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Tim O'Toole, Chief Executive: Good morning. Thank you for joining us for a review of our annual 

results for the year ending 31 March 2016. I am joined by our CFO Matthew Gregory. We will 

follow the usual format after these introductory remarks: Matthew will get up and take you through 

the numbers in detail, then I'll get back up and provide some commentary on each of the divisions. 

but because the current year is the last year of the transformation plan we put in front of you at the 

Capital Markets Day, I want to couch those comments in light of the goals that we outlined for you 

then, and reflect on our progress to date and our expectations for the coming year. 

 

We are pleased overall with the strong performance through this year, in the sense that this was 

always going to be a sideways year. We talked about that at this time last year, we said it would be 

a sideways year because of the changes in our rail portfolio and because of the reduction in school 

days in our fiscal year. And so it was a sideways year: we delivered – notwithstanding the 

reduction in the top line – operating income comparable to the year before. Going ahead, we see 

this year as really the turning point in our performance as originally envisaged, and it will be 

marked by earnings growth and a substantial increase in free cash flow. Matthew and I will take 

you through the detail that supports that view point. So, Matthew? 

 

Matthew Gregory, CFO: Thanks Tim. Good morning everybody. I'm going to take you through the 

headline numbers and give you some colour around those.  

 

So starting with the headlines: as Tim mentioned, our operating profit was slightly ahead of our 

recent expectations at £301m, largely flat with last year. As you know, the results for 2015/16 have 

been affected by a number of factors: changes to the rail portfolio, we had fewer operating days in 

Student, and also the change in pension accounting estimates which was announced at the half 

year. After taking these factors into account, operating profit was actually up 9 percent.  

 

On cash, we delivered at the top end of our expectations with an inflow of £36m before the end of 

franchise working capital outflows. Those amounted to £21m, predominantly in First ScotRail but 

also First Capital Connect, leaving net cash of £15m having been generated in the year. 

 

Net debt was £1.4 billion, and as you would expect, with comparable profit and comparable  

cash, this was in line with last year. Overall leverage – net debt to EBITDA – remained consistent 

at 2.3 times. Excluding rail, which as you know is broadly self-financing, we've invested £348m in 
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capital during the year. As in recent years, this spend has been predominantly for the fleets, but 

also for the IT transformation project in Greyhound. 

 

Return on capital employed continues to be a key focus for us. On a constant currency basis, 

ROCE deteriorated slightly from 7.4 percent to 7.2 percent, but after adjusting for the impact of the 

items discussed above, we would have shown a 60 basis point improvement in ROCE – so 

continuing our forward momentum in this area. 

 

So a little bit more detail on the financial results. The reported revenue for the year was 14 percent 

lower, and the loss of the two rail franchises has had a significant impact on group revenue, 

reducing it by £1 billion. After taking this into account as well constant currency, revenue fell 

marginally by 0.3 percent, where underlying growth in Rail and Student was offset by the oil-related 

declines in Transit and Greyhound. 

 

Adjusted operating profit was down 1 percent. As already noted, performance this year has been 

impacted by the change in the rail portfolio and fewer operating days in Student, and also the 

change in our pension accounting estimate which had an £18m positive impact in the year. 

 

As I said, when these items are excluded, you'll note that operating profit grew by 9 percent, and 

group margin improved by 50 basis points; and this was predominantly driven by improved margins 

in UK Bus and Rail. Attributable profit after tax, interest and non-controlling interests grew by 5 

percent and this flowed through to a 5 percent increase in EPS. 

 

So, now let me take you through the divisional performance. We've got more detailed bridges in 

the back of the pack, but I'll give you the key highlights here.  

 

So let's start with Student. On a constant currency basis, Student margins fell by 40 basis points, 

and as you know, the Student business has been impacted by fewer operating days in the year 

than previously, and this has a 70 basis point impact – so in reality the Student margin grew by 30 

basis points. Now whilst this is positive, it's clearly not as strong as we had initially planned. The 

benefits from continuing our pricing strategy, pushing through cost savings and also from better 

weather than last year has been offset by the cost of driver shortages across the US, where overall 

cost hit us for $22m in excess of prior years. Now, this is clearly an issue that we flagged in the 

past and one that received significant attention, and looking to the coming year, we're not 

assuming that the pressure caused by near full employment in the USA will ease. So we are taking 

active steps to mitigate this effect as much as possible and we're also flexing our pricing and 

efficiency models to take this into account. 
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The 2015 Student bid season was also strong with 86 percent retention, and an average price 

increase of 5.3 percent. And as noted, we continue to reflect the economic situation in the pricing 

assumptions in our bid model, and in addition the IRR hurdle rates that we use for our bid season 

have been increased by 100 basis points to reflect the need to continue to improve returns. 

 

Student's cost initiatives, which are a fundamental part of our transformation programme, whilst 

impeded by the driver shortages, still delivered $14m of savings in the year, which when combined 

with the $19m delivered last year, puts us well on the way to achieving our $50m cost saving target 

by the end of the coming year. And action has already been put in place to deliver significant 

savings in 2016/17, with the realignment of our regional and central structures in April. So, when 

you consider the tailwinds that we'll see from additional operating days, lower fuel costs and these 

further cost savings, you can see that we're confident in improving our margins in the coming year 

in the Student business. 

 

Turning now to Transit: the business declined on a constant currency basis by 2.1 percent in the 

year, and as expected the primary driver of this decline was the reduction in activity of our shuttle 

contracts in the Canadian oil sands region – and this was due to the reduced oil price. The division 

has continued to deliver good margins in line with our 7 percent expectations, and this is an 

impressive performance when considering the decline in revenue, and also the margins of the 

declining contracts. This business continues to deliver good returns, given the limited capital 

investment that is required. 

 

Now moving onto Greyhound. And you're all aware of the impact that's been had from the reduced 

oil and pump prices on this business, and constant currency revenue declined by 4.8 percent in the 

year. The point-to-point Greyhound Express revenues have continued to be more resilient at only 

1.9 percent down. Margins were down by 90 basis points as a result of this reduced revenue and 

volume, but I have to say that I've been extremely impressed by this business's ability to take costs 

out of the network to mitigate the volume declines. Our IT transformation project continues, and 

Tim will provide more detail of this later in the presentation. 

 

Moving on to UK Bus: this business saw passenger revenue growth in the first half of the year, but 

a combination of reduced high street footfall, exceptionally wet weather and congestion in major 

markets saw this reduced in the second half. This was clearly flagged at the Q3 stage and is 

consistent with what we're seeing in the industry. Commercial passenger revenue was up 1.1 

percent with concessionary revenue down 1.7 percent, leaving us with overall like-for-like 

passenger revenue growth for the year of 0.3 percent up. 
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Our drive to improve margins in this division continued, and the management have actively 

stepped up with cost reduction initiatives to counteract the challenges to revenue. On a headline 

basis, margins increased by 20 basis points to 6 percent, but after adding back closure costs of 

£3.8m margins would have been 60 basis points up to 6.4 percent. Cost saving programmes 

continue in the division to drive performance up to our targeted levels, and savings of £23m were 

delivered this year. Further savings from depot closures and efficiency programmes are underway 

and will continue through the 2016/17 year. 

 

And finally, on UK Rail: as explained earlier, revenue was significantly impacted by the change in 

the rail portfolio. Excluding this, passenger volumes increased 2.9 percent, and revenue grew by 

6.3 percent, and this strong growth across the whole business, the pension adjustment of £18m 

and continued good operational performance enabled the division to deliver a 220 basis points 

improvement in margin. 

 

So having looked at the operating profit in the divisions, I'll now take you through the bottom half of 

the P&L. Interest costs are lower, and as you know a significant portion of our interest cost is fixed 

from our bonds, but we still seek to be disciplined with our cash to reduce the variable portion of 

interest as much as possible. The tax rate rose by 100 basis points in the year to 23 percent and, 

as flagged at the half year, this is likely to rise over time as our profits grow in the US. Non-

controlling interest costs reduced this year following the impact of the one-year direct award at 

TPE, and the effect of all of the above is that EPS has increased by 5 percent.  

 

Now I'll talk more about interest in the financial position on the next slide, but I will give you some 

guidance for the coming year on tax. We're expecting the tax rate to increase to around the 25 

percent rate, and as a reminder there'll be no non-controlling interest for the new TPE franchise. 

 

In addition to all of this below the line, there are a number of non-trading items which we pulled out 

separately to better clarify the performance of each of the divisions, and you'll find the detail in the 

back of your packs. But other than the usual amortisation of intangibles, the net number is very 

small. We've seen an £11m one-off accounting gain as a result of negotiating changes to the 

inflation methodology for some of our UK pensions, and this has been offset by some large and 

unusual insurance claims that would otherwise distort divisional performance. 

 

Now, as I said, I'll move on to the financial position, and the overall financial position remains 

strong, with headroom under our committed facilities at around £1 billion. As mentioned earlier, the 

net debt to EBITDA ratio has remained stable in the year at 2.3 times. The long-term bond 

programme remains in place and average debt maturity has logically fallen to 4.4 years. The rating 
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agencies, Standard & Poor’s and Fitch, currently have us at BBB- and stable, and their standard 

process is to review this shortly after the publication of our results. 

 

During the coming year, we will repay $50m of private placement notes that fall due in October 

2016, and we'll continue to apply disciplined cash and borrowing to minimise our interest charge. 

And for guidance purposes, you can assume that cash interest will remain broadly unchanged for 

2016/17 – but of course I'd expect our treasury team to do better than that. We'll continue to 

monitor and assess the opportunity to further optimise our financing structure, but it is unlikely that 

there'll be any significant movement until the bonds start to mature. 

 

So then, moving on to Capex: we have continued to invest in the business during the year, and the 

spend is heavily weighted to our fleet as well as continuing our Greyhound transformation project. 

Spend for the year, excluding the Rail business, is £348m, which is broadly flat with last year. If we 

exclude rail in this discussion since the cost is largely funded and so cash net neutral but can move 

significantly depending on bid commitments, new projects, and timing. Now our focus remains on 

capital allocation and ensuring we drive appropriate growth and returns from invested capital. Of 

note next year, you will see Capex in the UK Bus business continue to remain high as we complete 

the final investments required to meet UK disability access legislation. Overall however, we expect 

gross Capex from our bus businesses, so excluding Rail, to fall to around £300m. 

 

Now, there are a number of rail projects anticipated in 2016/17, and although these will largely be 

cash neutral in the year, you could see in excess of £100m of funded growth Capex in addition 

from this division, but again that's cash neutral in the year. But clearly as ever with Rail, this is 

subject to the timing of significant projects. 

 

Traditionally, we've seen Capex to depreciation at 1.2 times, and whilst we continue to give all 

projects due scrutiny, we do not expect this ratio to significantly change over time. And finally, 

coming back to ROCE, we continue to focus on driving the returns higher in the business and our 

expectation is that ROCE will increase in the coming years, now that the investment upgrade plans 

for the fleets are coming to an end. 

 

Moving on to cash, I'll walk you through a slide which shows cash performance over the year. 

Operating cash flow of £192m was generated, a conversion rate of 64 percent, which is up from 58 

percent last year. Pension contributions in excess of the P&L charge, and interest and tax, reduced 

this cash generation to an inflow of £36m, very much at the top end of our range. The end of 

franchise outflows, which are now largely complete, reduced this net cash flow to £15m. 
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Now looking forward, a key part of the recovery is the ability to generate sustainable cash, and Tim 

will talk more on this in a second, but from the CFO's perspective, I'd note that we expect our 

operating cash flow to improve through the increased profitability driven by the turnaround, coupled 

with the reduced business-as-usual Capex outflow. We'll continue to review our property portfolio, 

particularly in the US, and although we will work to make our use of working capital more efficient, 

we're not planning for non-rail working capital to change significantly. And as a result, we would 

expect our cash conversion to continue to rise. I don't want to set any specific targets at this stage 

because we want to be able to invest in growth opportunities as they arise, once we've proven that 

the business’ performance is sustainable and consistently converted to cash. 

 

Cash tax costs will rise over time, but this impact will be softened by utilised historic losses, but 

clearly, there is a real opportunity to reduce interest costs as the bonds begin to mature in 2018. 

So with operating cash flow increasing and interest cash costs set to reduce, overall the 

momentum is very much with generating sustainable and increasing cash flow. 

 

So, let me close my section with a summary. I'd say that whilst there have been challenges for the 

business over the past year, we have delivered improved margins overall and generated cash at 

the top end of our range. Looking forward to the coming year, it's clear that there are challenges to 

topline growth in our sector, particularly in the UK, but as we've demonstrated in the past, we are 

taking swift actions to deliver additional cost savings. Plans are in place and are already being 

acted upon, and this will not only help us continue to grow our margins, but also improves our 

operational leverage for when growth is generated. So with structural tailwinds and cost efficiency 

programmes progressing alongside continued disciplined use of capital, I'm confident that we will 

improve margins and generate cash in 2016/17 – very much what the turnaround plan was 

intended to achieve. And with that, I'll hand back to over to Tim. 

 

Tim O'Toole: Thank you, Matthew. So as I said in the introduction, I want to take you through each 

of the divisions and I want to explain why we feel so confident that this is the year where the 

business really turns and generates free cash flow to a material degree – but I want to do that in 

the context of the transformation plan, because I want to credit the very real change we've been 

able to effect, but at the same time candidly assess those things that didn't turn out as we had 

hoped and planned.  

 

I mean, this was always a back-end loaded plan, partly because of the big changes at the top line 

expected in Rail, but really partly just because of the enormity of the change we were trying to 

effect in a relatively limited period of time. If you think about it, both Student and First Bus – these 

two massive bus companies – faced the same kind of challenge: they were companies that had 

double-digit margins that had been cut more than in half. In Student's case, its woes originated in 
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the collapse of municipal finance in the States; in First Bus’s case, because of a long-term strategy 

which just ran out of traction.  

 

So we had to make massive changes, and while executing those changes, the world is changing 

around you and you have to adapt – but many times those changes that are coming at you 

obscure the real improvement you're making in the business. I mean, let's face it, when we put this 

plan together, we did not anticipate the collapse in oil prices. When we put this plan together, we 

did not anticipate that the United States would reach near full employment at that lowest band of 

the employment spectrum. But you just have to get on with it, you have to adapt, and we did: 

largely having to accelerate efficiencies to make up for volume growth that wasn't appearing. It's 

frustrating, we are putting all this operational gearing into these businesses, volume growth makes 

it also much easier, but you have to substitute efficiencies when it isn't there.  

 

But the bottom line is we have transformed the business: we have re-established it as a 

sustainable business that will generate substantial free cash flow going forward, sufficient to 

reduce leverage over time and restore a shareholder payout. So let's talk about why I'm confident 

about that in light of the plan.  

 

So we start with First Student. When we laid out the transformation plan, we said we would 

increase the margins in First Student to double-digits in this the last year of the plan. We said we 

were going to do that by scaling efficiencies across our some 500 locations and 1,200 contracts – 

but we also said we would do it by applying a re-pricing regime to make up for the fact that for 

years inflation was not countered by pricing or efficiencies or growth. 

 

And we have made steady progress, notwithstanding the fact that this has been a difficult journey: 

standing in front of you, I have often referred to it as the grind; year after year, the grind of trying to 

drive these efficiencies across it – and notwithstanding that last year was a disappointing 

performance, we are confident that in this current year Student will provide returns well in excess of 

our cost of capital, and we will post the margin of at least nine percent. In fact, if it weren't for just 

prudent forecasting, I would tell you that number actually will be up toward our larger competitors. 

And the reason we think that's so are for many of the things that Matthew outlined. Number one, 

we get the additional school days. Number two, finally fuel turns into a tailwind for all of our 

businesses, but three is really the compensating adjustments we have made to address the 

shortcomings we saw last year. 

 

If we look at Student's performance last year – the fact is they hit almost every single budget line. 

In fact, with the number of buses they were moving, revenue was relatively strong. There was one 

notable exception, and it was driver labour, caused by the driver shortages. We flagged this as an 
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issue at the half year, but it grew far worse than we thought it would. And in fact, at the half year 

and going forward, we were anticipating – because we were experiencing milder weather, we 

actually had freeboard to deal with unpleasant cost surprises – but it even overwhelmed that 

advantage. 

 

So going forward into this year, naturally, we continue to work at our programmes and try to perfect 

our programmes that govern our recruitment and our retention of drivers. But we are making the 

assumption in this plan year that the external environment does not get any better, and that this 

remains a drag. So instead we've made other adjustments in the business: we've folded two of our 

regions into the other regions, eliminating the overhead; we've eliminated 130 positions; we have 

added back a COO to really sharpen that day-to-day focus on execution; and finally, we have 

taken the engineering function in Transit and in Student and folded them together.  

 

The reason we did this is that Transit – really growing out of its First Vehicle Services and all the 

work it does maintaining other people's fleets – has done a good job of perfecting their whole lean 

engineering programmes, all the things you hear about with predictive analytics and paperless 

shops and all the rest of it, and they've delivered solid results. So that is now at a level where we 

think they've a maturity that they can take over the Student operation as well. And I would point out 

the officer in charge of engineering in Transit actually worked in Student many years ago, so he's 

very familiar with the challenge of that environment, and we think this is a further efficiency we can 

make – and that it will deliver better results, more importantly, over the longer term. 

 

The other element that gives us confidence in Student has also gone forward fairly well. We're 

about two-thirds of the way through the bid season, and we're finding that the average increase on 

the contracts is well ahead of the 5.3 percent we bid last year. We're at high single digits right now; 

that average will come down as we price the rest of the bids undoubtedly, especially since New 

Jersey always comes at the tail end – New Jersey bids always pull it down some – but I am 

comfortable in saying that our average increase will be well above last year's 5.3 percent. 

 

Now, plainly, we could have pushed pricing further. We could have pushed pricing further in order 

to try to close the gap to the 10 percent [margin], so that we could stand here and say that was 

delivered. But the fact is that it would have meant shedding business that's providing returns for us 

in excess of our cost of capital, so it really didn't make any sense. And if you also think about it, this 

is a business that now has been put in a position of sustainability and the story really is going to 

turn on where we see opportunities for growth going forward. So I really do think this business is in 

a position of fundamental change. 
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Looking at Transit: Transit of course, at the time of setting forth the transformation plan, didn't 

need to be fixed – there was no transformation. Instead, we said we had an excellent business, it's 

the best transit franchise in North America, and our goal was just to let it grow; and the challenge 

we put out for management was to maintain the seven percent margin. When you think about this 

being a low capital-intensity business compared to Rail, you'll see why holding a seven percent 

margin is no mean feat.  

 

This year has been dominated first by the collapse in oil prices and the impact that had on our work 

to support the oil sands fields in Alberta. And second by just the conflagration that enveloped that 

entire region and the effect that had on our business. And so we did have revenues down as a 

result of the elimination of so much of our shuttle business in Western Canada. But the fact is, over 

the plan period Transit has grown and it has maintained that seven percent margin. And that's 

even more remarkable in the current year because the shuttle business in Western Canada moves 

at a much higher margin than the average margin for Transit.  

 

Going forward, we see lots of opportunity here. This month, we started our first employee shuttle in 

India. It's a very small operation, but once we convince ourselves that we have the management 

structures in place and can profitably run that business, there's plenty of opportunity in these 

business parks to expand. We hope to do more work in Panama, Panama has been a real bright 

spot for us this year, and that operation is going very, very well. We are bidding on small commuter 

rail contracts in North America: we think this is an interesting new field that hopefully we'll be able 

to make some progress in – but the bottom line is there's lots of opportunity in Transit. We aren't 

saying this is something you can go to sleep over: in many ways, this business is subject to more 

disruptive forces than any of our other divisions. Some of the things that Uber and Lyft are bringing 

to the paratransit market are requiring you to be really nimble on your feet, but we think because of 

the quality of our management, we're in the best position to deal with that disruption and still move 

this story forward. 

 

Turning now to Greyhound: we said at the time that we set the transformation plan forward that 

the transformation for Greyhound was to take the successful business model from BoltBus and 

later Greyhound Express and graft that on to Greyhound proper. I always said that Bolt and 

Express: these are really nice businesses – but if you really want to move the dial, you have to do 

something with traditional Greyhound because that's where the bulk of the business is in North 

America. And we have done quite a bit – but we said if we could push this forward, we could 

deliver a 12 percent margin. Well, that goal has been out of sight for a very long time, ever since 

the collapse in oil prices and everybody in North America getting back into their private 

automobiles. Last summer, I think the US set a record every single month for miles clocked in 

private automobiles. And even more recently, we've been seeing a lot of tough competition – in 
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select corridors – with budget airlines. This is kind of the 400 to 750-mile trip where traditional 

Greyhound was really the only coach option, and we've seen some real tough competition in some 

of those areas. 

 

But not withstanding these tough trading conditions, and the things that didn't turn out as we had 

assumed when we put the plan together, Greyhound has remained an opportunity not a problem 

for us – because throughout this whole period, Greyhound has operated at healthy margins and 

generated cash for the Group. And I have to say I'm very encouraged by our management of 

Greyhound all through this period for really two reasons: the first is, the one good thing about all 

these difficult trading conditions is it has made apparent that we have a relative competitive 

advantage in the point-to-point coach market. And the second thing is, notwithstanding the 

pressure on the business in these tough trading conditions, we have completed the transformation: 

we have renewed the fleet, we have right-sized the terminals – and some of them are a source of 

cash for us – and we have delivered the new pricing system across traditional Greyhound. 

 

As we talked about at the half year, it's early days, it's based on learning, so we've got to get these 

demand curves in place; it's not producing a whole lot right now, and there are elements to be 

rolled out over time. So, for example, in July, this is the first time traditional Greyhound will do one-

way pricing. In the past, Greyhound always gave you the price for the outward leg and just doubled 

it, completely ignoring the demand characteristics of the return trip. So, for the first time now we are 

going to be introducing that component – and others – as we complete this roll out. That will make 

our pricing more efficient. On the edges, that will make things better – but what really has to 

happen here is not just that we get a shiny new box to spit out prices – what has to happen is we 

have to completely change the customer perception of Greyhound. We have a big marketing job 

ahead of us. We have to not only send price signals to the market, people have to receive them; 

we have to get on people's phones; people who get on a BoltBus have to have in their mind, oh, I 

could go take a Greyhound bus. This is a big job; it's been one where we have been reticent in the 

approach in the early years until we got the pricing in place. But also it's very tough to spend a lot 

of money when you're trying to hold back the tide in the face of this drop in oil prices. But it is the 

transformation that's still ahead of us. It's actually an exciting story for us because we think it gives 

us a place to go with this business, and a future that can be built on growth and not simply on oil 

prices. 

 

Turning to First Bus: as I said in the beginning, this business faced a transformation of a 

magnitude equal to what Student had to face. And its margins had been cut more than half, and it 

was about restoring them – and we have marched up the margin consistently through the plan 

period in highly visible ways. You've seen the renewal of the fleet, you've seen the recruitment of 

new management, you've seen the highly visible commercial changes and offers, bold changes 
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we've made in many of our service territories – and the impact has also been visible: we've talked 

in the past about how we were able to establish growth in fare-paying customers for 27 straight 

periods, and that was so significant because this business had not grown in the prior decade.  

 

More recently, we have seen the tougher trading conditions you've heard others talk about that 

seem to be down to this reduction in high street footfall, the continuing problem of congestion, and 

the uneven economic performance, especially when you get out of the south east and further to the 

north.  

 

So we've had to continue to flex this recovery and re-establishment of this business in light of those 

changes. You remember when we started this journey, one of things we did and we talked about 

together is we put all of our businesses in four quadrants. Remember, we had the crown jewels, we 

had our solid performers, promising businesses, and those that were candidates for sale. And that 

last category were those operations we just didn't think we could turn around within the timeframe 

of the plan. As external conditions have changed we have to keep returning to those 

characterisations, and many times shifting what we originally thought were promising operations 

into candidates for closure or sale. You do that iteratively because plainly it's a balance between 

retaining the gearing from the turnaround with just getting to the higher margin faster. Most 

recently, you see that the CMA just recently removed undertakings that have been imposed on us 

years ago and that forced us to operate routes in Scotland at a loss, which we've done for years. 

As a result of those undertakings being lifted, now we're revisiting those operations and we've 

taken the steps to unravel that situation to make sure we are only providing service up in East 

Scotland that's remunerative. 

 

Looking ahead, we do see these tough trading conditions. I have to say though, because of the 

gearing we put into this business, if we even had modest growth we would deliver the exit rates of 

double digits, which was the goal put forward in the transformation plan: remember, we said that 

the exit rate in this year would be double-digits. Unfortunately we don't see that growth right now – 

and we have to just continue to trim our sails as we go through this year, and it really leads us to 

what we and all of our competitors have to do together: and that is to work with our stakeholders to 

create the environment that can allow these bus companies to be successful.  

 

In many ways, this whole franchising discussion in my mind is a red herring, because if you don't 

deal with congestion it doesn't matter who's directing the buses, you're not going to have 

successful bus companies. Which is also why I think our rhetoric might be a little more positive 

than some of our competitors on the Buses Bill, because quite frankly the current environment isn't 

good for anyone. We need to use the Buses Bill to come together with our stakeholders to deliver a 

new and better environment to have successful bus companies. If you look at the word count in 
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that Bill, it is far more about partnership than it is about franchising, and we need to come together 

the way we have in Sheffield and other places to create an environment where you can have 

success. 

 

That takes me finally to Rail. We said in the plan that our objective was to return rail to delivering 

profitability on a par with what we've gotten out of the portfolio in the past. Of course that goal was 

subject to the Government’s refranchising calendar, and certainly to the bidding behaviour of 

others. And we have maintained a very disciplined bidding approach – QED with another 

announcement this morning – that is an approach we have to follow because we're putting 

hundreds of millions of pounds into this business to recover; we cannot gamble it away on a few 

risky rail bids.  

 

However, I would say with the new direct award we've got on Great Western, with the new TPE 

franchise, with our open access rights now extended for years both for Hull Trains and our new 

rights on the East Coast Main Line, we have a solid base in rail. So there isn't any issue about rail 

going away in FirstGroup – the real issue is can it grow from here, what are the opportunities? We 

think there are plenty. We're really looking forward to the big franchises that are coming up. We 

hope the market comes back to us with sensible bids, and we know we can put exciting and 

compelling bids in front of the Government. 

 

Most recently, we have seen the slowdown in rail that others have talked about. For us, it's really 

been just the last couple of periods – and it's very uneven, because while Great Western has had a 

slowdown, TPE really not so much – and Great Western has such issues peculiar to it, if you think 

about it: we've had these enormous engineering works, which will go on and that's definitely 

affecting our weekend trading. The closure of the Bakerloo Line at Paddington hasn't done us any 

favours for this summer, so it's a little hard to tell, quite frankly, causation at this point: whether 

there is a broader industry, Brussels, Paris, Brexit effect – we don't know. Remember this is a 

business that grew right through the last recession – but we are being very cautious. We're being 

sensible given what others are saying, and we are adjusting our spending plans accordingly in Rail 

to ensure we can still deliver our goals as we go forward. We think in the long run though we have 

a lot of upside in Rail, because we're very good at this business and we think we can present 

compelling bids for the franchises coming forward. 

 

So that takes me to my summary. And at the end of the day, we put forward a very ambitious plan 

– it had to be ambitious – in a different environment, and as ever, reality intrudes: you just have to 

make adjustments going forward. The improvements in our business – and all of our businesses 

have improved – has not followed the original trajectory. However, what has happened is we have 
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re-established a sustainable business, that can generate substantial free cash flow. And in this 

year, you will see earnings growth and you will see a step change in the delivery of free cash flow. 

 

And with that, I'm happy to open it up for questions for me or Matthew. 

 

Sam Bland, Investec: Good morning. It’s Sam Bland here from Investec. Just two from me. On 

UK Bus, you've obviously had some quite material cost savings in the year, I think £23m; you've 

got a fuel benefit next year and the £7m of reversal of costs above the line. But I think you're 

expecting only moderate margin improvement. I just wondered, is it solely topline pressure here 

with volumes being weak? And what sort of assumption are you using for top line growth over the 

next year in 2016/17?  

 

And then in Student, I just wondered if you could talk a little bit more specifically about some of the 

measures you've taken to contain driver cost inflation. I don't think the environment is getting easier 

but you may be able to deal with it more effectively than in 2015/16? Thanks. 

 

Matthew Gregory: Shall I kick off around the cost side on Bus? Yes, you're right, we have made 

savings in UK Bus and we are expecting cost savings to come through with further efficiency plans 

and certain announcements we’ve seen recently. I think you saw passenger revenue 0.3 percent 

growth for the bus business for the full year, but as I said we grew in the first half and we had some 

declines in the second half, particularly in the fourth quarter. What we are currently seeing is that 

passenger revenue growth is down around 1 to 1.5 percent, so whilst that’s not necessarily what 

we are expecting for the full year, that gives a good indication that, as Tim said, we are not 

expecting growth necessarily for the full year. We'd like to see that, and we will work towards that, 

but we're assuming that that level of moderate decline will be in place and therefore that's why 

we're trying to step up our cost savings. 

 

Tim O'Toole: Your question on Student, I think it characterises it appropriately: we are now 

starting to see some inflation to solve this problem. So as I said, obviously we try to get better at 

recruitment, we really are trying to get better at retention, stepping up our efforts to stay in touch 

with drivers through the summer which is when you lose so many of them; so there are qualitative 

things and hopefully it can make a difference. But the fact is in many places, because of the very 

hot labour market – and it is local, but it's not in just a few places like in Southern California – we're 

having to do more in terms of sign-on bonuses, in terms of bonuses to employees who can bring in 

referrals and adjustments. Because even though we will improve the driver shortage issue, the 

total cost of the drivers will not, we’re assuming, get any better. That's why we've made the other 

adjustments, because if we're not spending the money to deal with the operational emergency of 

not having enough drivers, it's often because we've had to spend it to bring the people in. So we're 
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just trying to be realistic and not assume that things will get better, which was the assumption we 

made the prior year – that this would be an issue that we would be able to manage. 

 

Annelies Vermeulen, Morgan Stanley: Good morning. I just have a couple of questions, quite 

specifically for, First Transit: I think you talked about Uber causing a bit of an impact – can you 

elaborate on that and on how is it affecting the business, and how are you thinking about that going 

forward given the continuing growth of it? 

 

And then secondly on Greyhound, when you talked about certain corridors being affected by the 

budget airlines offering lower fares, can you elaborate at all on which corridors that is and how 

much of the total business is being impacted? 

 

Tim O'Toole: OK. On Transit I mentioned Uber just because I knew that everyone would pay 

attention – but actually this predates all the fancy software, the changes in the paratransit 

business: because paratransit is this unusual business in the United States in that it is an 

obligation imposed on these local authorities to provide that kind of service within a certain 

geographic corridor around bus services or rail services. And a lot of these cities then just said, oh 

the heck, we’ll provide it everywhere, like in New York City and LA – and it's become a real burden. 

Often these people are not bound in a wheelchair, they have some other claim on special services, 

and you'll find you can move them in different ways. So paratransit has been subject to more and 

more businesses making bids, including taxi services, for example, where you could just see how 

you can then apply the new technologies to those solutions, and you can see the paratransit 

market will change over time. It hasn't been a material change yet: I was just trying to make the 

point that we're alert to the long term future developments, and we want to be there. We're not just 

sitting here and thinking don't worry, Transit will always just turnover, and we're not having to do 

any management oversight or plan for the future. 

 

On Greyhound, it's really in very select corridors so far: we have seen it in the South East primarily 

and in places Greyhound has pointed to specific corridors; it just kind of adds to the accumulated 

pressure they are under. But the real relevant issue is from the private automobile. 

 

Damian Brewer, RBC: Two question areas. First of all, staying with North America on the student 

bus side: can you update us now how much if any of the portfolio is now earning below cost of 

capital in terms of return on capital? And within the Student business, in terms of the offsetting 

measures you're taking, can you elaborate a little bit more: how much does the engineering 

function contribute and how much is just plain cost cutting, and how do you ensure that's done 

cleverly rather than what we saw in one episode before where there were cost cuts that then hurt 

the business later?  
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Into the UK, can you detail a little bit more: you mentioned there were still regional differences in 

the business, can you give us a little bit more feel for those? And then how much of the portfolio 

now is in that 'penalty box' in terms of the need to be either radically reformed or closed down? 

Thank you. 

 

Tim O'Toole: The Student portfolio: this is a number that changes all the time, it's always bouncing 

around at the margins because you have a lot of healthy businesses that if you get driver 

shortages they drop down; that's something we're always dealing with. We have I think it's 35 

percent of our locations account for about 75 percent of that problem, so those are locations that 

are healthy locations in the past and all of a sudden they just sit back down, and so you're looking 

at your repricing programme and you're thinking we thought this whole category would go away. 

Well, in some respects it will never go away, because you're going to have to always be adjusting 

for these kind of localised issues – but the bottom line is that the portfolio as a whole will provide 

returns well above – I mean, well above our cost of capital in this current year; it's in a much 

healthier state than it has been. 

 

Matthew Gregory: So talking about the cost-cutting we're expecting for this current year: it's 

probably fair to say that the maintenance transfer into Transit – we're not expecting actually for that 

to yield significant savings this year, that's really more about best practice. Those guys are very 

good at providing those maintenance services and they do that externally. So this makes sense 

that, you've got this huge organisation in the US that you put it under the Transit management, so 

that's a very tangible example of sharing best practices. We would expect to get cost savings in the 

future, but this is more about reorganising it; and it also gives the Student guys a little bit more time 

to focus on the driver shortage issues.  

 

So coming back to your other cost-saving measures, I think the one thing when I look at the cost 

cutting across the organisation: a number of the divisions have been very good at doing that, and 

have got very granular and tangible plans. I think in the Student organisation it's more difficult, 

you've got that spread across 500 locations, and so I think the real focus in that business is to 

make sure that, through adding a COO, we are focusing all of those cost cutting efforts and we can 

make sure they're granular. So is it just a general cost cutting exercise, cutting too deep? I don't 

think so; it's 130 odd heads, the realignment of the regions is a sensible thing to do as well, so I 

think it's well thought through. The good thing is it’s done, its tangible and we can see it happening. 

So that's what gives me confidence that we'll meet that $50m target – it’s tangible. 

 

Tim O'Toole: As far as the bus business within the UK, we don't have any business in the 'penalty 

box' as you put it. What we have done through this year is continue to sharpen our operations and 
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look for efficiencies where there isn't volume, so you've seen in this year, six depots have been 

closed and we've shifted work to other local depots. So, it isn't about getting out of a business, it's 

about tightening things in light of trading. For example, we’ve six depots in Manchester, and we 

think we may be able to close one of them in light of the current environment. Similarly, what's 

happening in East Scotland is about doing something perhaps with two depots and adjusting them, 

but continuing to put forward a service in East Scotland that we can support. And the reason I 

made that point is I think there is for some people a confusion about our story, because they saw 

the big change we made in the beginning and they've seen us continue to make changes and 

some people have raised the question why didn't you just do that all once? And as I say, it's 

because you're trying to hold on to the gearing of the whole turnaround, and you iteratively make 

that trade off based on demand as it goes forward. You can always shrink to a much higher 

margin, but that's not always the right economic answer. 

 

Jolyon Wellington, JPMC: Hello, good morning. I've got three questions please. To start with 

Student: and I was interested in your comments about the price rises in FY17 being above the 5.3 

percent you saw in FY16. Just wondering if you can help us to try and understand what the net 

effect of that is in terms of the actual profit benefit? Clearly, you've got some cost rises in terms of 

labour, maybe you can touch on what that actual overall labour increase was and what the 

proportion of the cost base that is? 

 

And the second question, I wanted to just ask about was capex, and you're talking about 

normalizing your capex expenditure: can you just help us all understand why now is the right time 

and a sensible time to be able to reduce that level of expenditure? Can you talk about the age of 

the bus fleets, for example, and how that's evolved relative to competitors, that would be very 

helpful? 

 

And then thirdly and finally, I'm interested in the bond portfolio. Clearly, you mentioned that you 

might refinance that as the bonds mature. There is an opportunity to potentially refinance early and 

lock in some of the cash benefits from some of the nearer-term bonds. I would just be interested in 

any thoughts on that? 

 

Matthew Gregory: OK. So, if I take the first one on Student: it's difficult to give an overall answer 

to cost inflation, because it's very specific in all of the areas. What I would say is obviously we are 

seeing cost inflation over and above inflation in the US, but what we're doing is factoring that into 

pricing. So we would expect some benefits to come through, but I would say it's difficult to predict 

precisely how that’s going to be because clearly we've got a chunk of the bid season to go. I think if 

you're looking at how we move forward to that 9 percent margin, I think what I would say is that 

we've got operating days coming back in the same area that we've had negative this year. We've 
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got fuel coming back to us, which is a positive. And then we have these cost savings that – you can 

work out based on what I'm saying to hit the $50m that cost savings are going to be $16m or $17m 

if the maths works. So, I think that gives you a good step up to how we get to the 9 percent. 

 

Tim O'Toole: So capex, why now? Well, because we have put so much money in and are at a 

healthier state, particularly in light of trading conditions. So one business where the investment will 

keep going is UK bus: we still put in very large, the same size, bus orders this year because we are 

driven by hitting the accessibility regulations. So, we haven't taken a foot off the gas with regard to 

that at all. 

 

But in areas like Student over the last year, the Student fleet got younger. So we're in a very 

healthy state in Student and, if anything, the real business challenge in Student is to cascade more 

efficiently as you trim your portfolio. And in Greyhound, the big investment’s been made on the IT 

systems; Greyhound hasn't invested in buses last year because we have excess buses in light of 

current economic conditions. So, it would really be kind of crazy to go out and buy a whole lot of 

buses in Greyhound at the moment, and we've just completed the refurbishment of the fleet, so I 

would defy anyone to go over there and get on a Greyhound bus, then you would see why we're 

not in need of doing much with our Greyhound fleet at the moment. So we have got through this 

bow wave of investment that we needed to do to get this company back up to a position where it 

could be measured against its competitors, and really that's why now. 

 

Matthew Gregory: So looking at the bonds: I mean, I know mathematically we can construct the 

arguments that would say, from a net present value basis, it's sort of neutral or we could do 

something beneficial. My take is that, when we’re a business that’s trying to generate cash, to then 

spend money upfront to buy ourselves out of those bonds is not the right use of our cash. Now I 

would prefer to focus on operating the business, getting the cost savings and the operating 

performance that we want. Everyone knows what our bond position is, and then as those come 

much closer to their maturity date, we can look at the market then and that's my take on it. I would 

say that the Board looks at this regularly and our Treasurer and Treasury team look at this 

regularly, and if we saw an opportunity that we thought was too good to pass up then we would 

obviously take it. But my take is that we've got better uses for our cash right now, than to pay that 

all out in penalties on the bonds. 

 

Alexia Dogani, Goldman Sachs: Thank you. I just had three questions please. Just firstly on the 

free cash and uses of cash, can you elaborate a little bit as you get to the step change in free cash 

flow this year: how would you be looking to deploy that cash, medium term? 
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And then secondly on the UK Bus business and the Bus Services Bill: given some of the areas you 

operate would be looking for devolution, do you see that as an opportunity to recover your margins, 

for example, if there was a partnership model or a fully contracted model, would you see it as 

easier taking cost out and rationalising part of the network? 

 

And then thirdly, just on Greyhound and the revenue management system: what is ultimately your 

objective there, is it to increase pricing, improve load factor or occupancy rate, and do you see a 

difference between the two? Thanks. 

 

Matthew Gregory: I’ll take that free cash flow question first: look, I think it's a very valid question. 

We're putting forward really a positive view that we will generate significant cash this year but what 

you will know is that this business is very back-end loaded, so we will not be generating that cash 

until the second half and it’s going to come in into 2017. At the point that we actually generate that 

significant cash, we will be then looking at how best to use it. We are in a very interesting position 

here, in that we will have bonds then getting closer to maturity. We will have potentially 

opportunities there and we've also got to consider the total return to our shareholders – but I think it 

would be wrong to say anything other than we'll wait until we actually generate that cash, and then 

the Board will consider the best way to utilise it. But clearly, the returns to shareholders is 

uppermost in our minds. 

 

Tim O'Toole: As far as UK Bus and devolution: so devolution in and of itself doesn't necessarily 

produce bad results. So the first place that got devolution is Cornwall, and that's a great 

partnership for us. And again, I would invite you to go down and talk to them, they're not talking 

about franchising, they're talking about advancing things in a more positive way with us. 

 

Could devolution result in a contracting franchising model that would allow us to reduce costs 

faster or easier? Personally, I don't think so; in fact, in many ways I think everyone throws these 

terms around – not you but I mean the stakeholders who fall in love with this idea for political 

purposes of getting control – they throw these terms around without really understanding the 

economic consequences. The statistic we always like to remind people of is that subsidy per 

passenger in London is £73 per passenger, everywhere else in the country is £17. It's very 

expensive to run all this stuff on your own, and you tend to find your costs go up more than the 

private operators who are able to restrain costs as a result of their management approaches. So I 

don't think it in and of itself will help reduce costs, I think the exact opposite will happen. But it does 

present interesting challenges: so one of the more vocal areas where we are involved is 

Manchester. Well, Manchester doesn't provide us with high margins. So, in Manchester, we've 

done a lot, we've cut a lot of prices there, we've tried to be very friendly to that regime and to that 

community because we think long run, it helps produce a better bus service. What they do with that 
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could produce very different outcomes – whether they're able to do what we can do is another 

question entirely. As you know, this bill, which will still be a year and some before it comes in, will 

largely be defined by secondary legislation. So it's a long distance between where we are now and 

everybody knowing what they're talking about. 

 

Greyhound, yes: the answer is we're interested in load factor. We're interested in transforming the 

business in the United States, so the people who are willing to look at that as a travel choice has to 

expand dramatically, and that's got to be the big win. Yes, there will be an efficiency and pricing 

effect first; we've obviously not been pricing real cleverly for years – but the real issue is, can you 

get the kind of transformation you've seen in other places like – our Chairman always likes to talk 

about the fact that years ago you would only ride on Deutsche Bahn in Germany, and now 

everybody gets on coaches – and the same sort of thing has to happen in North America. 

 

Rishika Savjani, Barclays:  Hi, good morning. Two questions from me. Can I come back firstly to 

this pricing that you're achieving in the Student business. So you said double-digit -- 

 

Tim O’Toole: No. I said high single-digit. 

 

Rishika Savjani: Sorry, high single-digit in the recent bid season. Can you just put that in the 

context of the market, so do you feel like you're leading the market, and are your competitors 

achieving similar sort of price increases? 

 

And then the second question is just a bit more broadly on the rail market and what we've been 

seeing with the recent rail contracts over the last couple of years and how those have panned out 

in the very early stages of the franchise? How does that change your thoughts or thinking around 

future bids and potentially SWT as an example with the works going on at Waterloo? 

 

Tim O’Toole: I'm not sure I got the second question entirely. Is it about the SWT bid? 

 

Rishika Savjani: Just your broad thinking about the rail market and how that affects your thinking. 

 

Tim O’Toole: With Student, we like to think we've been a leader in pricing, but maybe others will 

claim that position, whatever – the behaviour has been consistent, which is a relief, that where you 

had kind of suicidal pricing behaviours four years ago, in more recent years we've enjoyed an 

environment where our major competitors have been following the exact same policies we have 

followed. You make a good point in asking the question, because obviously it's one thing to raise 

prices and another thing is what's your retention rate. Our retention rate with aggressive pricing 

was above our budget last year. This year, it's a bit lower, but closer to our budget, it's a bit lower 
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than last year but last year was above where we expected to come out – and so we feel like the 

market continues to support this programme. 

 

As far as the rail market; I guess we're hoping it's not so much what we're learning, we're hoping 

it's what everyone else learns – that these are big bets and you want to make sure that you are 

putting something forward that's compelling but that's deliverable, and we will continue to do that. I 

mean – maybe I'll just leave it at that. 

 

Gerald Khoo, Liberum: Morning. Firstly, on UK Bus. Obviously, you've talked about double-digit 

margins in the medium-term in the past, and that you could still shrink faster to get there, but that's 

not the right call. So when do you expect you will hit double-digit margins in the right way, or what 

should be the right way? 

 

On Capex, can you just give us an indication as to what happens to non-rail Capex after the DDA 

stuff rolls off on UK Bus this year; in other words, what's the run rate going into March 2018?  

 

And finally on Greyhound, you talked about typical load factors, what is the typical load factor at the 

moment in Greyhound? 

 

Tim O'Toole: So, UK Bus: as I said in my remarks, this is a moving target in the sense that we 

could hit it as an exit rate this year, if there were any kind of growth. So, you tell me when growth 

returns to the business and I'll give you a more precise date. We do have a, a kind of advantage, 

it's good news, bad news: it's bad news in that there are still categories in which our costs do not 

match the best of our competitors, so the good news is we should still make margin progress even 

in the face of a tough market. So we will continue to drive, but we are where we are right now in 

light of current conditions, it isn't our intention to shrink to a number, it's our intention to maximise 

our total return. 

 

Matthew Gregory: On Capex: look, I wouldn't expect that just because the UK Bus stuff’s going to 

roll off next year that that will drop through to the bottom line of our Capex number; we’ve talked 

about Capex to depreciation being 1.2 times over the medium term. Next year, it'll probably be, in 

that specific year, about 1.1 times. So yes, I'd like to see that we maintain it around that 1.1 times, 

but the mathematics will tell me that it's going to be between 1.1 and 1.2 times. So the £300m for 

next year is a good number – for this current year, sorry! Into 2018, I wouldn't advise that we 

assume that all the UK Bus stuff’s going to drop-off, because – let's be clear about this as well, 

we're focused on returns, and as I said when I talked about cash conversion: if we get good Capex 

projects that are going to give us returns, then we'll invest in them. 
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Tim O'Toole: Load factor on Greyhound: I can see the team looking for the most recent numbers 

but it's traditionally been just a little over 30 on a 50 seat bus, actually a little better than that in the 

good times, but I'm being a bit prudent given what we've faced recently. We pretty much have held 

it because – what we've done is one of the reasons why Matthew was singing the praises of 

management there – we strip out the miles and put all the people on the one bus, so we have 

probably pretty much held to the 30 people per bus I would say off the top of my head, hoping it is 

true. 

 

Damian Brewer: Looking ahead to the next two weeks and what could happen thereafter: can you 

talk us through what your view of the GDP sensitivity of the UK businesses are, and what you can 

do, and what you've been thinking about as contingencies to react if we were to see a softer UK 

GDP environment? For example, are there any backstops on Great Western or TransPennine or 

even any reopeners in the contracts that you could then look at? 

 

Tim O'Toole: Obviously, if the [referendum] outcome were to – first of all, nothing's going to 

happen at the vote, right? So there'll be an emotional reaction, but it'll be a year or two before you 

actually – even if you were to have the [leave] vote, you wouldn't know what comes of it because 

there's got to be a negotiation. What that emotional reaction causes in terms of output in the 

economy, it's hard to say. Plainly, it would be bad for our businesses if we go into recession. 

Luckily, a very large part of our operation is in North America, and certainly, those dollar earnings 

are going to look better and better in that scenario. But there isn't any kind of backstop for the 

Great Western or TPE that would simply make us whole. We would just have to adjust our 

operations as best we could in light of conditions we are facing – but you don't know, if you did 

have such a situation, what the real effect would be on Great Western – travel could go up 

domestically. 

 

Joe Thomas, HSBC: If we look towards the back of the pack, you talk about the hits that you had 

to your profits this year from few school days, but there's also been a benefit from fewer bad 

weather days this year. What was the net number of days that you actually lost this year and what 

are you expecting the number to be next year? 

 

Matthew Gregory: So it's difficult to say, because it does actually depend on each specific 

school's timings and how they work. I'd say on average it’s about 1.5 days. What is fair to say is the 

$17m that we've put in there for the bridge this year, I'd expect that to reverse in the coming year, 

so that's what we should get that as a tailwind. So let's just be very clear on this: if you take $165m 

as the base, we should get an additional $17m coming in from school operating days in the coming 

year… 
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Joe Thomas: If we don't get more bad weather that we've had so persistently? 

 

Matthew Gregory: …Yes. Let's be clear on our forecasting, and we're not going to go through 

every single line of this: we’ve had better weather in this past 2015/16 year. When we do our 

forecasting, we look at a five-year average of weather, and they actually have quite detailed 

calculations below all that – we're assuming that we go back to about a five-year average. Again, 

this is what's so difficult with this business, and this is why they tell me that we've got the wrong 

year-end here; this is going to be predicated on the end of this year – who knows what [weather is] 

going to be. Look, we're not making – we're not trying to turn into weather forecasters here, we just 

do mathematical calculations and we deal with it the best we can as it turns out. 

 

Tim O'Toole: So that average will have a good year in it, but it's going to have a couple of really 

horrific years in it, so it's going to take a hell of a lot of bad weather to get outside of that band. 

 

Joe Thomas: As the oil prices recovered, have you seen any recovery on Greyhound at all? 

 

Tim O’Toole: It recovered a little, but it's bounced down again. But, these things as ever take a 

while to play out and we have not seen it. 

 

Joe Thomas: And finally, on UK Bus, the decline in revenue that you talked about in 

concessionary, is that driven by volumes, or is that being driven by absolute levels of subsidy that 

is still being cut? 

 

Matthew Gregory: It's really both actually, but there is decline in the concessionary volume. 

 

Tim O'Toole: Well, thank you very much for joining us today. 

 


