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Transcript of FirstGroup’s FY13 Pre-close Trading Update call 

Tuesday, 09 April 2013 

 

Operator: Welcome to the FirstGroup Pre-close Trading Update for the year ending 31 March 

2013 conference call. At this time all participants are in a listen only mode. There will be a 

presentation followed by a question and answer session, at which time, if you wish to ask a 

question you will need to press *1 on your telephone. I must advise you that the conference is 

being recorded today, Tuesday 9 April 2013. I would now like to turn the conference over to your 

speaker, Chris Surch. Please go ahead, sir. 

 

Chris Surch – FirstGroup – Finance Director: Good morning, everybody and welcome. I'm going 

to give some overall comments to try and give you a little colour to the statement that we've 

issued this morning, and then open it to questions and answers. 

 

So first of all, I'm very pleased with the results for the year, which were in line with our 

expectations, and that's despite the continued economic headwinds and some fairly severe 

weather conditions in the latter part of the year. Also we’re very pleased to announce the disposal 

of our London bus business to Comfort DelGro and to Transit Systems Group for approximately 

£80 million, and that means that we will hit our target that we’ve previously announced of £100 

million. 

 

Overall, on the transformation within the businesses, particularly within UK Bus and Student, 

those remain still on track, and we're pleased with the progress so far. 

 

So now, if I turn to the individual divisions, first of all Student, the business has continued to 

develop very much as we expected. In particular the transformation programme is on track, and 

when I take account of the adverse weather conditions, particularly Hurricane Sandy, the 

underlying margins are where we expected them to be. 

 

We're in the midst of the new bidding season at the moment, but so far we are on plan, and with 

some share shift wins against various competitors in Missouri, California and Wisconsin, and a 

couple, albeit very small, of conversions. 

 

Transit continues to perform strongly, and as you know, it has a market leading position, with 

unrivalled expertise, and this has helped us to secure contracts of a significant scale with three of 

these totalling more than $90 million in Phoenix, Washington and Maryland. 
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Overall, we expect like-for-like sales revenue growth of 7%, which was slightly ahead of what we 

said on the third quarter update, 6%, and the maintenance of the strong margins that we've seen 

in the year-to-date. 

 

We're also pleased to announce the tidying up of the business, with the sale of the FSS Services 

business to Parsons, for approximately $10 million, and the transfer of the Diego Garcia contract 

at the end of March to G4S, and as you know, we wanted to focus on the core business going 

forwards, and this enables us to do that. 

 

In Greyhound we're holding our own, despite the particularly weak economic backdrop, and we've 

increased like-for-like revenue by just over a percent, and with the continued focus on the flexible 

operating model, whereby we adjust variable costs to reflect changes in revenue that has allowed 

us to increase both the profit and the margins on a year on year basis. 

 

Within those numbers the Greyhound Express model continues to perform well, and we've 

launched new services in British Columbia, Florida, Illinois, Kentucky and Tennessee. And 

although there is strong competition, particularly on the new lines, we're the only player that has a 

national network, and that network allows us to provide the sustainable flows into the Express 

routes and that is allowing us to grow. 

 

As I said, there is some severe competition in certain areas. That tends to be on the new lines. 

We're in this for the longer term, and certainly on the lines that have been in place for more than a 

year we are seeing increased profitability. 

 

In UK Bus, as I mentioned, the transformation plan continues on track, and we are seeing some 

good signs of the turnaround, although I do emphasise it will be 12 to 24 months before we see 

the impact of that really coming through in the numbers. 

 

The key event of course is, in this period, the disposal of the London business, and as I said, that 

will get us to the target of £100 million. What is more important, though, is that this allows us to 

focus on the regional deregulated business, where we see there is greater opportunity for growth. 

 

So overall within Bus a good performance, a slight increase in the overall growth rates to 2.4%, 

with 2.7% in the north, 2.0% in the south, and we will hit the margin guidance of 8%. 
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In Rail, again, the continued good performance, both in underlying passenger volumes and in 

revenue growth, and in the wider context we're very pleased now to have the timetable for the 

new franchising programme, and we are progressing discussions with the DfT on extensions. 

 

So overall, very, very pleased with the action programmes that we have in place, and with the 

performance of the business, both of which will lead to us increasing returns over the medium 

term. 

 

I will now open it to questions. Thank you.  

 

Operator: If you'd like to ask a question, please press star, followed by one on your telephone 

keypad and wait for your name to be announced. Your first question comes from the line of Mark 

Manduca. Please go ahead. 

 

Mark Manduca – Bank of America: Morning, Chris. We've spoken already this morning, but just a 

few, very simple follow on questions. Where are we from net debt for the full year? What is the 

capex requirement for the business, in your view, over the next 12 months? What will the pension 

cash outflow be next year, on your current budget, and, given that you're clearly showing willing, 

in regard to disposals and dividends, certainly in your rhetoric, could you qualitatively update us in 

regard to your communications that you’ve had with S&P and how comfortable they are with the 

current financial metrics? 

 

Chris Surch: Okay. Well, I'll try and remember those. I think I've got four questions there.  

 

Overall net debt at the end of the year will be in the high 1.9 billions, and just to remind everybody 

that is impacted by the current weakness in the dollar at the moment, so that is increased debt 

level, but for our covenant purposes we've used average exchange rates, so I'm sure we'll come 

back to this, but certainly we have no issue and plenty of headroom on our covenants. 

 

In terms of capex I would see, going forwards, that we will continue to put in place our investment 

programmes. Overall capex this year, in 12/13, is in the low 300s cash capex, but when you take 

account of the capex that we acquired through operating leases and also because of our size, 

we're able to negotiate good terms, so there's a creditor impact; it's in the low 400s. I would 

expect capex going forwards to be of the same order, maybe a little higher, maybe plus 50 or so, 

in that range, but the key issue is we're continuing the investment programme. 
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I think your third question was pensions. I expect that number to be very similar to this year, 

maybe a small number of millions more. 

 

Mark Manduca: So minus 85, roughly? 

 

Chris Surch: Yes, roughly in that order, yes. 

 

[Company clarification after conference call: Pension cash outflow above P&L charge, pre-IAS 19 

changes.] 

 

Mark Manduca: And then finally, communications with S&P. Obviously they're on the hop with 

this whole FFO target to net debt. What's been the communications with them so far? Where do 

we stand in terms of timing? And is there anything that they could put to you to force any rights 

issue? 

 

Chris Surch: I will answer your question on the ratings but I think what you're alluding to Mark, 

and we get asked this question all the time, is the wider question on capital structure, and I see 

lots of the notes saying are we going to do the rights issue or are we not going to do a rights 

issue? What's going to happen on the rating? Are we going to get downgraded? Are we not? Are 

we selling this? Are we selling that? I think I said last time on the call that if I actually listened to 

all the rumours on what we would sell, there would be no business left at all, because we're going 

to sell everything. But nothing has changed on what we have said previously, in our overall 

stance. So again, let me just remind everybody what we have said. 

 

The first thing is, we're not ruling in or not ruling out any of the options that people talk about, and 

as you would expect, we keep all of those under consideration. The Board keeps its capital 

structure under very regular, almost constant review, just like many boards. It is something that 

we're obviously conscious of and we keep it under review. Thirdly, we, as a board, are very clear 

that our ideal capital structure includes being investment grade status, and that's an important 

component within our overall evaluation. But in looking at our overall capital structure – and I 

remember somebody, and it may even have been you Mark, who asked me this on day one – 

how do we think about capital structure? And the way we think about it, and nothing, again, has 

changed on this, is it means that we have the ability to invest in the business and grow its value 

over the medium to long term, and that's exactly the view where we are today. There's been no 

change on that whatsoever. 
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And the final point that we make in this whole subject is that we have plenty of covenant 

headroom, we have plenty of liquidity, more than £1 billion, at the moment, and therefore our 

overall considerations are put in that context. So that's the way we think about things. Hopefully 

that has helped to clarify, because I'm sure I'm going to get a number of questions on this, but 

hopefully that clarifies our overall position, and as I say, I do emphasise that nothing’s changed 

on that. 

 

Mark Manduca: I guess to a further point there, I mean, at what point are you comfortable in 

terms of free cash flow generation? Because if I just put in basically what you've said, in terms of 

capex, in terms of disposals this morning, if I just put in £80m, and then let's assume we put in all 

the stuff in terms of IAS, net-net, cut the dividend in half, you're coming out with somewhere 

about £70 to 90 million of free cash flow, post-dividends, next year. Does that make you feel 

comfortable, or is that above or below what you'd expect things to be? 

 

Chris Surch: I think I answered the question last time we spoke on this Mark –I'm not going to 

get into very specific scenarios of what happens if this happens, what happens if that happens, 

when we all know, and we've said before, our leverage is relatively high and that over time we will 

reduce the leverage of this business, and the principal way of doing that is by turning round the 

two bus businesses, UK Bus and Student, and that's what we think about it going forward. We 

have obviously plenty of headroom at the moment.  

 

I will answer your question on FFO, because that's what you're driving at. FFO, for those who 

don’t know, is the key metric that the rating agencies use – it's basically the way they look at 

leverage. And yes, we do have very regular discussions with the rating agencies on our plans and 

so on, and the way they look at it is that they look forward, and they look at those plans, and then 

they make their decisions based upon the overall direction that we're heading in, also based upon 

the FFO numbers that they calculate. And that's what they consider, but it's not really appropriate 

for me to actually try and prejudge what they may or what they may not do based upon those 

considerations of our sense of direction, and the overall numbers. So I come back to what I said – 

this is the overall way we think about it, and we operate in that environment. 

 

Mark Manduca: Super. Thank you very much. 

 
Operator: Your next question comes from the line of Jamie Rowbotham. Please go ahead. 

 

Jamie Rowbotham – Morgan Stanley: Hi, guys. Just two then from me on the operating side. 

One’s on school bus; I saw the comment about new contract wins. Obviously I realise this is only 

the full year trading update, but people will, investors will start looking towards next year. Do you 
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still expect to be shrinking parts of the school bus business next year, letting contracts go that 

perhaps don’t meet IRR hurdle rates? Can that be offset by organic growth, or even more than 

offset by organic growth so that you're actually starting to grow the Student business in fiscal 14? 

And secondly, can you just remind us, now that you are disposing of London, how to think best 

about regional bus profitability next year, especially given regional bus’s share of the IAS 

pensions accounting changes? Thanks. 

 

Chris Surch: Okay, thanks very much, Jamie. First of all then, Student: as you know, in the 

12/13 year we were targeting a 90% retention rate, and broadly that's where I would expect us to 

be in the 13/14 year. Then, what we've looked at before to close the gap, I think to use your 

phraseology, is organic growth. In the 12/13 year we actually saw some organic growth, albeit 

small, around 250 buses, compared with what we've seen in previous years of it being a decline. 

We'll see what happens this year as to whether we get that organic growth. 

 

But the other area is through bolt-on acquisitions, and again, just to remind everybody that the 

way we think about small bolt-on acquisitions is it’s just another way of spending capex. You 

either win the contracts, buy the buses, or you do a small bolt-on, and that's where we can 

leverage some of our size, because we can buy buses probably about a third cheaper than 

anybody else because we buy so many of them.  So as we've seen a settling down of the market, 

we will continue to look for small bolt-on acquisitions. Clearly we're only going to do that if it 

meets our hurdle rates, and again, this came up again on our third quarter call: we were actually 

fairly close to a couple of small bolt-ons in this year, but with Hurricane Sandy that put that on 

hold for a while, so that's certainly one area where we would close the gap. 

 

What we're more focused on still is the delivery of the turnaround programmes, and we talked 

previously about $100 million. We're bang on track to achieve that, and actually, we're going to go 

past that $100 million, and that’s where we will continue to increase the margin over time within 

this business. So it’s a mixture of those two that will come into play. 

 

On London Bus, the overall profitability of the London Bus business that we've sold today – I 

should point out it is subject to regulatory approval, principally that is TFL giving their consent – 

that business has a margin in the mid 4%s so overall, the margin on the remaining business in 

the regions will increase, pre-IAS 19 that will be double-digit. 

 

Jamie, have I covered your questions? 
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Jamie Rowbotham: That was double-digit margin for Regional Bus once you’ve exed out 

London? 

 

 

Chris Surch: Yes, pre IAS 19.  And then, for IAS 19 you knock off just a little bit below £40 

million profit. 

 

Jamie Rowbotham: Understood. All right. Thanks, Chris. 

 

Operator: Your next question comes from the line of Gerald Khoo. Please go ahead. 

 

Gerald Khoo – Espirito Santo: Morning, all. Gerald Khoo from Espirito Santo here. Just on 

London Bus, it sounds like you have sold all of your London operations. Can you just confirm that 

there's nothing that needs to be mopped up? And secondly, also on London Bus, what are your 

thoughts on having hit your £100 million target, whether you could or should go further in terms of 

editing some more underperforming operations, or are you happy with where you are now? And 

finally, another one on capital structure. You’ve referred to, I think, using more operating leases. 

Can you just give us an indication of how much is sitting off balance sheet in terms of non-rail 

assets, or in terms of bus assets? 

 

Chris Surch: Okay, Let me go for the first two, and I'm having to think about the third one. 

 

So London, we have essentially exited London. There is one small depot, but it is relatively small, 

so for all intents and purposes we have exited London. 

 

In terms of any more, again I don’t want to preclude us from ever doing anything, because boards 

always consider all of the assets within a portfolio and think whether we're the best owner, but 

there is no major programme to exit any more of the bus business. What we see with what we 

have left is a great opportunity to continue to turn that business round, and that's where we see 

the opportunity, and that's what we're going to be focused on. 

 

Nick Chevis – FirstGroup – Director of Finance: In terms of operating leases, I don’t have all the 

numbers, but just to give you the size, in the UK Bus, over the last four years we've put on 

operating leases about £120 million worth, and there’ll be a small amount in the US, but I think 

that's the lion’s share of it. 

 

Gerald Khoo: Okay, I think that gives me something to work with. Thanks. 
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Chris Surch: Okay, thanks, Gerald. 

 

 

Operator: Your next question comes from the line of Damian Brewer. Please go ahead. 

 

Damian Brewer – RBC: Good morning, everybody. Thanks for the questions. Two questions, 

please. First of all, coming back to UK Bus, if we're now just about double-digit margins on the 

remaining non-London business, could you give us an update of where your aspiration for that is 

to be in two years’ time, as the restructuring goes in, and the changes in fare structures we've 

already seen in Manchester develop and bed down? And then, the second question, to give you 

them all at once, could you go a little bit more into what happened in Greyhound in the fourth 

quarter? The revenue line there looks particularly flat. How much of that was volume, how much 

of that was pricing and discounting from the competition, and how large is the Express business 

as a constituent of the Greyhound network now, please? 

 

Chris Surch: Okay, thanks, Damian. On UK Bus, first of all, as I say now ex-London, we're 

around 10%. The way we think about this is if we look at where some of our competitors are – 

and they're in the range of around 12%, maybe a tad higher, pre IAS 19 – over time we would 

expect to get certainly into the same ballpark as those guys, and then of course you need to 

adjust for IAS 19, which obviously resets the numbers. So I think once you do that then you can 

actually go beyond those numbers, in the longer term. What we're focused on is more the 

medium term, and I think what I would say on that is we are making very good progress on the 

turnaround programme, but as I said in my opening comments, we need to see some of the 

issues that we've mentioned previously flow out of the system like, for example: pension costs, 

we've got auto-enrolment coming in this year, we've also got fuel costs coming through, and as 

you know, we hedge – and hedging, all that does is delay the evil day – so you’ve got some of 

those roll-on costs coming through, and we ought to get to the end of those this year.  So the 

improvements that we're making in the business will offset those costs this year, and then we 

start to go significantly ahead of that over as I say, the next 12 to 24 months. That's the way we 

think about that. 

 

In Greyhound, certainly in the fourth quarter, we did see a softening. That was really down to 

what's happening in the US economy, and as you know, we split our business essentially into two 

parts. There is what we call the legacy or the network business, which is where we're unique, and 

nobody else has that as a structure. That feeds into the Greyhound Express market, and  

Greyhound Express, as I mentioned in my comments, is actually going very well. We're 
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expanding that. Yes, there is headline pressure from the competition, but that's on the newer 

routes, and certainly on the older routes as I said, there we're seeing good momentum forwards. 

What we're seeing on the legacy lines is very much the impact of people not spending their 

money doing the very long haul trips, so when they're going cross country, and that's the bit that 

we're seeing less of at the moment. 

 

In terms of splits between volumes, prices and so on, that's really hard to generalise, because it 

does come down to individual routes as to what's happening, so it is a mix, and you just cannot 

generalise in that business, but the key issue is the overall impact of the economy. 

 

Damian Brewer: Okay. Can I just ask a couple of follow-ups on them?  Greyhound – you must 

have a feel overall about, you know, whether pricing, generally, is going up or down. Could you 

share that with us? And then secondly, just, if I'm not wrong, last year Express was about 20% or 

so of the business. Where is it today? 

 

Chris Surch: In some areas pricing is going up, in other areas it’s going down. I mean, if I were 

to generalise, on the new routes in Greyhound Express, yes it will be going down. In some of the 

older routes it’s going up, and in other routes it's going down – but overall, as I say on the older 

routes we're increasing the profitability.  

 

And, sorry, I didn’t answer your earlier question. Yes, it's around 20%. It varies, depending upon 

whether you measure by revenue, or mileage, what particular season you look at, but it’s in that 

overall range of 20, slightly above 20%. And that's a mixture, that 20, 20 plus percent. That's a 

mixture of the pure point-to-point element within Greyhound Express, and the overlap – because 

on some of the Greyhound Express routes we're overlapping with the legacy routes. Let's call it 

20-25%, is in that range. It covers both elements of that. 

 

Damian Brewer: Okay, thank you very much. 

 

Operator: Once again, if you'd like to ask a question, please press star followed by one on your 

telephone keypad and wait for your name to be announced. Your next question comes from the 

line of Edward Stanford. Please go ahead. 

 

Edward Stanford – Oriel: Good morning, everybody. Two small questions, if I may? Just coming 

back to the question on IAS 19 and London Bus, could you just quantify the IAS 19 impact of the 

London Bus business per se? And perhaps more generally, are you noticing any impact from the 
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sort of sequestration measures that are being enacted in the US at the moment in any of your US 

contracted businesses? Thank you. 

 

Chris Surch: Overall, we're talking about £40 million, just a bit below £40 million, for the total IAS 

19 adjustment, of which, Nick, about £5 million, is London? 

 

Nick Chevis: Yes, about £5 million. 

 

Chris Surch: It's about £5 million, in London. 

 

Edward Stanford: Thanks.  

 

Chris Surch: On the second point, no, we're not seeing any impact of that. I'm not absolutely 

sure I understand your question. 

 

Edward Stanford: Well, it's really the measures that the US Federal Government have taken to 

constrain public spending, and I wonder if that had fed through into specific educational budgets, 

as yet, or at all. 

 

Chris Surch: No, we're not seeing that. The Student market is relatively stable. We're seeing 

local finances being stable, so we're not seeing any impact. Obviously we have to see the bid 

season all the way through, but so far not seen that.  And Transit, again, is very stable - as I say, 

because of our positioning, we're doing very well in that market. 

 

Edward Stanford: Thank you. 

 
Operator: We have another question from Gerald Khoo. Please go ahead.  
 

Gerald Khoo: Thanks. Just a follow up on Rail, and just thinking ahead to these extensions, and 

in particular First Great Western, which I assume is still loss making, will be loss making under 

the 28-week extension given its current status. How do you view the onerous contract test on 

that? Do you view that as just a 28-week extension, which is probably onerous if it's loss making, 

or do you view it more widely as both a 28-week and the probable 33-month extension, and view 

that as a whole, and presumably that will be value accretive to you? 

 

Chris Surch: They are very separate contracts, and we guided at the Q3 update that, if the 

government exercised the 28-week extension, the provision would be high single digits, so maybe 

even £10million. So it’s £9-10 million, and I would expect to see the increase in provision come 
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through, given that the government’s announced that, that that will be an increase in our 

provision, which we'll book to exceptionals, which we said, at the Q3 update. 

 

There is then the extension of the contract, outside of that, and that's the one that we're 

negotiating at the moment, and clearly, we would expect that to be a profitable contract. The 

degree of profitability will obviously depend upon the risks that we assume and the government 

assumes, when that's negotiated. 

 

Gerald Khoo: Okay, thanks. 

 

Operator: The next question comes from the line of John Lawson. Please go ahead. 

 

John Lawson, Investec: Good morning, again. I've just got a few points of clarification. I just 

wondered, where you, in various divisions you talk about margins in line with your expectations 

and comments like FirstGroup bordering on change. I just wonder, for a point of clarification, 

whether you could just remind us what your expectations are in Student Transit on the new basis, 

and in Greyhound. And the second question, I wonder whether you could just give us an idea of 

what you see like-for-like revenue trends are in UK Bus, excluding the London business. 

 

Chris Surch: First of all, Student, we have said that we wanted to get to the same margin as in 

10/11, where it was 8.1%, and when you adjust for the weather, principally Hurricane Sandy, we 

are there, somewhere in the 8-8.1% range, which is what we said in the statement about being 

broadly in line. In Transit the margins in that business are good, and they're around 7%, which is 

what we previously said, and we're expecting that to continue at that level. And overall margins in 

Greyhound - I don’t think we've given specific guidance on that but it's around 7%, I think. 

 

Nick Chevis: It’ll be a bit higher. 

 

Chris Surch: A bit higher than that. 

 

Nick Chevis: We reported 7.7% last year In Greyhound; it will be slightly above that this year.  

 

Chris Surch: It will be slightly above that this year. 

 

John Lawson: Okay. 
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Chris Surch: Like-for-like, the 2.4% that we guided excludes London, so when I said earlier in 

my comments 2.4% overall, 2.7% in the north, 2% in the south, those all exclude London. 

 

 

John Lawson: Okay, can I just clarify a little bit then, if that excludes London, could you give us 

sort of the recent sort of quarterly or half-yearly trend, to see whether that's improved or not? 

 

Chris Surch: If you look at what we've said at Q3, overall that came to 2.1%, so there's a slight 

increase overall in the final quarter to take us to 2.4%, and in both regions there was a slight 

improvement. 

 

John Lawson: Okay, fine. And just one final point on like-for-likes, if I was just thinking of Transit, 

where you’ve obviously increased from sort of 6% to sort of 7% or thereabouts; given the 

contracts coming in, I just wondered what do you think it might settle at, going forward? 

 

Chris Surch: I think we've had a very good year this year. If we could achieve the same next 

year I'd be more than pleased, if I can phrase it that way. 

 

John Lawson: Okay, fine. Thank you. 

 

Operator: Once again, if you'd like to ask a question, please press star, followed by one, on your 

telephone keypad, and wait for your name to be announced. Your next question comes from the 

line of Damian Brewer. Please go ahead. 

 

Damian Brewer: Yes, thank you again. Just one I thought might have been asked elsewhere, but 

can you just remind us now where your next big refinancing needs are on the debt side of the 

business? 

 

Chris Surch: Yes, we have a £1.25 billion revolver, which expires in December 2015. 

 

Damian Brewer: And effectively we've got clear water between now and then? 

 

Chris Surch: Yes, the only thing on the debt that is scheduled to happen is in this month, which 

is the repayment of the £300 million bond, and, as I said, we have £1.1 billion of liquidity 

headroom, so we have enough money to do that. 

 

Damian Brewer: Perfect. Thank you very much. 
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Operator: You have another question from Gerald Khoo. Please go ahead. 

 

Gerald Khoo: Thanks, just a quick follow up on the headwinds you talked about in UK Bus. I 

think you talked of fuel, which I think we're probably aware of and you talked about pensions 

auto-enrolment as being an issue? How big is that? Just give us an indication, because I already 

thought you had a DC scheme in place. 

 

Chris Surch: Yes, we do have a DC scheme in place, but as you know, under the auto-

enrolment rules, effectively everybody gets put in the scheme, those that are not already in the 

DC scheme, and then they have to opt out. Like a lot of companies, we're waiting to see what the 

take up rate of that is going to be over the next month or so, but our estimates are that that this 

year will cost us in the order of £5 million. 

 

Gerald Khoo: Just out of interest, what's the current level of membership of the DC scheme? 

What's the current take up? 

 

Chris Surch: I'll have to come back to you on that. I don’t know. 

 

Gerald Khoo: Okay. That's no problem. Thanks. 

 

Operator: Once again, that's star, followed by one, on your telephone keypad to register a 

question. There are no more questions at this time. Please continue, sir. 

 

Chris Surch: Okay. Thank you very much, everybody, and talk to you anon. Goodbye. 

 

Operator: That does conclude our conference for today. Thank you for participating. You may all 

disconnect. 

 


