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Transcript of FirstGroup’s pre-close trading statement  
for the twelve months to 31 March 2014  

Wednesday 2 April 2014 
 
 
Operator   Thank you for standing by and welcome to the First Group Pre-Close Trading 
Update 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 this 
conference is being recorded today 2 April 2014. 
 
I would now like to hand the conference over to your speaker today, Chris Surch.  Please go 
ahead. 
 
Chris Surch – Finance Director, FirstGroup   Good morning and welcome.  In summary 
after taking account of the extreme weather particularly in North America where, as you know, 
they experienced the worst storms in many years over a prolonged period, trading was in line 
with our expectations.   
 
Let me just talk about the weather for a moment because I cannot overemphasise just how 
difficult the conditions have been.  I will come back to the direct impact on our business shortly 
but to put the issue in some context, the significant snowfalls and the extreme cold has made 
this the harshest winter in many areas for at least a century.  Airlines have reported significant 
weather related losses and you will have seen the impacts on companies such as FedEx, the 
railways, and automobile suppliers.  Overall the weather is forecast to have cost the US 
economy $50 billion dollars.   
 
Since the last trading update for the Group, as a whole the weather impact has been 
approximately £14 million.  Despite this, overall operating profit is ahead of the prior year with 
good performances in four of the businesses, with Student – as we discussed at length during 
the last trading update and at the capital markets day – making slower progress.  
Notwithstanding this, we remain broadly on track to achieve our medium term targets that we 
reiterated during the capital markets day.   
 
So if I now turn to each division in more detail.  Firstly in First Student, on the cost side we 
achieved the $100 million target run rate from our savings programme.  We have identified 
further savings to go for over the next two or so years and this will come from small efficiency 
improvements in each of the 500 or so different locations, together with general overhead 
savings.  As we explained last time, the benefit of the savings made to-date has been offset by 
cost inflation running ahead of the price indexation in our multi-year contracts.  The net effect 
of this is that a number of contracts are not delivering the required returns.  We are 
implementing the plans to address this and, as these contracts come up for renewal over the 
next three years or so, we will increase pricing such that over that time frame the returns will 
increase.  As we have explained, a likely consequence is that some of the contracts will not be 
renewed.  Should that be the case, we will cascade the affected portion of the fleet to other 
locations and reduce the capital spend commensurately.  Clearly this will be an ongoing 
process but the key change is over the next two to three years, and at the end of which we will 
then have a far stronger based business from which to grow.  It is very early days in this year’s 
bidding process but so far no surprises.          
 
At the last trading update I covered the weather impact in First Student in late December and 
early January.  For the whole year our profit will be $25 million lower than we expected due to 
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the weather impact and this includes almost $20 million that impacted us during the final 
quarter.  This reflects both the impact from cancelled days as well as increased operating 
costs.  Over 4,000 school days were cancelled impacting 75% of our locations.  This is 
approximately double a normal year impact.  And in addition to the cancelled school days we 
have incurred significant additional facility costs for snow clearance, overtime payments and 
increased fuel costs.  We now expect that revenues for the year will be 1.8% lower than the 
prior year with a margin of approximately 6.5%.  If I exclude the weather impacts the margin 
would have essentially been flat compared with 2012/13, as we previously guided.   
 
Turning now to First Transit.  This business continues to perform strongly with a good like-for-
like growth, which as previously indicated will be approximately 7%, and margins of 
approximately 7.5%.  The contract retention rate remains above 95%.   
 
In Greyhound, a year of improving financial performance.  You will remember the first quarter 
was particularly tough with a like-for-like revenue decline of 6%.  The next two quarters were 
essentially flat and in the final quarter we saw a weather adjusted like-for-like growth of over 
2%.  It is still early days in the economic recovery and I suspect it will not be a smooth ride, but 
these numbers are encouraging.  Our profitable point-to-point service Greyhound Express 
continues to do well with revenue growth of over 10%.  The weather also impacted the 
Greyhound business by approximately $10 million in profit terms and approximately one million 
miles of scheduled services were cancelled due to the weather.  Greyhound also incurred 
additional costs similar to those in Student.  As you know from the capital markets day, we are 
in the process of enhancing the systems to maximise the benefits of fully flexible yield 
management and offering smart ticketing options to our customers, and this programme is all 
on track.   
 
We are pleased with our progress in UK Bus and performance was very much as expected.  
The turnaround programme is right on track and we delivered 1.8% passenger revenue growth 
during the year which was underpinned by good passenger volume growth.  Our confidence 
continues to grow that we are putting this business on a much firmer base.  Although we are 
on track and very encouraged by the results so far – in particular the volume increases in the 
areas where we have rolled out our new commercial proposition – there is still much to do.  
Also there is no quick way of turning these early results into higher revenues and profits.  We 
are putting in place the building blocks and then it will take time for that to be reflected in 
increased returns.   
 
UK Rail continues to perform well, underpinned very much by strong passenger volume 
growth.  Revenues for the year are expected to be up almost 6% driven by increased 
passenger volumes.  Even in the final quarter of the year with some of the routes being 
weather impacted, underlying passenger volume growth was over 4%.   
 
Turning now to cash, there is no change to the cash guidance I have previously given, i.e. 
broadly flat which is, as I have said previously on a Group of this size, means plus or minus 
£20 million.  Our liquidity remains strong and leverage I expect to be between 2.2 and 2.3 
times EBITDA. 
 
I draw your attention to the comment in our statement this morning that we have reviewed the 
treatment of exceptional items and in particular the categorisation of rail bid costs and certain 
property disposals.  These items will now be included in our underlying results in the financial 
statements for the year ended 31 March 2014. 
 
So in summary, overall profits and earnings are ahead of the prior year albeit suppressed by 
the extreme weather conditions.  There have been good performances in four divisions with 
slower progress in Student.  And although there is still a lot to do we are encouraged by the 
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demonstrable benefits from the plans implemented so far.  Our priorities are clear and the 
plans we have underway will build upon our market leading positions and return the Group to 
sustainable cash generation and significant value creation.  Can I now hand back to Jasmine 
so that I can take questions.  Thank you. 
 
Question and Answers 
 
Operator   Thank you.  So, as a reminder, if you wish to ask a question please press *1 on 
your telephone and wait to be announced.  The first question comes from the line of Edward 
Stanford.  Please ask your question. 

Edward Stanford – Lazarus Partnership   Good morning it’s Edward Stanford from Lazarus.  
Just one quick question: could you possibly remind me as to what the exceptional items will be 
that will be included in the normalised profit or, rather, how much they will be, please? 
 
Chris Surch   Sure, Edward, morning.  So, for the year ended 2013/14 it will be bid costs 
which I expect to be around £20 million or probably slightly above that at £21 million.  Thfee 
comparative number for 2012/13 which we will also adjust those numbers in our financial 
statements was around £18 million and that will impact the Rail numbers clearly.  Then, on 
property disposals, the number in both years 2013/14 and 2012/13 is just short of £3 million 
and that will impact on the Bus business.   
 
Edward Stanford   Thank you very much. 
 
Chris Surch   Thank you, Edward. 
 
Operator   The next question comes from the line of Alexia Dogani.  Please ask your question. 
 
Alexia Dogani – Goldman Sachs   Yes, good morning.  I just wonder if you could give us a bit 
more colour on the rationalisation of the 36% of the portfolio earning less than 5% margin?  
Can you just discuss how we should think the rollout will develop over the next two to three 
years and any costs associated with exiting those contracts?  Thanks. 
 
Chris Surch   OK, morning, Alexia.  Yes, you’re alluding to the charts that we put up at the 
capital markets day and if I just go through and remind people of the process that we’re going 
through in Student to improve the returns because there are different elements to it.  The first 
element is increasing the cost efficiency of the business and as I alluded to when I was 
speaking, we have taken out a run rate of $100 million, which was our target, and which we’ve 
achieved this year as we expected to do.  As we set out at the capital markets day there is 
more to go after and we identified approximately $50 million over the next two or two to three 
years that we said that we would get out of the business.  So that’s the first element.   
 
The second element, recognising that a section of our portfolio of contracts is lower return, is 
to ensure our pricing reflects the investments that we’re making into the bus business – the 
school buses that we buy and the quality of the service that we provide to customers.  Over 
time we will be increasing the prices of those contracts to improve the returns and that’s going 
to be an ongoing process.  Obviously as we do that it’s likely that we won’t hold on to some of 
the contracts, but in that case we will cascade the buses onto those contracts where our 
service is truly valued and we can get the right return.   
 
Now all of those parts play out over time and that is clearly a challenge as we’ve always said.  
Student is the biggest of our challenges but we remain confident that over time we will get to 
the double digit margin targets that we’ve set ourselves over the medium term.  What is more 
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difficult to call is the exact roadmap of how that plays out in each year because there’s 
obviously a number of moving parts.  We have, as you would expect – answering your 
question directly, Alexia – a number of models as to how that would play out and I know that a 
number of analysts have different views of how it will play out.   
 
I think the range is that revenues next year at the top end will be broadly flat or, if you take 
them on a conservative basis, will be in the mid-single digit decline.  But that’s a working model 
and we will see how it plays out.  We’re still very early in the bid season this year and therefore 
as you would expect it’s too early for me to call the exact outcome.  Therefore the roadmap will 
essentially build out over the next year or so as to how we achieve those double digit margins 
and the timeline to achieving that.   
 
Alexia Dogani   Thank you and can I just ask a quick follow up: so when you – let’s say some 
of those contracts are lost, clearly that will be a benefit to the margin because of the mix 
change.  But would you – is it more of a time lag to see that mix benefit because there is a 
small cost associated with closing those contracts, let’s say in year one?   
 
Chris Surch   Yes that’s absolutely right.  What happens in terms of margin is that you have 
obviously the benefit of the price rises coming through.  As we lose contracts then there will 
obviously be a negative impact.  There will also be the impact, as you allude to, of some exit 
costs.  We do not believe that those will be very significant but there will be some costs as we 
move the fleet around the country and those will incur some cost.  If particular locations have 
to be closed because we’ve lost a number of contracts in a particular location, then those will 
incur some cost, and there will in some cases be buses that we cannot cascade and those will 
involve write downs.  Overall, I think you put it in a very good way: what that will do is it just 
builds in a time lag to the overall improvement in margins because overall the [timing] impact 
of what we’re doing will increase.  But it obviously increases the time together.   
 
Alexia Dogani   OK, great thank you very much.   
 
Operator The next question comes from the line of Anand Date.  Please ask your question. 
 
Anand Date – Deutsche Bank   Hi, morning, Chris.  I just wanted to ask on Greyhound, are 
you beginning to see your passengers participating in the economic recovery? 
 
Chris Surch   Morning.  Yes, it’s clearly still very early days in the economic recovery but I do 
take encouragement from – as I said when I was speaking – there is an improving trend.  If 
you go back, the first quarter was particularly difficult when the measures were being put in in 
the US that certainly hit our travelling customer base and you saw the like-for-like 6% 
reduction.  And then the next two quarters were up but in the tenths rather than the whole 
basis points, so essentially flat.  And then the 2% – and it is only one quarter so I don’t want to 
get carried away – but the 2% increase in the final quarter we take some encouragement from, 
so it’s clearly happening.  I think as we go forward like most economic recoveries it won’t be a 
smooth path but yes I think we are starting to see that.   
 
Anand Date   And I was just wondering: I don’t know if it’s a geographical thing but why is it 
that First Transit is not being affected by the weather?  Is it just because it’s in more southern 
areas or is it the contract structure? 
 
Chris Surch   It’s partly locations and structure and it’s partly down to the fact that it’s city 
based and therefore the weather clearance systems etc., are somewhat better.  There was a 
weather impact in Transit, it was in the small millions of dollars and that was just offset by other 
outperformance in that division.   
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Anand Date   OK, fair enough.  Thank you. 
 
Chris Surch   Thank you very much. 
 
Operator   The next question comes from the line of Joe Thomas.  Please ask your question.   
 
Joe Thomas – HSBC   Hello, it’s Joe here from HSBC, just a couple of questions please.  
First thing Chris, you said you that you were at $100 million run rate cost savings in US school 
bus.  I just want to clarify how much will cumulatively have hit the bottom line, year end 2014 
over the period of the latest cost saving initiative?  And then the second thing is Greyhound: 
you’ve been a little bit less specific on the margin targets I think in this statement compared to 
where we were at the investor day talking about double digits.  Whereas previously you were 
talking about I think you said, I’m sorry I know you are talking 12% here – so sorry just the first 
question. 
 
Chris Surch   Yes, I would like to address the second question as well.  There’s no change in 
any of the guidance on Greyhound: we’re still aiming for and confident in achieving the 12% 
margin.  Just on the first question, you did say cumulatively did you, Joe? 
 
Joe Thomas You said you’re at a run rate of a $100 million and I think that $100 million should 
have hit the bottom line by this year?  
 
Chris Surch   Yes absolutely.  Sorry I understand your question.  Yes absolutely it’s very 
slightly above $100 million.   
 
Joe Thomas   Right, OK.  And the next $50 will come out over what period of time, do you 
think?   
 
Chris Surch   That will be over the next two to three years, I would see that $50 million coming 
out.   
 
Joe Thomas   And that is gross of any additional cost inflation, just to be clear?  
 
Chris Surch   Yes, that’s separate from that.  I mean if you go back to the chart that Linda put 
up at the capital markets day: the chart from recollection has the fact that there was still a 0.5% 
hit on margin from the continued inflation coming through.  That will take time obviously to get 
out of the system – that’s all part of the process that I explained and – answering Alexia’s 
question – that we’ve got in place.  And it’s to offset that impact and get that out of our system.  
But yes, to answer your question, yes it is gross of that.   
 
Joe Thomas   Thanks.   
 
Operator   The next question comes from the line of Christopher Combe.  Please ask your 
question.   
 
Christopher Combe – JP Morgan   Good morning, Chris: just had a follow up regarding your 
outlook for Bus margins.  You mention it’s difficult to convert the early gains into immediate 
profit.  If you look at the targets for Bus and for Greyhound can you give us some colour on 
what kind of progression you’d expect over fiscal 2014, 2015, 2016 as we get towards the end 
of the timing horizon, to reach your targets, that is? 
 
Chris Surch   Yes, and so if I take Bus first: I would expect going forward, of the order of a 1% 
increase in margin in the coming year, in 2014/15.  I would then expect an acceleration as we 
move towards our targets, because the key in the Bus turnaround is the two elements: of 
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achieving the cost savings – and we’ve done well so far, we’ve hit the cost savings that we 
intended to hit, and we will continue to take those out, it’s obviously an ever-continuing process 
but there’s still more to go at.  But then, as we build the customer base and we get the volume 
improvements coming through – we’ve been very pleased with the areas where we’ve rolled 
out, achieving those volume improvements.  We’ve obviously done that at the expense of 
some yield.  But as you go forwards, the yield impact reverses because you’ve got the solid 
base, you go back to being a normal bus company, you have fare rises etc., and that’s when 
the increase in margin accelerates towards the end of our medium planning timeframe, to get 
to the targets that we’ve previously set out.   
 
Similarly in Greyhound I would expect of the same order of magnitude of margin improvement 
over the coming year.  And then again there is an acceleration and that comes a little bit from 
the economic recovery, but more from the new yield management systems that we’re 
implementing and making purchasing Greyhound tickets far more simple than it is at the 
moment with mobile apps, smart ticketing etc., for our customer base.  And we’ll be rolling out 
that over the coming 12 to 18 months, and again that will cause an acceleration in the margin 
performance.  
 
Christopher Combe   OK, and just one follow up in terms of let’s say it’s fiscal 2017/18 for 
Bus: in terms of the increases you’d see on the top line for tariffs is CPI a better indicator or 
RPI as we think about that longer term? 
 
Chris Surch   Sorry, did you say Bus or Greyhound?   
 
Christopher Combe   For Bus. 
 
Chris Surch   For Bus, CPI is generally the base for bus businesses, it’s the base for revenue 
increases and for fare increases.   
 
Christopher Combe   OK, thank you.   
 
Chris Surch   That would be your base on fares.  What we’re also planning to do, because we 
have seen our efforts from the changes that we’ve made in our network structure, in our 
pricing, in how we approach the market in making ticket offerings very simple and 
straightforward for travelling customers to understand, we would expect to get volume 
increases from that as well.   
 
Christopher Combe   That’s clear, thanks.   
 
Operator   The next question comes from the line of Anand Date.  Please ask your question.   
 
Anand Date   Yes, hi, Chris, sorry, I just thought of something else I also wanted to ask.  Just 
on Rail, I was wondering could give us, or are there any details you can give us, about the 
Great Western direct award you’ve got?  And also is there anything you could say about the 
change to your appetite for other franchises as a result of that award? 
 
Chris Surch   Well first of all on First Great Western, to directly address your question on the 
one we’ve got: we have the contract that runs through to September 2015, and then you will 
have seen the reference to the possible direct award to cover the period of very extensive 
changes on the First Great Western railroad.  As you will know, there’s approximately £7.5 
billion of investment going into that railroad.  And the consultation process will be ongoing over 
the coming months and obviously we look forward to the outcome of that.  
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In terms of our appetite, we are the biggest rail player.  We believe that we have a very strong 
offering.  We see it as a key part of our business, and there is absolutely no change to that 
appetite going forward.   
  
Anand Date   Yes, sorry.  I don’t think I made myself clear.  It’s not that I don’t think Rail is 
key, it’s just if you get awarded that direct award does that make Thameslink or East Coast 
perhaps less important?  And any other franchises obviously? 
 
Chris Surch   No, not at all.  We play to win on all of the franchises that we bid for.  It wouldn’t 
change our appetite. 
 
Anand Date   Sure, OK.  Thanks, Chris. 
 
Chris Surch   Thank you very much. 
 
Operator   The next question comes from the line of John Lawson.  Please ask your question.   
 
John Lawson – Investec   Good morning, Chris, John Lawson here.  Just a bit of follow up on 
Rail and obviously the question on Greater Western and the extension, was answered I guess: 
in the coming months you might hear whether you’ve got that longer term extension.  I assume 
we’re still talking summer time?  Question really is around what do you see the bid cost for Rail 
for FY 2015 and any thoughts 2016?  And also talking exceptional items can you give us any 
guidance on what you think property exceptional charges might be in the coming two years?   
 
Chris Surch   OK so yes, the consultation will happen over the coming months – obviously 
exact timing of that is one for the DfT.  In terms of bid costs, the exact amount in any year 
clearly depends upon the franchises that we’re bidding on but I would expect in 2014/15 the 
number to be in the range of £15 to £20 million, so of the same order as this year.  And again 
there’s no reason to assume that will be any different in the out years beyond that.  In terms of 
property I think – well first of all, the numbers are small that we’re now taking above the line: 
just short of £3 million in 2013/14 and in 2012/13, those small rationalisations of the property 
portfolio I’d expect to be of a similar level.  I think your question was on exceptionals, by their 
nature, they would be exceptional and therefore would come up as they play out.  But that 
would be for example if we decided to sell a very large property and there was a very large 
profit or a very large loss on an individual property that would distort the underlying results then 
clearly we would put that as exceptional.  But the ongoing stuff I would expect to be about the 
same level. 
 
John Lawson   OK, thank you.  And whilst I’m on can I just ask one other question relevant to 
Student.  You obviously flagged it was early days in the bid season, and I hear what you’re 
saying on reducing your underperforming business in bidding at the right price etc., but can 
you give us any flavor of underlying market trends, what you’re seeing out there at the 
moment?  What are the mom and pop players doing?  Are they being more aggressive than 
perhaps in the past or perhaps – a little bit of colour please? 
 
Chris Surch   It’s very much early days John.  There’s been no surprises, everything we’ve 
seen is very, very similar to what we always see in this market.  You win some, you lose some 
but no overall change in the trends.   
 
John Lawson   OK, thank you very much. 
 
Operator   The next question comes from the line of Joe Spooner.  Please ask your question.   
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Joe Spooner – Jefferies   Morning, Chris, just two quick questions.  Firstly I think the 
statement noted you’d lost about 4,000 school days.  Presumably there’ll be an opportunity to 
reclaim some of those at the end of term that kind of drops into the next financial year?  Don’t 
know what you can say about that?  Then secondly, just returning to this Great Western 
extension: I think when you agreed the current extension period and there was some 
nervousness about extending beyond the – I think the limit was about two years, because of 
European competition law.  Have those concerns been satisfied that you’re able to talk about a 
long term extension, or is that still a potential hurdle to overcome? 
 
Chris Surch   Hi, Joe, morning.  First of all on Student school days, yes is the simple answer, 
we would expect some of those costs to come back.  So year on year impact, I mentioned 
when I was speaking, that the overall impact was $25 million on Student, so that was 
effectively the impact on our profit.  I would expect to – assuming that we get a normal school 
year, a normal weather impact next year, so no polar vortexes, no hurricanes – that that $25 
million will be incremental benefit year on year.  Now within that there is recovery of school 
days and we normally assume between 50% and 60% of cancelled school days come back in 
the following year.  Clearly for us, because of the timing of our year end, the impacts in a 
particular winter doesn’t then benefit us until the following financial year.  So that is built into 
that $25 million, clearly it’s down to individual school boards as to what they actually do and I 
know that a lot of the school boards are going through those exact discussions at the moment.   
 
In terms of the extension of First Great Western contract or any other contract, you’ve seen 
other direct awards that really are down to the DfT and in terms of how those go forward I 
wouldn’t see any major barriers to that. 
 
Joe Spooner   That’s great.  Thank you. 
 
Operator   The next question comes from the line of Edward Stanford.  Please ask your 
question. 
 
Edward Stanford – Lazarus Partnership   Hi just a quick follow up if I may.  In terms of the 
active and live franchise bids, are you confident that the timetable for instance is met or have 
you met with any slippage at all in your experience with DfT? 
 
Chris Surch   It’s running to plan at the moment, so there haven’t been slippages and we will 
just deal with whatever happens.  We have a strong bidding team and yes, we will deal with it 
as it happens.  But we‘ve seen nothing of that so far.  
 
Operator   We have no other questions at the moment.  Please continue. 
 
Chris Surch   Jasmine, thank you very much.  Thank you everybody for taking the time to 
listen.  Thank you, good morning. 
 
Operator   So that does conclude our conference for today.  Thank you for participating, you 
may all disconnect.     
 
 


