferred payment, 
and those payable from age 65 are payable unreduced at that time. Pensions normally increase in line with the consumer prices index and 
provide a dependant’s pension on a member’s death. There is a scheme earnings cap of £140,705 above which a pension allowance of 20% 
of base salary is paid.

Information in the table below includes the total accrued benefit at 31 March 2016 which represents the annual pension that is expected to be 
payable on eventual retirement given the length of service and salary of Tim O’Toole.

Age at 
31 March 2016

Pension 
age

Total accrued 
benefit at 

31 March 2016 
£000s

Increase in accrued 
annual pension 

in the year to 
31 March 2016 

£000s

Tim O’Toole 60 651 16 4

1 Pension age is the earliest date a non-reduced pension is payable.
2 Under the rules of the defined benefit scheme Tim O’Toole can continue to accrue benefits beyond the pension age.
3 No additional benefits are available on early retirement.

An Executive Director employed after 1 April 2011 receives a ‘pension allowance’ equal to 20% of their base salary. The allowances paid during 
the year to Tim O’Toole, Matthew Gregory and Chris Surch were £141,000, £27,500 (plus a defined contribution pension input amount of £1,000) 
and £69,600, respectively.

Performance-related pay
The Committee believes it is important that for Executive Directors a significant proportion of the remuneration package is performance-related 
and the performance conditions applying to incentive arrangements support the delivery of the Company’s strategy and transformation plans. 
The Committee considers performance against a range of metrics to ensure that the assessment is rounded, taking into account both qualitative 
and quantitative factors.

The table below outlines each of the performance measures used in the Company’s 2016/17 performance-related incentives and how they 
support the Company’s strategy, transformation plans and business objectives as outlined in the Strategic Review.

KPIs
Strategic 

objectives Our values

LTIP
ROCE
TSR
Bonus
Group operating profit
Revenue growth
Group cash flow
Safety
Customer satisfaction
Individual performance
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Directors’ remuneration report
continued

Executive Annual Bonus Plan 
2015/16 Executive Directors’ annual bonus awards (audited)

Group operating profit 65%
Group cash flow 10%
Safety 7.5%
Customer satisfaction 7.5%
Individual performance 10%

For 2015/16, the annual bonus comprised five discrete elements as set out below.

Group operating profit – a key KPI used in managing the business

Group cash flow – adjusted for First Rail franchise portfolio changes of £20.8m encourages 
management to devise operational plans focused on cash generation to create options for the 
Board in relation to, among other uses, investment in key assets of fleet, systems and people

Safety – to ensure that risk controls, safety procedures and safety behaviours are constantly 
improved to reduce long term injuries and avoid safety incidents across all the divisions. 
Performance was assessed against a balanced scorecard across a broad range of indicators, 
including long term injuries, passenger injuries and collisions

Customer satisfaction – performance was assessed against a balanced scorecard of 
measures: customer satisfaction surveys, punctuality, cancellations and complaints across 
First Bus, First Rail, First Student, First Transit and Greyhound

Individual performance – performance was assessed against individual objectives for the 
year, which were aligned with the Group’s strategy and transformation plans, and the Executive 
Director’s core areas of responsibility

Stretching, relevant and measurable financial and non-financial annual bonus targets were set at the start of the performance period by the 
Committee. The Committee assessed each discrete element of the annual bonus separately as part of an overall balanced scorecard of 
measures. Within each element the Committee considered a number of sub-elements, including the performance of each division and the 
Company’s performance on a rail and non-rail basis, and formed a rounded assessment of performance of the Executive Directors at the end 
of the year.

For 2015/16 payouts were as follows:

Current Directors
Former 

Director

Tim 
O’Toole

Matthew 
Gregory1

Chris 
Surch2

Maximum bonus opportunity (% of salary) 120 150 100
Annual bonus (% of salary) 19.1 26.9 14.9
Actual bonus (£000s) 162 38 45

1 Matthew Gregory was appointed a Director on 1 December 2015 and his bonus payout was pro rated to reflect his period of employment.
2 Chris Surch retired as a Director on 1 December 2015 and ceased employment on 8 January 2016, his bonus payout was pro rated up to the date he retired 

as a Director.
3 Target bonus was 56.5% of maximum bonus opportunity.

For 2015/16, the financial and non-financial performance outcomes were as follows:

Metrics 
Actual 

performance
Threshold

(0%)
Target
(50%)

Maximum
(100%)

Maximum 
potential 

award

% of award
which 

vested

Group operating profit £300.7m £307.4m £321.0m1 £333.4m 65% 0

Group cash flow £36.0m £14.2m £34.2m £65.2m 10% 5.3

Safety Between 
threshold 

and target

Balanced scorecard of indicators 7.5% 2.8 

Customer satisfaction Between 
threshold 

and target

Balanced scorecard of measures 7.5% 0.9

1 Target payout for Group operating profit was 60% of maximum potential.
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Details of performance outcomes were as follows:

Metrics Outcomes

Group operating profit ■■ Actual performance was slightly below the prior year level of £303.6m, impacted by increased costs associated with 
driver shortages in First Student, and below the threshold level of performance of £307.4m.

■■ A strong performance from First Rail, underpinned by good passenger volume growth and operating performance, 
was offset by the more challenging market environment faced by the other divisions.

■■ Assessment of 0% relative to a target outcome of 39% and a maximum outcome of 65%.

Group cash flow ■■ Actual performance was slightly above target level of performance of £34.2m.
■■ Lower EBITDA and proceeds on the disposal of property, plant and equipment were offset by a better capital 
expenditure and working capital performance.

■■ Assessment of 5.3% relative to a target outcome of 5% and a maximum outcome of 10%.

Safety ■■ Despite an overall reduction in safety incidents, overall performance was below target. Improved performances 
from First Rail and First Student exceeded targets, but were offset by below threshold performances from the 
other divisions.

■■ Assessment of 2.8% relative to a target outcome of 3.75% and a maximum outcome of 7.5%. 

Customer satisfaction ■■ A good performance from Greyhound was offset by below threshold performances from the other divisions.
■■ Assessment of 0.9% relative to a target outcome of 3.75% and a maximum outcome of 7.5%.

Individual performance ■■ The Committee carefully reviewed the performance of Tim O’Toole, Matthew Gregory and Chris Surch against 
objectives set at the beginning of the year (date of appointment for Matthew Gregory).

■■ Tim O’Toole’s objectives related to supporting the long term growth of the Group through strategic leadership, delivery 
of the transformation plans, developing new business opportunities, including ensuring disciplined and successful rail 
bidding, and developing robust talent management and succession planning processes. The Committee concluded 
that Tim O’Toole had shown good leadership and sound judgement in pursuing the long term sustainability of the 
Group, and had met the vast majority of his objectives.

■■ Matthew Gregory’s objectives related to developing constructive working relationships with the Board and divisional 
and functional managers, developing a clear understanding of the key business drivers and risks of the divisions, 
and identifying key areas of cost control and efficiency. The Committee confirmed that since being appointed as 
Chief Financial Officer on 1 December 2015 his financial stewardship of the Group had been excellent, and his 
objectives had been substantially achieved or exceeded.

■■ Chris Surch’s objectives, which were assessed up to 1 December 2015, related to cost savings, corporate finance 
initiatives and support for the divisions in achieving their financial objectives. The Committee judged that he had met 
the majority of his objectives.

■■ Assessments of 7%, 9% and 6% were made for Tim O’Toole, Matthew Gregory and Chris Surch, respectively, 
relative to a target outcome of 5% and a maximum outcome of 10%.

2016/17 Executive Directors’ annual bonus awards
The Committee took the opportunity during the year to review the performance metrics and targets for the executive annual bonus plan. 
As a result, some changes have been made to the 2016/17 awards to ensure that the metrics and targets used continue to align with the 
Group’s business strategy.

For 2016/17 the executive annual bonus plan will incentivise improved performance against a range of financial and non-financial metrics. 
The structure of the bonus will be weighted such that 75% will be based on financial metrics, including the introduction of a revenue metric 
alongside Group operating profit and Group cash flow metrics, and 25% on non-financial metrics. The financial targets set by the Committee 
are stretching against budgeted performance to ensure payouts only occur for strong performance over the financial year. A summary of the 
structure is provided in the table overleaf.
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Directors’ remuneration report
continued

Measure
Financial Weighting

Group operating profit 45%
Revenue growth 20%
Cash generation 10%

Non-financial
Safety 7.5%
Customer service 7.5%
Individual performance 10%

Specific targets will not be disclosed in advance as they would give a clear indication of the Group’s business objectives, which are commercially 
sensitive. Where bonus targets are no longer commercially sensitive, typically following the end of the financial year, they will be disclosed in that 
year’s Directors’ Remuneration Report.

Awards are subject to an underlying performance override enabling them to be scaled back to reflect the Group’s performance as well as malus 
and clawback. Half of any bonus earned will be deferred into the Company’s shares for three years, conditional upon continued employment.

The 2016/17 annual bonus maximum and threshold levels of bonus as a percentage of base salary are as follows:

Executive Director Maximum Threshold

Tim O’Toole 120% 0%
Matthew Gregory 150% 0%

Long Term Incentive Plan 
2015 Long Term Incentive Awards (audited)
As set out in the 2015 Chair of the Remuneration Committee’s letter to shareholders, the Committee undertook a comprehensive review of the 
Company’s LTIP arrangements in 2015. This included consultations with major investors and their representative bodies on the inclusion of an 
additional returns-based metric (ROCE) as well as the definitions, weightings and target levels of performance of the LTIP metrics. ROCE was 
proposed as a measure as it reflects the returns generated for shareholders and measures the efficiency of capital use.

Following input from the new Chairman, Wolfhart Hauser, and feedback from major investors in response to a detailed consultation letter sent 
in October 2015, who were supportive of the overall LTIP approach, the Committee made a number of amendments to the structure of the 
LTIP, with ROCE replacing EPS as a metric alongside TSR. Half of the award is subject to the achievement of stretching ROCE target figures 
determined at the end of the performance period and the remaining half of the award is subject to the Company’s relative TSR. Awards are 
subject to a two-year holding period following the three-year performance period as well as malus and clawback. In addition, before an award 
vests the Committee must be satisfied that the underlying performance of the Group is satisfactory. The Committee believes that having 
a performance override is an important feature of the plan as it mitigates the risk of unwarranted vesting outcomes.

Details of the performance metrics and targets for the 2015 LTIP awards, which were delayed until December 2015 to ensure the outcome of the 
above consultations were appropriately reflected, are set out below.

ROCE – a key KPI used in managing the business as it captures both growth in earnings and the efficient allocation of limited capital. Calculated 
by dividing adjusted operating profit after tax by net assets (excluding cash and debit items). To reflect those items outside of management’s 
control, the definition of ROCE will be adjusted for:

■■ use of constant currency – the use of constant currency is established practice at FirstGroup and ensures that management are rewarded for 
improving the underlying performance of the business. LTIP targets are based on estimated foreign exchange rates in line with those rates 
included in the Group’s 3-Year Plan, which is updated annually. The principal foreign exchange assumptions will be provided for each award;

■■ exclusion of pension deficit – the exclusion of the pension deficit is considered appropriate as the Committee believes management should not 
be rewarded for movements in this element; and

■■ exclusion of non-continuing rail franchises – First Rail franchises that are not contracted to be operated for the full duration of the LTIP 
performance period are excluded from the ROCE calculation of that LTIP award. Winning a franchise or being awarded an extension to an 
existing franchise (a Direct Award) within a performance period will lead to that franchise being included in subsequent LTIP awards, but not 
being included in the calculation of existing awards. This ensures a like-for-like comparison across the performance period.

Due to the way in which rail franchises are included, an appropriate ROCE target range will be determined in respect of each LTIP award. In order 
to provide transparency for each LTIP award, the Committee will disclose both the ROCE target range percentages and also the equivalent EPS 
CAGR percentages. 
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The Committee believes that this method of calculation results in a ROCE definition which will ensure management are rewarded for improving 
the effective allocation of capital across the business and then generating a return from this investment.

Details of the ROCE targets for the 2015 LTIP are set out below:

ROCE 
Equivalent 
EPS CAGR

% of award 
which vests

<7.6% <17% 0%
≥ 7.6% ≥ 17% 12.5%
≥ 8.7% ≥ 26% 50%

1 Between 12.5% and 50% of the award will vest on a straight-line basis if ROCE at the end of the performance period is between 7.6% and 8.7%. 
2 The adjustments referred to above result in a re-statement of the 2014/15 reported ROCE from 7.8% to 6.2% based on the 2015-2018 3-Year Plan currency 

assumption of $1.55:£1. Excluding the pension deficit increases capital employed by £239.4m while adjusting for non-continuing rail franchises and constant 
currency reduces post-tax operating profit by £35.1m and capital employed by £44.0m. Taken together, these adjustments reduce adjusted operating profit after 
tax in 2014/15 to £201.7m and increases capital employed to £3,239.1m, or a ROCE of 6.2%. The proposed target range of 7.6% to 8.7% clearly represents a 
significant challenge for management in respect of the achievement of both threshold and stretch targets against this baseline.

3 Equivalent EPS CAGR assumes interest charges, effective tax rate and capital employed assumptions are held in line with the 2015-2018 3-Year Plan projections 
for the year ended 31 March 2018.

Relative TSR – reflects actual returns delivered to shareholders. The relative nature of the metric, with TSR measured against a comparator 
group of 32 companies, creates an objective measure of long term value delivery to shareholders and rewards executives for delivering 
performance which is better than that of competitors.

Relative TSR will be determined over a three-year performance period commencing on 1 April 2015 using a three month average TSR at 
the beginning and end of the performance period by reference to the Company’s positioning amongst a comparator group of companies.

The Committee believes that relative TSR is a suitable value metric, which takes into account performance of the Company’s closest peers.

Details of the TSR targets for the 2015 LTIP are set out below:

TSR Ranking
% of award 
which vests

Below median 0%
Median 12.5%
Upper quartile 50%

1 Between median and the upper quartile of the peer group, vesting will be on a straight-line basis between 12.5% and 50%.

The comparator group for the benchmarking of remuneration and the relative TSR metric for awards granted in 2015 comprises:

Aggreko
Amec Foster Wheeler
Atkins (WS)
Babcock International Group
Balfour Beatty
Bunzl
Capita
Carillion

Carnival
DCC
easyJet
Electrocomponents
G4S
Galliford Try
GKN
Go-Ahead Group

Grafton Group
Hays
Interserve
Kier Group
Mitie Group
National Express
Regus
Rentokil Initial

Serco Group
SIG
Smith (DS)
Stagecoach Group
Thomas Cook Group
Travis Perkins
Wolseley
Wood Group (John)

The comparator group comprises companies in the travel, business services and industrial sectors, which are of comparable scale, complexity 
and activity to FirstGroup. In the event of one or more of the constituents undergoing a takeover, merger, dissolution, variation in capital or 
any other event that will materially affect the calculation of a ranking, the Committee shall determine how this should be reflected in the 
ranking calculation.

In the event of a change of control, awards will normally vest on a pro rata basis by reference to the length of time since the award was granted, 
and only if the performance conditions can effectively be regarded as having been satisfied at that time, although the Committee may decide not 
to pro rata an award if it is inappropriate to do so in the particular circumstances.
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ROCE performance vesting schedule TSR performance vesting schedule

ROCE Performance relative to peer group (percentile)

% of total 
award vesting
50.0%

25.0%

37.5%

12.5%

0%

% of total
award vesting

0p 8.7p7.6p 25% 50% 75% 100%

50.0%

25.0%

37.5%

12.5%

0%

On this basis, awards were granted to Executive Directors on 17 December 2015 as follows:

Executive Director 

Share price 
at date 

of grant3

Face value 
(% of base

 salary)

Number 
of shares 
awarded

Face value 
of award 

 % of award 
which vests 
at threshold

Performance 
period

Tim O’Toole1 104.3p 120 972,728 £1,014,750 25% 1.4.15 – 31.3.18
Matthew Gregory2 104.3p 300 1,222,200 £1,275,000 25% 1.4.15 – 31.3.18

1 Awards were granted to Tim O’Toole as conditional nil-cost awards and those to Matthew Gregory as nil-cost options.
2 Award granted to Matthew Gregory replaces awards granted in 2014 and 2015 under the Essentra Long Term Incentive Plan and other losses forfeited by him 

on leaving Essentra plc. Further details are set out on page 85.
3 Award granted using the average five day closing mid-market share price at the time of grant. 
4 No award was granted to Chris Surch who resigned as a Director on 1 December 2015 and ceased employment on 8 January 2016. 
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2016 Long Term Incentive Awards 
The structure of LTIP awards to be granted in 2016 will remain the same as for the 2015 awards, with half of the award subject to ROCE growth 
and the remaining half of the award subject to the Company’s relative TSR. Awards will be subject to a two-year holding period following the 
three-year performance period as well as malus and clawback. In addition, before an award vests the Committee must be satisfied that the 
underlying performance of the Group is satisfactory. On this basis, awards will be granted in June 2016 to the Executive Directors as follows:

Face value 
(% of base salary)

Minimum threshold 
performance 

(% of maximum potential)

Maximum 
performance 

(% of maximum potential)
Performance 

period

Tim O’Toole 120 25% 100% 1.4.16 – 31.3.19
Matthew Gregory 175 25% 100% 1.4.16 – 31.3.19

Details of the performance metrics and targets for the 2016 LTIP awards are set out below:

ROCE 
Equivalent 
EPS CAGR

% of award 
which vests

<7.6% <9.1% 0%
≥7.6% ≥9.1% 12.5%
≥8.7% ≥16.6% 50%

1 Between 12.5% and 50% of the award will vest on a straight-line basis if ROCE at the end of the performance period is between 7.6% and 8.7%.
2 The adjustments to the definition of ROCE result in a re-statement of the 2015/16 reported ROCE from 7.2% to 6.8% based on the 2016-2019 3-Year Plan 

currency assumption of $1.50:£1. Excluding the pension deficit increases capital employed by £270.9m while adjusting for non-continuing rail franchises and 
constant currency reduces post-tax operating profit by £8.3m and capital employed by £180.2m. Taken together, these adjustments reduce adjusted operating 
profit after tax in 2015/16 to £223.2m and increases capital employed to £3,289.5m, or a ROCE of 6.8%.The proposed target range of 7.6% to 8.7% clearly 
represents a significant challenge for management in respect of the achievement of both threshold and stretch targets against this baseline.

3 Equivalent EPS CAGR assumes interest charges, effective tax rate and capital employed assumptions are held in line with the 2016-2019 3-Year Plan projections 
for the year ended 31 March 2019.

Relative TSR

TSR Ranking
% of award 
which vests

Below median 0%
Median 12.5%
Upper quartile 50%

1 Between median and the upper quartile of the peer group, vesting will be on a straight-line basis between 12.5% and 50%.
2 The averaging period for calculating TSR will be three months leading up to the start and the end of the performance period.

In setting the ROCE targets for the 2016 LTIP the Committee took into account the revised outlook for oil prices since the 2015 LTIP ROCE targets 
were set, and the corresponding impact on earnings. The Committee believes that given this revised outlook, retaining the ROCE targets at the 
same level as those set for the 2015 LTIP continues to provide a significant challenge at both threshold and stretch targets.
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2013 Long Term Incentive Awards (audited)
The LTIP awards granted in 2013 to Tim O’Toole and Chris Surch will lapse in June 2016 on failing to achieve their performance targets. 
The performance outcomes were as follows:

Metrics
Actual 

performance
Threshold

 (25%)
Maximum 

(100%)
% of award

 which vested

EPS 10.3p ≥11p ≥15p 0
Relative TSR Below median Median Upper quartile 0

1 Half of the award was subject to EPS growth and the remaining half of the award to the Company’s relative TSR.

Directors’ interests in share awards (audited)
The outstanding LTIP, deferred share bonus and SAYE awards of Directors are set out in the table below. There have been no changes to the 
terms of any share awards granted to Directors. The number of awards detailed in the table below have been adjusted, where appropriate, to 
reflect the rights issue in 2013 following the application of the standard rights issue adjustment formula.

Director Plan
Date of 

grant

Number of 
awards held 
as at 1.4.15

Awards 
granted

Awards 
vested

Awards 
lapsed 

during the 
year

Number of 
awards held 

as at 31.3.16 
Exercise 

price

Date on 
which award 

vests/ 
becomes 

exercisable
Expiry 

date

Mick Barker SAYE 9.12.11 681 – – 6812 – 221p 1.2.15 31.7.15
11.12.12 705 – 705 – 705 117p 1.2.16 31.7.16
10.12.13 1,645 – – – 1,645 94p 1.2.17 31.7.17
9.12.14 2,782 – – – 2,782 97p 1.2.18 31.7.18
8.12.15 – 3,601 – – 3,601 85p 1.2.19 31.7.19

Tim O’Toole Deferred 10.6.14 223,554 – – – 223,554 nil 1.4.17 N/A
share bonus 15.6.15 – 230,7483 – – 230,748 nil 1.4.18 N/A
LTIP 3.7.12 563,278 – – 563,2785 – nil 1.4.15 N/A

12.12.13 871,329 – – –  871,3296 nil 1.4.16 N/A
2.7.14 785,288 – – – 785,288 nil 1.4.17 N/A

17.12.15 – 972,728 – – 972,728 nil 1.4.18 N/A
Matthew Share award 17.12.15 – 134,295 – – 134,295 nil 1.4.16 16.12.25
Gregory4 17.12.15 – 89,530 – – 89,530 nil 1.4.17 16.12.25

24.3.16 – 359,098 359,098 – 359,098 nil 24.3.16 23.3.26
LTIP 17.12.15 – 1,222,200 – – 1,222,200 nil 1.4.18 1.4.19

Former director
Chris Surch Deferred 10.6.13 73,875 – – – 73,875 nil 1.4.16 9.6.23

share bonus 10.6.14 99,137 – – – 99,137 nil 1.4.17 9.6.24
15.6.15 – 102,3273 – – 102,327 nil 1.4.18 14.6.25

LTIP7 12.12.13 463,678 – – 25,759 437,9196 nil 1.4.16 1.4.17
2.7.14 417,891 – – 162,513 255,378 nil 1.4.17 1.4.18

1 The table above shows the maximum number of shares that could be released if awards were to vest in full. Participants do not receive dividends or dividend 
equivalent amounts on unvested share awards.

2 Lapsed in August 2015.
3 In respect of the deferred share element of the 2014/15 bonus award, Tim O’Toole was granted an award over 230,748 shares structured as a conditional award 

for nil consideration with a face value of £289,196 and Chris Surch an award over 102,327 shares structured as a nil-cost option with a face value of £128,246. 
These awards were granted at an average three day closing mid-market price of 125p per share and will be deferred for three years from 1 April 2015. Tim 
O’Toole waived his bonus for 2012/13.

4 Details of the awards granted to Matthew Gregory are set out on page 85.
5 Award lapsed in June 2015 on failing to meet the EPS growth and relative TSR performance conditions.
6 Award will lapse in June 2016 on failing to meet the EPS growth and relative TSR performance conditions.
7 In accordance with the plan rules, Chris Surch’s LTIP awards were pro rated following his retirement, to reflect the number of months from the start of the 

performance period to the date of cessation of his employment.
8 An award vests on the date the Committee determines whether performance conditions have been met, or if on that date dealing restrictions apply, the first date 

after dealing restrictions cease to apply.
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Shareholding guidelines (audited)
Under the terms of the remuneration policy approved by shareholders at the 2015 Annual General Meeting, Executive Directors are required 
to build up a specified shareholding in the Company. This is to create greater alignment of the Executive Directors’ interests with those of 
shareholders. The guidelines require Executive Directors to retain at least 75% of the shares, net of tax, vesting under a Group share incentive 
plan or otherwise acquire shares in the Company within a five-year period from the later of their date of appointment or the date of approval of 
the current remuneration policy, 16 July 2015, until a shareholding with a market value (calculated by reference to the year-end share price) 
equal to 200% of base salary in the case of the Chief Executive and 150% of base salary in the case of other Executive Directors is achieved. 
The Committee reserves the right to relax or waive the application of such guidelines in certain circumstances, including the impending retirement 
of an Executive Director.

The table below sets out the Executive Directors’ and their connected persons’ shareholdings (including beneficial interests) and a summary of 
outstanding and unvested share awards as at 31 March 2016.

Executive Director

Ordinary 
shares 

beneficially 
owned at 

1.4.15 
or date of 

appointment,
 if later

Ordinary 
shares 

beneficially 
owned at 

31.3.16

Unvested 
deferred share 
bonus awards 

subject to 
continued 

employment

Unvested 
LTIP awards 

subject to 
performance 

conditions

Vested but 
not exercised 
share awards

Shareholding 
requirement2 
(% of basic 

salary)

Current 
shareholding 

(% of basic 
salary)

Tim O’Toole 770,882 849,370 454,302 2,629,345 – 200% 97%
Matthew Gregory 0 0 223,825 1,222,200 359,098 150% 0%

1 Based on the middle market closing price of an ordinary share of the Company of 97p per share on 31 March 2016. The range of the Company’s share price for 
the year was 81p to 128p.

2 Tim O’Toole has until 16 July 2020 and Matthew Gregory has until 1 December 2020 to meet the shareholding requirement.
3 In the period 1 April to 14 June 2016, Tim O’Toole acquired 15,350 shares in the Company, increasing his shareholding to 864,720 shares. No other changes 

in Executive Director interests occurred in the period. 
4 Chris Surch beneficially owned 76,335 ordinary shares as at 1 April 2015 and 1 December 2015 (the date he retired as a Director).

Since June 2015, Tim O’Toole has allocated £15,000 of his gross monthly base salary (equivalent to over 20% of his base salary) to acquire shares 
in the Company, with shares being purchased from the post-tax and post-NI amount. Matthew Gregory intends to exercise his vested share 
awards shortly after the announcement of the Group’s 2015/16 preliminary results. He will retain all the shares upon exercise, except those shares 
required to be sold to cover the tax liability.

All-employee share schemes
Executive Directors are eligible to participate in the Company’s Sharesave (SAYE) and Share Incentive Plan (BAYE) on the same terms as other 
eligible employees.

SAYE
The maximum participation level in the SAYE plan is £500 per calendar month with participants granted linked share options, by reference 
to projected savings, with a strike price up to a 20% discount to the prevailing share price at the time of grant. On the maturity of the savings 
contracts, participants can elect to use the accumulated savings to exercise the option or request the return of their savings.

BAYE
The maximum participation level in the BAYE is as per HMRC limits and provides for a combination of the following:

■■ free shares – the Company can give each participant free shares worth up to £3,600 each;
■■ partnership shares – participants can use up to £1,800 per year out of pre-tax and pre-NI pay to buy partnership shares;
■■ matching shares – the Company can give matching shares at a ratio of up to two matching shares for each partnership share bought by 
the employee; and

■■ dividend shares – participants can use up to £1,800 of dividends from plan shares each year to buy further shares in the Company through 
the plan.

At present the Company provides two matching shares for every three partnership shares, subject to a maximum Company contribution of 
shares to the value of £20 a month and any dividend shares. No free shares are provided. The shares are held in trust for up to five years, in 
which case no income tax or NI will be payable. The matching shares will be forfeited if the corresponding partnership shares are removed 
from trust within three years from award.

In accordance with the applicable legislation shares that remain subject to the plan are held on behalf of participants in a UK-based trust.
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Preventing rewards for failure
In respect of awards made under the EABP and LTIP, from 2015 onwards, in the event of a triggering event, such as a material mis-statement of 
accounts, gross misconduct or computational error, the Company will have the ability to clawback awards. For the EABP, annual cash bonuses 
may be clawed back at any time up to the end of the third financial year after that in respect of which the payment is made and share awards will 
remain subject to clawback for three years following the date of grant. For the LTIP, awards will remain subject to clawback for two years following 
the end of the three-year performance period.

In addition, prior to the vesting of awards made under the EABP and LTIP, in respect of awards made from 2014 onwards, the Committee may 
reduce awards to reflect any triggering event, such as material mis-statement of accounts or gross misconduct.

Dilution
The Company ensures that the level of shares granted under the Company’s share plans and the means of satisfying such awards remains within 
best practice guidelines so that dilution from employee share awards does not exceed 10% of the Company’s issued share capital for all share 
plans and 5% in respect of executive share plans in any ten-year rolling period. The Committee monitors dilution levels at least once a year. 
At 31 March 2016, 3.7% of the Company’s issued share capital had been allocated for the purposes of its share incentive plans over a ten-year 
period, including 2.0% in respect of the LTIP.

Employee Benefit Trust
The FirstGroup Employee Benefit Trust has been established to acquire ordinary shares in the Company, by subscription or purchase, from 
funds provided by the Group to satisfy rights to shares arising on the exercise or vesting of awards under the Group’s share-based incentive 
plans. The trustee of the FirstGroup Employee Benefit Trust has informed the Company that its intention is to abstain from voting in respect of 
the FirstGroup shares held in the trust. As at 31 March 2016, 545,083 shares were held by the Employee Benefit Trust to hedge outstanding 
awards of 53,515,600. This means that the trust holds sufficient shares to satisfy 1.0% of outstanding awards.

Departure terms of Chris Surch (audited)
Chris Surch retired from the Board on 1 December 2015 and ceased employment on 8 January 2016. The Committee considered the overall 
circumstances of his departure as well as performance, contractual obligations and plan rules. In particular, the Committee considered his 
sustained performance and contribution to the Company over his three years of service. The Committee’s determinations, which are consistent 
with the remuneration policy, are set out below:

Remuneration 
element Description

Payment in lieu 
of notice

No payment in respect of salary or benefits (or compensation in lieu) in respect of any period after 8 January 2016 or 
compensation for loss of office was made.

Base salary No 2015/16 base salary increase was awarded given his scheduled departure date.

Annual bonus Given the circumstances and timing of his departure, the Committee determined that it would be appropriate for Chris 
Surch to receive a bonus in respect of the financial year ending 31 March 2016. The amount of bonus would be reduced in 
proportion to reflect only that part of the financial year in which he was actively employed and would be paid at the time 
annual bonus awards are normally made in respect of the financial year ending 31 March 2016. Accordingly, he will be paid 
a pro rated cash bonus of £44,834, in line with the bonus outturn of 14.9%. Details of the 2015/16 bonus outturn are set out 
on page 76.

Pension benefits No pension benefits were made to Chris Surch in respect of any period after 8 January 2016 and no additional amounts 
were paid for loss of office.

Deferred share 
awards

Those amounts of Chris Surch’s annual bonus from previous years that were compulsorily deferred into shares will vest in 
accordance with the good leaver provisions of the plan rules at the end of the relevant three year vesting period as set out 
in the table below:

Award
Number of 

deferred shares Estimated value1 Vesting date

2013 deferred bonus award 73,875 £76,386 1.4.16
2014 deferred bonus award
2015 deferred bonus award

99,137
102,327

£102,508
£105,806

1.4.17
1.4.18

1 Based on the mid-market share price on 8 January 2016 of 103p.

LTIP awards No 2015 LTIP grant was made given Chris Surch’s departure date.

In accordance with the good leaver provisions of the plan rules, the LTIP awards which remained unvested will be pro rated 
and will remain subject to performance conditions, measured at the normal performance measurement date. He did not 
hold any vested but unexercised LTIP awards. Details of the unvested awards are set out opposite.
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Award
Number of 

shares awarded
Pro rated 

number of shares Estimated value1 Performance period

2013 LTIP2 463,678 437,919 £452,800 1.4.13 – 31.3.16
2014 LTIP 417,891 255,378 £264,100 1.4.14 – 31.3.17

1 Based on the mid-market share price on 8 January 2016 of 103p.
2 Award will lapse in June 2016 on failing to meet the EPS growth and relative TSR performance conditions.

No payments (other than payments made to Chris Surch set out above) were made to former Directors during the year.

Recruitment remuneration for Matthew Gregory (audited)
Matthew Gregory’s remuneration package comprises a basic salary of £425,000, benefits, a pension allowance of 20% of base salary and 
eligibility to participate in the Group’s annual bonus plan up to a maximum of 150% of base salary per annum and in the LTIP up to a maximum 
of 175% of base salary per annum, which are entirely in line with the approved remuneration policy. Matthew Gregory has a service contract 
which requires 12 months’ notice of termination by him and 12 months’ notice by the Company.

Matthew Gregory held a number of share incentives under various incentive plans operated by his previous employer, Essentra plc. In line with the 
approved remuneration policy, replacement awards formed part of his recruitment remuneration.

Replacement awards were structured to reflect what the Committee considered to be a fair estimate of the remuneration forfeited by Matthew 
Gregory. The majority of the replacement awards were made under FirstGroup’s existing LTIP, using the maximum available award of 300% of 
salary. These awards are subject to the achievement of stretching performance conditions and will vest, subject to performance in 2018. This 
approach brings the replacement award more immediately into line with the interests of FirstGroup’s shareholders. Performance conditions which 
apply to the award are the same as those for other LTIP awards granted to executives in 2015, details of which are set out on pages 78 to 80.

In addition to the above awards, Matthew Gregory was awarded deferred shares under FirstGroup’s Executive Annual Bonus Plan. The awards 
granted on 17 December 2015 under the Executive Annual Bonus Plan replaced awards made to Matthew Gregory under the Essentra Deferred 
Annual Share Bonus Plan, which were forfeited as a result of his resignation from Essentra. A further award was made on 24 March 2016 under 
FirstGroup’s Executive Annual Bonus Plan in respect of compensation for the value of Matthew Gregory’s 2013 award forfeited under the 
Essentra Long Term Incentive Plan which would have vested in March 2016. As agreed with him at the time of his recruitment, and as announced 
to the market on 17 December 2015, this award was only made once performance under the Essentra Long Term Incentive Plan was known and 
an accurate value could be placed on the award. The award vested immediately upon grant.

If Matthew Gregory were to tender his resignation within 12 months of the grant of any of the above awards, to the extent it remains unexercised, 
the award will lapse. To the extent an award has been exercised, the Committee may clawback the number of shares over which it was exercised 
or the amount of any proceeds of sale.

Income tax and employee’s national insurance contributions are payable by Matthew Gregory upon exercise of the awards. Shares, net of tax, 
received by Matthew Gregory under the above awards must be retained by him until the requirements of the Company’s shareholding guidelines 
as set out in the Directors’ Remuneration Report from time to time are met.

Details of the awards made under the EABP are set out in the table below:

Plan under which  
Award granted Awards being replaced

Number 
of shares 
awarded Award date Vesting date

Share price 
used for grant

£

Value at date 
of award

£000s

Executive Annual 
Bonus Plan

Essentra Deferred Annual Share Bonus 2013 
award

134,295 17.12.15 1.4.16 1.046 141

Executive Annual 
Bonus Plan

Essentra Deferred Annual Share Bonus 2014 
award

89,530 17.12.15 1.4.17 1.046 94

Executive Annual 
Bonus Plan

Essentra Long Term Incentive Plan 2013 award 359,098 24.3.16 24.3.16 0.940 337

Matthew Gregory also received a partial bonus for the year ending 31 March 2016 under the FirstGroup Executive Annual Bonus Plan in lieu 
of the amount foregone under the Essentra annual bonus plan (which is based on performance during 2015 and his Essentra base salary) 
amounting to £120,000 as well as a pro rata annual bonus under the FirstGroup Executive Annual Bonus Plan to reflect his period of service 
with FirstGroup from 1 December 2015 to 31 March 2016. Details of the bonus awarded in respect of 2015/16 are provided on page 76.
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Performance graph

The graph below shows the TSR performance of £100 invested in FirstGroup plc shares over the last seven years compared to an equivalent 
investment in the FTSE 250. The FTSE 250 Index has been selected as it provides an established and broad-based index, of which the Company 
is a constituent.
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Source: Thomson Reuters Datastream
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TSR is measured according to a return index calculated by Datastream. It is measured on the basis that all the Company’s dividends are 
reinvested in the Company’s shares. The return is the percentage increase in the Company’s index over the seven year period.

Remuneration of the Chief Executive
The table below shows the total remuneration figure for the highest paid Executive Director, the Chief Executive, during each of the last seven 
years. The total remuneration figure includes the annual bonus and LTIP awards which vested based on performance in those years. The annual 
bonus percentages show the pay out for each year as a percentage of the maximum.

20101 20111 20122 20132 20142 20152 20162

Total remuneration (£000s) 643 503 1,055 1,068 1,986 1,647 1,243
Annual bonus (% maximum potential) 0% 43.6% 0%3 0%3 59.1% 57.0% 15.9%
LTIP vesting – – 0% 0% 0% 0% 0%

1 Relates to the remuneration of Sir Moir Lockhead, who resigned as Chief Executive in November 2010. From 1 November 2010 to 31 March 2011, Tim O’Toole 
received remuneration of £357,000.

2 Relates to the remuneration of Tim O’Toole who was appointed Chief Executive in November 2010.
3 Tim O’Toole waived his bonus in 2012 and 2013.

Percentage change in remuneration levels
The table below shows the movement in the salary, benefits and annual bonus for the Chief Executive between the current and previous financial 
year compared to that for the average UK employee (First Bus and First Rail, but excluding Group). The Committee has chosen this comparator 
as it feels that it provides a more appropriate reflection of the earnings of the average worker than the movement in the Group’s total wage bill, 
which is distorted by movements in the number of employees and variations in wage practices in the US. However, the Committee will re-assess 
the comparator in 2016/17 to ensure it remains appropriate. For the benefits and bonus per employee, the figures are based on those employees 
eligible to participate in such schemes.

Base salary Benefits Annual bonus

Chief Executive 0% (19)% (72.0)%
UK employees 1.5% 0% 0%
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Relative importance of spend on pay
The table below illustrates the Company’s expenditure on pay in comparison to adjusted operating profit and distributions to shareholders by way 
of dividend payments.

2015 
£m

2016 
£m % change

Group adjusted operating profit 304 301 (0.9)
Distributions to shareholders – – –
Total employee pay 2,833 2,667 (6)

1 Group adjusted operating profit has been used as a comparison as it is a key financial metric which the Board considers when assessing Company performance.
2 Total employee pay is the total pay for all Group employees, including pension and social security costs. The average monthly number of employees in 2015/16 

was 108,624 (2014/15: 114,370).

Non-Executive Directors’ fees (audited)
Non-Executive Directors’ fees were reviewed in 2014 and the Chairman’s fee was reviewed as part of the appointment of the new Chairman in 
2015. Fees paid to the Chairman and Non-Executive Directors during the year ended 31 March 2016 are set out below:

The fees will be reviewed in 2016/17, with any changes reported in the 2017 Directors’ Remuneration Report.

Non-Executive Director Fees Benefits Totals

2015 
£000s

2016 
£000s

2015 
£000s

2016 
£000s

2015 
£000s

2016 
£000s

Wolfhart Hauser1 – 208 – 0 – 208
Mick Barker2 39 39 2 0 41 39
Warwick Brady 40 53 0 0 40 53
Drummond Hall 46 60 1 0 47 60
Brian Wallace 63 65 1 0 64 65
Imelda Walsh 48 63 0 0 48 63
Jim Winestock 60 63 7 0 67 63

Former Non-Executive Directors

David Begg3 14 – 0 – 14 –
Colin Hood3 14 – 1 – 15 –
John McFarlane4 250 74 0 0 250 74
John Sievwright3 12 – 0 – 12 –

1  Wolfhart Hauser was appointed a Non-Executive Director on 18 May 2015 and became Chairman on 16 July 2015.
2  In addition to his fee as a Non-Executive Director, Mick Barker receives earnings from the Group as an employee (including pension) amounting to £51,000 

(2014/15: £57,000). As a participant in the BAYE he received 222 matching shares during the financial year. Based on the middle market closing price of a share 
on 31 March 2016 of 97p, the value of these were £215. Mick Barker has elected to receive 20% of his fees in the form of shares in the Company.

3  David Begg, Colin Hood and John Sievwright stood down as Directors on 24 June 2014.
4  John McFarlane stood down as a Director on 16 July 2015.
5  Details of fee levels are set out in the approved remuneration policy on page 100.

External board appointments
Where Board approval is given for an Executive Director to accept an outside non-executive directorship, unless the appointment is in connection 
with the Group business, the individual Director is entitled to retain any fees received. For serving as a Director of CSX Corporation, Tim O’Toole 
receives a fee of $75,000 per annum which is taken in CSX common shares and an annual grant of $150,000 also in CSX common shares. Both 
elements are deferred until Tim O’Toole leaves the board of CSX Corporation and therefore he does not receive any current compensation.
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Directors’ remuneration report
continued

Non-Executive Directors’ interest in ordinary shares (audited)
The beneficial interests of the Non-Executive Directors and their connected persons who held office at 31 March 2016 in the shares of the 
Company as at that date and 1 April 2015 are shown below:

Ordinary shares 
beneficially owned at 

1.4.15 or date of 
appointment, if later

Ordinary shares 
beneficially owned at 

31.3.16

Wolfhart Hauser 0 284,558
Mick Barker1 59,062 73,713
Warwick Brady 35,252 108,701
Drummond Hall 16,326 30,990
Brian Wallace 53,455 69,230
Imelda Walsh 9,933 19,429
Jim Winestock 49,434 64,743

1 Mick Barker’s total shareholding includes shares acquired under the Company’s BAYE plan comprising Partnership Shares, Matching Shares and any 
Dividend Shares.

2 Between 1 April and 14 June 2016, Mick Barker received the following shares as payment of fees: 1,127. In addition, Mick Barker received 511 shares under the 
Company’s BAYE plan.

Non-Executive Directors’ dates of appointment
Non-Executive Directors have an agreement for service for an initial three year term, which can be terminated by either party giving three 
months’ notice. In line with the UK Corporate Governance Code, all Non-Executive Directors, including the Chairman, are subject to annual 
re-election by shareholders at each Annual General Meeting. The table below sets out these terms for those Non-Executive Directors serving 
as at 31 March 2016.

Date of appointment Notice period

Appointment end date 
in accordance with 

letter of appointment

Wolfhart Hauser1 18 May 2015 3 months AGM 2016
Mick Barker 1 January 2012 3 months AGM 2016
Warwick Brady 24 June 2014 3 months AGM 2016
Drummond Hall 24 June 2014 3 months AGM 2016
Brian Wallace 1 August 2012 3 months AGM 2016
Imelda Walsh 24 June 2014 3 months AGM 2016
Jim Winestock 1 August 2012 3 months AGM 2016

1 Wolfhart Hauser was appointed to the Board on 18 May 2015 and became Chairman on 16 July 2015.

Role of the Remuneration Committee
The Committee is primarily responsible for determining and recommending to the Board the framework for executive remuneration and for 
determining, on behalf of the Board, the remuneration of Executive Directors and senior managers.

The Committee’s full terms of reference are available on the Company’s website. The Committee’s principal responsibilities are summarised below:

■■ determining and agreeing with the Board the framework for executive remuneration that ensures Executive Directors and senior managers are 
provided with appropriate incentives to encourage enhanced performance and are rewarded in a fair and responsible manner for their individual 
contribution towards the success of the Company;

■■ ensuring that the remuneration policy is appropriate and consistent with effective risk management;
■■ within the agreed framework, setting and determining the total individual remuneration arrangements for Executive Directors and senior 
managers, giving due regard to individual and Company performance, and remuneration trends across the Group;

■■ approving the design of, and determining the targets for, any performance-related plans and the total annual payments made under such plans 
to Executive Directors and senior managers; and

■■ determining the terms of employment and remuneration of each Executive Director and senior manager, including recruitment and termination 
arrangements.
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Composition of the Remuneration Committee
The current members of the Committee are Imelda Walsh (Chair), Drummond Hall, and, from 5 October 2015, Brian Wallace. All members of the 
Committee are independent Non-Executive Directors. Other attendees at the Committee meetings include the Chairman, Chief Executive, Chief 
Financial Officer, Group Employee Director, Corporate Services Director, Group Reward & Pensions Director and PwC. The Company Secretary 
attends meetings as secretary to the Committee. Attendees are not involved in any decisions, and are not present for any discussions, regarding 
their own remuneration.

Committee attendance
The table below shows the Committee members during 2015/16 and their attendance at scheduled Committee meetings.

Members

Number of scheduled 
Committee meetings 

eligible to attend

Number of scheduled
 Committee meetings 

attended

Imelda Walsh 5 5
Drummond Hall 5 5
Brian Wallace (from 5 October 2015) 2 1

1 Brian Wallace was unable to attend one meeting due to an unavoidable appointment arranged prior to joining the Committee. Prior to the meeting, he expressed 
his views on the matters to be discussed to the Chair of the Committee who then raised them at the meeting.

After each meeting, the Chair of the Committee presents a report on its activities to the Board.

Committee activities
In line with its remit, amongst other matters, the Committee took the following actions during the year:

■■ reviewed the current trends in remuneration practice and corporate governance;
■■ reviewed the Annual General Meeting outcome and feedback from institutional shareholders and shareholder bodies, giving consideration 
to the implications for future remuneration policy and its implementation;

■■ undertook a comprehensive review and investor consultation on the metrics, definitions, weightings and targets of the LTIP;
■■ reviewed and approved amendments to the structure and metrics of the annual bonus plan;
■■ reviewed and approved the terms of employment, remuneration and buy-out arrangements for Matthew Gregory;
■■ approved the departure terms for Chris Surch;
■■ approved individual remuneration arrangements for Executive Directors and senior managers;
■■ approved new SAYE plan rules;
■■ reviewed and approved revised incentive arrangements for senior managers, including the introduction of a Divisional Incentive Plan and 
Executive Share Plan;

■■ assessed the level of achievement against objectives under the EABP and LTIP;
■■ reviewed and approved the Directors’ Remuneration Report;
■■ reviewed dilution limits under the Company’s share plans;
■■ agreed the use of new issue shares to satisfy certain share plan awards; and
■■ reviewed the Committee’s performance and its terms of reference.
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Directors’ remuneration report
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Priorities for 2016/17
For the coming year it is anticipated that the Committee will focus on the following areas:

■■ supporting the Group’s transformation plans, business objectives and strategic goals;
■■ ensuring compliance with regulatory requirements;
■■ implementing the remuneration policy;
■■ ongoing training of Committee members; and
■■ ensuring that remuneration arrangements are designed to promote the long term success of the Company and reward Company 
performance, with a focus on maintaining the link between performance and reward, whilst maintaining a prudent approach to cost and the 
risk to the business.

External adviser
The Committee has authority to obtain the advice of external independent remuneration consultants. It is solely responsible for their appointment, 
retention and termination and for approval of the basis of their fees and other terms. Over the course of the year, the Committee was supported by 
its appointed adviser, PwC. PwC was appointed adviser to the Committee in 2014. The Chair of the Committee agrees the protocols under which 
PwC provides advice.

PwC is a member of the Remuneration Consultants’ Group and, as such, voluntarily operates under the code of conduct in relation to executive 
remuneration consulting in the UK. During the year, the Committee reviewed the advice provided by PwC and confirmed that it was objective 
and independent.

During the year, PwC provided independent advice and commentary on a range of topics including remuneration trends, corporate governance, 
incentive plan design and consulting with shareholders. PwC fees for advice provided to the Committee were £121,750 . Fees were charged on 
a time and materials basis. PwC also provided general consultancy services to FirstGroup during the year; however, the Committee is satisfied 
that this does not compromise the independence of the advice it has received from PwC.

Shareholder engagement
During the year, the Committee wrote to, and had discussions with, a number of major investors and their representative bodies to seek their 
views on revisions to the LTIP design and structure to provide them with an opportunity to provide feedback. The dialogue was constructive 
and shareholders were broadly supportive of the Committee’s approach on these matters.

When reviewing the remuneration framework of Executive Directors and senior managers, the Committee takes into account the views and 
guidance expressed by major investors and their representative bodies.

Shareholder votes on remuneration matters
At the AGM on 16 July 2015, the resolutions on the remuneration policy and annual report on remuneration received the following votes from 
shareholders:

Remuneration Policy
Annual Report 

on Remuneration

Votes for 779,923,966 (93%) 800,928,123 (95%)
Votes against 60,313,189 (7%) 39,629,864 (5%)
Total votes cast 840,237,155 840,557,987
Votes withheld 31,366,783 31,045,951
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Directors’ remuneration policy
Policy report
The full remuneration policy approved for three years from the date of the 2015 Annual General Meeting held on 16 July 2015 is set out below for 
ease of reference only. A shareholder vote on the remuneration policy is not required in 2016. Following the retirement of Chris Surch as a Director 
on 1 December 2015, the elements of the remuneration policy relating to existing Executive Directors only apply to Tim O’Toole. The remuneration 
policy has been updated to reflect the change of Chief Financial Officer. The original remuneration policy can be found on pages 79 to 87 of the 
2015 Annual Report and Financial Statements on the Company’s website (www.firstgroupplc.com).

There may be circumstances from time to time when the Committee will consider it appropriate to apply some judgement and exercise discretion 
in respect of the approved remuneration policy. This ability to apply discretion is highlighted where relevant in the approved policy, and the use of 
discretion will always be in the spirit of the approved policy.

Remuneration policy for Executive Directors

Purpose and 
link to strategy Operation Maximum opportunity Performance metrics

Salary

To attract and 
maintain high 
calibre executives 
with the attributes, 
skills and 
experience 
required to deliver 
the Group’s 
strategy

Typically reviewed annually in March, 
effective from 1 April

Any increases take account of: 
■■ Company and individual 
performance

■■ role and responsibilities
■■ market positioning
■■ external indicators, such as 
inflation and market conditions

■■ pay increases of Group employees

Recovery or withholding
No recovery or withholding applies

While there is no maximum annual 
increase, salary increases (in percentage 
of salary terms) for Executive Directors 
will normally be within the range of 
those for Group employees, in particular 
those who are not within collective 
bargaining agreements

Where the Committee considers 
it necessary or appropriate, larger 
increases may be awarded in individual 
circumstances such as a change in 
scope or responsibility or alignment to 
the peer group

The Committee has the flexibility to set 
the salary of a new hire at a discount 
to the market level initially and to 
realign it over the following years as the 
individual gains experience in the role. 
In exceptional circumstances, the 
Committee may agree to pay above 
market levels to secure or retain an 
individual who is considered by the 
Committee to possess significant and 
relevant experience which is critical to 
the delivery of the Company’s strategy

Details of the salaries for each of the 
Executive Directors to be paid from 
1 April 2016 are shown on page 74. 
Existing Executive Directors will not 
receive any base salary increases for 
the duration of this remuneration policy

Not applicable
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Directors’ remuneration report
continued

Purpose and 
link to strategy Operation Maximum opportunity Performance metrics

Benefits

Provide market 
competitive 
benefits to assist 
in attracting and 
retaining executives

A range of benefits may be provided 
including, but not limited to, provision 
of company car (or cash equivalent), 
private medical insurance, life 
assurance, long term disability 
insurance, general employee benefits 
and travel and related expenses

The Committee retains the discretion 
to offer additional benefits as 
appropriate, such as assistance with 
relocation, tax equalisation and 
overseas tax advisory fees

Recovery or withholding
No recovery or withholding applies

Benefits are not generally expected to 
be a significant part of the remuneration 
package in financial terms

The cost of benefits is not pre-
determined, reflecting the need to allow 
for normal increases associated with the 
provision of benefits

Not applicable

Pension benefits

Allows executives 
to build long term 
savings for their 
retirement, 
ensures the total 
remuneration 
package is 
competitive and 
aids retention

Payment may be made into a 
pension scheme or delivered 
as a cash allowance

Recovery or withholding
No recovery or withholding applies

The Chief Executive participates in a 
defined benefit arrangement, which 
provides him with 1/50th accrual for 
each year of service up to a fixed 
scheme earnings cap of £140,705 
per annum. For earnings above this 
cap he receives an allowance of 20% 
of base salary

Executive Directors employed after April 
2011 receive a pension allowance equal 
to 20% of base salary

In the event of further changes to the 
pension tax regime adversely affecting 
individuals’ pension benefits and/or the 
Group’s pension arrangements, the 
Committee may amend the pension 
benefits available, but only on a basis 
which would not cost the Company 
materially more than the Executive 
Director’s current arrangements in 
terms of percentage of base pay

Not applicable
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Purpose and 
link to strategy Operation Maximum opportunity Performance metrics

Annual bonus

To focus on the 
delivery of annual 
goals, to strive 
for superior 
performance 
and to achieve 
specific targets 
which support 
the strategy

Deferred share 
element 
encourages 
retention and 
provides a link 
between the 
bonus and share 
price growth

Bonuses are awarded annually 
under the Executive Annual Bonus 
Plan (EABP)

At least half the bonus awarded in 
any year will be deferred into shares, 
normally for a period of three years

The EABP is reviewed annually to 
ensure performance measures and 
targets are appropriate and support 
the strategy

An amount of up to 25% of the 
maximum may be payable for 
threshold performance

The Committee has a discretion to 
permit a dividend equivalent amount 
to accrue on shares which vest 
under the EABP

Recovery or withholding
The rules of the EABP contain malus 
and clawback provisions to take 
account of exceptional and adverse 
circumstances as described in more 
detail on page 84

For existing Executive Directors
Maximum bonus opportunity is 120% 
of base salary for the Chief Executive

The Committee has discretion to 
increase awards to the existing Chief 
Executive in order, over time, to re-align 
his remuneration to create a more 
leveraged package. Any such increase 
would be subject to prior consultation 
with major investors and be limited to 
150% of base salary

For newly recruited Executive 
Directors
Maximum bonus opportunity will be 
150% of base salary for newly recruited 
Executive Directors

The bonus is based on a combination 
of financial, operational and individual 
metrics, which the Committee may 
review from time to time. The precise 
allocation between financial and 
non-financial metrics (as well as 
weightings within these metrics), will 
depend on the strategic focus of the 
Company from year to year. At least half 
of any award will be subject to financial 
measures. Details of the bonus 
measures for EABP awards to be made 
in respect of the financial year ending 
31 March 2017 are set out on pages 77 
and 78

Vesting of deferred shares is dependent 
on continued employment or good 
leaver status

The Committee retains the discretion, 
acting fairly and reasonably, to alter the 
bonus outcome in light of the underlying 
performance of the Company, taking 
account of any factors it considers 
relevant. The Committee will consult 
with major investors before any 
exercise of its discretion to increase 
the bonus outcome
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Directors’ remuneration report
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Purpose and 
link to strategy Operation Maximum opportunity Performance metrics

Long Term Incentive Plan

Incentivises the 
execution of 
strategy, and drives 
long term value 
creation and 
alignment with 
longer term returns 
to shareholders 

Awards under the LTIP are rights 
to receive conditional shares or 
nil-cost options over shares, subject 
to continued employment and 
performance conditions

An amount of up to 25% of the 
maximum may be payable for 
threshold performance, with 
maximum vesting being equal 
to 100% of any award made

Shares which vest under the LTIP 
are subject to an additional holding 
period of two years following the 
three-year performance period. 
Shares may be sold in order to satisfy 
tax or other relevant liabilities as a 
result of an award vesting

The Committee has a discretion to 
permit a dividend equivalent amount 
to accrue on shares which vest 
under the LTIP

Recovery or withholding
The rules of the LTIP contain malus 
and clawback provisions to take 
account of exceptional and adverse 
circumstances as described in more 
detail on page 84

For existing Executive Directors
Normal award policy currently set at a 
maximum opportunity of 150% of base 
salary, although the Committee has the 
discretion to make an award of up to 
200% of base salary

The Committee has discretion to 
increase awards to the existing Chief 
Executive in order, over time, to re-align 
his remuneration to create a more 
leveraged package. Any such increase 
would be subject to prior consultation 
with major investors and be limited to 
200% of base salary for the existing 
Chief Executive 

For newly recruited Executive 
Directors

Maximum award opportunity will be 
200% of base salary for a newly 
recruited Chief Executive and 175% 
of base salary for other newly recruited 
Executive Directors

In exceptional circumstances, awards 
of up to 300% of base salary may be 
made, such as to aid recruitment

LTIP awards will be subject to the 
achievement of a combination of 
stretching targets designed to 
incentivise performance in support 
of the Group’s strategy and business 
objectives, measured over a three-year 
performance period. The Committee 
determines the measures, their 
relative weightings and targets prior 
to each award

The Committee retains the discretion, 
acting fairly and reasonably, to alter the 
LTIP vesting outcome in light of the 
underlying performance of the 
Company during the performance 
period, taking account of any factors it 
considers relevant. The Committee will 
consult with major shareholders before 
any exercise of its discretion to increase 
the LTIP vesting outcome

All-Employee Share Plans

To encourage all 
employees to make 
a long term 
investment in the 
Company’s shares 
in a tax efficient way

Opportunity to participate in 
Sharesave and Share Incentive 
Plan on the same terms as other 
eligible employees

Recovery or withholding
No recovery or withholding applies

The maximum participation level is in 
accordance with HMRC limits

N/A
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EABP and Long Term Incentive Plan flexibility
The Committee operates within its policy at all times. It will also operate the EABP and LTIP according to the rules of each respective plan 
and consistently with normal market practice and the Listing Rules, including flexibility in a number of areas. How the Committee will retain 
flexibility includes:

■■ when to make awards and payments;
■■ how to determine the size of an award, a payment, or when and how much of an award should vest;
■■ who receives an award or payment;
■■ how to deal with a change of control, restructuring or any other corporate event of the Group;
■■ whether an Executive Director or senior manager is a good/bad leaver for incentive plan purposes and whether and what proportion of awards 
vest at the time of leaving or at the original vesting date(s);

■■ how and whether an award or its performance conditions may be adjusted in certain circumstances (e.g. change of accounting policy);
■■ the choice of (and adjustment of) performance measures, weightings and targets for each incentive plan from year to year in accordance with 
the remuneration policy set out above and the rules of each plan; and

■■ amending plan rules in accordance with their terms.

Any use of the above discretions would, where relevant, be explained in the Annual Report on Remuneration and may, as appropriate, be the 
subject of consultation with the Company’s major shareholders.

Setting performance measures and targets
In determining the levels of executive reward, the Committee places considerable emphasis on ensuring a strong and demonstrable link between 
actual remuneration received and the delivery of FirstGroup’s strategic plans.

The measures and weightings used under the EABP are selected annually to reflect the Group’s key strategic initiatives for the year and reflect 
both financial and non-financial objectives. The targets for the EABP are set by reference to the Company’s strategy and internal budgets as well 
as the external context, such as market forecasts. This approach seeks to ensure that the targets are appropriately challenging.

The LTIP provides a focus on delivering superior returns to shareholders by providing rewards for longer term growth and shareholder return 
outperformance. The Committee reviews annually whether the performance measures, weightings and calibration of targets remain appropriate 
and sufficiently challenging taking into account the Company’s strategic objectives and shareholder interests.

All-employee share awards are not subject to performance conditions in line with the treatment of such awards for all employees and in 
accordance with the applicable tax legislation.

Shareholding guidelines
The Chief Executive is expected to hold shares equivalent in value to a minimum of 200% of base salary and other Executive Directors 150% 
of base salary within a five-year period from the later of their date of appointment or the approval of this remuneration policy. Executive Directors 
are further required to retain at least 75% of the shares, net of tax, vesting under a Group share incentive plan or otherwise acquire shares in the 
Company until the shareholding guideline is met. The Committee reserves the right to relax or waive the application of the guidelines where it 
believes it is justified by the circumstances.

In addition, Executive Directors are required to hold shares which vest under the LTIP for an additional holding period of two years following the 
three year performance period, with only those shares required to cover a tax liability on exercise or vesting of an LTIP award permitted to be sold.
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Group employee considerations
In setting the remuneration of the Executive Directors, the Committee takes into account the overall approach to reward for employees in the 
Group. FirstGroup operates in a number of markets and its employees carry out a diverse range of roles across the UK and US. All employees, 
including Directors, are paid by reference to the market rate and base salary levels are reviewed regularly. When considering salary increases for 
Executive Directors, the Committee pays close attention to pay and employment conditions across the wider workforce.

The key difference between Executive Director remuneration and other employees is that, overall, the remuneration policy for Executive Directors 
is more heavily weighted towards variable pay linked to business performance than for other employees, so that remuneration will increase or 
decrease in line with business performance and align the interests of Executive Directors and shareholders. In particular, long term incentives 
are provided only to the most senior executives as they are reserved for those considered to have the greatest potential to influence overall levels 
of performance.

The Committee does not formally consult with employees on Executive Director remuneration, but as a result of the Company’s all-employee share 
plans UK-based employees are able to become shareholders in the Company and can comment on the remuneration policy in the same way as 
other shareholders. In addition, the Company provides a number of forums for employees to provide feedback on remuneration as well as receiving 
employee views from the Group Employee Director, who attends meetings of the Committee at the invitation of the Chair of the Committee.

Legacy arrangements
The Committee may approve payments to satisfy commitments agreed prior to the approval of this remuneration policy. This includes previous 
incentive awards that are currently outstanding and unvested which have been disclosed to shareholders in previous remuneration reports. The 
Committee may also approve payments outside of this remuneration policy in order to satisfy legacy arrangements made to an employee prior to 
(and not in contemplation of) promotion to the Board of Directors.

All historic awards that were granted but remain outstanding remain eligible to vest based on their original award terms.

Reward scenarios
The graphs below provide an indication of the reward opportunity for each of the current Executive Directors based on their roles 
as at 1 April 2016.

Chief Executive
Total remuneration (£000s)

Chief Financial Officer
Total remuneration (£000s)

Fixed pay

0 500 1,000 1,500

£3,111

£1,908

£1,081
100%

56.7% 30.0% 13.3%

34.8% 32.6% 32.6%

2,000 2,500 3,000 3,500

Annual bonus LTIP

Minimum

On-target
Maximum

Minimum

On-target
Maximum

0 500 1,000 1,500

£1,906

£1,070

£524

33.6% 17.4%

27.5% 33.5% 39.0%

2,000 2,500 3,000 3,500

Fixed pay Annual bonus LTIP

49.0%

100%

The basis of calculation and key assumptions used to complete the charts above are as follows:

Minimum – only fixed pay is payable i.e. base salary, benefits and pension or cash in lieu of pension. No bonus is payable. No vesting under the 
LTIP. The value of the Chief Executive’s pension benefit and allowance is assumed to be in line with that for 2015/16 as set out in the Executive 
Directors’ total remuneration table. The value of the Chief Financial Officer’s pension allowance is 20% of his base salary.

On-target – fixed pay plus 56.5% of maximum annual bonus pay-out and 25% vesting under the LTIP.

Maximum – fixed pay plus 100% of maximum annual bonus pay-out and 100% vesting under the LTIP.
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Approach to recruitment remuneration 
The Committee believes it is vital to be able to attract and recruit high calibre executives who are focused on delivering the Group’s strategic 
plans, while relating reward to performance in the context of appropriate risk management, and aligning the interests of Executive Directors 
and senior managers with those of shareholders to build a sustainable performance culture.

The Committee’s approach when considering the overall remuneration arrangements in the recruitment of a new Executive Director is to take 
account of his or her remuneration package in their prior role, the market positioning of the remuneration package and not to pay more than is 
necessary to facilitate their recruitment.

The remuneration package for a new Executive Director will be set in accordance with the terms of the Company’s approved remuneration policy 
in force at the time of appointment, except:

Salary The salary level shall take into account companies in the comparator group, which comprises companies that are broadly 
in line with FirstGroup’s size, structure and complexity and have features that are comparable to FirstGroup.

The Committee has the flexibility to set the salary of a new Executive Director at a discount to the market level initially, 
with a series of planned increases implemented over the following few years to bring the salary to the desired positioning, 
subject to individual performance.

In exceptional circumstances, the Committee has the ability to set the salary of a new Executive Director at a rate higher 
than the market level to reflect the criticality of the role and the experience and performance of the individual.

Benefits The Company may award certain additional benefits and other allowances including, but not limited to, those to assist with 
relocation support, temporary living and transportation expenses, educational costs for children and tax equalisation to 
allow flexibility in employing an overseas national.

Pension benefits Any new Executive Director based outside the UK will be eligible to participate in pension or pension allowance, insurance 
and other benefit programmes in line with local practice.

Annual bonus The maximum bonus opportunity shall be 150% of base salary.

Long Term 
Incentive Plan

The maximum opportunity shall be 200% of base salary for a newly recruited Chief Executive and 175% of base salary for 
other newly recruited Executive Directors. However, a maximum opportunity of 300% of base salary may be used in 
exceptional circumstances, in addition to any buy-out of forfeited awards.

Replacement  
awards

The Committee shall consider what cash or replacement share-based awards, if any, are reasonably necessary to facilitate 
the recruitment of a new Executive Director in all circumstances. This includes an assessment of the awards and any other 
compensation or benefits item that would be forfeited on leaving their current employer.

These payments would not exceed what is considered by the Committee to be a fair estimate of remuneration lost when 
leaving the former employer and would reflect, as far as possible, the nature and time horizons attaching to that 
remuneration and the impact of any performance conditions.

If the Executive Director’s former employer pays a portion of the remuneration that was deemed foregone, the replacement 
payments will be reduced by an equivalent amount.

In the case of an internal executive appointment, any variable pay element awarded in respect of the prior role will be 
allowed to pay out according to its existing terms, adjusted as relevant to take into account the appointment. In addition, 
any other ongoing remuneration obligations existing prior to appointment will continue.

Notice periods The Committee shall utilise notice periods of up to 12 months.

For the appointment of a new Chairman or Non-Executive Director, the fee arrangement shall be set in accordance with the approved 
remuneration policy in force at that time.
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Directors’ remuneration report
continued

Executive Directors’ service agreements
The Executive Directors’ service agreements, including arrangements for early termination, are carefully considered by the Committee and are 
designed to recruit, retain and motivate Executive Directors of the calibre required to manage the Company. The Committee’s policy is for 
Executive Directors’ service contracts to be terminable on no more than one year’s notice. The details of existing Executive Directors’ service 
contracts are summarised in the table below:

Executive Director Date of service contract Notice period

Tim O’Toole 25 January 2011 12 months

Matthew Gregory 1 December 2015 12 months

Policy on payment for loss of office
Executive Directors’ service agreements contain provisions for payment in lieu of notice. The Company is unequivocally against rewards for failure; 
the circumstances of any departure, including the individual’s performance, would be taken into account in every case. Directors’ service 
agreements are kept for inspection by shareholders at the Company’s registered office.

Service agreements may be terminated without notice and without payment in lieu of notice in certain circumstances, such as gross misconduct. 
The Company may require the Executive Director to work during their notice period or may choose to place the individual on garden leave, for 
example to ensure the protection of the Company’s and shareholders’ interests where the Executive Director has access to commercially 
sensitive information.

Except in the case of gross misconduct or resignation, the Company may at its absolute discretion reimburse for reasonable professional fees 
relating to the termination of employment and, where an Executive Director has been required to re-locate, to pay reasonable repatriation costs, 
including possible tax exposure costs.

In the event of an Executive Director’s departure, any outstanding share awards will be treated in accordance with the plan rules as follows:

Plan Treatment on cessation

EABP The EABP provides no entitlement to a bonus following cessation of employment, unless the leaver is considered a good 
leaver. Where an individual is considered a good leaver (in the event of death or termination of employment by reason of 
ill-health, disability, injury, statutory redundancy, agreed retirement, sale of employing company or business out of the 
Group or at the discretion of the Committee) a performance-related bonus will be paid. This will be based on the proportion 
of the bonus year for which the individual has been actively employed and bonus (if any) will be paid at the normal time, 
although the Committee retains discretion to pay it earlier in appropriate circumstances.

There is no entitlement to any bonus award under the EABP for any financial year where an Executive Director has not 
been actively working, even if still in employment. The Committee has discretion to make an award in these circumstances, but 
would only consider exercising its discretion if this were justified by the circumstances and timing of the Executive Director’s 
departure. The Committee will not exercise that discretion in respect of any period when the Executive Director is on garden 
leave. Any resulting bonus payment will normally be time pro-rated and be based on the level of performance achieved.

Deferred share awards will normally lapse on cessation of employment or, at the Committee’s discretion, on service of 
notice of termination of employment. However, under ‘good leaver’ provisions (other than in the case of death) unvested 
EABP deferred shares will vest either at the end of the vesting period or in the event of termination by reason of ill-health 
on the date of cessation of employment or any other date determined by the Committee. Where an award vests early, 
the good leaver will receive a pro-rated number of shares to reflect the acceleration of vesting, although in the event of 
termination by reason of ill-health the Company may exercise discretion to waive pro-rating. In the case of death, deferred 
share awards vest on the date of death and no pro-rating is applied.

Long Term 
Incentive Plan

Awards will normally lapse on cessation of employment.

However, in ‘good leaver’ circumstances (other than in the case of death) unvested LTIP shares will vest either at the end 
of the performance period or in the event of termination of employment by reason of ill-health on the date of cessation of 
employment to the extent the performance conditions have been satisfied as determined by the Committee. A good 
leaver will normally receive a pro-rated proportion of any outstanding LTIP awards. The Committee may choose to allow 
certain awards to vest while others lapse, depending on the circumstances of the case. In the case of death, awards vest 
on the date of death and are not subject to the performance conditions, with pro-rating applying in the same way as for 
good leavers.

All-employee 
share plans

Awards will vest in accordance with the rules of the relevant plan, which do not permit the exercise of any discretion by 
the Committee.
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Policy on external appointments
The Committee believes that the Company can benefit from Executive Directors holding one approved non-executive directorship of another 
company, offering Executive Directors the opportunity to broaden their experience and knowledge. Company policy is to allow Executive 
Directors to retain the fees earned from such appointments.

Chairman and other Non-Executive Directors’ letters of appointment
The Chairman and other Non-Executive Directors do not have service contracts, but each has a letter of appointment with the Company. 
Each letter of appointment generally provides for a three-month notice period. Non-Executive Directors are normally appointed for two 
consecutive three-year terms, with any third term of three years being subject to rigorous review and taking into account the need progressively 
to refresh the Board.

In line with the requirement of the UK Corporate Governance Code, all Non-Executive Directors including the Chairman are subject to 
annual re-election by shareholders at each AGM. The appointment of each of the Non-Executive Directors is subject to early termination 
without compensation if he or she is not re-appointed at a meeting of shareholders.

Remuneration policy for Non-Executive Directors
Non-Executive Directors may on occasion receive reimbursement of costs incurred in relation to professional advice. These payments, 
if made, are taxable benefits to the Non-Executive Director and the tax arising is paid by the Company on the Director’s behalf.

Chairman’s fee
The fee for the Chairman is determined by the Committee and reflects the commitment, demands and responsibility of the role. The fee is paid 
monthly and can either be taken in cash or shares or a combination of both. The fee is inclusive of all Committee roles and is not performance-
related or pensionable. Limited benefits relating to travel, accommodation and meals may also be payable in certain circumstances, with the tax 
arising being paid by the Company on the Chairman’s behalf.

Wolfhart Hauser receives a fee of £280,000. The fee payable to the Chairman may be varied (either up or down) from this level during the three 
year period that this remuneration policy operates to ensure it continues to appropriately recognise the requirements of the role.

Group Employee Director
The Group Employee Director receives a normal remuneration package, including participation in any benefit and incentive arrangements 
and pension scheme, for his or her regular employment duties appropriate to the role performed. The Group Employee Director’s fee as 
a Non-Executive Director is payable in addition to normal remuneration as an employee of FirstGroup.
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Directors’ remuneration report
continued

Non-Executive Director fees
Fees for the Non-Executive Directors are determined by the Board as a whole, upon the recommendation of the Executive Directors and 
the Chairman.

The policy on Non-Executive Directors’ fees is:

Purpose and 
link to strategy

To be sufficient to attract, motivate and retain Non-Executive Directors necessary to contribute to a high performing Board.

Operation Fees are determined by the Board, within the limits set out in the Company’s Articles of Association, with Non-Executive 
Directors abstaining from any discussion or decision on their fees.

The Board takes account of recognised best practice standards for such positions when determining the fee level 
and structure.

The Non-Executive Directors receive a base fee, with additional fees payable for chairmanship of the Company’s key 
Committees and for performing the Senior Independent Director role. Fees are paid monthly and can either be taken 
in cash or shares or a combination of both.

Non-Executive Directors’ letters of appointment contain provisions for payment in lieu of notice.

Other than the Group Employee Director, Non-Executive Directors do not participate in any of the Company’s incentive 
arrangements or receive any pension provision.

Non-Executive Directors are reimbursed for expenses, and any tax arising on those expenses is settled directly by the 
Company. To the extent that these are deemed taxable benefits, they will be included in the Annual Report on 
Remuneration, as required.

Reasonable costs of travel and accommodation for business purposes are reimbursed to Non-Executive Directors. On the 
limited occasions when it is appropriate for a Non-Executive Director’s spouse or partner to attend, such as to a business 
event, the Company will meet these costs. The Company will meet any tax liabilities that may arise on such expenses.

Fee levels Fees (per annum) are:
■■ Non-Executive Director base fee: £52,500
■■ Group Employee Director: £39,375
■■ Senior Independent Director: £7,500
■■ Chair of Audit Committee: £12,000
■■ Chairs of Remuneration Committee and Board Safety Committee: £10,000.

The above fee levels may be varied (either up or down) during the three year period that the remuneration policy operates 
to ensure they continue to appropriately recognise the time commitment and responsibilities of the role, increases or 
decreases to fee levels for Non-Executive Directors in general and fee levels in companies of a similar size and complexity.

Consideration of shareholder views
The Committee values its continued dialogue with shareholders and engages directly with them and their representative bodies at the earliest 
opportunity. Shareholder feedback received in relation to the AGM, as well as any additional feedback and guidance received during the year 
is considered by the Committee as it develops the Company’s remuneration framework and practices.

Imelda Walsh
Chair, Remuneration Committee 
14 June 2016
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