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Award of TransPennine Express franchise 

Analyst and investor call transcript 

Matthew Gregory (FirstGroup Chief Financial Officer): Good morning, thank you everyone for joining us today, I 
know it’s been a busy morning. Just to introduce myself, I’m Matthew Gregory, Chief Financial Officer for FirstGroup, and 
I’m joined today by Rachael Borthwick, Nick Chevis and Faisal Tabbah. As stated in our announcement this morning 
there's a short slide pack on our corporate website in the 'reports and presentations' section and I’ll talk through that, and 
then we can go on to questions afterwards. 

So starting off, I’m very pleased to talk through the Department for Transport (DfT) announcement of its intention to 
award FirstGroup the TransPennine Express franchise for at least another seven years. The new franchise will see over 
£500m of investment being procured over the life of the franchise to double capacity, and allow us to continue to deliver 
the record setting levels of growth and innovation we’ve delivered over the last eleven years.  

In partnership with Rail North, Transport Scotland, and the city regions and local authorities of the North, our bid 
envisages transforming TransPennine Express into the intercity carrier of the Northern Powerhouse. The team really 
started from a blank page and asked themselves what would be needed to deliver for our passengers and other 
stakeholders over the best part of the next decade – the result is more seats, more services and new trains providing 
customers with outstanding intercity connections across the region, and a whole host of other passenger benefits.  

Now unlocking further passenger demand, which our experience over the 11 years has demonstrated is there, will allow 
us for the first time to begin to pay a premium to the taxpayer over the life of the franchise, while delivering an 
appropriate return for our shareholders. 

So turning to page three of the presentation: I said that the team started from scratch in designing our bid for the next 
seven years, but of course they did this with the experience of being the majority owner of First TransPennine Express 
since 2004. This has been a record-setting franchise over that time, succeeding in the core franchise period way beyond 
DfT's expectations, by generating remarkable growth through the delivery of constant innovation and improvement. 

Since 2004 passenger journeys have more than doubled, customer satisfaction scores transformed, punctuality 
improved – all while executing over £350m of investment in rolling stock and infrastructure transformation, in conjunction 
with our industry partners. Over the last 11 years – which of course included the recession – we’ve delivered a revenue 
CAGR of 12%, and reduced the annual taxpayer subsidy on the network by 65%. More recently during the two direct 
award extensions since March 2013, the service performance has been challenged by a lack of capacity and that gives 
us a clear indication of the latent passenger demand we must satisfy. 

So moving on to page four: the launch of the new franchise provides a huge increase in capacity that allows us to stay 
on the growth trend that we’ve established over the last ten years – and it does so by creating a new TransPennine 
Express, comprehensively remapped to be the intercity express network for the Northern Powerhouse. You’ll note that 
some routes will transfer to the Northern franchise, approximately 10% of the previous franchise revenue. 

Now turning to page five: let’s talk about what this new franchise will deliver. Through investment in new rolling stock, 
additional services and a redesigned timetable, peak time seat numbers into the largest seven cities on the network are 
set to increase by 80%. Over £500m will be procured with our industry partners, principally on new state-of-the-art 
intercity trains which will form almost three quarters of the fleet by 2019, with the remainder of the rolling stock 
completely refurbished – and this represents 13 million more seats a year available across the network.  

But it’s not just about new trains and more services: it’s all about meeting and exceeding our customers’ expectations: so 
new destinations will be served; there will be more early trains, late trains, and weekend trains, recognising the changes 
in the way our passengers work.  

We’ll have a new and stronger partnership with the infrastructure provider Network Rail, improving reliability and 
minimising disruption to passengers with stringent new quality criteria embedded in the franchise agreement, and delay 
repay: automatic compensation for registered customers when things do go wrong. 

Our fares and ticketing are being transformed with paperless ticketing, new discount tickets, integrated multi-modal 
ticketing into our and other bus and transport services in the region. We will be investing in the stations, in our local 
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communities and in making sure our people have the tools and skills to build on the high level of customer service they 
already achieve, to meet the expectations of this new world, so you can see there’s a lot to deliver there. 

Moving on to page six, we’ll talk a little bit about the key financial parameters of the franchise. You’ll see that the core 
franchise term is for seven years to 2023, with a two-year extension at the option of the DfT. The net present value of the 
premium in today’s money is £300m, and you’ll have seen the figure of £427m in the DfT's communications – this is the 
aggregate nominal amount of the expected premium payments over the core period. Importantly, in 2016/17, the first 
year of the new franchise, we will receive a small subsidy, but the following year TPE becomes a premium-paying 
railway for the first time, with the premia increasing over time as the rolling stock and other capacity increases launch on 
the network. In common with other recent franchise awards that are capacity constrained, this is a full revenue 
risk/reward franchise and, as is now usual, there’s a DfT profit share mechanism in place. 

Looking at the revenue growth, clearly we feel that it will benefit from the £500m investment in the capacity. As you 
would expect with these awards there is a requirement for contingent parent company support, up to £190m, and 
approximately half of this is bonded. What I would say, coming back to the financial parameters, is that the 
macroeconomic and other key assumptions as well as the approach to risk used by the FirstGroup bid team are similar 
to those used in previous bids in this round of franchising – so an entirely consistent approach taken there. 

Moving on to page seven: in summary – obviously I wasn’t here to build this bid, but since I have to inherit its execution 
I’ve gotten myself up to speed with our plans, and have grown to share the excitement and promise that this opportunity 
offers. We’ll be able to continue our historical growth rate because of the massive injection of capacity and the 
clarification of the franchise’s mission to be the intercity carrier of the Northern Powerhouse. When you also consider our 
strength in the local bus services in the region, with significant operations in Sheffield, Leeds, Manchester, Huddersfield, 
York, Doncaster, and in Glasgow and Edinburgh, FirstGroup becomes a key transport resource for the Northern 
Powerhouse over the years to come. 

Now given our expectations for growth, our focus will be on execution. We have to introduce 220 new rolling stock and 
that’s always a great challenge, but luckily I’ve joined a company that has an unmatched record of success in addressing 
the challenge of introducing new fleets, so I’m confident that we are the best company to take on this risk for 
stakeholders. 

In the new TransPennine Express and Great Western we now have a solid position in the UK rail industry to continue to 
build on, and my belief is that this is an exciting time to join FirstGroup’s story and to contribute to its evolution.  

So thank you very much for your time and I would now like to hand back to the operator for questions. 

 

Damian Brewer (RBC): Yes, good morning everybody, some questions from me: can I ask you some specifics about 
the contract, in particular what your premium in year one is, and what the premium in 2023 looks like, and then derived 
from that what the revenue CAGR that you need to make for the new contract is, and what the split of that is between 
capacity-led rather marketing-led? And you said its on full revenue risk, so can you just tell us what the contingencies 
you put in the bid for any likely recession during the next seven year period, and how you even out the revenue CAGR 
over that? And then very finally on the profit share, could you tell us at what level margins all that kicks in, I assume that 
it’s sort of a tiered level, and where the absolute profit cap if any sits with the DfT, thank you? 

Matthew Gregory: Morning Damian, there’s a lot of questions there. I think you’re getting into a lot of detail and I think it 
wouldn’t be appropriate to give all that detail out on this call, but what I would say from the revenue CAGR perspective is 
that we’ve delivered 12% over the last 11 years on this franchise, we have a deep understanding of this franchise and 
we don’t see any reason why with the huge investment in capacity we shouldn't be able to get similar levels of growth in 
this bid – I think from our side we’re very confident we know what to do with this franchise. It’s difficult to say what the 
split between capacity and marketing is – again, we’re not really going to go into all the absolute detail of our bid, we 
would say we’re confident that with all this capacity coming online that we can deliver the growth that we need to provide 
the right rewards for the shareholders and for the stakeholders. 

Damian Brewer: OK, thank you, but can I follow that up: obviously you’ve got a franchise that’s got £200m of revenue, 
you’ve got £189m of contingent capital in this, and some of the previous contracts we’ve seen over the franchising 
schedule which had these kind of CAGRs included in them had problems later, so I think it’s a fair question to ask? 

Matthew Gregory: I agree it’s a fair question to ask. On that £189m – we treat all of these franchises individually, the 
tenders come out individually as well – so we assess all that in the round, and this has been a record-setting level of 
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growth coming out, I’ve spoken about where the CAGRs have been, and we think is going to be at that sort of level 
going forward. So from our perspective we consider the contingent capital that has been put into the bid on a formulaic 
basis, that is just what we’ve needed to put up for this bid, but we’re comfortable we understand this franchise, since 
we’ve been operating this franchise, and we’re comfortable with the level of risk and return that we can earn. 

Damian Brewer: OK, so just to be clear on one other question: is there any profit cap in absolute terms in the contract – 
even if you can’t give out the number, does one exist? I guess I’m asking that because I'm assuming there’s a lot that 
you can do with this contract in terms of the intermodal journeys with your bus operations in the North of England. I’m 
interested in how that would interact. 

Matthew Gregory: Yes, there is profit cap, but what we would say is that there is enough scope for us to do those things 
that you’re talking about without getting significantly into that level… 

Damian Brewer: OK, we'll take it on trust –  

Nick Chevis (FirstGroup Director of Finance): The profit share, Damian, doesn’t start kicking in until you get to a 7.5% 
margin and the profit doesn’t cap out until you get to a 14% margin, so there’s a large area in which for us to make 
money. 

Damian Brewer: That’s really clear, thank you Nick. That’s really helpful. 

Jolyon Wellington, JP Morgan: Morning everyone, welcome aboard Matthew. Can I just ask a couple of questions 
please? I suppose the first one is just on the macro assumptions in the Northern economies: how do you think about the 
rates of GDP growth in those local economies versus the UK overall? That’s the first point, and the second point is in 
terms of the investment that’s going in and this whole drive towards the Northern Powerhouse: what happens if, for 
whatever reason, the Government doesn’t put that investment in, it gets pulled from electrification or whatever it is 
they’re doing: do you have some sort of contractual protection that will help you in that event? 

Matthew Gregory: Well let me answer the second question first, the first question is a little bit more difficult to give you a 
very clear answer on. Our bid isn’t predicated on electrification; from our perspective there’s a lot of new fleet going into 
this contract – we're putting bi-mode trains into the contract which will give us the opportunity to benefit from 
electrification, but our bid is not predicated on that coming through. We will have the opportunity to talk to the 
Government if that comes through early, so there actually could be some potential upside there. So from our side we 
don’t see that as being a huge risk to this particular franchise.  

In terms of the economy, we think it’s quite clear that there is a huge amount of investment going into this area, there’s a 
huge initiative from the Government to invest in this area, so there should be good economic growth coming from this 
region. Again, I suppose where we fall back to is that we have been successful in this franchise with the level of revenue 
growth without the concept of the Northern Powerhouse, so I think from our side the Northern Powerhouse coming 
through should be positive for us – and what you’ve got to take into account here, Jolyon, is this isn’t just us, there’s 
another franchise that’s had similar levels of investment put forward, so this is a unified approach to this whole region… 

Rachael Borthwick (FirstGroup Corporate Services Director): …So taking the combined, with Northern, 
announcement today as well, Jolyon. 

Jolyon Wellington: That’s very clear. And then just one the balance sheet: you had an earlier question on risk capital, 
and the first point is – the retention of this contract means that you won’t have a reported working capital unwind next 
year...  

Matthew Gregory: Correct… 

Jolyon Wellington: …but in terms of thinking about the rating agencies, what would be their attitude towards – not 
having that working capital outflow which is a positive on one side and I suppose the potential to earn higher earnings, 
but then also having this £189m of risk capital: what's the net effect on your position with respect to the credit rating 
agencies, please? 

Matthew Gregory: Yes, and you’re right, so we can make a statement that we won’t have that working capital outflow 
that would’ve happened had we not retained this franchise. In terms of the rating agencies, they treat this slightly 
differently between the rating agencies, but the headline statement is we’re absolutely comfortable we’ll retain our 
investment grade rating with this. From our side this should be positive to them, and we don’t see any great downsides 
from this franchise coming in as far as the rating agencies are concerned, no changes as far as we’re concerned. 
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Jolyon Wellington: OK, that’s very clear, thank you very much. 

Edward Stanford (Lazarus): Good morning everybody, and just a few questions if I may, trying to understand the shape 
of the franchise: you mentioned the introduction of the rolling stock, and I think if I recall correctly, you talked about 
redoing the timetable. Can you just give some kind of broad milestones, phasing, when those things happen? I mean 
you talked about the rolling stock in by 2019, are there lumps that we should think about in how we try and model the 
franchise, can you give us some help there? And secondly I see you’re taking over responsibility for stations, is that a big 
opportunity or is that just a sort of sideshow? 

Matthew Gregory: Yes, again, I’ll answer the second point first: I don’t think that it’s a major issue; obviously we're 
investing money in the stations, there’s going to be investment there, but I don’t think that’s a major factor, and not a 
material change [Note: FTPE had responsibility for 30 stations under the last franchise, following the remapping of some 
routes to Northern, FirstGroup retain responsibility for 19 stations under the new franchise].  

In terms of the timetable changes: these are coming through, phased through 2017, 2018 and 2019, with new trains 
coming on board, with new services being introduced: so I suppose 2018/19 is where we would see the majority of that 
capacity coming through – so it's down to you guys how you want to model that, but I think you’ll be looking towards that 
2018/19 period to see the benefits coming through. 

Edward Stanford: Great thanks very much. 

Damian Brewer, RBC: Just a follow-up please: can you just tell us a little bit about the FirstGroup attributable capex or 
investment on the railway and how much that is, and how it phases over the life of this – I assume that its front-end 
loaded? 

Matthew Gregory: Yes, I think you’ll end up with our attributable capex being in the region of 10% of the overall 
investment, so £40/50m, and you’re absolutely right it’s absolutely in our interest to get that investment in quickly, 
because that’s what we want to do to improve the services, improve the delivery, so I’d expect that to be incurred over 
the first couple of years of the contract. 

Damian Brewer: OK, got it. And sorry to follow up on it, but just on the wider Group position: are you permitted under 
the terms of the contract – and I'm thinking obviously as a Group you’ve got bus services in Manchester, up in Leeds, 
around York etc., all of which are touched by TransPennine – whether you are permitted to do inter-operated ticketing, 
inter-modal ticketing and shape the two, so obviously the sum of the parts is bigger than the individual parts? Does the 
contract allow this, and if so is this extra in terms of the way that you think about budgeting, thinking on the contract? 

Matthew Gregory: I’ll let Rachael answer that one. 

Rachael Borthwick: Well just on ticketing: yes, there are things we can do there, it’s through Transport for the North, so 
yes we will look at opportunities there but it would be through, as I say, Transport for the North. 

Damian Brewer: OK, so they effectively provide oversight to that, but you can do this? 

Rachael Borthwick: Yes. 

Matthew Gregory: Yes – and we want to do this. 

Damian Brewer: OK, got it. All right, thank you, and that’s all my questions, thanks. 

Annelies Vermeulen (Morgan Stanley): I just wanted to ask: you mentioned – and it follows on from Damian’s question 
about the bus services you also have in that region – do you have any initial indication as to whether any of your existing 
bus services overlap with TransPennine to the extent that they could come under review from a competition perspective 
from the CMA, or whether there’d be some routes that would come under question – if you could give any colour on that, 
that would be great, thank you? 

Matthew Gregory: Yes, we’re in a 10-day standstill period, so there’s going to be a phase 1 CMA review of all of this, so 
rather than guess what the outcome of that would be, we’ll see in 10 days – but we don’t really expect any issues with 
that. In terms of the actual routes there’s been this remapping, so there’s been some changes, but fundamentally this is 
the same franchise that we have been operating, which again is why we’re very much confident about our ability to 
deliver it. 

Annelies Vermeulen: OK, thank you. 

Matthew Gregory: Did that answer it Annelies? 
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Annelies Vermeulen: …I guess just wait-and-see what will happen… 

Matthew Gregory: The message from us is we’re not expecting any issues, but the process is going to happen over the 
next 10 days. 

Annelies Vermeulen: And of that I think you said circa 10% of the previous franchise that is going to Northern, is that 
part of that, or what was it about that 10% that went to the other franchise…? 

Matthew Gregory: No, that just came out of – all of these franchises are individual: the DfT and the various bodies sit 
down and work out what they want, and that [shift of routes to Northern] was a by-product [of that] – you see that on a 
number of different franchises and it's the nature of these new franchise awards, it’s presented to us and is what we 
tender for, so nothing particular there. What we’re pleased about with the new franchise that we have is it really leaves 
us as the intercity provider for the region, so for us that’s really given us a clear mandate of what the Government and 
the stakeholders want us to deliver. 

Annelies Vermeulen: OK, that’s very clear, thank you. 

Alexia Dogani, Goldman Sachs: Yes, good morning, I had three quick follow-ups: just on the cash capex that you 
mentioned, what will this investment go towards mainly? Secondly, on the revenue risk mechanism, you say you have 
full revenue risk, can you sort of fully explain that? I guess it's just the profit share mechanism that it relates to here? And 
then just very quickly on the revenue: you mention passenger revenue is just over £200m, is there any other revenue 
that we need to take account of? Thanks. 

Matthew Gregory: Yes, let’s work through that: the capex, what’s it’s for: we talked briefly about the investments in the 
stations, the infrastructure investments, we’re talking about the [ticket] machine investments that need to go into 
providing these multifunction ticket capabilities, there is a lot of IT investment go in there: we’re offering free Wi-Fi 
entertainment all of that. So this is not a huge amount of money in the context of the whole franchise, but it does allow us 
to provide very specific improvements in specific areas around the franchise.  

In terms of the revenue risk mechanism, that’s in line with a number of other franchise awards that we’ve seen in this 
round. We’re going to see the upside and the downside of the performance of the franchise, which obviously incentivises 
us to make sure we deliver the improvements that we’re talking about.  

We mentioned earlier there is this profit share mechanism, which doesn’t even start to kick in until the 7.5% level that 
Nick talked about. Coming back to the revenue I think the numbers that we published, that’s pretty much everything 
really… 

Rachael Borthwick: There is some other revenue but it's fairly small in this franchise...  

Matthew Gregory: …exactly… 

Rachael Borthwick: …Yes, it’s about £20m. 

Matthew Gregory: Well if there are no further questions, I’d like to thank you very much for spending the time on the 
call. As I said it’s great to come into the Group at this time, I think we’re all very excited and very pleased with the award 
that we’ve had, and I’ll finish up by thanking all of the hard work that the employees and all the bid team have done to 
win this bid for us.  

So thank you very much for your time and will speak to you again soon. Thank you. 

 


