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Transcript of FirstGroup plc’s call to analysts and investors on the pre-close 
trading update for the financial year ending 31 March 2012. 

Thursday 29 March 2012 

Operator: Good morning and welcome to the FirstGroup pre-close trading update call 

for the financial year ending 31 March 2012.  Today I am pleased to present Tim 

O’Toole, Chief Executive.  For this call all participants will be in a listen-only mode and 

afterwards there will be a question and answer session.  I will now hand you over to the 

speaker, thank you. 

 

Tim O’Toole: Good morning.  This is Tim O’Toole and I’m joined by Nick Chevis and 

Rachael Borthwick.  Thanks for joining us for our pre-close trading update for the year 

ending 31 March.  The close of the current year is as expected and consistent with our 

view at the last update, with earnings and cash generation coming in on target.  Our 

three North American businesses all continue to demonstrate improvement in results 

and in quality of service.  The US economy appears to be improving.  Our UK Rail 

business is now well into this period of inflection that we have forecasted.  Growth in the 

existing franchises have been robust, TPE has entered the phase of operation under the 

revised terms of the government’s extension and the refranchising process is finally 

underway with bids to be submitted later in April for the first new franchise – Inter City 

West Coast.   

 

In the news this morning is that FirstGroup has qualified as a shortlisted bidder for the 

next three franchises to be let.  UK Bus performance reflects the caution we’ve been 

expressing through the year with growth of only 1.5%.  Capital investment increased 

slightly this year to around £350 million; however we reduced the cash effect with some 

operating and finance leases and asset disposals.  As we announced in January, we 

continue to manage cash to support our capital investment needs, long term debt 

reduction goals and dividend commitment and we shall see cash generation as 

forecasted within the range of £115 million to £100 million.   

 

Turning to an update of each division, Student’s recovery remains on track and I’m very 

pleased with the turnaround the team is managing.  They’ve hit the goals we’ve set for 

them this year and are rebuilding margins on the trajectory previously provided which will 

return us to double-digit returns by 13/14.  We’ve said the operating margin will be 
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stabilised – so that was probably flat in the second half of last year, which is what we 

have seen.  Indeed it’s slightly better at 11.6% versus the 11.4% of last year.  The 

current bidding environment continues to reflect the more rational environment we saw 

restored last year and our experience so far is consistent with our expectations.  We 

continue to see modest gains in conversion business and an improvement in charter as 

well.  My confidence in the continuing successful execution of our recovery plan has 

increased because of the consistency of improvements in many measures.  We’ve 

enjoyed a marked improvement in our customer satisfaction scores and our safety 

results, for example.  The response rate to our annual customer satisfaction survey 

leaped to almost 60%, which is an impressive number for such surveys and scores are 

up across the board.  In addition, safety results were the best ever and those are key 

indicators that the commitment to improvement is coming at every level of the 

organisation.   

 

Turning to Transit – their growth was 1.5%.  As I described at the half-year, growth is not 

what we should have seen, but for the frustration of the Las Vegas contract we were 

awarded. Our Transit team continues to develop their pipeline in new business, 

however, and recently landed significant new contracts in the last quarter with fixed route 

business in Rochester, Minnesota and a significant paratransit contract for Louisville, 

Kentucky.   

 

Greyhound’s performance continues to support our enthusiasm for the development of 

that business with passenger growth of 4.2% for the year.  Although the growth slowed 

in February to 3.6%, which is typical for each year, it bounced back smartly this month.  

Greyhound Express continues to be rolled out across the system with consistently good 

results.  Just yesterday Express was introduced to nine more cities, bringing it to 60 key 

markets across North America, involving 600 city pairs.  The real significance of that 

string of numbers is that core Greyhound network provides an efficient platform for the 

delivery of this new way of doing business.  It is helping rejuvenate the long-distance 

coach business in North America.   

 

UK Bus delivered revenue growth of 1.5% for the year.  Now, this is partly to do with the 

profile of the business in that it is weighted towards the urban areas in the North and 

Scotland with 60% of our revenues from those communities and the balance in the 
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South and then when you look at the revenue growth by that detail you see our revenues 

grew 3.3% in the South, which is closer to the performance of others, yet only 0.4% in 

the North.  While the other FirstGroup divisions came in as expected or slightly better 

than anticipated, this performance by UK Bus was weaker than we had expected and 

informs our outlook for the coming year, which I shall turn to in a minute.   

 

UK Rail continued its strong performance with revenue growth of 8.3%.  We did see 

some slowdown in the beginning of the calendar year down to 7.5% overall, but in recent 

weeks business has jumped back to the 8% level.  As we have forecasted for some 

time, the last quarter saw the start of the TPE extension which reduced margins to closer 

to industry average from the levels we had developed or in the original terms of the 

concession which highlights our movement into a transition period for our rail business 

with significantly lower profit levels pending our success in winning some new 

franchises.  Notwithstanding the winding down of our rail portfolio, our teams are working 

hard to continue to improve performance and introduce new capacity now.  We’ve 

introduced new rolling stock to First Great Western and are taking on the delivery of a 

new fleet of trains for TransPennine Express.  ScotRail is delivering a £6 million 

refurbishment to part of its fleet and FCC has worked to deliver the new King’s Cross, 

West Hampstead and Blackfriars station works in a successful partnership with Network 

Rail and others.   

 

I want to turn to our outlook for next year because it is such an extraordinary year for the 

company.  Our North American companies can expect to benefit from the improving 

prospects for the US economy.  We expect Transit and Greyhound to continue to grow 

and Student’s recovery will continue to deliver in line with our expectations.  We still 

have a lot of work to do in Student, but our steady progress, consistent with our plan, 

gives me renewed confidence about the long term future of our Student business.  We 

have long signalled that 2012/13 would be a transition year for FirstGroup primarily 

because of the change in our rail business.  Although we shall continue to deliver 

performance improvements for our existing franchises the story will migrate to the effort 

to secure new franchises.  We have a strong bid team as demonstrated by the good 

news we received this morning.  I continue to believe that, while the bidding environment 

will be a challenge, at the end of the day our experience and wealth of management 

talent will have a place in the next generation of rail franchises.  UK Bus is facing 



 
 

4 
 

tougher conditions than previously thought, especially in some of our service areas in 

the North and Scotland which, combined with the reduction in government funding and 

increased fuel costs, produces overall cost pressures that are more than its growth will 

offset.  What has changed in our expectations are two things.  First, the cost pressures 

have grown with greater reductions in government support and a further escalation in 

fuel prices such that the extraordinary year-on-year costs increases look to be closer to 

£50 million and, second, the price increase that we announced for significant portions of 

our network in January and which we expected to help cover offset cost challenges has 

delivered a disappointing yield.  As a result we see UK Bus margins reducing next year 

to as low as 8%.  This level of performance is unacceptable.  While the combination of 

cost increases and weak pricing as an unexpected development of recent weeks, the 

underlying weakness that led to this performance is not.  I have said at all of our 

briefings with you that I thought the management of our UK Bus business had to change.  

The disparity – the consistent disparity – between the growth rates that we have 

demonstrated and those enjoyed by our competitors testify to the gaps in our 

performance.  We recruited new management into UK Bus, management that had a 

demonstrated record in growing bus businesses and charged them with the complete 

review of our network and the ways we do business, with a view to delivering the growth 

that others consistently prove is available.   

 

Giles Fearnley has led this effort and he has over the past nine months conducted a 

depot-by-depot review of our business, developed specifically locally tailored plans and 

gone the further step of having them reviewed and interrogated by outside industry 

experts.  When I presented the half-year results I said that we were going to have to 

deliver this transformation, that I needed to support the investment in our bus business 

notwithstanding the difficult economic conditions.  I said I knew this would make it more 

difficult, but we had no choice if we were to avoid long term decline.  I still believe that, 

but I now believe we must accelerate the rate of change given this changed outlook.  

Giles has already commenced implementing these changes to local networks, providing 

a better product that will help support stronger pricing in the future and the major 

operational changes in the bulk of the plan will be delivered over the coming months.   

 

The accelerated change is our decision to reposition the overall portfolio to concentrate 

our investment, both in capital and people, and those markets that offer the greatest long 
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term returns.  This will involve the sale of assets over a shorter period and in a greater 

amount than we have done before.  As you should anticipate I cannot tell you those 

plans at this point because our first concern must be with the staff, ongoing operations 

and stakeholders who must be supported and consulted.  I expect a significant 

improvement in margins in the following years as a result of this approach.  You should 

expect our disposal programme on current projections to generate in excess of £100 

million which will, notwithstanding these trading conditions, allow us to keep key cash 

flow broadly neutral next year.  Given the improvement we are seeing in our other 

businesses, the reasonable expectation for a continuing future in the rail market and the 

deliverability of our UK Bus plan, the Board reaffirms its dividend commitment through 

2013 and believes the Group will deliver long term value for shareholders in this sector 

which enjoys this increasing recognition as a key factor in economic growth.  That 

concludes our remarks.  I thank you for listening and will be happy to take your 

questions. 

 
Operator: We will now begin the question and answer session.  If you wish to ask a 

question, please press *1 on your telephone keypad and wait for your name to be 

announced.  If you wish to cancel your request, please press the # key.  That’s *1 on 

your telephone keypad to ask a question.  Your first question comes from the line of 

Joseph Thomas from HSBC.  Please ask your question. 

 

Joseph Thomas: Good morning.  Three questions from me please.  Firstly, refinancing 

requirements over the next year – could you quantify how much debt is due to be 

refinanced in the next, say, 12 to 18 months?  The second thing, a lot of these issues in 

UK Bus have been the result of BSOG concessions and fuel costs, could you just remind 

us please what the... well, we know what the net impact of  those things is, but could you 

just remind us what the growth impact of those things is before any yield improvements.  

And then, finally, you talked about getting a better product out in Bus that will enable you 

to price upwards – could you just explain what the capex requirements associated with 

that are likely to be please?  Thank you. 

 

Nick Chevis: Yes, the refinancing - over the next 12 months we’ve only got about £70 

million/£75 million worth of debt retirement and over that period we would see us 

continuing to write the good finance leases in the US where we’re getting good rates. 
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We would anticipate that we would do about £125 million there, so that would net 

increase our headroom.  In terms of the next major payments, in terms of debt 

retirement, that will be April 2013 when we’ve got the £300 million bond to repay.  So we 

would see headroom this year of free cash – that’s excluding rail cash and undrawn 

facilities of around about £750 million – and we would see that increasing over the next 

year from £750 million to £850 million.  In terms of the cost pressures, I mean, BSOG is 

a straight cost really of about £18 million, concessionary revenues again is straight loss 

in revenue and loss for P&L of about £9 million.  We’ve got tenders which are down.  

We’ve said the net impact is about £6 million, so that’s quite high marginal business – so 

the revenues in that are probably around £10 million – and then we’ve got pensions and 

NI of roundabout £9 million or £10 million and our fuel increase is about £11 million or 

£12 million for the Bus business.   

 

Joseph Thomas: Okay, can I just, sort of, come back on that?  So effectively what 

you’re saying is that BSOG and concessions, that was the gross cost across the Group 

and you’ve not been able to price up to offset that? 

 

Nick Chevis: Yes, that’s what we’re saying.  Yes, the price rises that went through 

earlier in this calendar year in January, as Tim said, we’ve seen very disappointing 

yields.   

 

Tim O’Toole: As far as the capital required to put out a better product in Bus, the capital 

profile has been different from what we have said in the past.  We’re bringing in a lot of 

new buses as part of our Olympic commitment, of course, and those will then be moved 

across our network. We previously announced our investment in a new smart ticketing 

initiative, but it’s not just capital – it’s also people.  It’s about putting out a better product, 

making sure your buses are on time, it’s the attention to the detail and the redesign of 

the network to make sure we’re putting in the frequencies on the right routes rather than 

just cutting them blindly across the business. You saw that our mileage actually went up 

this year, so Giles is concentrating on local solutions that will drive the business longer 

term. 

 

Joseph Thomas: Okay, thanks. 
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Operator: Your next question comes from the line of Mark Manduca from Bank of 

America.  Please ask your question. 

 

Mark Manduca: Hi guys, thanks very much for taking the question.  In terms of a really 

simple question in regard to cash flow and how I should be thinking about the dividend 

for the next 12 months – to what degree is it sensible to be paying a dividend in an 

environment where the only earnings are going to be under pressure certainly and there 

could well be some outflows on the Rail side.  Is it fair to say that the guidance on the 

cash flow side includes the assumption that you win or retain those two franchises?  And 

to what degree, based on the comments that you’ve just made about investment in Bus, 

do the investments in Bus need to be raised above and beyond depreciation over the 

next 12 months and what impact will that have on cash flow and the dividend guidance? 

 

Nick Chevis: Well, if I just say in terms of the cash flow guidance it doesn’t assume any 

changes in Rail.  Great Western runs until April 13 at least, so this year’s cash guidance 

isn’t affected by changes in the Rail franchising portfolio.  In terms of the investment in 

Bus, we’ve actually been investing in Bus and what we have done is our cash capex 

number being lower than our actual investment overall in Bus.  So as Tim said in his 

statement, we’ve managed to achieve cash capex significantly below what the gross 

capex is, so gross capex for this year is around £350 million.  What we’ve done in our 

Bus business is put in nearly £50 million worth of operating leases within there and 

obviously we have been through a sale process, so we’ve had proceeds from property 

and also from some US school buses which have netted proceeds of around about £50 

million. They have served to reduce the effect on our cash capex, although maintaining 

the investment and looking forward into next year that investment will pick up slightly. 

 

Mark Manduca: Yes.  I mean, I guess one of my concerns with this is, is there a risk 

here whereby, you know, we never really get out of the position where the balance sheet 

gets de-levered and that we’re, sort of, seeing, you know, a cash flow trail around... on a 

dividend basis as things currently stand the stock becomes essentially... or rather this 

company becomes... and let’s be honest, you guys are the operators, I’m just an analyst 

here, but in terms of thinking about the way that the dividend would allow you to 

essentially grow the company and shrink or rather pay down the balance sheet, is it not 

sensible to assume that at some point there should be an element of thinking about 
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whether that dividend – not that it goes in its entirety – but certainly shrunk?  You know, 

to be honest, from my own, sort of, perspective I think that, you know, the share price is 

already reflecting an element of that. 

 

Nick Chevis: Yes, I mean, what we have got here is we’ve clearly de-levered over the 

years - in 2009 we had 3.2x.  I think we’ve made it quite clear that we see this a 

transition year in terms of earnings and then the way in which the Board has reviewed 

the dividend they are content that it is only a transition year in terms of reduction in 

earnings.  That will stall the deleveraging process, although we believe that net debt will 

not increase this year and then earnings in the medium term will return to recover it. 

Obviously the Board will take a view in terms of where the dividend falls as a result of 

our progress through the rail refranchising process. 

 

Mark Manduca: But, Nick, I guess the question I’ve got is then, you know, if this year’s a 

transition year, what is next year in that case and a year where potentially there is £120 

million of working capital outflow from the rail contracts from FCC and FGW?  

Depending on what happens there obviously that’s a very bearish scenario, but I would 

argue actually that this isn’t the transition year; the next year is the transition year. 

 

Tim O’Toole: But if you make the assumption that the rail business is going to go away, 

the profile of the company changes, and, between here and there the board will be 

informed by what happens in the rail bidding.  I mean we start with the point that 

commitments are very important to us, and dividend is a long term statement about how 

you feel about the company, and the board is very convinced, especially the way they 

saw a turnaround in Greyhound, they’re seeing a turnaround at Student, and they’ve 

looked at the plans and believe we will turn around UK Bus to a growth profile, and that 

is the real long term statement they’re saying, and I wouldn’t want to confuse that 

message to the shareholders.  We don’t think it’s likely that the largest train operating 

company will disappear from the market.   

 

Mark Manduca: And the last question, it’s a slightly more benign question in regard to 

these rail contracts themselves, obviously the announcements this morning, to what 

extent, given the huge amount of competition that there is, certainly from what I’m 

hearing around Thameslink, and around Essex Thameside, to what extent do you feel 
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that there is an element of a sort of winner’s dilemma here, to a certain degree, in regard 

to, you know, just thinking about these businesses more as utilities rather than as, you 

know, 50% return on capital employed, if you’re looking at some of the annual reports.   

 

Tim O’Toole: We haven’t even seen the term sheet yet, so… 

 

Mark Manduca: Sure. 

 

Tim O’Toole: It’s a little tough to characterise them, and especially at a time when the 

term and the structure of these deals will be changing over time, as the government 

develops its own thinking about the best way to structure them.  And keep in mind, each 

one of these will be very, very different.  I mean, the terms for a Great Western, which is 

going to go through a massive capital programme will be very different from the term 

sheet for an Inter City West Coast. So it’s a little tough to just simply characterise it the 

way you have.   

 

Mark Manduca: Super, thank you very much for taking the questions.   

 

Operator: Your next question comes from the line of Edward Stanford from Oriel.  

Please ask your question.   

 

Edward Stanford: Good morning everybody.  A couple of questions, if you wouldn’t 

mind.  First of all, you mentioned that you were perhaps accelerating some disposals in 

the UK bus business.  Could you perhaps give an indication of whether that will involve 

any provisions, write downs or impairments, and also whether that is the case across the 

group more readily.  Secondly, just to clarify your comments on the expectation of about 

£100 million from disposals, and your comment that free cash flow will be neutral, if I get 

that right, is that including the effect of disposals, and therefore the organic free cash 

generation is correspondingly negative?   

 

And finally, just, perhaps, I don’t know whether you’re able to shed any light on this, 

certainly the indications from other potential bidders in the West Coast franchise 

expressing some concern about how effective the GDP link might be in the overall 
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franchise.  Do you have an impression of the sort of level of risk that you’re being asked 

to take on in that franchise, and perhaps shed any light on it?  Thank you.   

 

Nick Chevis: Okay, Edward.  In terms of the programme, I don’t see any particular write 

downs or impairments at this stage.  There may be as we go through the process, there 

may be a few profits or losses, but generally against the goodwill.  But I don’t see any 

major write down required at the moment.  The £100 million from the disposal is included 

in our cash neutral position, so we would have a net cash outflow without that.  The thing 

that I think I need to rephrase, in terms of rail, there is a working capital outflow in rail 

next year, and as we alluded to on the Q3 call, the Great Western provision obviously is 

materialising, so there’s about a 50-odd million outflow in working capital from the point 

of view of the Great Western provision, 40 of which is in depreciation.  

 

We also have the benefit share loss in terms of TPE.  As you know, TPE was in profit 

share, and we had a creditor, the government, there for about 15 million, there’s also a 

ScotRail cash movement, which is about 10 million.  So there is a 60 to 70 million 

working capital outflow in rail, which is a contractual issue, and that obviously affects our 

underlying cash generation next year.   

 

Tim O’Toole: As far as the risk with regard to the GDP mechanism on the West Coast, 

we understand it, and just obviously it has to be priced into the revenue line that we 

estimate.   

 

Edward Stanford: But would you just characterise that as a, as a fairly broad spectrum 

that you’re asked to being… a risk to bear, rather than a very supportive one?   

 

Tim O’Toole: It’s obviously very different.  Whether the real issue is the increased 

margin you get as a result of being asked to bear that risk, and how that manifests itself 

in the revenue line you bid.  And I mean that’s really the trade off.  Plainly, you don’t 

have to be an economist to see that there is not a direct correlation with the growth in rail 

business we’ve seen and GDP.   

 

Edward Stanford: Thank you.   
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Operator: Your next question comes from the line of Jaime Rowbotham from Morgan 

Stanley.  Please ask your question.   

 

Jaime Rowbotham: Morning all.  Two questions please. The first on UK Bus.  I just 

wanted a clarification on the guidance.  You’ve guided to an 8% EBIT margin next year 

in that business, but you’ve also guided potential sales of UK Bus businesses raising 

£100 million or more in proceeds.  What amount of UK Bus revenues do you expect to 

leave the group as a part of those disposals?  And is the idea that one applies an 8% 

margin to the sales ex-disposals in order to have a sensible idea of the, of the operating 

profit First Group might make in that business next year? 

 

The second question, moving away from the UK for a minute, is on school bus.  Looking 

at peers, I’ve seen, for example, Student Transportation of America winning, it would 

seem, a new contract, only small, say, 80, 90, 100 buses every week in the last few 

weeks, I just wondered whether First Group’s seeing any signs of success in the school 

bus bid season, for the 2012 school year?  Thanks.   

 

Nick Chevis: In terms of the disposals, Jaime, obviously our 8% margin we’ve quoted 

before those disposals, we would anticipate that the disposals that we’re making will 

have an average margin below the average, so, in terms of turnover, just probably 

roughly as a guide, £100 million proceeds, it will depend on the businesses, but it will 

probably be 130% of that in terms of turnover, 140% in terms of turnover.   

 

Tim O’Toole: And as for school bus, retentions have been going as we’d hoped.  We’ve 

experienced some similar success like STA with smaller contracts, we took in 

combination between two contracts around 100 buses recently, in the last two weeks, in 

conversions.  But primarily it’s just pretty much following our schedule.  We haven’t had 

any surprises one way or another, so far.   

 

Jaime Rowbotham: Thanks.  Just to check, on the Bus guidance, so Nick that makes 

sense on, on the sales, 1.3, 1.4 times proceeds in terms of revenues coming out.  What 

you’re saying is, if you X out the sales, don’t necessarily apply the 8% margin.   

 

Nick Chevis: No, I would say don’t apply the 8%.   
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Jaime Rowbotham: Understood.  

 

Nick Chevis: We’ve used the portfolio at the business, and our view is that there’s 

clearly some assets in our portfolio which probably attribute more value to different 

ownership structures or different people owning them.  So we are not selling the crown 

jewels, the very high performers within this business, we are selling the bits more on the 

periphery which we think are not where we’re going to generate the best returns and we 

see the best prospects for growth.   

 

Jaime Rowbotham: Yes.  

 

Nick Chevis: So it will definitely be at the lower end.   

 

Jaime Rowbotham: Yes.  

 

Tim O’Toole: It is the reformation of the business and the coordination of the asset 

sales which gives me the confidence that there will be a smart upturn in margin in the 

following year.   

 

Jaime Rowbotham: Fine, so just, I think, to clarify, I think, one either applies the 8% 

margin to the sales for next year pre-disposals, or a slightly higher margin to the sales 

next year, post-disposals.  

 

Nick Chevis: Yes.  

 

Jaime Rowbotham: Cool.  Thanks.  

 

Operator: Your next question comes from the line of Damian Brewer from RBC.   

 

Damian Brewer: Yes, good morning, and thanks for taking the question. Three, and I 

guess they’re all sort of related.  Maybe it’s easier if we can do them one by one.  First of 

all, on the UK Bus side, give us an idea of the kind of restructuring and maybe what the 

post-restructured business looks like. Could you give us some idea of what the bus 
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volume growth range will look like, not the revenue growth, but the passenger volume 

growth range look like in trading last year?  What was the worst, what was the best?  

And also within the average margin you’re going to report for the year to March 13, 

again, how broad that range is, maybe what the best and what the worst is, please? 

 

Nick Chevis: We have a very big margin range, we’ve got some businesses which will 

not be making a return in the last 12 months, and we’ve got some businesses which will 

be making margins pretty high up, a way above the average.  In terms of growth rates, 

again, it reflects, across that, I mean, some of our businesses will be doing five to 10% 

growth, and some of them are, will be nought to minus five down.   

 

Damian Brewer:  And is it the case that the nought to minus five is typically the low 

margin businesses as well, or… what I’m trying to get at is, is the growth problem in … 

 

Nick Chevis: Yes, typically we have some perennial parts of our business that we have 

for many years been working to turn them round, and I think that we’re getting to the 

point now in that we want to focus our attentions on the territories where the prospects 

are greater, and we can dedicate our management and our investment in those areas to 

generate greater returns.  I think there’s been certain parts of the portfolio that held back 

the returns in UK Bus.  And have done for a period of time.   

 

Damian Brewer: So if you were to take the bottom quartile of bus revenues, how much 

sort of EBIT do those contribute?  It sounds like very little, to the group as a whole.  

 

Nick Chevis: It’s certainly, yes, it is quite small.   

 

Damian Brewer: Okay. 

 

Nick Chevis: You would be right in assuming that, Damian.   

 

Damian Brewer : So basically, it sounds like your plan here is to have a smaller 

business which you can focus more of your efforts on growing the bits where you can 

get growth?  Second question is just, you talked about year end net debt.  Could you tell 
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us what your peak debt, or average debt looks like through the year, and how different 

that is from the year end debt, please.  

 

Nick Chevis: Yes, the peak debt.  Obviously, as we’ve talked before, our profile of debt 

does tend to spike up in the middle of the year, and that’s done the same thing for a very 

long time.  So we typically would talk about peak debt being, probably being 200, 250 

million higher than the year end closing debt.   

 

Damian Brewer: Okay.  And then the very final question I’ve got, you know, there’s a 

sense of déjà vu here, we’ve been through this before with the school bus business.  

And I’m just wondering, you know, whether, for whoever takes over the, the full role of 

CFO, what do you think could be improved in terms of, you know, there’s obviously 

some issue about budgeting and reporting here, and I accept things change, but the 

BSOG disappearance has been known, at least in England, and I accept that, you know 

Wales has come up very late in terms of its changes there.  The fuel cost has been 

ticking up, the bus business you have has scored quite poorly in TAS surveys in terms of 

value for money.  Why it was thought that fare increases would go in and stick, in terms 

of the numbers, when, historically, you’ve already been a relatively high priced operator.   

 

I’m just wondering whether you, you think there’s something the company can learn in 

terms of managing its sort of budgeting or reporting process a bit better going forward, to 

avoid these kind of hiccups that we seem to have had quite a few of in the company.   

 

Tim O’Toole: Damian, I take your point on this. When I came in, we had to deal with 

school bus.  Now, this comes.  Although I have to say I think this is more like 

Greyhound, in that it’s a question of turning the company to the right profile, and putting 

out a better product so that it will grow in the future, and you have control of, you know, 

both sides of the equation, both costs and revenues.  And it’s that kind of change we 

have to put in.  Now, I have to say that we saw, from the very beginning, from when I 

came in, that we had to make changes in UK Bus, and said so.  I guess the assumption 

was, and where we were wrong, is that the putting in price increases as has been done 

in the past would stick and would allow us the transition to get to the new way of doing 

business.   
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The only really good thing to come out of January was we could see that the old time 

religion definitely doesn’t work and to change direction we really have no choice.  It isn’t 

even a question of a close judgement.  But I think it’s a combination of the tougher 

economy hitting at a time when we were relying on that price increase to get us through, 

that told us, well, actually, you can’t do that anymore.  You’ve got to rebuild.   

 

And that’s actually why we probably wouldn’t have to go at the rate we’re going to go 

through the next year if we’d have had better economic conditions.  

 

Damian Brewer: Okay.  Thank you very much.  And can I be cheeky and just ask one 

final one?  Can you remind us where you are on pensions, and in particular, not 

necessarily the accounting position, but where you are on cash contributions to the 

pension schemes? 

 

Nick Chevis: Yes, cash contributions to the pension schemes will be around 100 million 

this year, and there’ll be about 120 million next year.  I think the ongoing rates from then 

on will be about 110 million.   

 

Damian Brewer: Okay.  Thank you very much.   

 

Operator: Your next question comes for the line of Gerald Khoo from Espirito Santo.  

Please ask your question. 

 

Gerald Khoo: Morning all.  Maybe start with a couple on UK Bus.  In terms of the 

disposal programme, how confident are you that, given the changed guidance from the 

Competition Commission to the OFT, that you can actually get these disposals away?  

You’ve obviously in the past talked about how you, that the disposal programme was 

being held back.  And also what sort of time line do you, you know, how quickly do you 

expect those disposals to come through?  And finally, secondly, on the fare increases, 

you talked about those not really sticking, what do you think passengers are doing 

instead?  And how confident are you that those passengers that either are using the bus 

less or doing something completely different are going to come back?  
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Nick Chevis: Okay, in terms of the disposals, I think as we highlighted before, the OFT 

is slowing the process, not stopping the process, so I think we feel pretty confident now 

that we’ve got a plan which we’re going to execute, and that will progress through the 

year.  We’ll try and do as much as we can in the first half, but we are, we’ve got clear 

direction about what we’re going to do. 

 

Tim O’Toole: As far as fare increases go, and what the people are doing, I think they go 

to our competitors too often.  There’s been too much churn in our base business.   

 

Gerald Khoo: Okay.  So therefore how would you actually pull people back into your 

network?  Without, say, cutting fares? 

 

Tim O’Toole: You put out a better product, you put out a reliable product, you put out 

something that they can rely on, every day, consistently, that isn’t late, you make it 

easier for them to get on the bus, you put out ticketing products that bind them to you, 

through the loyalty of, whether it’s a monthly or a weekly.  I mean, it’s the entire 

package.  You know, it’s the sort of thing Giles has done before in his career, you can 

see it with the local bus companies he’s run, we’re going to do the same thing across our 

network.   

 

Gerald Khoo: Sure.  

 

Tim O’Toole: And you know, it’s as simple as saying, look at the competitors, and we’re 

going to do what they’re doing.  I’m not too proud to admit that.  

 

Gerald Khoo: Okay.  If I could have one quick follow up.  On rail, you’ve obviously pre-

qualified for everything, how confident are you that you have the resources to handle 

that process, and is it feasible that you can actually handle it if you won everything? 

 

Tim O’Toole: We wouldn’t bid for it if we couldn’t win it, and we believe we do have the 

resources.  We have, I mean, the numbers are fairly straight forward, the broadest 

management team in the UK in rail.   
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Nick Chevis: And we’ve had these people for a long period of time.  I mean, we’ll, we 

have a pretty stable core to that team, we’ve obviously added to that team for this 

process, and we geared up to bid for it.   

 

Gerald Khoo: Okay, thanks very much.   

 

Nick Chevis: They are also slightly staggered, Gerald, so in terms of when the bidding 

will come out, obviously you’ve got Great Western which we believe will be out in May, 

the Essex Thameside one which is the smaller one is out in June, and the Thameslink 

one we’re not expecting until October.  So they’re not all running totally congruently, and 

obviously bids for West Coast which we’re in are due in in April.  So there is a pipeline 

that runs through, although we do have a lot of resources geared up, and there will be 

separate people working on the individual bids in preparation for that.   

 

Gerald Khoo: Okay.  Do you have an estimate for the cost, at this stage?  

 

Tim O’Toole: Yes, we’re estimating about £18 million.  Next year.  

 

Gerald Khoo: Okay.  Thanks very much.   

 

Operator: Your next question comes from the line of Peter Hyde from Liberum Capital.  

Please ask your question.   

 

Peter Hyde: Hi, morning.  I’ve got a couple of questions.  I suppose the first one relates 

to UK Bus.  You’ve obviously going to, in FY13, see quite a sharp drop off in your 

margin, whether it goes to eight or 8.5%.  I suppose I wondered whether that, you think 

is the ongoing margin within that business looking medium term, or how quickly you 

think you can get that back to what I might call industry average, because it seems to me 

that a lot of the things you’re talking about are permanent increases in costs, which you 

have to work hard to get your revenue line up to offset.  Within that, sort of, second part 

of that is that, are you going to cut like for like mileage next year?  And I suppose the 

third thing is I’d be interested in your thoughts on why you think that someone else might 

be better running the businesses that you’re looking to sell on the basis that you’re 

obviously a credible large scale bus operator, and I sort of wonder who’s really going to 
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want to start buying bus businesses with pretty low margins.  So that’s, that’s around UK 

bus.   

 

And then just, sort of, a bit more kind of top down, could you kind of reiterate what your 

medium term debt plan is.  I presume, when you talk about your medium term debt 

reduction plan, it’s now sort of less than it was before, and I sort of do go back to this 

question about dividend, and why you see it as so sacrosanct that you want to increase 

the dividend at 7% per annum?  Thanks.   

 

Tim O’Toole: As far as UK Bus goes, we don’t see this as a medium term or a semi-

permanent stage at these margin levels.  We think margin will come back relatively 

quickly, in fact we see it coming back in the very next year, and it is because we do think 

that Giles has the right suite of changes he’s bringing in, but it’s also in combination with 

the fact of just a mathematical impact of disposing of the properties we’re going to 

dispose of.  We’re not anticipating a cut in like for like mileage.  Like I said, it went up 

this year, and it’s about providing the service that people expect over time, and not just 

cutting mileage and raising prices as your only response to tough conditions. 

 

And, you know, you like to believe there isn’t anyone else who could do a better job than 

you can, but the fact of the matter is, given where some of these operations are, they 

can, you know, there are synergies available to some other operators that perhaps aren’t 

available to us, and I mean that’s the expectation.  It’s really about concentrating your 

portfolio on where you can be most effective, and acknowledging the fact that in other 

parts of the country, maybe others can be more effective.   

 

As far as the debt, we think that’ll be largely just stable, unchanging in the next year. 

 

Nick Chevis: Yes, in the next year, I mean, obviously, going forward, as we’ve 

restocked the rail earnings, we will get back on the de-leveraging position, but the 

balance sheet is strong enough, and our headroom is strong enough. The debt isn’t 

increasing here, it’s an earnings dip that we’re taking here in the transition year.  We are 

obviously committed to maintaining investment grade status, and we see a trajectory to 

continue to hold that, and reduce the leverage in further years.   
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Peter Hyde: Okay.  And could you just give us an update on the CFO?  When do you 

expect an announcement on the new CFO? 

 

Tim O’Toole: Well, the process has been underway, it’s well on its way, there are some 

very qualified external and internal candidates, and we’ve nothing to announce now, but 

will in due time.   

 

Peter Hyde: And can I, can I just finally just check on one small point, which is when you 

talk about £100 million worth, sorry, 100 million cash from disposals, we’re talking group 

wide here, so kind of remnants of, you know, cash from the Washington DC bus 

Greyhound depot sale, is going to be included within that 100 million as well?   

 

Tim O’Toole: No, this is UK Bus.   

 

Peter Hyde So it’s just UK Bus?  

 

Tim O’Toole: I mean, we’re, obviously, the entire portfolio we look at, and occasionally 

there will be further opportunities beyond that £100 million, but the change in the, I 

guess, anyone’s expectation is that this amount of asset sales in UK Bus.   

 

Peter Hyde: Okay.  Right.  Thanks. 

 

Operator: Your next question comes from the line of Anand Date from Deutsche Bank.  

Please ask your question.   

 

Anand Date: Yes, good morning everyone.  I was just wondering, Tim, could you maybe 

give us a few thoughts on, on why you think your UK Bus is slightly different from how 

some of your competitors are running them?   

 

And also, just to kind of follow up on Peter’s comment, what do you think an appropriate 

medium term margin would be?  Thank you.   

 

Tim O’Toole: Well, I think that, and I’ve said this before, in fact I’ve said this every time 

I’ve talked about UK Bus in presentations, that I think that our business was too quick, 
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over time, to simply raise prices and cut mileage, and the market allowed that for a long 

time, but I kept looking, consistently, period after period, and seeing more growth in our 

competitors than you would see on us.  And to me that was a function of really not 

focusing on local solutions, more dynamic answers, going for growth, and I think one of 

the revealing statistics was the fact that as we cut mileage on too much of our territory, 

we were inspiring our own competition and more small operators were coming in if we 

would cut out Sunday evening service or the like, and that was further causing strain 

with a lot of our local authorities because they were seeing us as not as much of an ally 

as we needed to be.   

 

Now, this wasn’t everywhere. In many places we’re doing it the right way, absolutely the 

right way, but in too many other places weren’t.  And so I thought we had to adopt the 

strategy you can see in some of our competitors, who perform a bit more entrepreneurial 

at the local level, who keep their mileage up, and who are able to develop a bit more 

loyalty with their passengers.  And these are just the sort of things that Giles has done in 

his past, and that’s why I’ve brought him in, to bring this to First Group.   

 

We have a great footprint in the bus business, that’s the great strength here.  This is all 

to play for, we will turn this around, and we expect the margins to come back quickly. 

 

Nick Chevis: Well, yes, next year, we would see clearly bouncing back well into double 

digit margins next year, and in terms of a medium term margin, we would see circa 14% 

would be easily achievable.  

 

Anand Date: Thank you very much.  

 

Operator: Your next question comes from the line of Joe Spooner from Jefferies.  

Please ask your question.   

 

Joe Spooner: Morning guys.  Just two questions.  Can you give us a sense of exactly 

what you attempted to do in terms of the price rises in January, just how that filtered into 

the business, and I guess particularly, you know, what response you had in terms of 

ridership to that?  And just on the comment you just made about margins, I mean, it 

sounds like what you’re, what you’re trying to do is not put a new focus on costs, but 
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drive passengers back onto the buses to recover the margins in FY14 and beyond.  Is 

there a cost element as well to that margin recovery, or is it really all about how the 

passengers respond to the better product, etc? 

 

Tim O’Toole: Well, first the price, the increase we put in January, it wasn’t everywhere, 

but it was on many parts of our network, and it was a 7% increase, and in some places 

we saw virtually nothing, and in other places it took ... across the business it was more 

about half that amount that we yielded.  As far as whether there’s a cost element, there 

is.  I haven’t talked about it so much because in our bus business, I think that would be, 

people would think oh, they’re cutting mileage again, which is not what we’re doing, but 

there is a big programme that’s part of Giles’ attempt to make much more efficient the 

operation of the depots, it’s really basic stuff, but there is a sizeable cost savings 

programme that’s part of this, this isn’t just about revenue. 

 

Joe Spooner: So if you’re saying in FY14 you’re seeing, you know, I think you said 

double digit, so let’s say 10%, a two percentage point uplift, are you seeing half of that 

coming through revenue drivers and half through costs, or is the mix slightly different to 

that?  

 

Nick Chevis: We do have an efficiency improvement in there which is circa 20 odd 

million.   

 

Joe Spooner: In which year, sorry, or in general?   

 

Nick Chevis: In 13/14.  

 

Joe Spooner: In 13/14? 

 

Nick Chevis: Yes. 

 

Joe Spooner: Thanks very much.   

 

Operator: Your next question comes from the line of Mark Manduca from Bank of 

America.  Please ask your question.  
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Mark Manduca: Hi Tim, just a really quick follow up in regard to this point on cash flow 

neutrality for 2013, and obviously your point about me potentially being too bearish, 

could well be a fair one, but if we were to put a scenario forward, I just want to sort of 

press the flesh a little in regard to if I was to say in 2014 at what point would this 

dividend be at risk, in regard to the comments that you made around rail, would it take 

FGW, would it take FCC?  Would it take another further leg down in bus?  I’m just trying 

to work out where the, where the point is that the dividend becomes less of a priority in 

your mind.   

 

Tim O’Toole: The important thing with the dividend, in my mind, is that it is the only 

credible long term conversation in many ways, and I say long term, that the shareholders 

look to.  And so commitment, and living up to your commitments is critical.  We’re 

nowhere near the edge with this company.  We’ve got lots of headroom.  There’s no 

inhibition on delivering capital to this company.  And we have a solid long term plan, and 

clear evidence of the ability to rebuild these companies and bring them back.  And so the 

board will simply reassess the dividend as it’s committed to at the end of this 

commitment, and by that time it will have learned a lot about the rail bidding market.  

 

And I really don’t think I can go further in characterising their deliberations now, of what 

they’re going to do a year from now.  

 

Mark Manduca: Understood, understood, Tim.  I guess, I mean, I guess all my point is 

that, it’s a really simple one, is that just de-levering the balance sheet would provide a 

conduit to growth going forward in the longer term on a ten year view.  And just doing 

that on the dividend would allow some element of de-levering, and that’s the simple point 

I’m making.  I’m not, I’m not sort of trying to stir here at all.  Thank you very much for 

taking the question. 

 

Tim O’Toole: The key is how you de-lever the balance sheet.  You know, right now, the 

leverage is not an inhibition to the delivery of capital, so that in itself is not inhibiting 

growth.  What we need to do is get more earnings out of the capital we are putting into 

this business.  So that’s why, you know, it’s easy to talk about some grand gesture, or 

some big deal, that we could do with this company, but if it doesn’t, if you sell off 
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something that’s delivering good earnings, you’ve actually exacerbated your problem.  

And the amount by which you’ve been able to reduce the leverage on the balance sheet 

isn’t going to help you, your ratios are all going to get worse.  

 

What’s important here is that we reform these businesses, get rid of the ones that aren’t 

delivering satisfactory earnings, and we build up the earnings in this company.  

 

Mark Manduca: Thanks Tim.  

 

Operator: Your next question comes from the line of John Lawson from Investec.  

 

John Lawson: Good morning.  Can I just change the subject away slightly and perhaps 

move across the pond.  Just two, two main questions really.  One, in transit you 

mentioned there was a bit of a dip in February, and bounced back smartly in March, but I 

just wondered whether you could sort of elaborate a little bit on that.  And two, could you 

just refresh us on targeted, coming back to margins, targeted margins in Greyhound in 

particular, and also perhaps just refresh us on Student, how much into double digits 

could you think this business could achieve?  

 

Tim O’Toole: Well, first of all, I’m sorry if I wasn’t clear.  The dip in February was in 

Greyhound. I was giving the growth rate in Greyhound.  I did want to note that it did dip 

as it always does, seasonally, in February, because I didn’t want anyone to straight line 

4.4% growth right through the winter months.  It did drop down but then bounced back 

up.  There’s no dip in Transit, which tends to be just kind of a steady contracting 

business.  And the Greyhound margin is around 8%, the margin transits around 7%.   

 

John Lawson: Right, okay.  Sorry, I must have mis-heard you.  And, coming back to 

Student, what do you think the sort of, you talked double digits in there, I just wonder 

whether you give us any guidance.  Are we going to be much over that, or is sort of 10% 

what we should expect under the new model?  

 

Tim O’Toole: I think by 13/14, as we said, we’d get in the 10% range, and we think we 

can build further beyond that in subsequent years.  I think I’d be getting way ahead of 

myself to say we’ll ever get back to where we were, years ago, but we’ll be at a healthy 
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level above our cost of capital, and it will make sense to continue to push growth in that 

business at that point.   

 

John Lawson: Right.  Okay.  Can, can I ask, whilst I’ve got the line, just one, ask one 

other question on fuel?  I wonder whether you could update us again where you are on 

hedging, and perhaps sort of obviously particular in the coming year, and beyond? 

 

Nick Chevis: Yes, of course.  I don’t know, do you take the cost per litre, is that your 

preference?  

 

John Lawson: That’s my preference, but other than that I take both.   

 

Nick Chevis: Yes, of course.  Where we are currently has increased from the last 

quarter.  For 12/13, in the UK, we’re 80% hedged now at 48 and a half pence.  In the US 

we are, for 12/13, we’re 65% hedged at 76.40.  And for 13/14, in the UK we’re 40% 

hedged at 49.9p, and in North America we are 33% hedged at 77.5.  

 

John Lawson: I assume in North America you’re talking cents there, are you? 

 

Nick Chevis: Yes.  

 

John Lawson: Yes, okay.  Thank you very much.  

 

Operator: Your next question comes from the line of Peter Hyde from Liberum Capital.  

Please ask your question.   

 

Peter Hyde: Hi, sorry, I just wanted to come back very briefly on one or two points.  The 

first one was really just on this £20 million sufficiency in UK Bus.  You’re assuming that 

in the year to FY14 are you, in other words, I mean, if I do rough and ready, that’s kind of 

really taking your margins from the eight to 10%, 13 to 14.  Could you just reiterate why, 

or explain why, you don’t expect a restructuring charge around those numbers?  Thanks.   

 

Nick Chevis: Yes, well, we’re doing it through efficiencies, programmes, we’re not 

intending to do a large top down, just straight head count reduction, which was typically, 
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we have done, and we’ve done a lot of that, and quite frankly, I don’t think that’s what 

the business needs.  

 

This is more about being a little bit more sophisticated about it, doing some of the things 

that we’ve done in our Student business, there’s a whole suite of things which we’ll 

probably talk more about in May, but it’s anything from looking at standard job times, and 

improvements that we’ve done elsewhere, it’s probably best for us to take you a bit more 

through that in May, I would have thought.   

 

Peter Hyde: Okay, that, that was my question, thanks.   

 

Operator: Your next question comes from the line of Douglas McNeill from Charles 

Stanley.  Please ask your question. 

 

Douglas McNeill: Good morning.  Tim, you’ve emphasised a few times the importance 

of improving service reliability in UK Bus.  I just wonder if you could expand on why you 

think that performance there isn’t good enough.  Is it, is it a question of the vehicles 

being unreliable?  And if so, is that because they’re too old, or they’re being poorly 

maintained in the depots, or is there something else?   

 

Tim O’Toole: No, I think it’s just about the operating discipline.  And it’s also about the 

fact that over time, if you’re constantly chop and changing the periodicity of the buses, 

people begin to think they can’t rely on you, they can’t follow your schedules any more, 

you just become hard to use.  So it’s about putting in the right business.  You know, we 

talk about restructuring the whole portfolio to make sure it’s in, or we’re concentrating 

our resources in the right places.  That is also the right approach on a local basis.  It’s 

about concentrating your resources on the corridors that are most rewarding for you, and 

rewarding your riders with a regular schedule that they can count on, so that you 

become their customary choice every day in the use of your network.   

 

Rather than, every time there’s some kind of cost pressure, let’s reduce the frequency by 

two minutes, let’s reduce it by three minutes, and if you keep doing this, people lose 

track of the level of service you’re delivering.  And I just think we have, and I… I think 

this because Giles thinks this, and because the people who’ve looked at it from the 
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outside have also supported that if we put out a solid, reliable service in the areas where 

we can do best, we’ll be rewarded, and we think that because when you look at the 

performance of some of our competitors, they’ve been able to produce growth in similar 

conditions.  And there’s no reason to believe we won’t see the same reactions from the 

public.  

 

Douglas McNeill: Okay, so it’s a question of timetabling rather than vehicle reliability? 

 

Tim O’Toole: Yes.  

 

Douglas McNeill: Thank you very much.  

 

Operator: There are no further questions, please continue.  

 

Tim O’Toole: Thank you very much for joining us. Good bye. 


